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Basic Domestic Data 

Population (December 1980) 
Labor force (September 1981) 
GDP per capita (1980) 

Demand  and output 
Private conaumption 
Public conaumption 
Fixed investment 
Stockbuilding 2/ 

Total domestic demand 
Foreign balance I/ 

GDP 
Industrial production 

Wages, costs,  and prices 
(nonagricultural sector) 

wage rate per man 
hits labor costs 
CP I 
GDP deflator 

Labor market 
Employment 
Unemployment rate (levels) 
Participation rate (levels) 

Disposable income of households 
Savings ratio (levels) 
Main financial aggregates 

Ceneral government sector 
Tax receipts 
Current expenditure 
Current balance 
Overall balance 
Overall cash  balance 

Money and quasi-money 
Total domestic credit 
C r e d i t  to the private 

(M3 

sector 

Balance of payments (in millions of 
U.S. dollars) 

Exports, f.0.b. 
Imports, f.0.b. 

Trade balance 

37,412,000 
12,860,000 

Pta *.'2,970 (SDR 4,318) 

10 , 632 70.9 
1,704 11.3 
2,887 19.1 

236 1.6 
15,459 102 5 
-383 -2.5 
15,076 100.0 ... ... 

0 . .  ... 
\ ... ... ... ... ... ... 

... a b 0  ... ... 

25.4 22.5 16.9 15.0 13.0 
20.5 19.5 13.2 10.5 8.8 
19.8 15.7 15.5 14.5 12.0 
20.3 15.4 12.9 12.7 12.4 

-1.9  -2.4  -3.2  -3.04/-1.5 
7.7 9.6 12.6 14.6- ... 

49.6 43.3 48.5 48.2 ... 
23.0 15.7 15.6 13.6  12.2 
10.0 8.6 7.3 7.2  7.2 

(As per  cent of GDP) 

...  ... 24.2 25.3 ... ... 25.5 26.9 ... ... 1.5 1.2 ... ... -1.8 -1.9 ... ... -2.4 -2.5 

Dec. 1980 - 1978  1979 
In billions 

- 
of pesetas 

12,243.4 19.9 18.0 
12,917.7 15.5 17.2 
11,513.5 13.7 15.6 

Basic External Data 
- 1978 1979 1980 - - 

13,480 18,352 20,928 
17,505 24,022 32,389 

-4,025 -5,670 -11,461 

26.0  26.6 26.93 51 
28.7 30.0 28.99 

-3.4  -4.3  -3.2- 
-3.0  -4.7 ... 
0.1 -0.4 l*%f 

- 1980 1981- 61 - 

16.7 15 .O 
20.3 19.2 
18.4 16.3 

- 1981- - 1982- 21  

20,426 23,082 
31,288 33,040 
-10,862  49,955 



Bae$c External Data (continued) 
. -  . 

1978 - - 1979 

U.S. d o l l a r s )  
Services (net 4,001 5,014 
Traashrs. <ne&) - 1,656 1,782 

Current balance 1,632  1,126 
As percentage of GDP 1.1 0.6 

Net long-term cap i t a l   i n f low 2,017  3,220 
Of which: 
Investment 1,114  1,349 
Borrowing  1,299  1,498 
Pubiic -396 373 

Net shor t - te rm  capi ta l   in f low L/ 171 -2,243 
Overall balance 3,820  2,103 

Change i n  ne t   fo re ign   pos i t i on  of 
commercial  banks  139  1,335 

Change in fore ign  reserves -3,959  -3,438 
Ex te rna l   i n  long-term  debt 

outstanding E/ 17,158  19,461 
Net o f f i c i a l   r e s e r v e s  ?/ 10,015  13,117 

Exchange rate (peseta/U. S d o l l a r )  76.7 67.1 
Change i n  U.S. d o l l a r l p e s e t a  -0.9 14.3 
Change i n   e f f e c t i v e  exchange rate -8.7 10.6 

_ *  

1980 - 
4,424 
2,048 

-4 983 
2.4 

4,201 

1,277 
2,750 
174 

-757 
-1,545 

829 
716 

23,695 
12,358 

71.7 
-6.4 
-6 .3  

3,837 4,291 
1,792 1,839 

2.8 1.9 
-5,293 ~ -3,aza 

4,662 

1,465 
2,653 

544 
-5 
635 

-.- 

30 
606 

26,242 41  
11,879 @/ 

92.3 
-22.3 
-11.7 

Sources: Data provided by the   Span i sh   au tho r i t i e s ;  and s t a f f  estimates and pro jec t ions .  

- 1/ Estimate. 
- 2 /  Forecast ,  

- 4 /  September  1981. 
I 5 /  I n i t i a l   b u d g e t .  
- 6 /  Twelve months  ending  October  1981. 
- 7 /  Inc luding   e r rors  and omissions. 
- 8/ Valued a t  market  exchange rate (end  of per iod) .  

- 3 /  As percentage of previous  year  GDP. 

9/ With gold  valued a t  SDR 35 per  ounce (end of   per iod) .  
I 15/ November 1981. 



I. Dmtes t i c  Economy 
. .  .. 

1. win trends 
. .  - " - 

The adjustment of thc Spanish economy t o  the impact of! the 19t3-74 
energy cricic -8 quite belated,   Financial  pol ic i s~  u n t i l  1977 continued 
t o  provide a moderate' support  to  demand in orde r  t o  cushien the deflation- 
ary iapact of the a i l  pr ik  incraaaen. Am a ra8r\ft, real eDP incraared 
in the yeoce 19?4-77 n t  an annual average rate o t  3 per cent, 1 per C1811t 
above the fate of grow& experienced by tha OECD countriae. At the 8ILPH 
time i n f l a t i o n   a c c e l e r a t e d  to  over 24 per cent i n  1977, while the cur ren t  
deficit reached 1.8 per cent  af GDP, 

The e f f e c t s  of 8 s t a b i l i a s t i o n  program introduced i n  mid-1977 became 
fu l ly  apparent i n  1978. The combination of a sharp  devaluat ion of t h e  
peseta and a subs t an t i a l   t i gh ten ing  nf monetary  policy  led t o  a !marked 
dece lera t ion  i n  domeatic dernand and made posa ib l e   t he   t r ane fe r  of real 
resources  abroad  that  was required by the  change i n  the   t e rne  o f  t r ade  
en ta i l ed  by t h e   f i r s t   i n c r e a s e   i n  o i l  prices. However, most of t h e  
adjustment in domestic demand took  place a t  the  expense of gross f ixed  
inveetment,  which  declined  from 22 per cent  of GDP I n  1976 t o  about 
20 per   cent  i n  1979, 

The ensuing marked  improvement i n   t h e  current account,  which showed 
a su rp lus   i n   1978 ,   t he   dece le ra t ion   i n   t he  rate of i n f l a t i o n   t o   1 6   p e r  
cent by the  end of 1978,   and  the  sharp  increaee  in  unemployment,  prompted 
t h e   a u t h o r i t i e s   t o  ease the   s t ance  of f i n a n c i a l   p o l i c i e s   i n  1979. How- 
ever ,  demand  showed l i t t l e  response and imports,   spurred by the  appreci-  
a t i o n  of t h e   p e s e t a   i n   t h e   f i r s t   h a l f  of t h e  year and by specula t ive  
f ac to r s ,   r o se  by more than   12   per   cen t   in  volume. Thus, the  growth 
of real GDP declined  from 2.7 pe r   cen t   i n   1978   t o  0.6 per cent   in   1979 
and the  unemployment rate inc reased   t o  9.6 per   cent .  Li t t le  f u r t h e r  
progress was recorded  on the i n f l a t i o n   f r o n t ,  as inc reases   i n   domes t i c  
energy  pr ices  and attempts by e n t e r p r i s e s  t o  r econs t i t u t e   p ro f i t   marg ins  
o f f se t   t he   f avorab le  impact of   the  appreciat ion of the  peseta and  of a 
s igni f icant   modera t ion   in   l abor   cos ts .  

Although  the  increased  publ ic   sector   def ic i t   provided a s u b s t a n t i a l  
s t imu lus   t o  demand, economic  growth  remained  unsatisfactory i n  1980. 
Real GDP grew by only  1.5  per  cent as a mndest  recovery  of  domestic 
demand was p a r t i a l l y   o f f s e t  by a marked worsening of the  real fore ign  
balance  (Table 1). I n   s p i t e  of the  rise i n  unemployment t o  12.6 per  
cent  of  the  labor  force,   private  consumption was sustained by a f u r t h e r  
decrease  in  the  household  savings  ratio.   Fixed  investment  recorded a 
small i n c r e a s e ,   t h e   f i r s t   s i n c e   1 9 7 4 ,   r e f l e c t i n g   a n  improvement in pro- 
f i t s  and t h e   e f f o r t  by en te rp r i se s   t o   r ep lace  equipment t h a t  had  been 
made obsole te  by the  development of t h e   r e l a t i v e   c o s t  of labor  and  energy. 
The i n f l a t i o n  rate showed l i t t l e  change i n  1980, a f a i r l y  good r e s u l t  
against  the  background of an   increase   in   impor t  prices of over 37 per 
cent. A f u r t h e r   d e c e l e r a t i o n   i n   u n i t   l a b o r  costs and  an  exceptional  har- 
ves t   he lped   of fse t   ex te rna l   in f la t ionary   p ressures .  



The g r a d u a l   d a c e ~ 8 r a t i o n  of i n f l a t i o n  and of wage coata ,  aud the 
partial rrurmttrthn of prcrfit raorglna since Ul&, hticaze that this 
Spauish econoag is in the process of correcting sopaa of the d i s e q u i l i b r i a  
that had prsioted a f t e r   t h e  1973-74 o i l  crisis. fn addition, the intro- 
duction of a l e t ionr l   gnergy   P lan  i n  1979  and the more rarlistic energy 
p r i c i n g   p o l i c y   i m p l m n t e d  since then all undoubtedly have positive 
effoctr in tb near fututa, However, the more favorable  relattonlrhip 
between prieeo and caata in the productive rector of the emtesty hot 
been accmpsnied by a sharp increaee  l a  pub l i c  rector deficit, &term 
priraa have managed to  improve t h e i r  profitability i n  the paro 1918-80 
through  productivity  gslne  achieved by a c c e l e r a t i n g   t h e  shedding of 
l a b o r ;   i n   t u r n ,   t h e  feet growing unemployment rate has  been  one of t h e  
main f a c t o r s   r e s p o n s i b l e   f o r   t h e   i n c r e a s e   i n   p u b l i c  sector disorving. 
As a resu l t ,   domest ic   sav ings ,   nega t ive ly   a f fec ted   a l so  by d e c l i n e s   i n  
t h e  household  savings  ratio,  hove  continuoualy  dacreaaed since 1978 and 
a s i zab le   cu r ren t   accoun t   de f i c i t  of the  balance  of payments har 
re-emerged i n  1980. 

I n   t h e  f i rs t  half   of   1981  the  level   of   act ivi ty   decl ined,   mainly as 
a r e s u l t  of t h e   f a l l  of p r i v a t e  consumption. The la t ter  re f lec ted   bo th  
the  moderation of wage increases  and t h e  marked d e c l i n e   I n  employment. 
However, growth  appears t o  have  picked  up  s ignif icant ly   in   the  second  par t  
of the   year  on t h e   s t r e n g t h  of exports and investments. On t h e  whole, t h e  
estimated real rate of GDP growth   dece lera ted   to  0.7 pe r   cen t   i n  1981, as 
a r e s u l t  of a marked dec l ine   i n   domes t i c  demand. However, u n l i k e   i n  1980, 
t he  real t rade  balance improved sharp ly  and represented  the  only  source  of 
growth last year. The unemployment rate reached  14.6 p e r  cent a t  t h e  end 
of  September  1981,  although t h e  rate of d e c l i n e   i n  employment appears   to  
be d e c e l e r a t i n g :   t o t a l  employment f e l l  by about  190,000 i n   t h e  first 
nine months  of 1981, compared with  over 300,000 i n   t h e  same period a 
year earlier. F i n a l l y ,   t h e  rate of i n f l a t i o n   d e c e l e r a t e d   f u r t h e r  from 
15.6 pe r   cen t   i n  1980 t o  14.5  per  cent last year. 

Faced wi th   t he  problems of r i s i n g  unemployment,  modest r a t e e  of 
growth,  and a r e l a t ive ly   h igh  rate of Inf la t ion ,   the   Spanish   au thor i -  
t ies have  designed a pol icy  aimed pr imar i ly  a t  h a l t i n g   t h e   d e c l i n e   I n  
employment. A t r i p a r t i t e  agreement (ANJi) has  been  concluded i n  June 
1981 among labor,  employers and t h e  Government, c a l l i n g   f o r  a r a t e  of 
con t r ac tua l  wage inc reases  of 9-12 per   cent   in   1582,  which  should r e s u l t  
i n  a d e c l i n e   i n  real wages  of perhaps 2 p e r  cen t ,   coupled   wi th   cer ta in  
b u d g e t a r y   a c t i o n s ,   p a r t i c u l a r l y   i n   t h e   f i e l d  of public  investment,  
designed  to create, d i r e c t l y  and i n d i r e c t l y ,  350,000 new jobs  by the  end 
of 1982. 

2. Domestic demand 

Domestic demand was the  primary factor supporting economic a c t i v i t y  
i n  1979  and  1980. The cont r ibu t ion  of the  foreign  balance,  which  had 
been p o s i t i v e   i n   b o t h  1977  and  1978,  turned  negative i n  1979  and  1980, 
as the  increase  in   imports   outpaced  s ignif icant ly   the  growth of exports. 



Private conamption grew by abottt: 1 p e r  c a t  In both 1979 and 1980 
&&.spit@ 8 'fiXrtua;l rragaation af .ted"rli'frpaPabb imcm of hwoeholdls 

in  income d i o t r i b u t i o n  ia favur of groups with a relativedy hi& pra- 
pecmitp to consume, such as r e c i p i e n t s  of social trafisferih Socia l  
e e c u r i t y   b e n e f i t s   i n c r e a s e d - q t  an average anaual  rate of 29 par cent- each 
y e a r   i n   t h e   p e r i o d  1977-80, whila,grorrs wages rose   on  average by 18 per 
cen t  a pear i n  t he  8ame period. &I a resldt, t h e  shcrre'of lacia1 Se'cur- 
i t y   b e n e f i t 8  In d l a p o a b l e  faceme increased from around  14 per cent in  
1977 t o  over 18 per c e n t   I n  1980, while the.share of gross Wageb, osfrich 
repreeented 72.5 per   cent  of d i sposable  iacorna i n  1977, decre8red t o  
71.8 p e r   c e n t   I n  1980.  These t r ends   con t inued   i n  1981, 88 social s e c u r i t y  
benef i t s   increased  by 21.2 per  cent  and the growth of wages,  given  the 
d e c l i n e   i n  employment  and the  moderation  in  per-capita  compensations,  
d e c e l e r a t e d   f u r t h e r   t o  11.6  per  cent. However, the   decreas ing   t rend   In  
t h e  saving6 r a t i o  seems t o  have copse t o  a h a l t   i n  1981, a8 p r i v a t e  con- 
sumption and real disposable income f e l l  approximately by t h e  same m u n t  
(0.8 per   cent  and 0.9 per   cen t ,   respec t ive ly) .  The r easons   fo r   t h i s  
development are d i f f i c u l t   t o  assess, a l t h o u g h   t h e   i n c r e a s e   i n   i n t e r e s t  
rates on f i n a n c i a l  assets connected  with  the  measures  introduced i n  
January  1981 to  l ibe ra l i ze   t he   f i nanc ia l   sys t em,  seems t o  have  played  a 
s i g n i f i c a n t   r o l e .  

<$able 3 )  Thl aecira-a in Oh8 S W I w . . T a Z b  prifmrily T * f % C t d  

Public  consumption,  which  had  increased by 3.2 per  cent  in  1980, 
grew by 2.4 p e r  cen t  i n  1981, as a r e s u l t  of the  slower  nominal  increase 
i n  purchases  of  goods and serv ices   (20  p e r  cent i n  1981 as compared with 
28 per  cent  in  1980) and t h e  more moderate  expansion of publ ic  employment 
(3.5 p e r  cent i n  1980 and 2.1 per   cent   in   1981) .  

Gross  fixed  investment showed a p o s i t i v e  rate of  growth i n  1980 f o r  
t h e   f i r s t  time s ince  1974. The main c o n t r i b u t i o n   t o   t h i s   i n c r e a s e  was 
provided by public  investment  which  rose by over 5 per  cent.  Investment 
i n   cons t ruc t ion   con t inued   t o   dec l ine   marked ly ,   e s sen t i a l ly   r e f l ec t ing   t he  
con t r ac t ion  of pr iva t e  demand for hausing.  Investment i n  equipment  goods, 
on the  other   hand,   increased by near ly  7 per   cent .   Contrary  to  what  had 
happened i n  1979 when the  increased demand for  investment goods was 
l a r g e l y  met from  abroad, i n  1980 i t  a l s o  had  an  impact  on  domestic  pro- 
duction.  According  to  preliminary estimates, gross fixed  investment 
increased by a f u r t h e r  1.0 per  cent  in  1981,  with  private  investment 
r i s i n g  by 0.3 per cene and public  investment by 6.9 per  cent. The lack  
of p r i v a t e  demand f o r  housing  continued t o  affect investment i n  construc- 
t i o n ,  which f e l l  by 0.5 per cent.  Investment i n  equipment  goods, on the  
o the r  hand,  continued t o  expand,  although a t  a  slower rate than  in   1980,  
and t h e  3.9 per cen t   i nc rease   i n  demand was more than  met by the   increase  
i n  domestic  production, as imports of investment  goods f e l l  markedly. 



There were citable Increases in  inventories Sn both 1979 and 1380, 
partly reflecting speculative factors, as well a13 the earing of credit 
conditions. This movement m e  largely reversed in 1981, as speculation 
on the exchange rate eublded and  the coat of credit rooe sigaificangly 
in real tcrrao. In addition, there wa8 a substantial depletion of agri- 
cultural etocks due to adverse impact of weather conditions on output 
in the primary sector during 1981. 

3. Output 

The weakness of demand has been reflected in induotrial production, 
which rose by only 1.4 per cent in  1980 and  virtually stagnated in 1981 
(Table 4). This  behavior of the aggregate index laasks, however, a wide 

' variation by sectors.  The production of investment goodr rose strongly 
in  both years while that of consumer goodr showed little increaser in 
1980 and a substantial decline in 1981. The production of intermediate 
goods  continued to stagnate through the third quarter of 1981. 

Real value added  in  industry  expanded by  1.1 per  cent  in 1980 and 
by an estimated 1 per cent in 1981, compared with an average annual 
increase of 2 . 4  per  cent in the  years 1974-78. Real value added in con- 
struction fell by 4 per cent in  1980, the  sixth consecutive decrease, but 
a modest increase has been estimated  for 1981. The service sector, which 
grew  in the 1970s at a faster pace than other sectors, rose by 1.2 per 
cent in  1980,  the  lowest increase in the'decede, partly reflecting a 
marked deterioration in Lourism  and in industrial activities, and  it is 
estimated  to  have  increased by  1.7 per  cent in 1981. Finally, value 
added  in agriculture increased in real terms by 9 per  cent  in 1980 as a 
result of an exceptional harvest.  However, the adverse weather  condi- 
tions  which  prevailed in 1981  are likely to have entirely nullified the 
gains  obtained In 1980. 

4. Labor  market 

Labor market conditions continued to deteriorate in 1979 and 1980- 
Total employment fell by 2.0 per  cent in  1979 and by nearly 4 per  cent 
In 1980 (Table 6), somewhat accelerating the decline which had  been 
evident since 1974 (Table 7). The decrease in total employment of about 
690,000 between end-1978  and end-1980 is explained  partly by the sharp 
drop in agricultural employment  (about 280,000). Large declines occurred 
however, also in industry and construction, whlch recorded losses of 
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234,000  and 161,000 jobs,  respectively. By contrast, employment remained 
fairly stable i n  servieee. In the first three quarterr of 1931 employ- 
arent continued to decreaslc but at  reduced rates, since the number of jobs 
tos t  in that period ePounted t o  about: 197,000 as compared to abut 310,000 
in the same period a year  earlier, Comparing September 1981 with end- 
1980, agricultural employment  decreased by 95,000 (133,000 in the saam 
period in 1980), cmplogiscnt in eonstructiuu by 32,000 (44,000 i n  th. cot- 
respanding period in 1980), whlle amploywent in the semicar $.acrerare8 by 
47,000. On the  other hand, industrial employment accelerated i t a  decline 
last yeat (129,000 as compared with 73,000 in the f i m t  nine taonths Qf 
1980) 

In the period 1955-74, agricultural employment decreased  at can 
average annual rate of 3.4  per  cent, at a time when net outward migration 
totalled almost 280,000 people and the demand for labor in the conotruc- 
tion and service sectors-traditional outlets for ex-farmers-increased 
at annual rates of over 3 per  cent (Table 7). Agricultural ernplgyment 
declined  at a faster pace in  the second  half of the 19708, a8 a result 
of increased mechanization, reflected e.g. in  the increased number of 
tractors, but also as a result of a reduced sectoral participation rete. 
Although the analysis of time series on the labor market is made diffi- 
cult  by methodological changes in  data collection, 1/ available informa- 
tion indicates that agricultural participation in tFe overall ].tabor force 
declined from 20.1 ptr  cent in the third quarter of 1977 to 18.0 per  cent 
in the  first  quarter of 1980 and  probably recorded a further 1 per  cent 
decrease in the next six quarters. This sharp decline in the supply of 
labor in agriculture in the past few years  is  hard to interpret  in the 
face of the accelerating decline  in employment in construction and the 
much slower rise in the number of serdce sector employees. 

Industrial employment  showed the slowest sectoral growth in the 
period  1965-74,  when  productivity  increased at tke highest  rate  (Table 7). 
This reflected  the  rapid modernization effort which took place in that 
period, when the sustained  level of investment  allowed an increased  sub- 
stitution of  capital--for  labor-intensive techniques and a redirection of 
activity  away  from traditional sectors.  In spite of accelerating  unit 
labor costs, employment  continued to rise  until  1977,  reflecting  positive 
expectations about future demand  developments. However, the downturn in 
aggregate demand,  together with rising  labor  costs,  resulted in a marked 
profit  squeeze. The latter explains the subsequent efforts to increase 
productivity by  shedc'ing excess labor, and to restore profitability. An 
element adding subs'  .ltially to labor costs has  been social security 

I/ A cyclical analysis of labor market developments is affected by a 
rneThodologica1  change  introduced in the second  quarter of 1980, after 
which labor statistics reflect the exclusion of population  aged 14 and 
15 years. An accordingly  revised  and  consistent  set of data is  only 
available for  the  period  1978-80  (Table 6), whereas the sectoral break- 
down of employment  and  productivity  (Table 7) includes population aged 
between 14 and 15 years  up to the  first quarter of 1980 and  only  popula- 
tion over 16 years  thereafter. 



contributiona. The latter, which accounted €or 13 pet cant sf the wags 
bill in 1973, increaoed to 21.5 per cent  in 1977 and to over 23 per cent 
i n  1980. However, th le  financial burden on enttrpribal i e  being gradwlly 
eaoed as tranrfets from the Central Davararaent to the social trcurity 
aysteg, planned to parch the level of 28 per cent of tha latlter'e total 
revenues by 1984, are rrubstituted for employers'  contributions. 

Employment i n  construction was negatioely affected by the r l d m  
of  tourism activity (through its side effect on the  expansion of hotel 
capacity) and by the  reduced internal population Povementr in the second 
half of the 19708. A planned increase in the level of activity in this 
sector, through  a program  aimed at promoting sons 571,000 housing atarts 
in the  years  1981-83, is expected to  halt the decline of employment in 
this sector. 

Finally, the service sector, which because of both  its high rate of 
growth and its relatively low productivity had contributed most to crest- 
ing new jobs during the 1960s and  the  first  half of the 1970s,  recorded 
a substantially lower absorption of workers thereafter, in spite of a 
significant rise in public employment after 1977. In 1980, employment 
fell in the sector by 0.5 per cent  due  to the deterioration in tcurism 
and in  related industrial activities, but started increasing again in 
the course of 1981. 

The labor force, which had increased up to  1974, declined steadily 
in the subsequent years in the face of a stagnating economy. 1/ The 
increase in the working age population, due to the demogtaphi; growth 
during the 1960s and the return flows of emigrants, approximately 500,000 
during the period 1973-79, was largely  offset by the sharp drop in parti- 
cipation rates.  Thus,  the steady increase in the  unemployment  rate--from 
7.7 per  cent  of  the labor force in  1978 to more than 14 per  cent in 1981" 
is primalily a reflection of the decline in employment. 

The tripartite (employers, labor, Government) agreement  concluded in 
June 1981 on wages and employment (Acuerdo Nacional sobre el Empleo  or 
- ANE) aims at arresting the deterioration in the labor market.  Under  the 

1/ The rise in the  labor force during  the  first  part of the 1970s was 
enFirely due to  the increasing participation rates of female  workers, 
connected with sociological factors as well  as  with the rapid  growth of 
increase in the working  age population, due to the demographic growth  in 
the Spanish economy. The uninterrupted decline in participation rates 
which has  been  experienced since then is  due  to the substantial number 
of "discouraged" workers, over 500,000 in 1980, mainly women, according 
to the Ministry of the Economy. Econometric estimations--limited to 
the later part  of  the 1970s  because of lack of consistent time  series-- 
indicate that cyclical developments "discouraged" more  female than male 
workers.  While  the participation rate equation for male workers  showed 
a negative trend, that  for female workers showed a positive trend, indi- 
cating a potential increase in the supply of labor of female workers in 
the  case of an improvement in the economic climate. 



agreement, nominal wage incrraroe will be limited t o  between 9 per cent 
and 11 per cent  in 1982, if inflation l a  contained to 12 per cent. A 
higher rate of inflation would lead to an upwurd adgustmnt of the runge 
SO as to limit the reduction in real wagus to no more than 2 per cent on 
average. In exehaage, the Qowrnaeat has committed itself to introduce 
8ome improvement@ in unemployment  bcncfita (see Chapter 111, Section 4) 
and to create 350,000 new joba by  implamranting a substantial program of 
public invastmnt. In the light of the anticfpatcad decline of employment 
i n  other rectors, thirs is expected to stabilize ovetrall caolpioywat in 
1982. 

5. Wager and incmeo 

The lack of a  consistent  set  of wage and  profit rtatirticsr prcventr 
a firm asscasmnt of the evolution of incomes in  the Spanish  economy, 
However,  it appears that the profitability of entcrprisee hae  improved 
significantly in recent  years, a8 evidenced by a compariaon of the evo- 
lution of the GDP deflator with  overall unit labor costs (Table 8). 

The containment of labor coets  was also significantly helped in the 
last  two years by the decline in  the  rate of increase of social  security 
contributions to 13 j .  per  cent and to 13.6 per cent, respectively,  from 
over 21 per cent in A. 7 (Table 10). This decline  was  due to several 
reasons:  (a)  a  progressive takeover by the Central Government  of  a 
share  of  employers' contributions; (b) the  fall in employment; and (c) 
delays in payments of contributions, and perhaps increased evasion, by a 
number of enterprises. 

According to National Institute of Statistics estimates, the actual 
increase in wage per employee in the nonagricultural sector declined 
from 22.5 per  cent  in 1979 to 16.9 per  cent in 1980. A  further reduction 
in employment, in  the face of stagnating demand, limited  the  increase h 
unit  labor  cost  in the nonagricultural sector to around 13 per  cent in 
1980 (compared to 19.5 per  cent in 1979) and  to 10.6 per  cent in 1981, 
according  to  preliminary  estimates. The relative development of wages, 
prices  and  productivity  provides  indirect  evidence  of the behavior  of 
profits in the nonagricultural sector. The  ratio  between the value-added 
deflator and  unit labor costs, after improving in 1978, deteriorated by 
2.0 per cent  in  1979,  but  increased again by 1.7 per  cent  in 1980. An 
additional indicator of the evolution of  profits in  the industrial sector 
is provided in  Table 9, which illuarrates the development of industrial 
costs by components and of industrial prices  in the period  1977-50;  the 
ratio of the latter to the former indicates a restoration of  profit 
margins in recent years. 

The share of nonwage income in net national income has also  been 
rising from 35.5  per  cent in  1977 to 36.2 per  cent in 1980 (Table 10). 
Nonwage income is, nonetheless,  a complex item including corporate 
incomes, self-employed  earnings and interests, and therefore,  its  evolu- 
tion is difficult to assess. Its increased share in 1980, in addition 
to a decline in labor costs in industry, may  also  reflect  higher  profits 
in  agriculture. 



6. - WiCSO 

Cbnouasr pricea rtse ou average by 15.5 per cent in 1980, rlightly 
less than in 1979, in epfte of the oubetantial acceleration of import 
prices t o  over 37 par cent: from about 4 per crnt in 1919 (Table 11). Thip 
acceleration reflected  the  peseta depreciation as well as the increaoe 
in o i l  priceu. The direct impact of the increarc in import prices on the 
CPf wae o q d  to about: 4 * 5  percentage points in 1980. Rowaver, i t  w o 8  
offlret by 80- mdetatiag factor8 of darnestic origin, sasnly agrfcultural 
price8 which roue on average by 9 per cent in 1980, down from 10 per  cent 
a year earlier, thanks to an exceptional harvert. In addition,  unit labor 
costs  decelerated substantially reflecting gains in productivity a8 well 
as moderation in wage settlements. Goneumr prices  continued to decelerate 
slightly i n  1981. The CPI increased by 14.5 per  cent despite tbe sharp 
acceleration in food  prices,  caused by adverse weather conditions, as the 
rate of growth of nonfood price8 declined significantly, largely  reflec- 
ting  wage  moderations. 

It is difficult  to establish the main trends In producer prices as 
the  wholesale  price index was  discontinued in laid-1980, while the new 
industrial  price series does not  cover 1977 and  1978. However, the new 
series seem to have moved in line with the CPI series in 1980 and in the 
first half of 1981. 



Table 1. Spain: National Accounts, 1978-81 

1980 E978 1979 1980 1981 1 /  
fn b i l l i o n 6  of 

- 
Percentage change 

i n  volume 

Private consumption 10,632.5 1.5 0.9 1.2 -0.8 

1,703.8 5.5 3. a 3.2 2 .4  Public  consumption 

Gross  investment 
Fixed capital  formation 
Stockbuilding - 2 /  

3,122.7 
2,887.1 
235.6 

-3 .3  -0.4 2.5 -2.1 
-1.1 -2.0 0 . 5  1.0 
-0.5 0.3 0.3 -0.6 

0.8 0.9 1.6  -0.7 Gross  domestic  expenditure 15,459.0 

10.6 10.0 3.9 4.5 

-1.1 12.2 2.5 -4.1 

1.9 -0.3 -0.4 1.4 

Export of goods and  services 2,378.8 

2,761.9 

-383.1 

Import of goods  and  services 

External  balance - 2 1  

Gross  domestic  product  at 
market  prices 15,075.9 2.7 0 . 6  1.5 0.7 

Factor  composition of GDP 
Agriculture A/ 
Industry 
Construction 
Services 

6.6 -4.3 9.0 -9.0 
2.2 1.7 0.8 1.0 
-4.0 -2.5 -4.0 0.5 

3 . 7  2.0 1.2 1.7 

1,070.2 
4,107.6 
1,049.0 
8,160.4 

2.7 0.8 1.5 0.7 GDP  at  factor  cost 14,387.2 

Memorandum  item: 
GDP deflator 20.0 15.4  12.9 12.7 12.9 

Sources:  Data  provided by the  Spanish  authorities. 

c 1/ Estimate. 
- 21 Change  expressed as a percentage of previous  year’s GDP. 
- 31 Including  forestry  and  fishing. 



Table 2. Spain: Flow of Funde,  1938-81 

(Per cent o€ CDP at market price$) 

~ ~- 

1970 1979  1980  1981 

Danes t ic savings 

Private sector 

Households 
Companies 
S t a t i s t i c a l  discrepancv 

Savinns 

Investment 

Public sector >/ 
Savings 
Investment 

Foreign  savings 

1.1 

1.9 
20.6 
7.6 
12.9 
0.1 

-18.7 

-0.8 

1.3 
-2.1 

-1.1 

0.6 

1.4 
19.8 
6.5 
12.9 
0.4 

-18.4 

-0.8 

1.0 
-1.8 

-0.6 

-2.4 

-0.3 
18.4 
5.6 
12.7 
0.1 

-18.7 

-2.1 

-0.1 
-2.0 

2.4 

-2.8 

-0.2 
18.3 
5.5 
12.8 

-18.5 
" 

-3.0 

-0.8 
-2.2 

2.8 

Sources: Bank of Spain, Annual Report: and data provided by the 
Spanish authorit ies .  

- 1/ Public administration  only,  excludes publ ic  enterprises.  



Y m 
+ >  C Q I  

4 3  : 
3 1  ' 

2 0  : 
J N  
(Ym . 

UI-. 
OOU 

rr 
Y 
C PI 
V 



Table 4. Spafn: Induleerial Production, 1978-81 &/ 

1978 1979 1980 1981  1978 1979 1980  1981 
Index 1972 = 100; not PercentaRe change over 
seasonally ad j uslttd the previous qurrter z/ 

First quarter 133.2 134.6 138.4 135.5 b.. -1.6 1.4 -1.5 

Second quarter 136.6 137 .4  137 .8  136.7 1 . 8  1 .3 -0 .4  -0.3 

Third quarter 118.4 118.3 118.2 117.3 a, 1 0.7 -1,8 -0.8 

Fourth quarter 141.5 1 4 0 . 1  143.3 ..* -0 .3 -1.3 2.8 e . .  

Average 132.4 132.6 134.L . . e  ... 0.1 1 .4  ... 
Source: Bank of Spain, Annual  Report  and Stat i s t ica l   Bul le t in .  

- 1/ Excluding construction. 
- 2 /  Seasonally  adjusted. 

Table 5, Spain: Industrial Production by Sectors, 1979-El A/ 
(Quarterly rate of changes) 

1979 1980 1981 
I I1 111 IV I I1 I11 IV Ave. I I1 I11 2/ 

Consumption goods ... 1.4 0.7 0.6 2.2 -3.7 -0.1 3 . 2  1 . 3  -5.5 -0.9 -4.0 

Investment goods ... -5.4 -1.6 2.7 3.1 3 . 9  -2.5 8.5 6 . 6  0.3 7 . 4  -0.3 

Intermediate goods ... 1.4 -0.2 -0.1 1 .0  -1.3 -2.1 3.2 -0.2 -1.1 -1.8 1.8 

Source: Bank of Spain, Annual Report  and Statistical Bulletin. 

- 1/ Seasonally  adjusted. 
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Table 8- Spain: Indicators of tabat Carrcs, 1978-81 

(Annual percentage changes) 

Unit labor costs (total economy) z/ 20.5 14.6 12.8 10.1 

GDP (at f a c t o r  cost) deflator 20.3 16.5 12.9 12.6 

Dependent labor  income per 
employee (nonagr icu l tura l  
s ec to r )  2/ 2 5 . 4  22.5 15.9 15.0 

Product iv i ty   (nonagr icu l tura l  
s e c t o r )  4 . 1  2.5 3 . 3  4.0 

Unit  labor costs (nonagr icu l tura l  
s ec to r )  20.5 19.5 13.2 10.6 

Value-added def la tor   (nonagr i -  
c u l t u r a l  s ec to r )  41 22.2  17.2  15.2 ... 

Prof i t   pe r   un i t  of output 
(nonagr i cu l tu ra l   s ec to r )  51 1.4 -2.0 1.8 . .. 
Sources: Bank of Spain, Annual Report; and Ministry of Economy 

and Commerce, La Economia Espaiiola  en 1980 y 1i.S Perspec t ivas  a 
Corto  Plazo, 1981. 

11 Data  provided by the  Spanish a u t h o r i t i e s .  
21 Compensation of employees ,   inc luding   soc ia l   secur i ty   cont r i -  

31 Compensation per  employee,  including  social  s e c u r i t y  cont r i -  

- 41 Value-added d e f l a t o r   i n   i n d u s t r y ,   s e r v i c e s  and construct ion.  
51 Rat io  of value-added d e f l a t o r   i n   i n d u s t r y ,   s e r v i c e s ,  and 

but ions,   d ivided by GDP a t  f a c t o r   c o s t ,  a t  cons tan t   p r ices .  

b u t i o n s ,   i n   i n d u s t r y ,   s e r v i c e s  and cons t ruc t ion .  

cons t ruc t ion   over   un i t   l abor   cos ts .  



Unit labor csets 29.4 139.5 15s. a 
Import prices (induetriel 
products excluding oil) 19.8 123.1  147.8 

Intermediate product prices 45.1  127.8  147.6 

Net  indirect taxes 5.7  137.8 148 . 1 
Total industrial costs 100.0 130.9  150.1 

Industrial prices 100.0  138.3  165.3 

Prof it margins 
(ratio of industrial prices 
to industrial c o s t s  100.0 105.6 110.1 

Source: Ministry of Economy and  Commerce, La Economia 
Espaiiola en 1980 y las Perspectivas a Corto Plazo, 1981. 



Incoma trm crspltrt,  
independent labor, and 
enterprise income A/ 4,703.9  26.3 16.5  15.1 35.9  36.1 36.2 

National income a t  
factor coet 12,985.8 24 .8  15.8 14.7 100.0 100.0 100.0 

Source: Bank of Spain, Annual Report. 

- 1/ Includes net income from abroad. 



20.1 14.0 14.9 12.8 

1979 
f 
I1 
111 
IV 
Average 

16.4 
15.5 
13.2 
15.6 
15.7 

13.4 
12.1 
7.5 
8.1 
10.1 

18.4 
17.8 
20.5 
20.6 
19.4 

11.6 
11.6 
11.1 
9.6 
10.9 

13.1 
12.6 
7.9 
6.9 
9.8 

8.5 
10.2 
15.5 
19.1 
12.4 

... ... 
0 . .  

. e .  ... 

a .  ... 
0 . .  ... ... 

1980 
I 
If 
111 
IV 
Average 

16.7 
15.6 
15.1 
15.0 
15.6 

9.0 
7.1 
8.8 
11.4 
9.1 

21.6 
20.9 
19.0 
17.1 
19.5 

12.7 
5.1 

8.7 
8.4 
7.7 
10.6 
8.9 

7.3 
-2.0 

20.4 
15.3 

b.. 

* b e  ... 

20.4 
19.6 
17.7 
16.7 
15.8 

22.4 
21.4 
19.3 
18.1 
20.2 

... ... ... 
0 . .  ... ... 

1981 
I 
3.1 
111 
IV 

14.7 
14.9 
14.3 
14.4 
14.5 

13.7 
13.4 
13.5 
13.8 
13.6 

15.2 
15.8 
14.8 
14.7 
15.1 

14.3 
17.0 
16.3 

12.2 
13.3 
16.5 

14.6 
17.5 
16.3 

... 
0 . .  ... 

... ... ... 
... .*. 
0 . .  

Average 

Source: Bank of Spain, Monthly Bulletin. 

11 From corresponding per ic l  of previous  year. 
- 2 1  Accounts for 40.52 per cent of the  index. 
- 31 Accounts for  52.30 per  cent of the  index. 
- 4 /  Accounts for 14.63 per  cent of the index. 



1. Ebin trends 

Za rpLte oC %ha &aor%as&w &fS+Lts mwxdd -&a -&ah balance - .  - - "d *ylw!krr -s&Me 1974, 1 e9ari.eenk effort teemm3 c0mcta.q th Iswter- 
nrrll hWance did P L O ~  &art m e U  tbe b " u n  sf ttpe rtabiltsaoioa 
@eegram'In dd-1977. lkn&Me?, the external ptMit%Wi, #hicEh egmngtbned 
markadly i n  1978 atxi i n  the firrt: hal f  ot  1979 i n  rampoarre t o  t h i s  pro- 

inererear. As B msult, the arrent accmnt rhdfted frosr a eurplur of 
US$l.l b i l l i o n  i n  1379 t o  a drficit o€ around US$S b i l l i o n  i n  1980. The 
doubling of the trade deficit  Mth respect t o  1979 largely re f l ec t ed  the 
sharp d e t s r l o r a t l Q n  i n  the terw of trade, although a poor performance 
of exporte, which for the f i r o t  time showed a loo8 i n  market share@, also 
pleyed a role. Pn addi t ion ,  the t radi t ional  eurpluc on the   se rv iceo  
account decl ined from USS5 b i l l i o n  i n  1979 to  USS4.4 b ' l l i on  i n  1980, 
r e f l e c t i n g  a alowdown i n  tour i sm  rece ip ts ,   and   an   increase   in   the   cos t  
of  servicing external debt. !the c u r r e n t   d e f i c i t  was financed nraialy 
through  resor t  t o  foreign loan$, so t h a t   t h e  l o w  of reserve8 was l imi ted  
t o  about: USS600 mill ion  during the year. The exchange rate, which had 
begun t o   d e c l i n e   a l r e a d y   i n   t h e  second ha l f  of  1979,  accelerated i ts  
deprec ia t ion  i n  the  course of 1980 and, by year-end, i t  stood a t  16.5 per  
cent vis-a-vis  the 1J.S. dollar   and  about   10  per   cent  i n  e f f e c t i v e  terms 
below the  end-1979 l.evzls. 

- gram, wao once ogaln offectrl-by a renew$ wave-Qf mrroive 021 pr i ce  

Es t imates   for   1981  po in t   to  some improvement in   the   compet i t ive  
pos i t ion ,  owing t o   t h e  more f l e x i b l e  management of the  exchange rate 
( the  peseta   depreciated by over 22 per cent   wi th   respec t   to   the  U.S. 
do l l a r   i n   1981)  and to   the  containment   of   uni t   labor   cost   increases .  As 
exports   recovered,   especial ly   in   the  second  half  of the  year ,  and  import 
volumes decl ined,   the  real trade  balance  strengthened  markedly,  making a 
~ t l b s t a n t i a l   c o n t r i b u t i o n  t o  GDP growth i n  1981. However, the  current  
account   def ic i t  i s  es t imated   to   have   hcreased   to   the   equiva len t  of 
2.8 per  cent of GDP (about USS5.3 b i l l i on ) ,   r e f l ec t ing   an   e s t ima ted  
6 per cent  terms of t r a d e   l o s s  and a fu r the r   r educ t ion   i n   t he   su rp lus  on 
the   s e rv i ces  and transfers  account.   Continued  large  external  borrowing 
once  again  l imited  the  loss  of reserves .   Total  medium-term  and long- 
term debt  outstanding  reached  the  equivalent of USS26.2 b i l l i o n  by 
September  1981,  compared with USS19.5 b i l l i o n  a t  the  end  of 1979. 

2. Exchange rate po l i cy  

Spain  has  maintained a mmaged f l o a t i n g  of the  peseta   s ince lQ74.  
Interventions  in  the  exchange  market,  which  were a t  times signifLCant,  
l imi ted   the   f luc tua t ions  or t he  peseta  through  1976. After a 20 per 
cen t   deva lua t ion   i n   Ju ly  1977  and e s p e c i a l l y   i n   t h e   f i r s t   h a l f  of 1975, 
the   au thor i t ies   in te rvened  on a s i z a b l e  scale t o  moderate  the upward 
pressure  on  the  exchange rate brought  about by the   s t r eng th  of the  cur- 
rent  account and by t igh t   c red i t   condi t ions .   In   the   second  ha l f  of the  
year and  through Hly 1979,  however,  concern  with  the  implications of the  



Since the experlance of mid-1977, &ea the sharp depreciation of 
the  peseta waa perhaps overdone and passibly laid the basis for the cub- 
sequent  appreciation, the Spanish authoritiee have resisted large dls- 
Crete changes in the exchange rate aimed  at fosterfng an expert-led 
growth,  Fearing the adverse impact of a rapid depreciation on donwstic 
inflation, they have  favored gradual changes in the effective exchange 
rate,  largely  aimed at offsetting price differentials. Alternatively, 
they  have  relied  mainly on financial policies to improve the competitive 
position through a moderation of domestic costs and  prices. 

From December 1979 to Tkcember 1981, the peseta depreciated by 
31.4 per  cent with respect  to the U.S. dollar and by almost 16 per  cent 
in effective terms,  improving somewhat the competitive position. The 
real effective exchange  rate, as measured by relative consumer prices 
adjusted  for exchange rate changes, depreciated by nearly 3 per  cent in 
the first half  of 1980, broadly stabilizing thereafter. By the  end of 
1981 it still remained  about 12 per  cent above the level in the third 
quarter of 1977 which represented a peak  in  competitiveness. In addi- 
tion, there was  some loss of competitiveness with respect  to several EC 
currencies,  especially  in the €irst three quarters of  1981 as the  real 
effective exchange rate for the peseta appreciated  with  respect  to them. 
The  improvement in  the competitive position vIs-8-vic the U.S. dollar 
area  contributed  to a marked redirection of trade  to  that area and  away 
from the EC during  1981. 

3. Developments in the current account 

Following a current  account surplus equivalent to 1.1 per  cent of 
GDP in 1978, external constraints began  to  re-emerge in the second  half 
of 1979 as a result of the  sharp increase in oil prices, superimposed on 
a substantial loss of competitiveness.  The  current  account balance 
swung from a surplus of iJSS1.1 billion (0.6 per  cent of GDP) in 1979  to 
a deficit of about US$5 billion  in 1980 (2.4 per  cent of GDP). This 
renewed deterioration of the  external  balance  took  place  against  the 
background of a near stagnation of activity. The adjustment to the 
second  oil shock is further  complicated by the fact  that Spain remains a 



relatively dored atco~aq. l/ 'Phr additiQrrrrl release of real ratsourcab 
abroad required to pay for The higher oil bill io,  therefore, mule -re 
coaplex by the diff iculty of containing the thing trend of imports 
(Chart 3.) etearrdng from tho increasing intagration of Spain en the 
international uarketo. Under these cir~wtances, Spanish export@ are 
required an additional effort, as the servicer and transfers account 
-~urpluseo ssem to have little prorpect for further subatonrial g r m b .  
The more Plexibla management of the exchange rote a@ tb decoloration 
of industrial soots in 1981 appear to have laid the foundation for an 
improved external performance. As a rerult of the recovery of exports 
and of the decline of import vo1mes, the trade deficit, after doubling 
in 1980 to USS11.5 billion, is estimated to have decreased to USS10.9 bi l -  
lion  in 1981 despite a large deterioration of the term of trade. How- 
ever, the invisible8 account, affected by the poor tourism perfomance 
and by the increased cost of servicing external debt, ha8 continued to 
record  unsatisfactory  results, On the whole, the current  account deficit 
is estimated to have Increased to USS5.3 billion (2.8 per cent of GDP) 
in 1981 (Table 13). 

a, The trade account 

After  a remark4Je 1mFrovemerr.t ia 1978 and in the first  half  of 1979, 
the trade  deficit  deteriorated  dharply in the second half of the year, 
when the adverse impact of the terns of trade, associated with the oil 
price  increases, was compounded by a  rapid expansion of the volume of 
imports (Table 14). Exports, which had  increased in volume by  12.2 per 
cent  in  1979,  rose by only 2.4 per  cent in 1980,  recording a significant 
loss  in  market shares (Table 14 and  Chart 3b). 2/ The lagged  effect  of 
the appreciation of  the  pesete through May  1979-was probably  largely 
responsible for  the poor  export performance (Table 15).  In the past, 
Spanish enterprises attempted  to seek external outlets more aggressively 
when faced with a stagnation of domestic demand. By contrast, despite a 
deceleration in the growth of labor costs, which contributed to the con- 
tainment  of increases in domestic industrial prices  to  less than 15 per 

1/ In 1983 imports  of  goods stiil represented  only 16.2 per  cent  of 
GDF and  exports  of  goods  accounted for 9.9 per  cent of GDP, while, on 
average, tne  former percentage was 22.7 per  cent  and the latter 21.0 per 
cent in the major  four EC countries. 

is-hampered  by a  nunber of factors including a change in the customs 
recording procedures of exports in April  1979, strikes at main ports in 
July  and  August  1980, the provisional character of import  and  export  unit 
values  for  1980,  and new changes in  the customs  recording procedures for 
imports  and exports, introduced in the first  quarter of 1981 to conxorm 
with the EC branch nomenclature.  Table 13 shows  annual estimates by the 
Bank of Spain;  however,  quarterly  results shown in that table are based 
on  the series of unit values of imports and exports prepared by the 
Ministry  of  Economy  and  Commerce.  The latter, thus,  are  not  consistent 
with the annual results. kcause of methodological changes  introduced 
in 1981, the Ministry of Economics and Commerce  has  discontinued the 
publication of import  and  export  unit values. 

2/ A firm  assessment of trade  account developments in  1980 and in 1981 



cant: i a  1980, export pricre rom by alaoot 20 per Cent in demotic cut- 
rency, in fine with t he  increase in export prices of partner cowtrier. 
It appearo, tkea, that B restoration of p r o f i t  margias rather than (L 

defeaase ef market shares was t h a  strategy adapted by Spanish exporters 
in 1980. 

The eormoditp cmpasttion of exports indicates a significant iecreaee 
in the B ~ W  of raw r~trreials and intersredirte products since 1918, at 
the expenae of the more t r a d i t f o n r l  food and coneuser exportr (T8ble 36). 
T o  geographic compoLpition of exports did  not  change much i n  1980, with 
e x p o r t s   t o  OPEC increas ing  a t  the  cxpcnrs  of t h e  United States and of the 
s o c i a l i s t  count tie^, Exports t o  t h e  EC con t inued   t o  rise and, in 1980, 
they  accounted for almost 50 per  cent of the total (Table 17). 

Importo rose i n   v a l u e  terms by almost 44 per   cen t  ( 4 . 7  par cent i n  
volume) i n  1980 compared with a 19  per  cent increase in 1979. Several 
fac tors   cont r ibu ted  t o  t h l e   a c c e l e r a t i o n .  The 76 per   cen t  increase in 
o i l   p r i c e s   p l a y e d  a major ro le .   In   addi t ion ,   specula t ive  factors r e l a t ed  
t o   t h e  exchange rate expec ta t ions   s t imu la t ed   s tockp i l ing   i n   t he  first 
p a r t  of the  year. Zmports  of  consumer goods, which  increased by over 
16  per cent i n  volume, were a l s o   a f f e c t e d  by impor t   l i be ra l i za t ion  mea- 
sures   in t roduced   in  mid-1979 and by  some t a r i f f   r e d u c t i o n s   i n  1980. 
Imports  of  capital  goods rose by 11 per cent i n  volume, i n   r e s p o n s e   t o  
the  increased demand for productive  investment.   Finally,   al though  the 
i n c r e a s e   i n   t h e  volume of  energy  imports  moderated  substantially i n  t h e  
course of 1980,  the  large  carryover  from  the  second  half  of  1979 l e d   t o  
a year-on-year rise of nea r ly  4 per  cent.  

The t a sk  of interpret ing  developments   in   the  t rade  balance  during 
1981 is made d i f f i c u l t  by t h e   l a c k  of p r i c e  and volume indices  and of 
the  commodity breakdown  of imports and expor t s ,   due   to   rec lass i f ica t ions  
i n   t h e  customs statistics. During t h e   f i r s t  11 months of las t  year,  
pese ta   impor ts   rose   in   va lue  by 22.9 per   cen t  and exports  by 29.0 per 
cent  over the same pe r iod   i n   1980 ,   l ead ing   t o  a small increase  of the  
t r a d e   d e f i c i t  on a customs b a s i s  from P ta  906 b i l l i o n   t o   P t a   1 , 0 2 6   b i l -  
l ion.   Prel iminary estimates s u g g e s t   t h a t   t h i s   d e t e r i o r a t i o n   r e f l e c t e d  
mainly a f u r t h e r   l o s s   i n   t h e  terms of t r a d e ,   a s  a r e s u l t  of the  deprecia- 
t i o n  of the  peseta vis-a-vis   the U.S. d o l l a r .  For the  year  a6 a whole, 
impor t   p r ices   in  peseta are e s t ima ted   t o   have   r i s en  by about 30 per   cent  
and expor t   p r ices   in   pese ta  by about 22 per  cent.  According t o   t h e s e  
es t imates ,   the  real  t rade  balance improved s u b s t a n t i a l l y   i n   1 9 8 1 ,  as 
import  volumes  declined by over 5 per cent ,   whi le   export  volume increased 
by over 6 per   cent .   Provis ional  estimates of the  balance of  payments 
po in t   t o  a dec l ine  of t he   t r ade   de f i c i t   f rom USS11.5 b i l l i o n   i n  1980 t o  
USS10.9 b i l l i o n   i n  1981. 

The s t rong  export   performance,   es?ecial ly   in   the  m'ddle   quarters  of 
1981, i n  the f ace  of a d e c e l e r a t i o n   i n   t h e   l e v e l  of a c t i v i t y   i n   o t h e r  EC 
count r ies  and  of the  modest expansion of the  world demand i n  1981,  might 
suggest t h e  p o s s i b i l i t y  of a b i a s  due t o   e x p o r t   d e f l a t o r s  as they  have 
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b. InVi6ible8 

The surp lus  ou t he  services account decreased from US$5 b i l l i o n  In 
1979 t o  USS4.4 b i l l i o n  i n  1980  (Table 13). Receipts  from touris. showed 
only a modest increase, 7.2 per   cent  i n  U.S. d o l l a r  tertno, compared with 
an average annual   increase of 26 per  cent i n  the  previous  three  years .  
The number of t o u r i s t s ,  which  decreased by nea r ly  4 per   cen t  in 1979, 
f e l l   a g a i n  by 1 per   cen t   in   1980;   thus ,   the   increase   in  receipts r e f l ec -  
ted  higher  expenditures  per  capita.  The tourism  account i n  1980 was 
adversely  affected by a 33 per   cent   increase i n  payments by Spanish 
tour i s t s   abroad .  The d e f i c i t  on capi ta l   incone  rose s h a r p l y   i n  1980, a8 
a r e s u l t  of the  higher   pr ivate   and  publ ic   external   debt  and of higher 
i n t e r e s t  rates. P r iva t e   t r ans fe r s ,  which  probably had  been a f f e c t e d   i n  
the  second  half  of  1979 by adverse  exchange rate expectations,   recovered 
somewhat i n  1980,  and  increased by about   15  par   cent  in 1980 i n  U.S. 
d o l l a r  terms. 

Preliminary estimates f o r  1981  indicate   that   tour ism  receipts  
declined Fn U.S. d o l l a r s  by about 5 per  c e n t ,  due to   t he   apprec i a t ion  of 
the  l a t te r  vis-&vis  the peseta, a l though  the number of t o u r i s t s  might 
have  increased by about 3.5 per  cent   wi th   respec t   to  1980. On the   o ther  
hand,  payments for   tour i sm showed a sharper   dec l ine ,  which l a rge ly  con- 
t r ibu ted   to   keeping   the   surp lus  of the  tourism  balance  at   about  the same 
l e v e l  as i n  1980 (USSS.7 b i l l i o n   i n  1980  and USS5.6 b i l l i o n   i n  1981). 
The d e f i c i t  on c a p i t a l  income is  es t imated   to   have   r i sen  from  about 
USS1.5 b i l l i o n   i n  1980 to   a lmost  USS2.1 b i l l i o n   i n   1 9 8 1 ,   r e f l e c t i n g   t h e  
increase   in   ex te rna l   debt   ou ts tanding  and the   h igher   cos t  of debt ser- 
vicing.   Final ly ,   pr ivate   t ransfers   are   es t imated  to   have  decreased  to  
about USS1.7 b i l l i o n   i n  1981. 

4. The capi ta l   account  

The t r a d i t i o n a l   s u r p l u s  on the  long-term capital  account  rose from 
US$2 b i l l i o n   i n  1978 t o  USS3.2 b i l l i o n   i n  1979  and t o  USS4.2 b i l l i o n   i n  
1980  (Tabla  13). While the   increase   in   1979 was mainly a r e f l e c t i o n  of 
inflows of d i r e c t  and po r t fo l io   i nves tmen t ,   t ha t   i n  1980 was p r i m a r i l y  
due to   increased  resor t   to   external   borrowing by publ ic  and p r iva t e  
en te rp r i se s .  Net direct   investment   increased  in   1980 a t  a s lower  ra te  
than  usual  as  the  growth of foreign  investment  in  Spain  decelerated  sig- 
n i f i can t ly   wh i l e   t ha t  of Spanish  investment  abroad  accelerated, p a r t l y  as 



The short- term  capi ta l   account   ( including  error8 and dmeioas) 
showed a s ign i f i can t   de f i c i t ,   p robab ly  Psainly r e f l e c t i n g   s p e c u l a t i v e  
outflows i n   t h e  form of leads and l rgo.  The net  c a p i t a l  tnfluw through 
the  banking system warn s i g n i f i c a n t l y  slsoller i n  1980 than  in 1979 (Table 
13). This was l a r g e l y   t h e   r e s u l t  of a raorhd deceleration in the growth 
of short- term  credi t6   in   foreign  currency to r e s iden t s  a8 t he  covered 
i n t e r e s t  rate different ia l   favored  dorPert ic  borrowing excepr: during the 
second  quarter. On the   whole,   the   surplua  on  the  capi ta l   account   l imited 
t h e   l o s s  of in te rna t iona l   reserves   dur ing   the   year  t o  under USS650 mil- 
l ion.  A t  t he  end of 1980 to ta l   reserves ,   exc luding  gold, stood at t h e  
equivalent of USS11.7 b i l l i on   ( abou t  four months  of iaports) (Table 201, 
Gold amounted t o  14.6 udllion  ounces, 

Against  the  background of a f u r t h e r   d e t e r i o r a t i o n   i n   t h e   c u r r e n t  
account,  long-term  Inflows  accelerated i n   t h e   f i r s t  11 months of 1981, 
owing not   only  to  an increase  in   net   Investments ,   but  also t o  borrowing 
by t he   S t a t e  which reached a h i g h   l e v e l   i n  the second  quarter  (Table 18). 
Thus, externa l   debt  rose s i g n i f i c a n t l y  and by September  1981 i t  stood a t  
over US$26 b i l l i o n .  The short-term  capital   account showed a s u b s t a n t i a l  
surplus ,  as opposed t o  a v i r tua l   ba l ance  I n  the  corresponding  period  of 
las t  year, in   r e sponse   t o  t h e  rise of domest ic   in te res t  rates. Foreign 
exchange   reserves   dec l ined   in   the   f i r s t   f ive  months of the  year  but 
recovered  s t rongly  during  the  seasonal ly   favorable  summer months  and 
stood a t  US$10.6 b i l l i o n  a t  t h e  end of November 1981, compared wi th  
USS11.2 b i l l i o n  a t  t h e  end of 1980  (Table 20). L/ 

1/ Gold holdings were revalued i n  January   1982,   re t roac t ive   to  
December 31, 1981, from USS42.2 per ounce t o  USS297.9 per  ounce. 



1977 

3918 

1979 
I 
I1 
If1 
IV 
Year 

1980 
I 
I1 

. I11 
IV 
Year 

1981 
I 
I1 
I11 
f V  
Year 

76.4 

75.2 

82 .9  
86.2 
8 7 . 0  
86 .6  
85.7 

85.5 
81.2 
79.7 
75.1 
80 .4  

68.4 
63.1 
58.7 
59.9  
62.5 

80.7 

73.7 

78.7 
83.2 
82.1 
8 1 . 9  
81.5 

80.9 
7 7 . 2  
74.5 
72 .4  
7 6 . 3  

69.2 
6 8 . 1  
6 6 . 4  
65.7 
6 7 . 3  

6.7 

3 .4  
2 . 2  

13.1 
4 . 3  
5 .7  

4.5 
6 . 6  

11 .0  
5 . 4  
6 . 9  

0 . 2  
1.6 
0.8 
2 . 1  
1.2 

99.3 

109 .2  
1 1 6 . 4  
115 .O 
114.7 
113 .8  

1 1 4 . 1  
1 0 8 . 9  
1 0 6 . 4  
1 0 5 . 6  
108.8 

1 0 4 . 4  
104 .4  
1 0 4 . 3  
1 0 3 . 3  
104 1 

Sources: IMF, International  Financial  Statistics; and  staff  calculations. 

- 1/  Trade weighted. 
2 /  Weighted by the  shares of the 14 most industrialized countries in 

Spanish exports. 



Exporto, f.0.b. 
bporta, t.0.b. 

Services 

Trade balance 

Of which: 
Transports 
Tourism 
Capital i n c m  
Technical assistance and 

royalties 
Transf e m  

Current balance 

Long-term capital 
Of  whlch: 
Direct  investment 
Portfolio investment 
Commercial credits 
Borrowing 
Public 

Basic balance 

13,400 

+i$# 
4,001 

431 
4,917 

-1,109 

-324 
1,656 
1,632 

2,017 

483 
631 
-220 
1,555 
-396 
3,649 

Short-term capital 5 
Errors and omissions 166 
Changes in the  net foreign 

position of banks 139 
Changes in the net foreign 

position of monetary authorities -3,889 
Of which: 
Changes  in reserves 3,889 

18,332 
24,622 
-5,610 

S ,014 

857 
5,959 
-1,088 

403 
1,782 
1,126 

3,220 

623 
726 
-57 

1,591 
373 

4,346 

87 
-2,330 

1,335 

-2,915 

-2,985 

4,424 3,337 

692 
5,720 5,629 

e . .  

-1,548  -2,074 

464 
2,048  1,732 
-4,988  -5,293 

.. 

4,201  4,662 

1,277 A/ 1,465 21 ... . . .' .. . ... 
2,750 A/ 2,653 kl 

174 544 
-788 -631 

-44 560 
-713 -565 

829 23 

716 613 

639.5 540 

11 Provisional. 
- 2 1  Estimate. 
- 3 /  Includes portfolio  and real estate  investment. 
I 4/ Includes commercial credits. 
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1976 
I 
IT 
111 
IV 

Average 

1977 
I 
I1 
Iff  
IV 

Average 

1978 
I 
I1 
111 
IV 

Average 

1979 
I 
I1 
I11 
IV 

Average 

1980 
I 
TI 
I11 
IV 

Average 

1981 
I 

105.2 
109.5 

95.4 
99.0 

102.3 

98.3 
97.7 

103.7 
104.7 
101.1 

101.8 
105.5 
100.0 
100 5 
102.0 

101.8 
lo@.  4 
104.9 
102.9 
104.7 

94.8 
101.2 
101 7 
102.3 
100.0 

111.2 
112 .8 
92.8 
95.8 

103.1 

101.4 
101.6 
107.8 
114.0 
106.2 

120 0 
135.2 
129.2 
126.6 
127.7 

126.6 
131.7 
119.7 
121 .1  
124.9 

121.9 

Sources: Bank o f   Spa in ,   S t a t i s t i ca l   Bu l l e t in ;   Min i s t ry  of 
Economy and Commerce, Infcrmatidn Commercial Espaiiola; IMF - In t e rna t iona l   F inanc ia l   S t a t i s t i c s ;  and s t a f f   ca l cu la t ions .  

- 1/ Adjusted for   changes  in  the e f f e c t i v e  exchange rate. 
- 2 1  Hourly  earnings, 



- Exports 
Energy 2.5 3.9 -26.2 -11.7 50.2 18.1 18.2 39.3 
Food 19.6 18.0 7.0 9.2 -3*8 12.S 15s5 12.6 
Raw nroterlalr and 

intermediate p o d s  31.4  34.2 3.5 12.4  6.4 8.6 9.2 24.2 
Capital goods 18.7 1a.3 6.7 24.3 4 . 5  16.1 2.6  25.6 
Consumer goods 27.8  25.5 11.1 14.7 3.8 19.2 1.0 14.6 

Imports 
Energy 28.4 38.5 -0.6  14.0 3.8 6.7 11.1  76.3 
Food 16.2 12.2 23.1 5 .1  3.8 -8.1 1.4  17.0 
Raw materials and 

intermediate goods 28.6 24 .5  -5 ,7  12.5 1.3  9.4 7.2 19.9 
Capital goods 1892 15.9 -11.3 9.8 11.0 16.0 1.7 20.2 
Consumer goods 8 .6  8.9 0.4  31.2  16.3  8.9  -2.9  20.0 

Source: Bank of Spain, Annual Report and Sta t i s t i ca l   Bu l l e t in .  

- 1/ Bank of Spain estimates. 



lkplmir 
To EC 
Of Which: 
United 
France 
"Y 
Italy 

To the United States 
To other OECD countries 
To OPEC 
To socialist count r ies  
To other count r ies  

Imports 
From EC 
Of which: 
United Kingdom 
France 
Germany 
I t a l y  

From the  United  States  
From other  OECD coun t r i e s  
From OPEC 
From e o c i a l i s t   c o u n t r i e s  
From other count r ies  

46.3 

6. S 
16.6 
10.7 
5.0 
9.3 

10.8 
12.5 

3.7 
17.4 

34.7 

5 .4  
9.1 

10.0 
4.7 

13.3 
9.7 

2 5 . 9  
2.7 

13.7 

88.0 

7.2 
16.1 
10.3 
6.5 
7.2 

10.7 
10.9 

4 . 4  
18*8 

35.9 

5.2 
9.7 
9.6 
5 

12 
9 

24 
2 

14 

48.8 

7 . 1  
16.6 
10. a 

5.6 
10.4 
12.8 

3.2 
19.2 

7.8 

30.5 

4.7 

8.2 
4.9 

13.1 

8.3  

8.7 
29.7 

2.3 
15.7 

51.0 42.0 

32.1 28.6 

13.8 13.3 

Source: IMF, Direct ion of Trade. 

" 1/ Data  provided by the  Spanish authorit ies.  
21 Middle East. 
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1. Halor frvadr 

The two prdacipal 
the General Oovermwnt 

rubcactorr of Spaia'r fierncial public oector are 
an8 tha aorrfinmeial public eneer&9+ices* !the 

&~mrul averamant i r  w e  up of tk hatraiOottsmmnt rtta local govern- 
mnt). In turn, SI%@ coverap of tha coneolid8ted antral  deva-t 
hWhlde89 boaidoe ebs state operutlona, the adtninistrative sufanc#our 
agencies  and r o c i d  r e c u r i t y  agencierr. 1/ There are 151 otrtewwned 
enterpr i ses   ( inc luding  ccmarcial and G ~ u a t r i a l   a g e n c i e s  sf th Central  
Government)  and 12 mixed ownership  enterpr ises  engaged in ato;ufacturiag, 
trade, and services, a t  the   na t iona l  level, and  126  enterpr ises   operat ing 
a t  the  local level .  

Whereas p u b l i c   e n t e r p r i s e r   d e r i v e   t h e i r  income prilaarily  from the 
sale of goods  and  services,   the state depends  mainly on revenue  from 
taxes on incollra, production,  consumption,  and  lottery  proceedl,  part of 
which i t  t r a n s f e r s   t o   t h e  autonomous agencies   tha t  a160 receive  user  
f e e s   f o r  service8 rendered. The eoc ia l   s ecu r i ty   agenc ie s '   p r inc ipa l  
source of revenue i r  payrol l   taxat ion.  The l o c a l  governments r e l y  on 
t h e i r  own tax  revenue  and on c e n t r a l  government t ranrfera   under  a revenue 
sharing  arrangement. 21 In   genera l ,   the   publ ic  sector budget  (including 
supplementary  approyrTatione) 4 8 eubject  t o  leg ie la t ive   approval .  HOW- 
ever ,   the   Minis te r  of Finance may authorize  extrabudgetary OUtlayB  up t o  
2 per   cent  of  budgeted  expenditures,  and  the  Council of Ministers  up t o  
5-10 per   cen t  of budgeted  expenditures,   respectively,   for  the autonomous 
agencies and pub l i c   en t e rp r i se s .  The Central  Government may r e s o r t   t o  
short- term  credi t  from the  Bank of Spain, i n  an amount not   in   excess  of 
12 per  cent of the  budgeted  expenditures of t he  state and  autonomous 
agencies,   while  long-term  borrowing  requires  legislative  approval;  a l l  
other   short- term  credi t   operat ions nust be  cancelled by the  end  of t he  
f i s ca l   yea r ,  Local governments may incur   debt   subjec t   to   the   approval  
of the  Fiscal and Financial   Policy  Council  (made  up of c e n t r a l  and l o c a l  
government res resenta t ivee) .  

Since the 1dd-197~~3,  Spain's  fiscal  policy  has  been  guided predomi- 
nant ly  by the   ob jec t ive  uf income r e d i s t r i b u t i o n ;  more recent ly ,  however, 
i t  has  been  used  increasingly for demand management purposes as well. In 
Lhe ias t  two y e a r s ,   i n   p a r t i c u l a r ,   t h e  Government has  undertaken a commit- 
ment t o  spu r   p r iva t e   ac t iv i ty  by s tepping  up  the  publ ic   investment   effor t  
and revers ing   the   s teady   increase  of the payrol l   tax  burden on labor   costs .  
I n   a l l ,   t h e  shpre of t h e   p u h l i c   s e c t o r   i n  economic a c t i v i t y   h a s  grown sig-  
nificantly.   Expenditures of the  General Government are es t imated   to  be 

1/ However, i n  Spain   the   soc ia l   secur i ty  scheme is not  considered 
fo%ally part of the  Central  Government. 

21 As an  exception,  the Basque count ry   has   ju r i sd ic t ion  t o  c o l l e c t   a l l  
t azes   wi th in  i t s  borders. From th i s   revenue ,  it makes a lump sum t rans-  
fer (c-) t o  the   Cent ra l  Government t o   d e f r a y  i ts  share  of common publ ic  
expa * l i tu res   (on   defense ,   fore ign   re la t ions ,  etc. ). 



around 34 par cent of CDP, as egainrt 26 per cent o€ ODP i n  1375* The 
oingle most important contribution t o  t h e  growth in expenditure caep~ from 
tha ehurp rise La social rreeurcity b r n e f i t s ,  wbfch new cemprioa 43 gar cent 
of government out lays  and almost one f i f t h  of perronal  diopoeable incme. 
However, t h e  rire i n  expenditure har not been matched by the increase i n  
tsrt feveuue which preaently  Wand at  about 26 par cant of CD4. DeopSte 
the d o u b l h g  of revenue from taxec on tacoma ami property rrince 1978, 
Spain still relies excesrively on payroLl taxes for social secu r i ty ;  
revenue from the latter accoun t r   fo r  alaoet one h a l f  of total  tax 
receiptc- the  highest   proport ion among OECD member countries--L/ and for 
about 24 per cent of gross compensation of employees  (Table 21). 

Between 1979 and 1981  the  current balance of t he  General Government 
$mug from a ru rp lu r  of almort Pta 160 b i l l i o n  (1.2 per Cent of GDP) t o  a 
d e f i c i t  of mora than   P ta  60 b i l l i o n  (0.4 per  cent of GDP), r e f l ec t ing   t he  
a c c e l e r a t i o n   o f   c u r r e n t   o u t l a y s ,   p a r t i c u l a r l y   i n   t h e  form  of t r ans fe r6  t o  
households  and  enterprises  (Table 23). Over the  same period  added capi- 
t a l  spending  contributed t o  an increase  i n  the overall d e f i c i t ,  in terms 
of nat ional   accounts ,  from j u s t   o v e r   P t a  250 b i l l i o n  t o  Pta 740 b i l l i o n  
( 4 . 3  per cent of GDP) in 1981. In t he  meantime, the  eharp rise i n  net  
lending   opera t ions   (of fse t  i n  1980 by t h e   i n c r e a s e   i n  net unpaid  obliga- 
tions)  brought  about  almost a t r i p l i n g  of t h e  cash d e f i c i t  from 
Pta 334 b i l l i o n   i n  1979 to   an   es t imated  P t a  800 b i l l i o n   i n  1981,  the 
bulk of which was financed  with  domestic  bank  credit  (Table 24). 

From a broader  perspective,  i t  appears   tha t   s ince  1976 there   has  
been a sustained  increase  ( interrupted  only  in   1979)   in   the  expansionary 
f i sca l   s tance .  The expansionary  nature  of  f iscal   operations seems t o  
have   counterac ted   the   cyc l ica l   downturn   re f lec ted   no tab ly   in   s luggish  
private  investment.  However, t h e   i n c r e a s e   i n  government  recourse  to bank 
c r e d i t ,   t o   t h e   e x t e n t   t h a t  it has  not  been accommodated by the  s teady 
growth i n  monetary  aggregates, may have led t o  some f i n a n c i a l ,  and perhaps 
real, crowding-out of t he   p r iva t e   s ec to r .  11 

Unfor tuna te ly ,   da ta   l imi ta t ions   regard ing   nonf inanc ia l   publ ic   en te r -  
pr ises   preclude - comprehensive  assessment of t he  role of the  public sec- 
t o r   i n  the  Spanish economy. However, i n   g e n e r a l  terms, the   publ ic   sec tor  
accoun t s   fo r   s l i gh t ly  more than  one  fourth of gross  domestic  f ixed  invest-  
ment and for less than  one f i f t h  of GDP a t  f ac to r   cos t .  Moreover, on t he  
basis  of  fragmentary  information, i t  can be determined  that   in   1980  the 
borrowing  requirement of the   publ ic   sec tor   (consol ida ted  on a cash bas i s )  
t o t a l ed   c lose   t o   P t a  780 b i l l i o n ,   e q u i v a l e n t   t o  5 per  cent of GDP 2/ 
(Table 22) .  I n  view of the  expected rise i n   t h e   o v e r a l l   c a s h   d e f i c i t  of 
the  General Government (while  assuming  conservatively  an  unchanged  dericit 

1/ For a comparison, see Organizat ion  for  Economic Cooperation and 
DeTelopment,  Revenue S t a t i s t i c s  of OECD Member Countries (Paris, 1980) 

21 For an estimate of the  f iscal  impact, see Appendix 111. 
3/ The financing  requirement of public   enterpr ises   are   probably  under-  
- 

s t z t e d  because of incomplete  coverage of f inancing  f rom  external  and 
domestic nonbank sources. 



2. D e ~ l o p m n t o  i n  1980 

In 1980 global arcpQndituree of t h e  General Oove!xsmnt row i n  rela- 
t i o n  t o  6DP by an .rPount equal t o  2 percentage  WiUtr ;  a l m e t  one half of 
t h e  incrsaee was made up  of  curreslt  transfers t o  houeeholdr  and  enter- 
p r i r t s .   I n  spite of t h e   e f f o r t s   t o   c o n t a i n   t h e   c o c i a l   s e c u r i t y   b e n e f i t 8  
( through  nodera t ion   in   the  rise i n  old-age  benefit rates below t h e  rate 
of i n f l a t i o n  and  increaoe  in  user  fees  charged on medical   benefi ts) ,  
transfers to houeeholdr  roee, owing t o  P cons ide rab le   ex t en t   t o   t he  
dec l ine  in econolsic activity. Spec i f i ca l ly ,  unemploytmnt  compensation 
payments 1/ rose  by about P ta  100  bi l l ion  (on  account  of an  increase of 
143,000 iii unemployed r ec ip i en t s )  , while old-age  peneions  increased by 
Pta   120  bi l l ion  due  to   s tepped-up  ear ly   re t i rement   (about  250,000  persons 
r e t i r e d  ftom t he  labor force)  Induced a t  least i n   p a r t  by t h e  slowdown 
of a c t i v i t y .   C u r r e n t   t r a n s f e r s   t o   a i l i n g   e n t e r p r i s e s   ( b o t h   a u b l i c  and 
private) were ra i sed  by about Pte 60 b i l l i o n .  

The other  major component of current  spending, namely publ ic  con- 
sumption,  increased by an amount e q u a l   t o  more than  one  half of a per- 
centage  point of GDP, almost ent i re ly   accounted for by the  rise i n   t h e  
wage b i l l .  The growth i n   p u b l i c   s e c t o r  employment (of  about 3.4 per  
cent)  and wage rates was p a r t i c u l a r l y  pronounced i n   t h e   l o c a l  govern- 
ments, where  wages  and salaries increased by  more than 30 per c e n t   i n  
comparison t o   t h e  state's wage b i l l  which  rose by 22 per  cent. The 
growth i n  purchases  of  goods  and  services  elowed down i n  1980  everywhere 
in   the   Genera l  Government, excep t   i n   t he   soc i a l   s ecu r i ty   agenc ie s  where 
such  purchases  doubled i n   t h e  wake of the  decl ine  in   the  preceding  year .  
I n t e r e s t  payments on the   publ ic  debt ,  which  comprise  practically  the . 

remainder of current   out lays ,   increased by Pta 30 b i l l ion- to ta l ing  a 
l i t t l e  over   P ta   100   b i l l ion  as i n t e r e s t  rates charged t o   t h e  Government 
on bank c r e d i t   h a s   b e e n   k e p t   a r t i f i c i a l l y  below  market rates. 

After a d e c l i n e   i n  real terms,   f ixed  capi ta l   formation of the  General 
Government increased   s ign i f icant ly   in   1980,   a l thouqh  admi t ted ly   f rom a 
low base-still  amounting t o  bare ly  more than 2 p-. cent  of GDP. Parti- 
cu lar ly   sharp   has   been   the   increase   in   cons t ruc t ion  of schools and o the r  
i n f r a s t r u c t u r e   p r o j e c t s  by the   adminis t ra t ive   and   soc ia l   secur i ty  agen- 
c i e s ,   w i th  a r ise   in   investment   expendi tures  of  about 40 and 60 per   cen t ,  
respec t ive ly .   Capi ta l   t ransfers ,   main ly   to   nonf inanc ia l   publ ic   en te r -  
prises, rose by P t a  60 b i l l i o n   o r   o v e r  36 per cent. As the   f ixed   inves t -  
ment of publ ic   en te rpr i ses   increased  by about  Pta 40 billion--accounted 

1/ Since  1980  responsibi l i ty   for   such payments has been  assumed by the  
NaFional Employment I n s t i t u t e  (INEM) an  autonomous  agency,  from  the S O C i a l  
security  agencies  previously  responsible  for  administering  development 
ass is tance  (Tables  26 a - d  27). 



dmort oolaly by the State Railways (RENFE) and other directlp-controlled 
enterpriser--to almost Pta 450 billion,  it appears that a substantial 
port of the rise in transfrats wa8 channelled t o  pay for their operating 
outlays . 

On the rewenue ride, l-1 the largest gains were realized ae regards 
taxem on fncolae and property in an amount equivalent to nearly a full 
percantage point of CDP, which implier a buoyancy with respect to inc- 
In excess of unity. 2/ This outcome is 1mpresoive.insofar ae it was 
achieved during the 'Lax reform  toward global income taxation--a nrocess 
that in many countries involves the risk of revenue loss. The explana- 
tion for this good revenue perfomance seems to lie in (I number of admin- 
istrative Improvements (such as tighter definition of exemptions, etc.). 

In contrast to direct  taxation, the revenue gains from other taxes 
was not  impresslve. The yield  of major indirect  taxes, namely, the turn- 
over tax  and selective consumption taxes,  increased by only 5 per cent 
and 16 per cent, respectively, in part  due to changes in statutory rates 
and  bases. Revenue  from payroll taxes for social security, declined 
slightly in relation to both GDP and to compensation of employees, reflec- 
ting opposite trends  in contributions earmarked for unemployment  and other 
social security benefits. Specifically, the revenue from the  tax ear- 
marked for unemployment  benefits  increased by 37 per cent due to the 
sharp rise In the  statutory tax rate (from 2.7 per  cent to 4.0 per  cent 
applied  proportionately to taxable wages) introduced in July, whereas 
other social security tax revwue rose by only 10 per  cent,  partly as a 
result of a 3 per  cent decline in the number of taxpayers and  partly 
because of a reduction in  the tax rate (from 3 4 . 3  per  cent to 3 3 . 6  per 
cent  of taxable wages,  subject  to a ceiling). - 31 

Nontax revenue, mainly  in  the form of state receipts of property 
income and  proceeds  from the lottery increased more or less in line with 
GDP growth. Notably, within this inflow, dividends from  public  enter- 
prises  and official financial institutions rose only by about 8 per  cent, 

1/ For a description  of the Spanish tax system, see Spain:  Recent 
Economic Developments (SM/80/32, 2/1/80),  Appendix IV. 

21 The buoyancy of tax  revenue with respect  to its effective base  (as 
opposed  to  its  legal  base) measures the percentage change in revenue as a 
proportion  of a given percentage change in that  base (income, value of 
output, etc.), without excluding the revenue effect of discretionary tax 
measures.  The  elasticity of tax revenue,  on  the other hand, represents 
the  percentage  change  in revenue as a proportion of the  percentage  change 
in the effective base,  net of the revenue change attributable to discre- 
tionary  measures.  Given  the  brief history of the new Spanish inctme tax 
structure, it seems premature to attempt estimating its elasticity at 
this stage. 

31 Because of the transfer of responsibility over the unemployment 
fuzd from the  social  security agencies to INEM, the social security tax 
revenue of the former subsector shows a very small increase, as  against 
the revenue of the autonomous agencies which increased  sharply. 



to less  than Pta 80 billion-a  relatively  small  incraarss  which amy reflect 
in part eubsidieation  granted  through  Preferential  interest  rate8  and 
prices of publlc  ~isrvicer,.not tecordsd explicitly i n  tha etato  budget. 

In sum, the  General  Governntent*e  current  surplus of Pta 160 billion 
in  the  preceding  year,  virtually  dieappeared i n  1980, and the overall 
deficit, on a national  account8  basia,  doubled  to over Pta 500 billian, 
Had it  not  been  for a rlilall reduction  in  the  deficit of the  local govern- 
ments (from almast Pta 70 billion to Pta 40 billion),  the  overall  deficit 
of  the  General  Government  would  have  been  even  higher,  1/  However,  the 
increase  in  the  General  Government ' s  cash  deficit was €& lees pronounced, 
namely of around  Pta 110 billion  to a level of Pta 450 billion. This wee 
accomplished  by a sharp  accumulation of net  unspent  authorizations. There 
was,  on  the  other  hand, a significant  increaee in net  lending  operationa 
primarily  in  the form of state  credit  to  the  Official  Credit  Institution g/ 
for  preferential  onlending  to  enterprises. 

A large  fraction  of  the  deficit was financed  with  domestic  bank 
credit,  with a falling  share  utilized  by  local  governments.  The  amount 
of  the  drop  in  bank  financing  to  the  latter  was  Pta 35 billion,  as 
against a Pta 200 billion  increase  in  credit  extended  to  the  Central 
Government.  The  Government  met,  however,  some  success  in  increasing 
nonbank  domestic  credit  financing;  net  state  debt  to  insurance  companies 
and  other  nonbank  investors  increased  from  less  than  Pta 50 billion  in 
1979 to Pta 70 billion  in  1980. No resort  was  made  to  foreign  borrowing; 
instead,  there  was a small  net  amortization  of  external  credit. 

3. DeVelODmentS  in  1981 

In 1981  general  government  expenditure  experienced a further  signi- 
ficant  rise,  equivalent  to  more  than 1 1/2 per  cent of GDP. About  two 
thirds  of  that  increment  can be ascribed  to  the  growth  in  transfers  to 
households,  especially  in  the form of  unemployment  colnpensation  and 
other  social  security  benefit  payments.  This  increase was triggered 
largely by further  layoffs  and  early  retirements,  as  well  as  the  estab- 
lishment of civil  war  veterans'  pensions.  The  surge  in  benefit6  was, 
however,  somewhat  dampened  by  the  adoption  of  stricter  eligibility 
requirements for unemployment  compensation,  following  the  October  1980 
labor  legislation, 3/ and  the  increase  in  moderator  fees  charged  to 
recipients  of  healt'l;  care  benefits  (from 30 per  cent  to 40 per  cent  of 
cost ) . 
1/ Again,  the  shift  from a deficit to a surplus  position  of  the  social 

security  agencies  and  the  reverse  shift  for  autonomous  agencies  is 
explained  by  the  transfer of jurisdiction  over  unemployment  assistance to 
I N E M .  

21 Computed  net of borrowing  through  cddulas  para  inversidn  issued 
alEost  entirely to the  banking  system. 

31 Effective  January  1981,  the  compensation  period  was  limited t o  one 
haif  of  the  length of prior employment,  up  to a maximum of 18  months; 
previously  the  compensation  period  was  not  related t o  the  length of prior 



The deepening xwcrrst~fan contributed to  the rise not only in social 
security benefits but also in tranrfcre to enterpriee8, eetiuated at 
21 per mnr aad 16 per tang, rsspectiveIp; t b o s  expenditure oatqprcier 
cnnstititute the  largeet overruns in  the 1981 budget. 1/ The increased 
suboidisrtion of entarpaisae, both through direct tran&rs and prefer- 
ential 10an8, is being provided under sectoral agreemeate aegotiated 80 
far with enterprises i n  the integrated steel, textile and electticel 
appliance iadustriec. Such agreements, undertaken i n  the framework of a 
medium-run industrial restructuring program launched in June 1981, 
involve e package of financial,  labor-related,  and investment (or divert- 
umt)  masurea agreed upon anrang business, labor and government represen- 
tativtm. 

As regard8 the Government's operating coete, the  rirc in  the s i te  
of the work force (of more than 2 per cent) 08 well a6 conversion of 
part-ti- to full-time employment and upgrading of positions,  porticulary 
in the state and local governments, led to an estimated 17 per  cent 
increase in the wage bill. Likewise, the  growth of purchaeea  of goods 
and services has decelerated from the previous year, to  an estimated 
20 per  cent on average. Certain state outlays increaeed  at  a  eubrtan- 
tially lower rate. In contrast, the increase In military and  eocial 
security  spending was much more pronounced; the latter reflects the 
start up of new health care facilities and  services. 

Capital expenditures are estimated to have rieen by 26 per cent, 
which represents a shortfall from the budgeted amounts though  implying 
higher realization rates than  in preceding  years. 21 There was a  marked 
slowdown in investment by social security and autoKomous agencies 
(especially  in the construction of  schools), albeit the General Govern- 
ment's share in fixed capital formation has reached 11 per  cent of aggre- 
gate  fixed capital formation, up from 9 112 per cent two years earlier. 
Also significant was last year's rise in capital transfers to public  and 
private  enterprises, estimated at 29  per cent. The growth  in capital 
outlays is attributable in part to more efficient budgetary  implementa- 
tion,  but  perhaps more importantly to the establishment of the Public 

31 (cont'd from p. 38) employment.  The compensation rate was changed 
from 75  per  cent  of  previous wages and salaries during the first 6 months 
and 60 per  cent in the following 12 months of unemployment, to 80 per 
cent  in  the  first 6 months, 70 per  cent in the next 6 months,  and 60 per 
cent  in the final 6 months of unemployment. 

pa%ents, while gross  lottery receipts are classified under nontax  revenue 
(along with property  income  and other revenue).  Unusually low figures 
under these entries in the  1981 budget  suggest  that  lottery  revenue and 
payments  may  have  been  classified on a net basis. 

21  In 1980  the realization rates were 82 per  cent for fixed  invest- 
mezt and 91 per  cent for capital transfers, up from the 1979 rates of 
74 per cent  and 87 per cent, respectively. In 1981, the January-August 
realization rates  were 1 per  cent  higher than during the same period in 
1980  for investment and 8 per cent  higher for transfers. 

11 Other  transfers to households are comprised mainly of gross lottery 



Investmnt Cemaittcaa (CIP),  entrurted with the formletion of investment 
policy, and the Public 'Pnvesteant Review Camittoe (CISP), i n  charge of 
ovsreeeing the execution and coordtnatian of investment projects. L 1/ 

The rate of increaise in revenue decelerated in real terms, as indi- 
cated by one half 8 percentage point  increment in relation to GDP. How- 
ever, income and property tax receipt8 are ertitneted t o  grow by 21 per 
cent notwithotanding the alleviation of the p8r8Onfd income tax burden 
(through a 10 per cant reduction in marginal rates and a Pta 2,000 
inereallre in exemptions) and the effect of the recent  profit lrqueete on 
company income tax liabilities. The relatively  etrong revenue performance 
ir due to a large extent to more efficient use of the Data Processing 
Canter; aho, there has been a very rharp increase in the taxpaying popu- 
lation primarily as a consequence of the income tax reform. 

Although the revenue increaee in indirect taxes and social security 
taxes w m  lees impressive, it wae noteworthy in relation to  the rise in 
private consumption and compensation of employees, reopectivcly. This 
outcome reflects the increase in the turnover tax rate partly offset by 
reductions in the base  (including the exemption of exports) and the 
acceleration  in the payment of certain  specific duties withheld by state 
enterprises. At the same time, it reflects the lagged  Impact  of the pre- 
ceding year's rate increase in  the payroll tax for  unemployment  combined 
with a further reduction (of 0.5 percentage point effective January) in 
the general social security tax rate. 

As a result  of  these developments, the General Government is expec- 
ted to net a current deficit (for the first time in many years) of over 
Pta 60 billion,  and an overall deficit of Pta 740 billion.  On account of 
increased  net  lending  (owing in part  to industrial restructuring agree- 
ments)  partially  dampened by an increase in  net  unpaid obligations, this 
deficit  is  translated into an  estimated cash financing requirement of 
Pta 800 billion,  four fifths of which is estimated  to  have been met with 
domestic bank credit. An increased proportion of the financing came from 
abroad  (about Pta 60 billion), and one tenth from domestic nonbank sources 
(Pta 100 billion). 

4. The 1982 budget 

The overall fiscal policy guidelines remain broadly the same as in 
previous  years: stimulation of  productive  investment  and  employment, 
mobilization  of financial savings, regional decentralization, income 
redistribution,  and rationalization of the  tax structure. As a comple- 
ment  to  private  investment and stimulus to effective demand, budgeted 
public  investment  (including capital transfers) is 22 per  cent  higher 
than  last  year,  equivalent to an increment of about 10 per cent  in real 

1/ Also, the 1981 budget law entrusted the Council of Ministers with 
auFhority to approve  direct  contracting of projects valued  at less than 
Pta 500 million by the interested  government  departments.  For a descrip- 
tj,on  of the investment programming mechanism, see Appendix IV. 



tar-. hasirtent with the criteria adapted for the 1982-84 plan, 1/ a 
number of projects included bn thie y8arqr public inve8terent  prograii are 
concentrated in mmrgy, agriculture, housbg and transportation. The 
budget law alp0 provider for o 5 par c@nt r~etgiaa1 intteeteont tax credit 
(calculated on the difference between inveetment in  new aesets and dapre- 
ciation) OR top of the exiating 10 per cent general inveatmcnt tax credit, 
and for a general tax credit of 15 per cent tm research and developsent 
sxpendlture8, 

In addition to these measurea, the National Employment Agreemnt 
(ANE), coupled with  the indulrtrial restructuring echcmc, i e  expected to 
bslp sustain  the July 1981 employment level through the  end  of this year. 
The Governwnt's codttleent under the ANE includes: 9 per cent ceiling 
on the nominal increase of government wages and  ualaries; 1 per cent  cut 
i n  the social lsecurity tax rate (to 32.1 per  cent as of  January  of this 
year); 10 per cent  ceiling on the increase of social security pensions; ' 
wage subsidy equivalent to 90 per  cent of the social security tax liabi- 
lity of previously  unemployed workers; and various income support mea- 
sures affecting unemployed  workers.  The  cost of these measures is  to be 
defrayed in part by administrative improvements in  the delivery of wel- 
fare services (through reduction of  fraud, especially in unemployment 
compensation payments),  and  by a 1 percentage point increase in the pay- 
roll tax  rate for unemployment (to 5 per cent). 

In 1982, the Spanish authorities expect to conclude industrial 
restructuring arrangements in the  basic  steel,  paper, and shipbdilding 
industries, totaling nearly Pta 40 billion in current  budgetary  subsidies. 
Additional  equity  transfers by the IN1 Group to cover the 1981  losses of 
its enterprises will amount to Pta 55 billion; the state will further 
assume  Pta 120 billion  of INIs financial obligations, at an  annual ser- 
vicing  cost of Pta 15 billion, with a commitment  from IN1 to abstain 
fro&  recurri-g to supplementary appropriations.  Official financial 
institutions are, however, supposed to make available Pta 30 billion in 
guaranteed  loans  to ailing industries.  Beyond its imediate employment 
effect, the restructuring nrogram is aimed  at enhancing the long-run 
competitiveness of Spanish  industry. 

In order to  facilitate the flow of household savings into productive 
investment, a tax  credit to savers  in private sector financial instruments 
has been introduced at the rate available on public sector bonds. The 
amount of the credit  againct personal income tax  is  equivalent to 15 per 
cent  of deposits in  three-year  tax savings accounts (between limits of 
Pta 100,000 and  Pta 500,000 for 1982) placed with commercial or savings 
banks. Meanwhile, the previously  existing  credit rates on  public sector 
bonds  have now been reduced (from 22 per  cent on state  debt  and 20 per 
cent on issues by local governments and public  enterprises) to 15 per 
cent. These measures should  result  in both mobilization of new savings 
and more efficient allocation of existing savings. 

- 1/ For a more detailed discussion, see Appendix IV. 



In conforerity with the goal of greater adminirtrative and cconoplic 
docantraliaation, this par's budget conroincr for the firrt t5rr appro- 
priation far the Regional W1Ppenstatioa Fund established for correcting 
regional imbalances. The S n i t i d  endomant of Pta 180 billion, which 
repreraatr roughly 40 per  cent of the rtate capital budget (excluding 
maintenance and upkeep inveetaent and military outlays), i o  to be dirtri- 
but& ia iuvetrr relationrhip with regional per capita Income. Sector- 
ally, this appropriation fr to be allocrtetd mainly to public awrrke, 
tranrportatinn, and  agriculture. A8 a further step i n  revenue nharving, 
the one half of the yield 05 the planned 1 percentage point incream in 
the turnover tax will be transferred to  the  local authorities. Effective 
since June of laet  year, the Basque country is provided full jurisdiction 
over tax collection within its borders; in turn,  the Central Government 
is expected  to receive a transfer (cupo) of nearly Pta 60 billion for 
the Basque country's ehare in general government operations. 

The income redistribution objective is to  be  pursued through the 
extension of income-maintenance schemes to the unemployed, but  more 
importantly through further sharpening the progressivity of personal 
income tax. Specifically, the budget envisages simultaneous increases 
of Pta 2,000 in each personal exemption and of 2 per cent in the marginal 
tax rates,  1/  without loss in net yield. In addition, the equity  goal 
is  pursued Through  the method of allocating resources from  the  Regional 
Compensation Fund. 

In the context of  Spain's intended entry into the EC, the Government 
expects to continue the reform of the  tax  system. To this effect, further 
steps will be taken  to raise the share of indirect taxes in  government 
revenue. This policy involves the aforesaid increase in  the turnover tax 
rate in anticipation of the introduction of the value-added  tax--scheduled 
for  early 1984--and increases in  other indirect levies 2/ on  the  one  hand, 
and increases in preferences (i.e., investment and savizgs incentives) 
under personal and  company income  taxation on the other.  In particular, 
the containment of social security tax rates (through the  envisaged cut 
in the general rate,  offset by the increase in the rate of the  unemploy- 
ment levy) is part  of the broader effort to replace eventually payroll 
taxes with  the  value-added tax. 3/ - 
- 

I, From 14.8  per  cent  to  15.1  per cent in the bottom  bracket  and from 
6571 per  cent  to 66.4 per cent  in the  top  bracket. 

2/  The  budget now provides  for  upward adjustments (in excess of the 
rate of inflation) in  the base values used for calculating the luxury 
tax and in specific tax rates on  alcoholic bevezages. 

3/ This is consistent with the  policy whereby the state now assumes 
40-per  cent of the financing of unemployment compensation payments,  and 
by 1984 it will take over 20 per  cent of the financing of other social 
security benefits  in accordance with the Moncloa Pact. 



Although the 1982 budget fiprars ure nor fu l ly  ctmpetabfe t o  either 
the correepondiw astippitee or Wget amount6 of the previous year, 1/ 
i t  w y  ba n o t d  that the tmgeted weroll deficit of the General G ~ v k -  
mant is about Pta 630 b i l l i o n  or 3,2 per cent of projected GDP--a key 
underlying amunption being that the dd-1981 level of employment will 
be attained by the end of 1982, 

1/ In  view of the timing of its preparation (in early fall of the pre- 
cexing  fiscal year), the budget is elaborated combining macro forecasts 
with annualized  mid-year actual revenue collections and with the  pre- 
vious year's budgeted  expenditures.  Moreover, the coverage  of the budget 
excludes local government expenditures other than those financed through 
the state budget, whereas the  estimated outcome involves a comprehensive 
institutional coverage. With increasing regional fiscal autonomy, the 
degree of undercoverage of the budget is bound to increase over time. 



Public sector  borrowing  requirement 
as per cent of GDP . .. ... 4 . 2  9 .1  ... 

General  government  overall  balance 
as per cent of GDP -0.6 -1.8 -1.9 -3.4 -4.3 

General  government  expenditure 
as  per  cent of GDP 27 .2  28.8 30.0 3 2 . 3  34 .0  

General  government  tax  revenue 
as per  cent of GDP 23.6 24 .2  2 5 . 3  26.0 26.6 

Indirect  taxes as per  cent of 
private  consumption 9.6 9 . 0  9.1  8.7 9.0 

Taxes  on  income  and  property as 
per  cent of national  income 6.0 6.6 7.2  8.2 * * .  

Social  security  taxes  as  per  cent 
of  gross  compensation Df employees  21.5 2 2 . 4  23.5  23.3  23.7 

Social  security  benefits  as  per 
cent of personal  disposable  income  13.7  15.6  17.1 2.0 19.3 

Current  subsidies to enterprises as 
per cent of entrepreneurial 
and  property  income  4.7 6.1 5.5 6.0 ... 

Public  sector  fixed  investment as 
per cent of aggregate  fixed 
investment 25.0  26.1 26.0 26.0 ... 

General  government  fixed  investment 
as per  cent of aggregate  fixed 
investment 11.8 10.3 9.4 10.4 11.1 

Sources:  Spanish  authorities  and Fund staff  estimates. 
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"lU* 

tndirest taxa8 

Texoe oil i n c m  and property L/ 

Social security texas 

Nontax  revenue 2/ 

Current axpaaditura 

Wages and salaries 

Purchesea of goodr and services 

Transfers  to  enterprises 

Social security benefits 

Other  transfare to households 

Other  payments 21 

Current  balance 

Capital  expenditure 

Fixed investment 4/ 

Capital  transfers 

Overall  balance 21 

411.3 
(3.1) 

246.6 
(1.9) 

164.7 
(1.3) 

-253.2 - 
(-1.9) 

-515.4 
I_ 

(-3.4) 

2,180.0 2,312.9 
(12.7) 

520.0 436.9 
(3.0) 

5,145.0 4,697.9 
(30.0) 

1,630.0  1,636.6 
(9 .5 )  

335.0 308.9 
(1 9) 

325.0  238.8 
(1.9) 

2,510.0  2,353.8 
(14.7) 

205.0 58.1 
(1.2) 

410.0  104.2 
(0.8) 

-65.0  206.4 
(-0.4) 
" 

675.0  686.5 
(3.9) 

-740 - 0  -398.0 
" - 

(-4.3) 

2,644.5 

309.6 

136.2 

207.0 - 
834.9 

484. a 

350.0 

-626.2 - 

Sources:  Spanish  authorities; and Fund staff estimates. 

- 11 Includes revenue from inheritance taxes. - 21 Includes very small amounts of grants and capital revenue. 
31 Consists JLmust entirely of interest payments. 
- 41 Includes net purchases of land. 
- 51 National  accounts baais. 



Table 24. Spain: Financing of General 
Government  Operations, 19'19-81 

(In billion6 of peeetast  per  cent of GDP i n  parentheses) 

1979 1980 1981 
Estimate 

Overall balance L/ -253.2 -515.4 -740.0 
(-1.9) (-3.4) ( - 4 . 3 )  

Less: Net lending 1.3 57.1 110 0 

Plus: Change in floating debt 2/ -82.1 129.2 50.0 

Plus: Miscellaneous  adjustments 2.5 -5.4 " 

Overall cash balance 

Overall cash financing 

External financing 

Domestic bank financing I/ 

Domestic nonbank financing 

Unallocable financing 

.-334 1 -448.7 -800.0 
(-2.5) (-3.0) (-4.7) 

334.1 448.7 800.0 
(2.5) (3.0) (4 7) 

-0.4 -22.2 57 .O 
("1 (-0.1) ( 0 . 3 )  

3.5 -47.8 " 

("1 (-0.3) ("1 

Sources:  Spanish authorities; and  Fund staff estimates. 

- 11 National accounts basis. 
2 1  Estimated change in the difference between unpaid obligations and 

uncollected  receipts. 
- 3 1  Includes negotiable public  debt issued to the banking system. 



1979 1960 1981 1982 
Initial Budget 

Revenue 
f a d i r e c t  t a m e  
Taxes on income and property A/ 
Sactel security taxe8 
Property income 
Current transfers 
Other 

Current  expenditure 
Wager and rahtiea 
Purchase of goods and s e r v i c e s  
Transfers   to  rest of General Gaveramant 
T rans fe r s   t o   en t e rp r i se r  
S o c i a l   s e c u r i t y   b e n e f i t s  
Other   t ransfers  t o  households 
I n t e r e s t  payments 
Other  payments 

Current  balance 

Capi ta l   expendi ture  
Fixed  investment 21 
Trans fe r s   t o  rest of General Governmant 
Trans fe r s   t o   p r iva t e  sector 

Overal l   balance 21 

Less: Net lending 

Plus :  Change i n   f l o a t i n g  d e b t  41 

Plus:  Miscellaneous  adjustments 

Overal l   cash  balance 

Overal l   cash  f inancing 

External  f inancing 

Domestic  bank  financing 21 

Domestic  nonbank f inanc ing  
Rest of General Government 
Other 

UnallocaSle f inanctng 

1,114.2 
510.3 
719.2 
128.9 
116.6 
182.7 

1.5 

1,631.8 
698.5 
149.6 
210.5 
197.5 
186.9 
120.4 

63.8 
4.6 

182.2 

353.9 
87.1 

110.5 
156.3 

-171.5 

-2 .1  

-54.7 

2.5 

- 

- 

-221.6 

221.6 

-0.4 

174.0 

55.4 
-6 .4  
61.8 

-7.4 

- 
- 

2,194.5 
727.3 
955.9 
174.2 
136.3 
198 , l  

2.9 

2,146.5 
852.4 
175.4 
373.8 
250.9 
270.7 
136.2 
84.4 

2.7 

47.1 

431.3 
103.0 
116.4 ) 
211.9 ) 

- 

-383.3 

52.4 

39.9 

-5.4 

-401.2 

401.2 

-22.2 

370.2 

81.5 
0 . 3  

81.2 

-27.7 

- 

2,385.2 
975.1 
976.4 
223.9 
112 6 
98.1 
1.1 

2,202.0 
1.013.9 

172.2 
418.9 
217.2 
298.9 
21.1 
=7.3 

\ 

182.4 -. 
575.1 
175.1 
400.0 

-391.9 - 

3,015.4 
1.092.7 
1,211.4 

227.6 
169.7 
314.0 - 

2.949.5 
1.131.6 

227.9 
677.9 
293.3 
326.1 
213.5 

73.4 
5.8 

66.0 

688.2 
211.8 
476.4 

- 

-622.2 - 

Source: Spanish   au thor i t ies .  

- 11 Includes  revenue  from  inheritance  taxes.  
- 21 Includes  net   purchases of land. 
3/ National  accounts baais. 
- 41 Change in   the  difference  between  unpaid  obl igat ions  and  uncol lected  receipts .  
- 51 Includes  negot iable   publ ic   debt   issued  to   the  banking  system. 



1979 1980 1982 1982 
Iaitfal Budget 

Zevenue 
fndf rect taxa8 
Taxes on income and property 
Social security taxes 
Property income 
Current  tranefero 
Capital   transfers 

Current  expenditure 
Wages and rn la r ies  
Purchase of goods and services 
Transfers to  rest of Geaeral Government 
Transfers to   en te rpr i ses  
Social   security  benefits  
Other t ransfers  t o  household8 
Interest  payments 
Other payments 

Current  balance 

Capital  expenditure 
Fixed  investment 11 
Transfers t o  rest  of General Gwernment 
Transfers  to  private  sector 

Overall balance 2-1 

Less : Net lending 

Plus : Change in   f loat ing  debt  41 

Overall  cash  balance 

Overall  cash  financing 

Domestic bank financing 

Financink by rest of General Government 

Unallocable  financing 

221.1 
6.2 

2.9 
3.8 

105.5 
102 7 

126.2 
79.6 

8.5 
4 .0  
0.1 
1.0 

30.6 
2.1 
0 . 3  

- 

-7. a - 
73.1 
67.7 
1.1 
4 . 3  

21.8 

3 . 3  

-12.1 

6 . 4  

-6.4 

- 

- 
" 

- 1 1 . 7  

" 

5.3 

462.4 
7.3 

120.0 
4.1 

242.6 
88.0 

496 3 
94.5 

3.4 
4 .8  
0.1 

312.1 
38.6 

2.4 
0 . 4  

-82.3 

104.1 
44.2 

- 

- 

1.6 ) 
8 . 3  ) 

-98.4 - 
3.9 21 

17.1 21 

-85.2 - 
85.2 

7 . 3  

77.9 

- 

" 

626.3 
8.5 
0.4 

274.2 
4.7 

240.7 
97.8 

535.9 
128.0 

14.5  
20.7 
0.1 

350.0 
19.0 
3.2 
0.4 

-7.5 

99.9 
85.3 
14.6 

- 

-9.6 
7 

a m  4 
2.6 
" 

323.8 
4.9 

378.7 
118.4 

715.2 
138.7 

49.5 
33.6 

7.5 
400.5 

81.5 
3.3 
0.6 

-5.2 

125.8 
101.1 
24.7 

- 

-12.6 - 

Source:  Spanish authorit ies.  

- 11 Includes  net  purchases of land. 
- 2 /  National  accounts basis. 
- 31 Estimate. 
4 /  Change in   the  difference between unpaid obligations and uncollected 

receipts. 



Table 27. Spain: Operations of the Social Security Agencie8, 1979-82 

( In  billfons o€ pasetaa) 

1979 1980 1981 1982 
Initial Budget 

Revenue 
Ind i r ec t  taxes 
Socia l   Secur i ty  taxes 
Property income 
Current t r a n s f e r s  
C a p i t a l   t r a n s f e r s  

Current  expenditure 
Wages and s a l a r i e s  
Purchase of goods  and se rv ices  
Transfers  t o  rest of General Government 
Socia l .   secur i ty   benef i t s  
Other t ransfers   to   households  
I n t e r e s t  payments 

Current  balance 

Capi ta l  expenditure 
Fixed  investment 1/ 
Transfers  t o  p r iva t e   s ez to r  

Overall balance 21 

Less: Net lending 

Plus:  Change i n   f l o a t i n g   d e b t  3-1 

Overall cash  balance 

Overall cash  f inancing 

Domestic  bank f inancing 

Financing by  r e s t  of General Government 

Unallocable  f inancing 

1,726.8 
8.4 

1,558.9 
6.3 

153.2 

1,735.5 
184.3 
32.4 
14.4 

1,501.1 
3.0 
0.3 

-8.7 

27.2 
23.1 

4.1 

-35.9 

0 .1  

-1.1 

-37.1 

- 

- 
37.1 

40.2 

- 

" 

- 3 . 1  

1,798.4 
2.7 

1,622.7 
3.9 

169.1 
" 

1,749.0 
211.7 
67.0 

1,469.7 
0.6 

" 

" 

49.4 

4 1 . 5  
36.9 

4.6 

7.9 

0.8 

53.5 

60.6 

-60.6 

- 

- 

24 .1  

-77.9 

- 6 . 8  

2,060.1 
10.9 

1,806.3 
12.0 
230.1 
0.8 

2,006.2 
257.2 
57.4 
0.1 

1,691.4 
0.1 
" 

53.1 

50.3 
50.3 

- 

" 

3.6 - 

2,312.8 
12.2 

1,929.2 
12.9 
358 2 
0.3 

2,253.3 
289.9 
68.2 
0.2 

1,894.9 
0.1 
" 

59.2 

50.9 
50.9 

- 

" 

8.6 - 

Source:   Spanish  authori t ies .  

- 11 Includes  net   purchase of land.  
- 21' National   accounts   basis .  
- 31  Change i n   t h e   d i f f e r e n c e  between  unpaid ob l iga t ions  and  uncollected  receipts.  



(In b i l l i o n s  of pesetas) 

1979 1980  1981  1982 
Initial Budget 

Revenue 
Ind i r ec t  taxee 
Taxes on income  and property A/ 
S o c i a l   s e c u r i t y  taxes 
Property income 
Current   t ransfers  
Capital  t r a n s f e r s  

Current  expenditures 
Wages and salaries 
Purchase of goods and se rv ices  
T r a n s f e r s   t o  rest of General Government 
Transfers  t o  e n t e r p r i s e s  
Soc ia l   s ecu r i ty   bene f i t s  
Other t r a n s f e r s  t o  households 
I n t e r e s t  payments 

Current  balance 

Capital   expenditure 
Fixed f n v e s t m n t  2/ 
Transfers  t o  rest of  General Government 

Overall balance 21 

P l u s :  Change i n   f l o a t i n g   d e b t  - 4 /  

Overal l   cash  balance 

Overall cash  f inancing 

Domestic  bank f inancing - 51 

Domestic  nonbank financing 
Rest of General Government 
Other 

282.0 
139.1 
93.1 
10.0 
13.6 
16.6 

9.6 

281.4 
183.6 

28.4 
8.4 

25.2 
13.5 
8.0 

14.4 

-9.0 

68.9 
68.7 

0.2 

-68.3 

- 

- 
-14.2 

-82.5 

82.5 

69.3 

13.3 
15.9 

- 
_L_ 

-2.6 

393.0 
191.8 
109.7 

12.0 
25.0 
23.7 
30.8 

357.0 
237.7 

34.1 
9.7 

30.0 
17.0 

8.0 
20.5 

5.2 

77.6 
76.7 
0.9 

-41.6 

18.7 

- 

- 

-22.9 

22.9 

34.4 

-11.5 
-13.0 

1.5 

- 

507.0 
112.9 
132.4 

8.5 
32.5 

173.7 
47 .O 

401.3 
235.4 
64.9 
10.0 
21.0 
13.5 
15.7 
40.8 

58.7 

105.7 
101.5 

4.2 

" - 

615.0 
302.8 
178.0 

9.2 
21.0 
63.0 
41.0 

487.0 
285.0 
63.0 
10.0 
40.0 
23.0 
13.0 
53.0 

87.0 

128.0 
121.0 

7.0 

- 

- " 

Source:   Spanish  authori t ies .  

- 1/ Includes  revenue from inhe r i t ance   t axes ,  
- 21 Includes  net   purchases  of land.  
- 3/   Nat ional   accounts   basis .  
41 E s t i m a t e d  change i n  the   d i f f e rence  between  unpaid  obligations and 

uncol lected receipts. 
- 51 Includes  negot iable   publ ic   debt   issues   to   the  banking sys tem.  



IV. Money and Credit 

1. The f ramwork of  monetary  policy 

Monetary po l i cy   has   t r ad i t i ona l ly  been t h e  main instrument of demand 
management I n  Spain.  Since mid-5973 the   Spanish   au thor i t i se   have  conduc- 
ted  umnetary  policy by setting, and from 1976 publicly  announcing, quan- 
t i t a t i v e   a n n u a l   t a r g e t 0   f o r   t h e   g r o w t h  of monetary  aggregates. Thir 
approorch was r e i n f o r c e d   i n   t h e   s t a b i l i s a t f o n  program of 1977. It waa 
considered  that   euch a pol icy ,  in par t icu lar   th rough  the  announcenrent 
e f f e c t s ,  would bring  about a reduct ion i n  t h e  rate of i n f l a t i o n  a t  less 
cost than would o t h e r  more act ivis t   types   of   monetary  act ions.  By fram- 
ing monetary  policy in the form of medium-term t a r g e t s  for the  growth 
of  monetary  aggregatee,  and  announcing  such  targets, it was bel ieved 
tha t   p r ice   expec ta t ions   o f   the   publ ic   could  be d i r e c t l y   a f f e c t e d ,  Fur- 
thermore,  such a pol icy would f o s t e r  a g r a d u a l   l i b e r a l i z a t i o n  of the 
f inanc ia l   sys tem which had been  highly  regulated  in   the  past .  An the  
context of a target-oriented  monetary  policy,  interest rate pol icy  would 
eventual ly  have t o  be passive and movements i n   i n t e r e s t  rates l e f t   t o  
be determined by market  forces. 

Insofar  as the   pa r t i cu la r   agg rega te   fo r  which the target value is 
def ined ,   the  Bank of  Spain has chosen a broad   def in i t ion  of t he  money 
supply ,   tha t  is, inc lud ing   cu r rency   i n   t he  hands  of  the  public, demand 
depos i t s ,  and time and sav ings   depos i t s  a t  commercial ,   industrial  and 
savings  banks (M3), as the   aggrega te   to   t a rge t ,   on   g rounds   tha t  it 
bears a c lose r  and more sys temat ic   re la t ionship   to   nominal  GDP than  do 
other  monetary  aggregates.  Moreover,  the  regulation of i n t e r e s t  rates 
has   r e su l t ed   i n  a weakening  of t h e   t r a d i t i o n a l   d i s t i n c t i o n  between var i -  
ous  kinds of deposi ts .  The t a r g e t   v a l u e   i t s e l f  is chosen t o   a c h i e v e  a 
growth of M3 t h a t  would be cons is ten t   wi th  a p ro jec t ed   i nc rease   i n  nomi- 
n a l  GDP. This projec t ion  of nominal GDP i s  based on the  expected rate 
of i n f l a t ion ,   de r ived  from  information on the  behavior  of money-wages and 
the   l i ke ly   evo lu t ion  of foreign  pr ices ,   and a fo recas t  of real GDP growth. 
Allowing f o r   t h e   p o s s i b i l i t y  of small changes i n  income ve loc i ty  due t o  
i n t e r e s t  rate developments,  the  value  for  the  annual  growth of M3 is 
calculated.  The use of a band around a cent ra l   va lue   admi ts  the possibi-  
l i t y  of some " f ine- tuning"   and   a l lobs   the   au thor i t ies   g rea te r   f lex ib i l i ty  
should  the  projections on  which the   t a rge t  i s  based   t u rn   ou t   t o  be i n  
e r ro r .  The desired  growth  in  the  monetary  aggregate is achieved   v ia   the  
monetary  base,   specifically  through  operating on banks'   reserves.  As 
inst ruments   the Bank of  Spain u t i l i ze s   va r i a t ions   i n   t he   ca sh - re se rve  
requirements of the  banks,   short-term  credit   to  the  banking sys t em,  and 
sales and purchases of T r e a s u r y   b i l l s  and of i t s  own c e r t i f i c a t e s  of 
deposi ts .  1/ - 

In   ce r t a in   i n s t ances   t he  Bank of Spain  has a lso set short-term 
c r e d i t   t a r g e t s   f o r   t h e  banks. However, such   ta rge ts   a re  viewed only as 

1/ A more formal  analysis  of how the  Bank of  Spain  operates  monetary 
poi icy  within the framework of q u a n t i t a t i v e   t a r g e t s  i s  c o n t a i n e d   i n  
Appendix V. 



gu ide l i a r s  and are detlved wechaaically from bank re%srvtt targata. 
Given t h e  mn-v aupply target, forecaat changes i n  foreign reberve~, 
publ ic  eactor fiaaneiug requirements rusd changes in s t b r  it- i n  the 
balance  eheets of the  bonkr, the  growth of bank c r e d i t  i r  ca l cu la t ed  a% 
a residual .  Such credit tarserr ate not regarded by t h e  authorities as 
irsdepandent; sbjretlves, p a r t i c u l a r l y  in situation8 of balance of paymats 
surplueesc 

The a u t h o r i r i e r  have hod considerable S U C C L B ~  i n  achieving the am%- 
t a r y   t a r g e t s  on an  annual bae i s ,  which i a  t he i r   bas i c   ob jec t ive ,   a l t hough  
i n  recent yea r s   t he  month-to-month growth of E13 ha8  frequently h e n  out- 
s i d e   t h e  bend (Chart 4). The o v e r a l l   s u c c e s ~   c o u l d  ba a reflection of 
t h e   f a c t   t h a t   t h e  targets choren  have  been f a i r l y   h i g h  and have a wide 
band,  and the re   has  been no atteapt t o  r a d i c a l l y  reduce the   permiss ib le  
growth of t he  money supply. In genera l   the   au thor i t ieo   appear   to   have  
viewed the  monetary  target as s e t t i n g  a c e i l i n g  on t h e  rate of i n f l a t i o n ,  
r a the r   t han  a8 a way of rap id ly   reducing   tha t  rate, This g r a d u a l i s t  
approach i n  revising  the  monetary  targets downward ha8  been  pursued  on 
the  grounds  that   the  impact of  any sharp   reduct ion   in   the   g rowth  of M3, 
whether  announced o r   n o t ,  would i n   t h e   s h o r t - r u n   f a l l   p r i m a r i l y  on output  
and  employment and  have no apprec iab le  immediate e f f e c t  on t he   p reva i l i ng  
rate of i n f l a t i o n .  

The principal  factors  affecting  monetary  growth, and the re fo re   t he  
operat ion  of   monetary  pol icy,   in   recent   years   have  been  the  balance of 
payments s i t u a t i o n  and the  publ ic   sector’s   f inancing  needs.  The inf luence  
of tbe  balance of payments e s sen t i a l ly   has   r e f l ec t ed   t he   r e luc t ance  of t he  
a u t h o r i t i e s  to  accept   large  discrete   changes  in   the  exchange rate. They 
have  viewed rap id   deprec ia t ion  of the  exchange ra te  as having  possible  
d e l e t e r i o u s   e f f e c t s  on  domestic  inflation,  and a s i zab le   app rec i a t ion  of 
the   ra te   could  have equally  harmful  consequences  on  the attempt t o   f o s t e r  
export   growth,   the   current   account ,  and poss ib ly   a l so  economic a c t i v i t y ,  
When faced  with  pressures   in   the  exchange  markets ,   the   authori t ies   have 
hed t o  choose  whether  priority  should be given  to   the  monetary  object ive 
o r   t o   ma in ta in ing  a s t a b l e  exchange rate. Since  the l a t t e r ,  for t h e  
reasons  mentioned  above, i s  of ten  regarded as a competing  intermediate 
ob jec t ive ,  temporary  departures  from  domestic  monetary  targets  have  been 
to l e ra t ed .  More spec i f ica l ly ,   fo l lowing   the   sharp   deva lua t ion  of t he  
p e s e t a   i n   J u l y  1977, the   Spanish   au thor i t ies  have ind ica ted  a clear pre- 
fe rence   for   g radual  and  smnnth  changes i n   t h e  exchange rate. Foreign 
d is turbances   have ,   therefore ,   been   absorbed   in   var ia t ions  of fore ign  
reserves  or by resort ing  to   external   borrowing,   with  concomitant   effects  
on the  monetary  base. This r e l a t i o n s h i p  between  monetary  and  exchange 
r a t e   p o l i c y   h i g h l i g h t s   t h e   b a s i c  dilemma faced by t h e   a u t h o r i t i e s  when, 
for  example,  a more rapid  reduct ion  in   the  monetary  growth  targets  i s  
des i r ed .   I f   t he  exchange rate is  not   a l lowed  to  move s u f f i c i e n t l y   t o  
compensate for   the   t igh ten ing  of pol icy,   capi ta l   inf lows  could  be  gener-  
a t e d   t h a t  would work a g a i n s t   t h e   i n i t i a l   p o l i c y .   C a p i t a l   c o n t r o l s  were 
imposed i n  Spain i n  1979 precisely for   the   purpose  of preventing  an 



I n  additioa, the, grmiag need for t he  Governmnt to finance its fie- 

public debt, f r e q w a a l y  put the  dOgg6tic finarrctrl spatem under emud$er- 
ab le  straia. Accommodating the Governnerat's d m  for bnk credit h a  
meant that ereidit: t o  t he   p r iva t e  Beetof often had to be restricted eo a$ 
t o  r t ry   within  the  aggregate   monetary  cei l ingo.  Meeting t h e  monetary 
t a rge t8  hau tlnuta involved i n  certain periods a form of financlol 
"ctowding-sut" of the p r i v a t e   m e t o r *  The d e s i r e  to prevent such On 
occurrence has a leo   occas iona l ly  led t he  authorities to  tolerate ea 
increaee i n  monetary  growth in excesm of the targets. 

E11 def3cit8 has, in the abe%r\e% of a 8 U f f k i m g l y  d W 8 h w  mrket fQr 

A t  the  same time t h e   a u t h o r i t i e s  have been ab le  to  move a coneider- 
ab le  way i n  l i be ra l i z ing   t he   h i the r to   h igh ly   r egu la t ed   f i nanc ia l  eystem. 
Important  lnodificationc  have  been mede i n  t he  area of interest rates, 
where a l a rge  number of t r ansac t ions  are no  longer subject t o  government 
regula t ion  and rates on most type8  of loans and on longer-term  deposit8 
are a l lowed   e s sen t i a l ly   t o  be determined  by market forcer .  Compulrory 
ra t ios   for   the   banks '   inves tments   in  low y ie ld ing   pub l i c  and p r iva t e  
bonds,  which are a form of s e l e c t i v e   c r e d i t   c o n t r o l ,  are be ing   s teadi ly  
reduced to  a predetermined minimum l e v e l ,  and  independent  quantitative 
c r e d i t   c o n t r o l s  have  been  eliminated. 

2. I n t e r e s t  rates 

The control   and  regulat ion of i n t e r e s t  rates is  general ly   inconsis-  
tent   with a pol icy of q u a n t i t a t i v e   c e i l i n g s  on overall  monetary  growth, 
and the   au tho r i t i e s  have moved s t e a d i l y   i n   t h e   d i r e c t i o n  of f l e x i b l e  
i n t e r e s t   r a t e   p o l i c i e s .  An important   s tep  toward  this   took place i n  
J u l y  1977 when, as parr of the   t igh ten ing  of monetary  policy, a number 
o f   i n t e re s t  rates on   bo th   f inanc ia l   asse ts  and l i a b i l i t i e s  were ra i sed  
(Table 29). A small fur ther   adjustment  was made i n  August  1979, when the  
r a t e  on c red i t   fo r   p r io r i ty   i nves tmen t s  of over   th ree   years '   matur i ty  was 
ra i sed   t o  1 2  per  cent.   This was fol lowed  in   ear ly   1981 by a comprehen- 
s ive  modif icat ion t o  the system. Since  January  1981  interest  rates on 
ordinary bank loans  ( including  overdrafts)   have  been  deregulated,   with 
the  only  exceptions  being  housing  loans which now ca r ry  a maximum r a t e  
of 10 per  cent,  and  loans  under  the  mandatory  investment ratios, re fer red  
t o  a s   " s p e c i a l   c r e d i t   a c t i v i t i e s , "  which a r e  s t i l l  s u b j e c t   t o   l e g a l l y  
f ixed   i n t e re s t  rates. Regarding  the la t ter ,  t h e   i n t e r e s t  rate on export 
c r e d i t s   ( f o r   c i r c u l a t i n g   c a p i t a l )  was increased by 2 percentage  points 
t o  10 per  cen t ,  and the  rate on c r e d i t  f o r  pr ior i ty   inves tments  of less 
than  three-year  maturity  raised  to 1 2  per   cen t ,   equa l   to   the   l eve l   p re-  
va i l i ng  on longer-term  investments. The rates o f   i n t e r e s t  on the  remain- 
ing  special c r e d i t  activit ies were l e f t   a t   t h e   J u l y  1977  levels.  
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On the d e p o r i t   s i d e ,  rates of interest on time dcpocits for three 
a d  3ix rm-ths were raisrsd by 3 percentage point ,  and the rata for six- 
-nth deporito over Pta 1 gillion f read. h r t h r w r e ,  t h  rialmum denan- 
i n a t l o n   r e a t r i c t i o n   ( P t a  1 mill ion)   on  depoei ts  of over one year, f o r  
which the rate ir  f r e e ,  was abolished. Interest rates on bank deposits 
of local a u t h o r i t l e e  and rome nonbank financial. inturpcrdlaries (princi- 
pally iarurrncc coatpsnies) wrc also no longer rub jec t  t o  control. "ha 
rata8 on s i g h t  a d  raving8 deposit6 yere k e p t  at  the lame level, except 
that in Apri l  1981 t he   depos i t  rate on housing was freed, 

As p a r t   o f   t h i s  package  of  changes  of  January  1981,  the Government 
a130 decreed  that   charges  on bank servicea, guarantees,   and on foreign- 
exchange  loans  and  traneactiono were no longer   rub jec t  t o  control,   al though 
the  pol icy of f ix ing  w x i m u e r  charges on loanrr  and  discounto wae continued. 
Banks  had t o  announce  forrnal ly   their   preferent ia l  rates on t h e  main catc- 
go r i e s  of  loan8  and  publirh a t a b l e  of service chargee. From January 1981 
conver t ib le  peseta accounts of nonresidents   in   Spanish  banks have no 
q u a n t i t a t i v e  1 mit or epecial   reserve  requirement,  and i n t e r e s t   r a t e e  on 
such  accounts are f r ee .   Fu r the rmore ,   fo r   t he   f i r s t  time bank8 were per- 
mit ted  to   offer   forward  cover   on  such  deposi te .  This replaced an ex i s t ing  
r e s t r i c t i v e   s y s t e m   i n   o p e r a t i o n   s i n c e  March 1973 i n  which  auch  accounts 
were not   permi t ted   to  pay i n t e r e s t  and  carr ied a 100 per   cent  reserve 
requirement . 

The genera l   t rend   of   in te res t  rates in   r ecen t   yea r s   has  been upward 
(Chart 5 ) ,  despi te   the   fac t   tha t   in f la t ion   has   been   s teadi ly   b rought  down 
during  the same period. This has re su l t ed  i n  a gradual   increase i n  ex 
post real rates of i n t e r e s t   i n   t h e  economy.  The average   day- today   in te r -  = rate , which l i k e   o t h e r  money market rates has   been   l e f t   t o   f l uc tua te  
f ree ly   s ince   1964,  and the  three-month  Treasury b i l l  rate are useful   indi-  
ca to r s  of the   p reva i l ing   s tance  of  monetary  policy,  and  these two rates 
have moved very   c lose ly   toge ther ,   re f lec t ing   the  same pressures.  The 
r e l a t i v e l y   l a r g e   f l u c t u a t i o n s   I n   t h e   i n t e r b a n k  rate, ranging  between 9 per 
cent  and 21 per  cent   per  annum over  the  period  January 1979 through 
September  1981,  are  basically a consequence of two f a c t o r s .   F i r s t ,   t h e  
Bank of Spain  has  concentrated on keeping  bank reserves on t a r g e t  and as 
such made l i t t l e  e f f o r t   t o   m i n i m i z e   t h e   v a r i a b i l i t y   i n   t h i s  rate. Second, 
the  interbank  market  i tself ,   though  growing  over  t ime, is q u i t e   t h i n  and 
the re fo re  rates i n  i t  a re   p rone   t o   l a rge   o sc i l l a t ions .  The Treasury b i l l  
rate has  been more s t a b l e ,  moving only  between  about  13  per  cent and 
1 7  per   cent  per annum during  the same period.  Again,   because  attention 
has  been  focused on the  monetary  targets ,   the  Bank of  Spain  has  tolerated 
these   f l uc tua t ions ,  and moved only   very   in f requent ly   to  dampen them. The 
o f f i c i a l   d i s c o u n t  rate of t he  Bank of  Spain,  which  has  remained  unchanged 
a t  8 per cent   over   the  past   three  years ,   has   provided  an  effect ive  f loor  
for   these  short- term rates. 

As the  m a t u r i t y  of t h e   f i n a n c i a l   a s s e t s   l e n g t h e n s ,   t h e   v a r i a b i l i t y   i n  
the corresponding   in te res t   ra tes  is considerably  reduced. The rate on com- 
mercial   b i l ls   (bankers '   acceptances)  of  one  year,  which for many purposes 
I s  regarded   as   the  most r ep resen ta t ive   i n t e re s t  rate, has  only  varied 



between 14.3 pet cent a d  15.5 per cant since January 1980. The comr-  
cia1 b i l l s  market, which i o  a fairly recent development, grew out of an 
attempt by baxh to avoid the reeerve requirements on time deposite, and 
its growth has been further encouraged by the regulations impoaad by the 
authoritleo on certificates of deposits. The rate on these coarmsercial 
bills rose steadily through the first few month6 of 1980, but since then, 
with the exception of a dnor  epirode at the end of chat year when none- 
tary  poiicy was significantly tightened, ha# been declining, By September 
1981 this rate had  reached 14.5 per cent which wa1 about 2 percentage 
points  below the Treasury  bill rate. This pattern 18 also evident for 
the rate  on  long-term private bonds, with the yield fluctuating by only 
1  percentage  point (14.5-15.5 par cent) during the laet 21 months. PIore 
importantly  perhaps, the decline in the long-term rate can be taken to 
imply  that inflationary expectations are being steadily revised  downward. 

Commercial bank rates on ordinary loans and  time deposits with a 
maturity of one year and more have been free since July 1977,  and these 
have also been rising gradually since 1979 (Chart 6). 1/ The spread 
between the lending  and  deposit rates has been fairly constant, although 
it  is interesting to note that this spread showed a  slight increase in 
the first  part of 1981. This could be related to the elimination of the 
minimum denomination regulation on one-year time deposits,  which  led to 
an  increased  demand for  such deposits. 

Apart from domestic monetary  policy actions, money market rates in 
particular  have  been  influenced by developments in  the international 
financial markets.  Until  mid-1980  the relationship between the three- 
month interbank rate and the corresponding three-month Eurodollar rate 
was  apparently weak, with movements of the  two rates often  in opposite 
directions (Chart 7). Since then, and  particularly after the relaxation 
of controls on capital transactions  in  the  beginning of 1981, tLe move- 
ments in the domestic and foreign interest rates have been closer.  Size- 
able differentials occurred in both 1979 and 1980, and more importantly, 
these differentials persisted for several months at a time. This suggests 
that the domestic capital market was shielded from foreign influences in 
a  way  that  prevented  interest arbitrage from taking place.  In 1981, how- 
ever, the  pattern  changed  and the differentials declined substantially, 
and in fact moved  strongly  against Spain. Clearly, as the domestic 
canitel market  becomes more integrated with the international financial 
markets, interest  rate  arbitrage will ensure that domestic interest 
rates  will  progressively  become more linked to foreign interest rates. 

1/ The Bank  of  Spain has stopped  reporting these series since May 1981 
because it is believed  that  these rates may underestimate the actual. rates 
by about  1  percentage point. As such, the information contained in 
Chart 6 can only be  viewed as indicative of the true behavior of loan and 
deposit  interest rates. 
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3. Monetary J o w l l o ~ u t s  i n  1980 

HBmeary policy is 2979 operated under cont inua l  preaaure of foreign 
developments, For the f i rer  half of the  year  the  improving  balance of 
payments forced t h e  Elaalr of Spain t o  insti tute a ecrias of r e o t r f c t i v e  
meatsure@ t o  keep monetary growth from exceeding the target, This atorice 
had 60 be reversed in the lattar part of t h e  year ae fore ign  interest 
tatas nearercd ha Climb upward, cauaing en outflow of c a p i t a l  and loss o€ 
international reo~rvas. For t h e  year a8 a whole,  however, t he  average 
growth of M3 wna very ~ l s e e   t o   t h e  central value t h a t  had been set i n  
December 1978, 

The increase i n  t he   p r i ce  o f  o i l  a t  tho end of 1979 changed t h e  eco- 
nornfc p ic tu re  for 1980 qui te   d rou~aat ica l ly ,  and monetary  policy  during 
the year W ~ I  conducted in on anv i romen t  of a weakening current   account ,  
a c c e l e r a t i n g   i n f l a t i o n ,  and a low  growth rate. The problems for t h e  
a u t h o r i t i e s  were f u r t h e r  compounded  by t h e   i n c r e a s e   i n   i n t e r e s t  rates 
i n  foreign f inancia l  aarketrr cha r   r e su l t ed   i n  large cap i t a l   ou t f lows  
and a steady loss of foreign  reserves .  All t hese   f ac to r s  combined t o  
g rea t ly   cons t r a in   t he  a b i l i t y  of t h e   a u t h o r i t i e s  i n  t he i r   ope ra t ion  of 
monetary  policy  during the course of the   year .  

The target  chosen  for  monetary  growth  allowed  for a p a r t i a l  accom- 
modation of t h e   e f f e c t  of the   increase  In o i l  priceu. Based  on t h e  
assumption of a growth  of real GDP of 1.5-2.5 per   cen t ,  and a rise i n  
t h e  GDP d e f l a t o r  of  14.5-15.5 per   cen t   (equiva len t   to  a 14-15 per   cent  
i n c r e a s e   i n  consumer p r i ces ) ,   t he  M3 t a r g e t  growth rate was set  a t  
17.8 per   cen t   for   the  year, with  the  customary  range of 2 percentage 
points  above and  below th i s   va lue .  Income ve loc i ty  was, therefore ,  
expected  to  remain  approximately  constant. Under the  assumption  that  
t he re  would be no l o s s  of fore ign   reserves ,  and a l lowing   for  a modest 
depreciat ion  of   the  peseta ,   the  M3 growth  target  implied a growth  of 
domest ic   c red i t  of 18 per cent .   I f   the   cur ren t   account   tu rned   ou t   to  be 
more favorable ,  or prices rose  a t  a ra te  f a s t e r   t h a n   a n t i c i p a t e d ,  M3 
growth would be  allowed t o  go  above the  upper  bound, and vice  versa .  
From the   very   beginning   the   au thor i t ies  were prepared  to   fol low a f lex-  
ib le   po l icy   dur ing   the   year .  

In   the f i rs t  few months of 1980 a worsening of the  balance of pay- 
ments  and a r i s i n g   i n f l a t i o n  ra te  coincided  with a s t rong   i nc rease   i n  
demand fo r   domes t i c   c r ed i t ,   pa r t i cu la r ly  by the   publ ic   sec tor   (Table  30 
and Charts 10 and 11). For t h e   f i r s t   q u a r t e r ,   d o m e s t i c   c r e d i t   r o s e  by 
25 per  cent on an annua l   bas i s ,   w i th   c r ed i t   t o   t he   pub l i c   s ec to r  growing 
by near ly  66 per   cen t ,  As a consequence  the  growth of M3 was above  the 
upper limit of t he   t a rge t  zone. Adding t o   t h e  worsening  current  account 
p i c tu re ,   fo re ign   i n t e re s t   r a t e s   ro se   ve ry   sha rp ly .  This r e s u l t e d   i n  a 
widening of t h e   i n t e r e s t  rate d i f f e ren t i a l   aga ins t   Spa in ,  and  consequently 
large  capi ta l   outf lows,   In   these  c i rcumstances i t  was n a t u r a l   t h a t  
expectat ions of a deprec ia t ion  of t h e  exchange rate would  emerge. 



The Sank of Spain moved i n  March t o  change po l l cy ,   p r inc ipa l ly  by 
now allowing for  a rats of domcr t ic   c red i t   expans ion   tha t  would be con- 
rirtent with a loss of USSl.0 b i l l i o n  in international reserves. Inter- 
est rate3 on c e n t r a l  bank opera t ions  were r a i r e d  and on exchange rats 
pol icy that would allow a omooth depreciatfon of t he  pecetr waa adopted. 
However, deep i t e  therse ac t ions ,  a continued f a l l  i n  i n t e r n a t i o n a l  
reaerves,  accompanied by a much more moderate increase i n  domestic 
c r e d i t ,   l e d  t o  a growth i n  M3 of only 14.3 per  cent on an smnt.alired 
basis i n   t h e  second  quarter. This was about 1.5 percentage point8 below 
the  lower limit of the  targeted  value.  

A d e c e l e r a t i o n   i n   t h e   r a t e  of i n f l a t i o n   i n   t h e   t h i r d   q u a r t e r   h e l p e d  
in   t he   r ecupe ra t ion  of domestic demand, and c r e d i t  t o  the p r i v a t e   s e c t o r  
rose by 20 per cent at an  annual rate dur ing   th i s   quar te r .   Fur ther  
jncreases  i n  foreign i n t e r e s t  rates i n  the  last  quarter  created  pressureej 
on  the  balance of payments  and the  exchange rate, so t ha t   desp i t e   s t rong  
growth in domestic credit, the  growth of M3 fell q u i t e   s h a r p l y   r e l a t i v e  
to   the  previous  quarter .  This was a consequence  mainly  of  the  very  sig- 
n i f i can t   dec l ine   i n   i n t e rna t iona l   r e se rves ,   amoun t ing  to over USS1.3 b i l -  
l i o n   i n   t h i s   q u a r t e r .  

The f a l l  toward  the  end of the  year  made the  growth  of M3 f o r   t h e  
year   as  a whole  amomt to  only  16.8  per  cent,  which was a f u l l   p e r c e n t -  
age  point below the  targeted  value.   Inf la t ion,   however ,  was lower  than 
had been  projected, as was the  growth  of   real  GDP, so that th i s   s lower  
growth i n  M3 was s t i l l  consistent  with  the  growth of nominal GDP and a 
constant income veloci ty .  For t h e  most pa r t  of the   year   the  Bank of Spain 
was in   t he   pos i t i on  of reac t ing   to   unforeseen  events, pa r t i cu la r ly   t hose  
emanating  from  the  foreign  sector,   and  despite a d e p r e c i a t i o n   i n   t h e   r e a l  
e f f e c t i v e  exchange r-:e of 7.9 p e r  cent   during  the  year ,   foreign  reserves  
declined by over USSl.0 b i l l i o n .  The monetary  base rose by 13.9 per cent 
i n  1980,  and  the money mul t ip l i e r   i nc reased  by approximately 3 per  cent.  

The expansion of time d e p o s i t s   r e l a t i v e  t o  o ther   depos i t s   kept   the  
narrower  monetary  aggregates  growing a t   t h e  same moderate  pace  they had 
exh ib i t ed   i n   t he  past (Chart 8 ) ,  although there was a sharp rise in   bo th  
Ml and M2 toward  the end of the  year .  During  1980 M 1  gre+. by 13.7  per 
cent ,  and savings  deposi ts  by only  10.1 per cent.  Time depos i t s   rose  by 
24.2 p e r  cent and the   s t ruc tu re  of deposi ts   cont inued to  change i n   t h e i r  
favor.  By the  end of 1980 the share  of t ime  deposi ts  i n  t o t a l   d e p o s i t s  
had increased t o  45.2 per  cent.  

4 .  Monetary  developments i n  1981 

The  Bank of Spain  maintained i t s  s t r a t e g y  of gradually  reducing  the 
target  growth of money i n t o  1981. The program fo r   t he   yea r   ca l l ed   fo r   an  
increase of 16.7 per cent   in   the  growth J f  M3 with   the  same 2 percentage 
point  range. The authori t ies   Drojected a growth of r e a l  GDP of betwsen 
1-2 per   cen t ,  and  an i n f l a t i o n   r a t e  of 13.5-15 p e r  cent.   Since  interna- 
t i ona l   r e se rves  were expec ted   to   cont inue   fa l l ing ,   the  limit on  growth of 
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domest ic   coedi t  was set a t  18.4 pet cent. Credlt t o  the publie eector 
was t o  be allowed t o  expand by 28.2 per cent, and c r e d i t  t o  t he   p r iva t e  
sector by 11.2 par cent. 

The problem8 eated at t h e  end of 1980 by ririnq foreign intereat 
rater p r r r f s t c d  througl: the early part of 1981. Beceuae of c a p i t a l  out- 
€1- rerulting from thie,  and a weak current account poritioa, r o a r t a r y  
policy during the year was geared e r a e n t i a l l y  t o  preventing excarrsivv 
lass of foreign r e s e r v a .  A continuing concern  with inf la t ion precluded 
letting t h e  exchange rate move mre free ly ,  so t h a t   t h e  douie8tic f i n a n c i a l  
markets were under continual strem. 

In response t o  t h e  rise i n  U.S. interert rates i n  January,   the  Bank 
of Spain  ra ised  domert ic  interest rate% tb prevent   fur ther   cap i ta l   ou t -  
f lowe,   par t icular ly   during  the  recond half of t h e  month. The peseta  was 
also allowed t o  deprec ia t e  by 4.2 per   cent   with  respect  to  t h e  U.S. do l l a r .  
Despi te   the   s t rong  increase i n  demand f o r   c r e d i t ,   e s p e c i a l l y  by t h e  pub- 
l i c  ~ e c t o r ,  the growth i n  M3 s t a r t e d   t o   d e c l i n e .  These  developments were 
pa r t ly   r e spons ib l e   fo r   t he   au tho r i t i e s '   dec i s ion   t o   t ake   s t eps  toward 
f u r t h e r   l i b e r a l i z a t i o n  of t he   f i nanc ia l   sys t em  r e fe r r ed  t o  above. In te r -  
est rates were allowed t o  respond t o  market   forces ,   and  res t r ic t ions on 
cap i t a l   i n f lows  were removed. In   add i t ion ,  t o  i n c r e a s e   t h e   l i q u i d i t y  
of banks,  the  planned rate of reduct ion  i n  the   inves tment   ra t ios  was 
acce lera ted .  1/ A t  t he  same time, however, a n   e f f o r t  was made to   l engthen  
the   ma tu r i ty   z f   l oans  by imposing  an  additional  mandatory  investment 
r a t i o .  Under this  requirement  banks  have t o   d e v o t e  a cer ta in   percentage  
of depos i t s  and  bonds i s s u e d   t o   l o a n s   o r   p r i v a t e  bonds with  an  average 
matur i ty  of t h ree   yea r s   o r  more. 2/  I n t e r e s t  rates on  such  investments 
were l e f t   f r e e .  

- 

These  various  measures  proved  insufficient  to  prevent a subs t an t i a l  
f a l l   i n   f o r e i g n   r e s e r v e s   i n   t h e   f i r s t   q u a r t e r  of the  year. A continuing 
need t o   f i n a n c e   t h e   p u b l i c   s e c t o r  pushed the  growth  of M3 t o   nea r   t he  
rate achieved   in   the  last qua r t e r  of  1980. C r e d i t   t o   t h e   p r i v a t e   s e c t o r ,  
however, grew very  s lowly  during  the first quarter.  Although  within  the 
band,  the rate of growth  of M3 was well below the   cen t ra l   t a rge t   va lue .  
The d e c l i n e   i n   f o r e i g n  reserves cont inued  into the second  quarter and a t  
the  same time the re  was reduced demand f o r   c r e d i t  by the   pub l i c   s ec to r .  
The  Bank of Spa in   r a i sed   t he   i n t e re s t  rates on   Treasury   b i l l s  and cert- 
i f i c a t e s  of depos i t ,   e spec ia l ly   on   t hose  of t h r e e -   t o  six-month maturity,  
i n  a f u r t h e r   a t t e m p t   t o  check  the  deter iorat ion of the  balance of pay- 
ments. A recovery  of  private demand f o r   c r e d i t   i n  May and  June  helped 

1/ Commercial and savings  banks are r equ i r ed   t o   devo te  a c e r t a i n  per- 
cef;tage  of t h e i r   d e p o s i t s  t o  g r a n t   l o a n s   t o   s p e c i f i c   s e c t o r s  of the  eco- 
nomy ( a t  l e g a l l y  maximum rates),  o r   t o  buy publ ic  and authorized  pr ivate  
bonds.  These  investment r a t i o s  are being  reduced  over time accord ing   to  
a predetermined  schedule. 

2/ For  commercial  banks  these r a t i o s  were 7 per cent   (depos i t s )  and 
10-per cent  (bonds),  and fo r   s av ings  banks a s tandard 10 p e r   c e n t   r a t i o  
was imposed. 



to raise monetary growh, but during t h e  firre hal f  of the year M3 grew 
only at a rate d08e t o  the lower end of t h e   t a r g e t  zone, and i t  appeared 
t h a t   t h e   r u t h o r i t i e r  would have l i t t l e  t rouble  i n  achieving the   year ly  
ta rge t .  However, a very  Sharp increare in demand f o r   c r e d i t  by t h e  pub- 
l i c  sector during  the  third  quarter   r r tar tad t o  create problems f o r  the 
Bank of Spain, and H3 grew by 18.5 per  cent a t  an annual rate during t h i 8  
qua r t e r ,  which uao well sbove the upper limit of t h a   t a r g e t  band. For 
the  year caad-septmber, the aonetary base had risen by 12 per cent  and 
p13 by 15.1  par cent. 

Despi te  the f u r t h e r   l i b e r a l i z a t i o n  of interest rates i n   t h e   e a r l y  
part of the  year, time deposi ts   have behaved  according t o   t h e i r   p a s t  
t rend .   Thei r   chare   in  to ta l  deposi t8   increased  to  48.5 per   cent  by 
!%ptemb-- 1981, mainly at  the expense of demand deposi ts .  The growth of 
M1 and M2 remained  moderate  through  September  (Chart 8). 

For the   year  as a whole t h e  Bank of  Spain  ha8  estimated  that M3 w i l l  
grow by 15.5 per   cen t ,  a value close t o  the  lower  end  of  the  target zone. 
Credi t   to   the   publ ic   sec tor  is expected t o  expand by  41.4 per  cent,   which 
is subs tan t ia l ly   h igher   than   the  28.2 per   cent   or iginal ly   envisaged.  
This can be  traced back t o  an underestimation of .*dget  overruns,  which 
r e s u l t e d   i n  a l a rge r  bank f inancing of the f i s c a l   d e f i c i t .  Overall 
c r e d i t  is p r o j e c t e d   t o  rise by 20 per   cent  and t h i s  will be somewhat 
higher  than the 16.4  per cent increase  expected a t  the  beginning of 1981. 
Pr iva te   sec tor   c red i t   expans ion  is es t imated   to  be exac t ly   equal  t o  t he  
17 .2  per   cen t   increase   p ro jec ted   in  December 1980.  While domest ic   credi t  
expansion  has  been somewhat higher   than  foreseen,   foreign  reserves  are 
e a t i m a t e d   t o   f a l l  by P t a  32 b i l l i o n  by the  end of year ,  a considerably 
smaller   decl ine  than had been forecast,  but  monetary  growth  has  been 
kept  moderate. This has meant a l so   t ha t   cond i t ions   i n   t he   marke t   du r ing  
the  second  half  of the year  have  been f a i r l y   t i g h t  and  have  resulted 1- 
some domest ic   interest  rates, p a r t i c u l a r l y  money market rates, tending 
t o  rise ra ther   than   fo l low  fore ign   in te res t  rates downward. 

5. Operations  of  banks 

Apart from the  Bank  of Spain,  the  banking system cons i s t s  of t h ree  
main groups of banks--private  banks  (commercial and indus t r i a l ) ,   s av ings  
banks,  and o f f i c i a l   c r e d i t   i n s t i t u t i o n s .  The private  banks,  numbering 
129 i n  September  1981  (101  Spanish  and 28  fore ign) ,   represent   the   l a rg-  
est  group,  accounting  for  about 63 per  cent of t o t a l  assets of t he  bank- 
iEg  system i n  September 1981, followed by 82 saving&  banks  with a 27 
per c e n t   s h a r e .   T h e r e   a r e   e i g h t   o f f i c i a l   c r e d i t   i n s t i t u t i o n s  which  have 
1 0  per  cent of  t o t a l   a s s e t s .   I n  terms of depos i t s ,   t he  commercial  and 
i n d u s t r i a l  banks  have 6 4  p e r  cent  of t o t a l   d e p o s i t s ,  and the  relrainder 
are h e l d   i n  savings banks, c 1/ 

1/ For a more complete  description of the  Spanish  banking  system, see 
Spgin:  Recent Economic Development,  Appendix V. 



a. Cummrcial and i n d u e t r i a l   b a k e  

Buoyed by the growth in d o m e t i c  depooitta, t o t a l  liabiliticr of t h e  
pr ivate   banks rose by 20.6 per cent i n  1979 and than by 18.6 per  cent i o  
1380 (Table 33). This p a t t e r n  wa8 reversad mmewh8t i n  1381 when deposi ta  
rc8e by 15.7 per   cent  for the   year  end-September, while  total  l i a b i l i t i e s  
eve r   t he  8- period rose by 18.7 per   cent .  This was part ly   due t o  a 
rise i n  f o r e i g n   l i a b i l i t i e s ,  and   par t ly  a r e su l t   o f  a large increuse i n  
c a p i t a l  and o t h e r   l i a b i l i t i e s   o f   t h e  banks. 

The i n c r e a s e   i n  time depos i t s   has  been by f a r   t h e  most expansionary 
element in   the   banks '   supply   o f   resources   in   recent   years .  The sha re  of 
time d e p o s i t s   i n   t o t a l   d e p o s i t s   i n c r e a s e d  from 40.6 per   cent  a t  end-1978 
t o  53.8 per   cen t  a t  end-September  1981. This  devslopment r e f l e c t s   t h e  
deregulat ion of i n t e r e s t  rates on  one-year depos i t s ,  and since  January 
1981, t h e  removal of t h e   c e i l i n g   o n   i n t e r e s t  rates for   e ix-month  deposi ts .  
Time deposits of one-year  maturity  increased  their   share of t o t a l  time 
deposits  from  48  per  cent a t  t h e  end  of  1978 t o  70 per   cent  by September 
1981. As a proportion of t o t a l   d e p o s i t s ,   t h e s e  one-year  deposits  rose 
exactly  twofold,  from 1 9  per c e n t   i n  1978 t o  38 p e r   c e n t   i n  September 
1981. This   rapid  increase  has  become primari ly  a t  the  expense of o the r  
shorter-term  deposits  which  have had i n t e r e s t  rate ce i l i ngs ,   bu t   t he re  
has   a l so  been a flow  from  other  f inancial  assets toward  such  deposits. 

On the  asset s i d e ,   t h e   d i s t r i b u t i o n  of c r e d i t  between the   publ ic  and 
p r iva t e   s ec to r s   has   been   r e l a t ive ly   s t ab le  i n  recent   years ,   wi th   the  pr i -  
vate   sector   account ing  for   about   90  per   cent  of t o t a l   c r e d i t .  The growth 
of bank claims on t h e   p u b l i c   s e c t o r   f e l l  from  15.2  per  cent i n  1979 t o  
13.4 pe r   cen t   i n  1980. This was followed by a fu r the r   dec l ine   i n   1981 ,  
with  an  increase of only 11.1 per   cen t   r eg i s t e red   fo r   t he   yea r  end- 
September.  During the  same period claims on   the   p r iva te   sec tor  acceler- 
a ted  from  16.5 pe r   cen t   i n  1979 t o  20.0 p e r   c e n t   i n  1980. A slowdown 
occurred i q  1981,  but  the rate f o r   t h e   y e a r  end-September  (17.9 pe r   cen t )  
was well above the   g rowth   in  claims on the   publ ic   sec tor .  The share  of 
p r i v a t e   s e c t o r  claims i n   t o t a l  assets has,  however,  declined  from 
79.3 per   cent  a t  end-1978 t o  76.3  per  cent a t  end-September 1981,  mainly 
due t o   t h e   r e l a t i v e   i n c r e a s e   i n   t h e   b a n k ' s   l i q u i d  assets ( reserves  a t  
the  Bank of  Spain and holdings of T reasu ry   b i l l s ) .  

b. Savings  banks 

Af te r  growing a t  a f a s t e r   pace   t han   p r iva t e  banks f o r   s e v e r a l   y e a r s ,  
savings banks  have grown re l a t ive ly   s lowly   s ince  1980 (Table 3 4 ) .  Total  
l i a b i l i t i e s   i n c r e a s e d  by 22.4 p e r  c e n t   i n  1979, and then by only 13.7 per  
c e n t   i n  1980. For  the  year end-September 1981,  al though  the rate of 
growth  picked up somewhat (17.1 per   cen t ) ,  i t  was s t i l l  below the  expan- 
s ion  of t h e   p r i v a t e  banks. This change i n   p a t t e r n  from  previous  years 
e s sen t i a l ly   r e f l ec t ed   t he   i nc reased   a t t r ac t iveness  of time depos i t s  a t  
p r iva t e  banks s ince  rates of i n t e r e s t  on savings  deposi ts   cont inued t o  
be  fixed. The composition of depos i t s   a l so  underwent a change,  with 
the   share  of savings  deposi ts   decl ining  f rom 51.7 per cent  i- 1978 t o  
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45.8 per cent  at cnd-September 1981, and time  deposits increasing  their 
share from 35.3 per cent t o  39.1 per  cent over  the same pariod. On the 
assets s i d e ,  the  share of the  saving6 banks' claims  on the privata sector 
in total assets ha8 also declined fraa 74.3 gar cent at and-1978 to 
63.5 per cent at and-&ptmber 1981. The growth of claims on the private 
sector  has  been fairly modeat, with increacaar of 11.1 per cent in 1979, 
13.0 par cent in 1980, and 11.0 per  cent for the  year t o  ond-Septembor 
1981, The share of public eector claims in total  asset8 h8o rtaainad 
relatively  unchanged at around 10 per  cent.  At the same time there  has 
been  a eharp increase  in  holdings of Treasury bills by the savings banks. 

C. Official  credit Institutions 

Total credit  extended by the  official credit institutions increased 
hy 18.6 per  cent in  1980 compared with a higher  growth of 25.3 per  cent 
registered in 1979 (Table 35). Over  the year to endoSeptember  1981  the 
growth rate  picked up  to 20.1 per  cent. The sectoral  dietributlon of 
credit has remained  reasonably  stable, with  the  shares of agriculture 
and  industry declining  and  the shares of credit  for  shipbuilding,  housing, 
exports and local authorities  showing  small  increases  over  the period 
end-1978  to  end-September 1981. Treasury allocations to finance credit 
activities, as  a  proportion of total  liabilities, have  gradually fallen 
from 81.1 per  cent in  1978 to 75.3 per  cent in September 1981. 

6. Capital  markets 

The capital markets remain  relatively thin, reflecting the prefer- 
ence of private investors for  bank financing as opposed to equity or 
debt  financing,  and  these markets tend  to  be  dominated by public  sector 
transactions. There is only a limited secondary market in securities. 
Gross issues of central  government investment  bonds  and  long-term  securi- 
ties  rose by 46 .3  per  cent in  1979, but then  fell in the following  year 
by  15.8 per  cent  (Table 36). Though  the  issue of securities for  direct 
sale  to the  nonbanking  sector almost  doubled between  1978 and 1980 (to 
Pta 79.8 billion) the amount remains  small in relation to  the  overall 
public sector deficit.  The issues of bonds  and  subscribed shares of 
nonfinancial  institutions declined by 21.8 per  cent in 1979,  and  then 
rose  again in 1980 by 23.3 per  cent.  Almost all of this increase  was 
accounted for by the 29.3 per  cent  rise  in  the gross issues of  bonds. 
Gross  issues of bonds  and  subscribed shares of financial institutions 
have  fluctuated  considerably, but these represent only a relatively 
small share of the market. 
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Table 29. w i n :  Stme Regulated Interest Rates 

Bank of Spain 
Ordinary red iscouats  
C o l l a t e r a l  advanees 

Banking system 
Ordinary  loans  and  discounts 

Commercial papers 1/ 
Short-term  loans 17 
Overdrafts 
Housing  loans 
Loans of 1 t o  2 years  21 

S p e c i a l   c r e d i t   a c t i v i t i e s  
Expor t   c red i t s  

J ,- i p e n t  
. '  3 u l a t i n g   c a p i t a l  
*.. ' Inacing 

. ' .er 

Other special c r e d i t s  - 3 1  
Up t c  1 year 
1 t o  3 years  
More than 3 yea r s  

Deposit rates 
S igh t  
Savings - Ordinary 

Housing 
Emigrants 

6 months - 4 1  
Time - 3 months 

12  months 

8-00 
10 .oo 

Free 
Free 
Free 

Free 
10 00 

7.50 
10.00 
8 .OO 
7.50 

12.00 
12 .oo 
12.00 

1 .oo 
3.75 
Free 

10 .oo 
6.50 
7.50 
Free 

J u l y  1977 
J u l y  1977 

January  1981 
January  1981 
January  1981 
January  1981 
J u l y  1977 

J u l y  1977 
January  1981 
J u l y  1977 
J u l y  1977 

January  1981 
January  1981 
August  1979 

August  1974 
J u l y  1977 
Apri l   1981 
J u l y  1977 
January  1981 
January  1981 
J u l y  1977 

7 a 0 0  
8.50 

9 .oo 
9 .so 

10 a 50 
9 000 
9.00 

6.90 
8 -00 
6.90 
6.90 

9 .oo 
11.00 
11.00 

1.00 
2.75 
9 .oo 
7 e00 
5.50 
6 .SO 
6.00 

I 

Source: Bank of Spain, Sta t i s t ica l  B u l l e t i n .  

11 Up t o  one year. 
21 - Loans of more than two years have  been f r e e   s i n c e  1969. 
3 1  Applies pr imar i ly   to   p r ior i ty   inves tments .  
b! Rates on depos i t s   g rea te r   than   P tas  1 mi l l i on  are f r ee .  - 
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Table 33. Sp8iu: brsetr and Liabilities of 
-rCi81 and 'bnduetrial Banks 

(In  billions of peretae; eud of period) 

1978 1979 1980 1980 1981 
September 

As8etr 
Reserves a t  Bank of Spain 301 53 7 6 16 581 63 9 
Treasury  billc 32  72 119  139 3 68 

Claims on public  sector 
Public funds 

682 786 891 87 1 968 
675 m88t-863- m - 

Pledgeable (70) ( 5 5 )  (46) (54) (47) 
Not pledgeable (605) (723) (838) (809) (914) 

Rediscounts and other  claims 7 8  7 8  8 

Claims  on  private sector 
Loans rfrpg 8,280 

5 632  6 563 7 878 7 350  8,664 

Bonds and shares 334  33  5 34 7 344 3 84 

Other  assets 457  6  11  662  6 16 709 
" - 

Assets = Liabilities 7,104  8,569  10,166  9,557  11,348 

Liabilities 
Deposits 

Sight 
Savings 
Time 

Credit from Bank of Spait; 
Other  financial 

Foreign liabilities, net 
Other liabilities 

institutions,  net 

5,1.15 6,102 7,229 6 749 7 809 
1,976 2,105 2,376 2,0'54 
1,064 1,132 1,232 1,200  1,281 
2,075 2,865 3,621 3,455  4,202 

2 93 325 339 2 92 3 96 

405 54 8 6 18 623 64 7 
471 572 798 723 966 
820 1,022 1,182 1,170 1,530 

Source:  Bank of Spain Statistical Bulletin. 



Table 38.8paint Aaertr and Liabilities of Saving6 Banks 

(In billions of peststar; end of period) 

1978  1979 1980 1980 1981 
September 

Assets 
Cash and  deposits a t  

Deposrits a t  other  banks 
T r e a s u r y   b i l l s  
Claims on publ ic   sec tor  

Public  funds 
Other claims 

Loans 
Bonds and shares  

Bank of Spain 

Claims  on  private sector 

Othe r  assets 

153 
16 8 

2 

284 
268 
18 

322 
281 

5 1  
446 

43 
403 

3 11 
285 
38 

346 
280 
2 53 

302 
295 
- 378 

3 52 
- 423 m 494 

443 
7 31 w 5 1  

94 9 
3 64 - 

26 
2,509 
1,650 

2,258 
1,463 

2,836  2  743 
1,911 1.8-22 

7 95 
156 - 

859 
264 - 925 

297 - 
921 
284 - 

Assets = L i a b i l i t i e s  3,039 3,721 4,233 4,084 4 , 782 

L i a b i l i t i e s  
Deposits 

Sight 
Savings 
Time 
Other 

%+ 
1,720 1,909 

1,458 
16 7 

1,796 
1,392 

160 

1,992 
1,702 

202 

1,496 

94 
1,022 1,224 

122 

Credit  from Bank of Spain 22 53 38 35  36 
Capi ta l  and other  

l i a b i l i t i e s  12 1 227  23 7 298  3 94 

Source: Bank of Spa in ,  S t a t i s t i c a l   B u l l e t i n .  



Tubla, 35.8pafn: h a r t 6  and Liabilities of Official 
Credit Iustitutfaaa 

1978 1979  1980 1980 1981 

Assets 
Cash and banks' depolrits 
Claims on public sector 
Claims on private  sector 
Other assets 

Assets * Liabilities 

Liabilities 
Treasury allocations,  net 
Credit  from  banking system 
Bonds 
Capital and other  lfabilities 

Memorandum items: 
Total credit 

Agriculture 
Industry 
Shipbuilding 
Housing 
Local authoritiee 
Export 
Other 

32 
233 
768 
24 

1,057 

- 

857 
32 
39 
12 9 

%!+ 
19 2 
1 10 
14 2 
186 
112 
128 

34 
3 04 
94 9 
27 

1,314 

- 

1,018 
56 
55 
18 5 

% 
244 
14 5 
174 
256 
16 1 
129 

43 
346 

€,l40 
51 

1,580 

- 

1 , 193 
53 
71 

263 

%% 
280 
18 1 
228 
300 
211 
13 2. 

33 
332 

1,067 
36 

1,468 

- 

1,121 
49 
59 
23 9 

% 
269 
16 9 
202 
285 
19 1 
131 

28 
376 

1,304 
62 

1,770 

- 

1,332 
64 
79 

295 

* 
315 
203 
289 
329 
23 8 
140 
- 

Source: Bank of Spain, Statistical BulLetin. 
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1978 1979 1960 1981 
lrt 9 months 

Public accror 
Central Government 
Investment  bonds 
Other long-term recuritics 
Treasury  bills and other 

short-term  occuritier 
Less redemptions 

Autonomous agencier 
Of which: 
IN1 
Less redemption 

Public sector,  net 

Private sector 

Bonds 
Shares 1/ 
UnsubscTIbed 

Bonds 
Shares 
Unsubscribed 

Financial institutions,  net 

Nonfinancial institutions, gross 

247 07 m 
40.0 

200-7 
-150 0 6 

23 e 8  - 
24.9 
-5 e o  

27105 

- 

41 00 
33 
27.7 

1.0 
280 . 9 

84.7 
76.1 

m 

26s .a 
mFsT 

94 .a 
446.3 

-469.2 
37 03 

26.5 
=s .9 

- 

252 e 6  mx 
79.8 

560 00 
-550 08 

38 05 - 
28.1 
-6 -9  

303 e 1 291.1 

25 e 5  =m 
25.7 

219.6 
4 e 1  

iim 
77.1 
29.9 

85.1 
373- 
45.2 

2 .o 
270 .8 
T i n  

76.6 
48.6 

130 e 8  mm 
30.5 

982 e 0  
-602 e 3  

6 06 - 
6.8 

-8 e 7  

137.4 

- 

70.5 rn 
16.7 
10 e 1  

205 -6 m 
50.1 
22.3 

Source: Bank of Spain, Annual Report,  and Statistical Bulletin. 

- 1/ Includes shares in investment  funds. 

J 
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wring the perfd of ' rapid growth ead low enern price8, 1965-73, 
t h e  iacor~e e l a s t i c i t y  of total energy rsquitesmnto et  1.5 per cent we8 
r e l a t i v e l y  hLgh in Spain, a8 cotrpatad #ith an avaraga e l 8 o t i c i t y  of uni ty  
€or t h e   i n d u e t r i a l  countries. As d-atic production, M c h  inclurlee 
mainly  coal and hydtOele!CtriCity, t rad i t iona l ly   accounted  for less than 
30 per cen t  of to ta l  anergy   regui rewnts ,  the rapid growth In- d m n d  was 
sa t ie f ied   p r imar i ly   th rough a large increaes in energy imports, especially 
oil Imports. 

The r i s ing   t r end  of energy  conrumption wa8 not  reversed after the  
1973-74 o i l  shock, as domestic  energy  prices were not adjusted to Inter- 
na t iona l  levelo. The incomc e l a r t i c i t y  of t h e  demand for energy, which 
in   t he   yea r s  1973-80 averaged 1.4, did   no t  show a s i g n i f i c a n t  change 
wi th   respec t   to   the   p rev ious   per iod .   In   par t icu lar ,  o i l  consumption 
inc reased   f a s t e r   t han   t ha t  of other   energy  source^ and i t a  rhare i n   t h e  
t o t a l   r o s e  from  67.1 per cent   in   1973 t o  68.1 per cent In 1980  (Table 37 
and Chart 1 2 ) .  Accordingly,  the o i l  balance  recorded  increasing  def ic i ts  
and in 1980 i t  reached  over US$12 b i l l i o n ,  which  compares  with a d e f i c i t  
of SUS11.5 b i l l i o n  of the   to ta l   t rade   ba lance   (Table  38). 

A National  Energy  Plan  to  modify  these worrisome trends and syste- 
matically  approach  the  Spanish  energy  problems was in t roduced   in  mid-1979. 
The underlying  s t ra tegy of t h i s   P l a n  was based  on  both demand- and supply- 
or ien ted   po l ic ies .  The former was aimed a t  r e d u c i n g   o i l  consumption 
through a mote realistic p r i c i n g   p o l i c y   i n   o r d e r  to  r e f l e c t   t r e n d s   i n  
o i l  import   prices more closely.  As for   supply   po l ic ies ,   the   P lan  aimed 
a t  r educ ing   t he   o i l   sha re   i n   t he   t o t a l   ene rgy   r equ i r emen t  from  about 
68 per c e n t   i n  1980 t o  less than 50 per  cent in 1985  and t o  about  45 per 
c e n t   i n  1990. This was t o  be achieved  through  heavier   re l iance on other  
energy  sources,  such as coal ,   bu t   a l so   nuc lear  power and na tura l   gas  
(Table  37). 

Table 39 summarizes real   pr ice   developments   for  o i l  and o i l  products. 
U n t i l   1 9 7 9 ,   o n l y   d i e s e l   o i l   f u l l y   r e f l e c t e d   t h e  real cos t  of  supply,  with 
f u e l  o i l  and gaooline prices lagging  very much behind. The adjustment 
t o   i n t e r n a t i o n a l   l e v e l s  began i n  1979  and  domestic  energy  prices were 
increased on six ocassions  in   the  per iod  July  1979-July 1981. The change 
i n  approach i n  energy  pricing  has  already  produced some resu l t s :   whi le  
gasol ine prices increased by 56 per   cent   (over  18 pe r   cen t   i n  real terms) 
consumption f e l l  by over   13 per  c e n t   i n   t h e  two years  ending on J u l y  
1981, As a whole, primary energy  consumption showed t h e   f i r s t   n o t i c e a b l e  
dec l ine  (1.1 per   cent)   in   1980  and i t  is estimated  to  have  decreased by 
0.3 pe r   cen t   i n  1981. 

However, a sus t a ined   dec l ine   i n   t he  Income e l a s t i c i t y  of the  demand 
for  energy  can  only be  expected i n   t h e  medium term. The latest ava i lab le  
breakdown of consumption by f ina l   users   ind ica tes   tha t   indus t ry   used   over  
44  p e r  cent  of a l l  the  energy  in   1979,  as compared with  an  average 34 per  
cent in other  OECD countr ies .  A change i n   t h e   s p e c i a l i z a t i o n  of t he  
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Sprnirh indwtry 8-37 from eaargy-intensive production proccsrrer involves 

menta in a OherP period of tiw. Accordingly, th8 kbtienai tkzergy Plan 
b e  adopted a atrategtp rung  at dlvemifying the usa of energy aourcer. 
The Plan layo a strong rolpharir on the eubstitution of bevy fuel o i l s  
by coal and nuclear powar for electricity generation. In the 19608 coal 
reprerented  about 50 par cent of total energy requirements, but due to 
the relative  che&pnese of o i l ,  thir proportion had rapidly decreaeed to 
only 18 per  cent by 1980. Coal production  8nd the conrtruction of coal- 
firad  power  plantr have been prowtad through fircal incentives and soft 
loanr by the Bonco de Credit0 Induotrial. 1/ There incentives have 
resulted  in a aubstantive increase in tonnzge produced  (from 18 mlllion 
tons in 1977 to 33.5 million tonr in 1981). Energy-intensive sectors  such 
a8 cement and brickwork8 h8ve begun  to diverrify away from oil. Regard- 
ing  nuclear  energy, at present there are four p1a:lts in operation and 
their number will be increared substantially to comply with the Plan'n 
target of having 15 per  cent of total energy requirements eatiefied by 
nuclear energy by 1990. 

8 BUbrtantht -fit of fZBVelwlltS aUd Clf iUOt  bQ W 3 ~ h t i C d ~ ~  %@Ca 

The full implementation of the Plan will require o eubstantial 
mount of investments consisting of the construction of new electric 
power  plants  and adequate infrastructure to import, store and  transport 
natural gas  and coal. Official estimates indicate that some Pta 330 bil.. 
lion, over 2 per  cent of GDP, have been  spent  in  both 1979 and 1980 for 
this purpose, creating an  estimated 140,000 new jots. In  the  period 
1981-84  the  inveatment  plan  provide6 for a total expenditure of 
Pta 2,141 billion (at constant 1981 prices) in energy-related activites 
(Table 41). Conservation will complement  the efforts to increase energy 
eupply: the Law on Rational Use of Energy  of  December 1980 provides 
financial incentives to encourage conservation and  self-production of . 
electricity in  industry. 

11 The existing coal-fired  power  capacity, amounting to Mw 5,300 is 
to-be almost  doubled by 1984, with the introduction of 12 additional 
coal-fired plants. 
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(Annual Percentage chamtee) 

Imports 

Exports 

Value 21 
Volume 
Price 21 

Import8 
Exports 

Imports 
Exports 

6.1 26.6 83.0 33.9 
-0.6 14.0 3 .8  -1.5 

6,7 11.1 76.3 41,O 

-12 8 4 .4  123.2 ... 
-26.2 -11.7 60.2 ... 

18.1 18.2 39.3 ... 
(In mi l l ions  of U.S. dol lars)  

5,301 7,672 13,152 14,640 
330 394 823 0 . .  

(As a percentasze of total trade) 

28.4  30.2 38.5 
2 ,5  2 .2  3 .9  

... ... 

Sources: Bank of Spain; and Ministry of Economics 
and Commerce. 

- 1/ Estimates. 
- 21 In pesetas. 
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1972 100.0 

1973 98.4 

1974 255.8 

1975 239.8 

1976 254.6 

1977  250.5 

1978  222.2 

1979  213.9 

1980 334.0 

1981  418.1 

Percentage  changes  between 
July  1979/July  1981: 

Nominal 
Real 

... ... 

100.0 

92.9 

110.1 

109.8 

122.4 

122.2 

114.4 

111.4 

132.5 

139.5 

55.9 
18.2 

100.0 

93.7 

219 a 8 

236.2 

277.5 

234.4 

207.8 

229.7 

340.2 

423.0 

116.4 
64.1 

100.0 

90.7 

136.3 

195.6 

169. a 
155.8 

156.5 

153.7 

221.4 

316.8 

172.7  
130.9 

Sources:  Ministry of Economics  and Commerce; and s t a f f   ca l cu la t ions .  

1/ Energy  import  prices have been  deflated by t h e  GDP d e f l a t o r ,  gaso- 
1iT;e and diesel o i l  by CPI,  and f u e l   o i l  by t h e   i n d u s t r i a l  value-added 
d e f l a t o r .  
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Tabla 40. Speirrt Price of O i l  Prducte 
in  Selected European Countrfes, 1980 11 

Belgium 

Spain 

France 

Greece 

Netherlands 

United Kingdom 

Italy 

Portugal 

51 09 

63.56 

71.00 

62 . 52 
79.51 

56.26 

53.84 

69.76 

66.29 

49.87 

44.92 

43.00 

44 . 36 
37.18 

37 82 

53.84 

30.34 

25.78 

13.61 

16 36 

20.95 

16.18 

13.12 

14.02 

15.43 

13.23 

11.05 

Source: Staff calculations. 

1/ Prices prevailing at end-1980  (July 24, 1981 for 
Spiinish prices). 



1981  1982  1983  1984  1981-84 

Coal 

Petroleum 

Natural gas 

Coal-generated plants 

Hydroelectricity 

Nuclear plants 

0tf .x  controversial plants 

Transportation and distribution 

Nuclear  fuel 

Conservation 

Other 

Tot a1 

18.8 

95.9 

25.7 

87.4 

20.0 

167.2 

3.6 

61.3 

3.3 

10.7 

6.4 

500.3 

26.1 

126.0 

37.8 

66.0 

17.7 

181.8 

4.6 

64.2 

7.7 

13.6 

6.9 

552.4 

20.2 

511.0 

43.7 

77.1 

16.7 

188.0 

4.2 

67.3 

6.6 

16.3 

7.9 

567.0 

31.1 

80.8 

44.7 

60.1 

19.3 

178.9 

4 . 3  

70.5 

5.0 

18.1 

8 . 9  

521.7 

104 . 2 
413.7 

151.9 

290.6 

73.7 

715.9 

16.7 

263.3 

22.6 

58.7 

30.1 

2,141.4 

Source: Ministry of Industry and  Energy. 

- 1/ At constant 1981 prices, 
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The Spanish authoritier have undertaken a gradual liberalization of 
ths exelmage awl trade rpatm in the laat two yearn. $om of t h o 8  ma- 
eures refface a general trend er-4 a pboSng out coutrolr and rertric- 
tione fcr view of the proopactivc EbC memberehip. Bur othero, euch as the 
convertibility of nanreoldent accwntr, %use be conridercrd ar p r t  of 
the amre general trend toward fiberalieation of the Spanish financial 
system since  the beginning of 1981. \ 

A brief dercription of the  main  features of the existfag exchange 
and trade ryetem, highlighting the major changes introduced in the paat 
two years, is provided below. A fuller review of the cryatem a8 of the 
end bf 1980 ir-contained  in the Annual Report on E x c b n k  Arrangements 
and  Exchange  Rertrictions, 1981. 

1. Exchange syeteat and controls 

a. - Exchange rate syetem 

The authoritier,  of Spain do not maintain margin8 in respect of 
exchange transactions, and exchange rates are determined largely on the 
basis of demand  and supply conditions in the  exchange markets.  However, 
the authorities intervene when neceseary in order to smooth out fluctua- 
tions in exchange rates so as to maintain stability in the exchange 
market. Official buying  and selling rates for specified currenciee 1/ 
are fixed  daily  by the Bank of Spain, acting in consultation with thz 
authorized banks. These banks are vllowed to operate in foreign markets 
for spot  and forward transactions related to commercial operations for 
up to 360 days; forward transactions with customers are restricted  to 
currencies admitted  to  the  Madrid foreign exchange market and to  permitted 
import  and  export transactions with  a maturity up  to 360 days. The for- 
ward  peseta  position of an individual bank must  not  reflect a net  buying 
or selling balance at the close of each day. 

b. Exchange controls on  current transactions 

Responsibility  for the administration of exchange controls is shared 
by the  Ministry of Economy  and Commerce and the Bank of  Spain. The former 
is responsible for current transactions, trade credits and  portfolio  and 
direct  investment, while the Latter is charged with the control of non- 
trade  short-term  and  long-term  credits. 

Settlements  on  account of merchandise transactions and  invisible6 
may  be made  in  any  specified currency - 21 but they are usually  made  in 

1/ Austrian  schillings, Belgian francs, ‘Canadian dollars, Danish 
krTner, deutsche mark, Finnish markkaa, French f rancs, Irish pounds, 
Italian lire, Japanese yen, Netherlands guilders, Norwegian kroner, 
Fortuguese  escudos,  pound sterling, Swedish kroner, Swiss francs,  and 
U.S. dollars. 
- 21 See footnote c 11  above. 
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lnternsl geeetas, nanre8fdaat sccounes la canvertible forrfga currauciee, 
and d g r u r r e )  accounte, Convertible paeeta accounts deserve r p c i e l  
attention. In 1961, when the  peseta became a convertible currency, €t 
was established that noaresident accauetr orere allrwrrd to be Creditcad 
with the countervalue fn pesstae of foreign tranractious (Spaaieh  iaports, 
eerviceo paymnts by reeiboatr, income paymente arising from direct for- 
eign lnvestumnt, etc.) as w l l  88 with the counterpart value in peestas 
of tran~actions taking olace  in Spain. In addition, balances on nonres- 
ident accounts could be used  for any peeete payment to resident8 (Spanish 
exportr, rervicea receipt8 by residents, inccma receipts from SpAaish 
direct  invertment, etc.); furthermore, they could be freely  converted 
into foreign currency. In 1973, the  SpAnf6h authoritiee decided to 
separate there accounts into the so called "A" accounts (foreign  account^ 
in peeetaa  for payments in Spain)  and "B" account8 (foreign accounts in 
convertible pesetas), in order  to shelter the exchange rate from short- 
term  speculation. On January 27, 1981, the "A" accounts and "B" accounts 
were  abolished: nonresidents are now permitted to hold  convertible  peseta 
accounts,  and existing peseta balances in "A" accounts and "B" accounts 
autoamtically become convertible peseta balances. The July 1978 rule, 
according  to which banks were required  to  redeposit with the Bank of 
Spain the increases in nonresidents'  peseta accounts and  were forbidden 
to pay interest on them, was also abolished in January 1981. Further- 
more, from that date banks were allowed to offer forward  cover  on  these 
accounts, with the stipulation that the net  forward transactions in con- 
vertible pesetas against foreign exchange must  be approximately in balance. 

acC#,tQt is to  bs Wedt emwert.ibl8 m8%t4l 8 E M C I 9  enfetaal aCCUWltf4 ia 

With respect  to invisibles, payments up  to  Pta 50,000 for any  pur- 
pose  may  be  made  freely. For larger payments declarations to the Ministry 
of Economy and Commerce are required. Tue basic exchange allowance for 
tourism i s  Pta 80,000 per person per journey, with an annual maximum of 
Pta 320,000 (about US$3,320 a+ current exchange rates). For business 
tripe the annual maximum is Pta 1.4 million. Larger amounts, however, 
can be authorized by the Ministry of Economy and  Commerce.  Holdere of 
Spanish securities (excluding securities issued by private  companies  and 
acquired through direct subscription) may  freely transfer abroad  accrued 
interest  and dividends; the securities must have been  purchased  with  for- 
eign currencies or convertible pesetas. Profits and dividends on direct 
investments are freely transferable abroad. Rents on nonresident-owned 
real estate are transferable, provided  that the purchase  price  has  been 
paid  in  full. All exchange proceeds from invisibles must  be  sold within 

1/ Authorized  banks include all commercial and industrial banks, as 
weT1 as branches and affiliates of foreign banks. 



As regards capital inflows, there are no rertrictions on foreign 
direct invrestPent leading to the awnerrhip of up to SO per cent of the 
capital of Spani6h  coapanies.  Prior administrative authorieation i 6  
required for foreign investment of more than 50 per cent. Special par- 
ticipation ratior  and regulations apply to particular activities and 
8ector6 (e.g. defense indurtries, news media,  and public utilities). 
Proceeds from the liquidation of foreign direct investment are freely 
transferable abroad. Portfolio investnrtnt in 8haree  are treated a8 , 
direct investments and those in bonds are unrertricted, while investment 
in real est8te by nonrrrfdents i e  subject to certain limitationr. Loans 
by nonresident6 to reridents require  8uthOriZ8tiOn by the Bank of Spain: 
for loans with  an average term to maturity of one year or more, approval 
is granted  automatically i f  the application is not  quertioned or rejected 
within 15 working days by the Bank of Spain,  Suppliers' credits extended 
to residents by nonresidents require authoritation by the Ministry of 
Economy  and  Commerce. Certificates of deposit  issued by banks can only 
be purchased by nonresidents subject to authoritation, while long-term 
bonds of banks  (five-ten  years) have been completely liberalized.  Non- 
bank residents are not allowed to  hold foreign currency deposits with 
resident  banks, or foreign currency and peseta deposits  with nonresident 
banks. papita1 outflows through the purchase of foreign exchange against 
pesetas by banks  1s  only  possible  on a very limited scale. 

Direct investments abroad by residents are permitted  freely, In 
addition,  banks,  savings  institutions,  and insurance companies have been 
allowed  to deal in foreign stock markets up  to 10 per  cent of the increase 
in  their funds, and Spanish residents are allowed  to  purchase  bonds 
denominated in foreign currencies issued by Spanish private  or public 
institutions and by international organizations (such as  the IBRD and  the 
IDB). There  has  been no experience with the issuing of bonds in the 
Spanish capital market by nonresidents, nor  with short-term credits 
granted by Spanish  banks t o  nonresidents other than certain export credits 
granted  directly to foreign importers, Credits to nonresidents for trans- 
actions with Spain may, however, be authorized by the Ministry of Economy 
and Commerce . 



b u t  imgaots am adrritted under the folluwing arr8ngaProntat (i) free 
fapotto, ( f i )  global qwtae, (iii) state tradfmg, and ( i v )  Individual 
IPcessfPg, also referred t0 i ~ o  the "bilateral wtt: tagh~." All imparte 

.require either en import If+onsa or an "ipqpo~c duclar8tioa" irriusd by thQ 
M r a e e o r e t ~ m t a l  of Tariff Policy and Wpotts. fa be^ daclaratirwo are 
issued freely for a large amber of goodo (Ipartlp fwdrtuffo aet under 
state trading, raw materials, capital goods, spare portr, aad also 1- 
comumer guods) iaclubd in an import-free list. There am globsl quotar 
for rpc i f  Sad imports from couatrier to which tho free list appliao, but 
liceneer are urwlly granted tor larger awunte a& there are oeparate 
glo?jaS quotar f e r  inports of thrr. 8- m d i t i r o  from EC countries. 
Imports of raw cotton, certain  other agricultural  producte, adae raw 
materials,  and  tobacco are  state traded; some goods forarrllp lirted as 
being  subject  to  otetc  trading, sruch  a% feedgraino, lary be freely imported 
by private  traders.  Import6 of certain agricultural products  that are 
free of quantitative restriction and  previously were state  traded are 
eubject to variable  import levies. Import subsidies are paid on certain 
foodstuffs and specified other essential  commodities.  Exchnnge in the 
appropriate  currency  to  pay for authorized imports ir granted freely. 
Except for capital  goods,  suppliers'  credit  for  imports is not  normally 
permitted  to  exceed 90 days. Certain  agricultural  producto  may  be  rub- 
Sect to  an export  tax, but this practice is unusual.  Since  April 1980 
some  goods  included  in a list  published by the Directorate-General of 
Exportation  may  be  exported  without  a  license if payment is made  in  con- 
vertible  foreign  currency  and within six  months of export;  in  this  case, 
only a  declaration  before  the  customs  is  required. 

Commercial  policy has been  inspired by the  desire to  gradually  liber- 
alize  trade in  the perspective  of  future  full  integration into  the EC. 
In 1978  tariffs on nonagricultural  goods  subject  to  duties  greater than 
10 per  cent  were  reduced by 20 per  cent over a  three-month  period  begin- 
ning in July  and  quotas were increased on a  number  of  products. In May 
1979 additional  Imports were liberalized  and  a  temporary  tariff  cut, 
which is still  in effect, was introduced. 

In  June 1979,  after protracted  negotiations,  special trade agreements 
were signed with Portugal  and with the other EFTA countries, which accoun- 
ted for about 5 per  cent  of  Spanish  imports  and 6 per  cent of exports i- 
1978. The  agreements  envisaged  cuts in  tariffs on industrial  products 
(which  represent  about 87 per  cent of the  trade  between  Spafn  and  the 
EFTA members)  that  are the same as those  under  the  Spain-EC  Preferential 
Agreement. As of July 1, 1980, EFTA countries cut their  tariffs on the 
majority of industrial imports from  Spain by 60 per  cent while Spain cut 
them by 25 per  cent.  For  agricultural  products,  bilateral  agreements  were 
negotiated  with  each  individual  member. In addition,  duty-free  quotas on 
imports  from EFTA are  set at the same levels as those  from the EC and 
future  tariff  cuts for imports  from the latter will be  extended  to EFTA. 



where 
A 

CNBt = (GGR/GDP), I CDPt - ( C G E / 6 h o  GDPt 

represents the  cyclically neutral balance, and 

O B t  GGRt - GGEt 
is the ordinary balance, given  the following definition of variables 

GCR - general government revenue 
CGE - general gnvernment expenditure 
GDP - gross domeetic product at market price8 - potential gross domestic product  grossed up by its 

deflator, at market prices. 

1/ This approach is  based  on  the  cyclically neutral budget  concept 
developed by the German Council of Economic Experts.  For a discussion, 
see T.F. Wrnburg, "Fiscal Analysis in the Federal Republic of Germany: 
The Cyclically  Neutral  Budget", IMF Staff Papers (November 1975), pp. 825- 
857. For  an  early application to Spain, see L. Garcfa de Blas,  "Efectos 
econdmicoe del  preeupuesto," Hacienda Wblica Eepaiiola (1977), pp. 31-45. 

2/  Throughout  this analysis the budget refers to the actual or estl- 
maTed outcome of all general government operations, as  against the nar- 
rower legal definition of the budget  used in Chapter 111. 



The cyclical effect of private autonomoue demand, colapriead largely 
of f k e d  inveetamat plua exports, ir &&van by the &tf%ewme betwemu 
actual W~O~OIPOUB dearand and the cyclical1.y neutral deamnd, 

where 

denotes autonoutous privata sector demand, 

is the  cyclically neutral demand, and 

CFI - private (including nonfinancial public enterprises) gross 
f ixed investment 

XGS = exports of goods and  services. 

T.\e cyclically neutral autonomous demand  concept is analogous to  that  of 
the cyclically neutral budget  in  that  in a  given year it reflects  the 
base  year relationship between autonomous demand and potential output. 
Likewise,  any  positive (negative) deviation (CEA) of actual from  cycli- 
cally neutral autonomoue demand suggests an expansionary (contractionary) 
impact; and a positive  (negative) change (&EA) can be viewed as an 
expansionary (contractionary) impulse. 

It should be noted  that all variables, including potential output, 
are valued at current  prices in national currency. The process of graft- 
ing the current  price series on potential  real  output is based  on  the 
implicit assumption that the inflation rate is regarded as a datum  and 
not as a fiscal policy target; alternatively, it would be necessary to 
value potential output  with  an  assumed normative inflation rate. An 
additional aspect of the valuation approach used herein is  that since 
all variables are computed at current  prices, instead of constant  prices, 
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the d o r r t l c  mcrm~aawpic %ap.rrC of 8 rim in rxparti i s  p c o l ~ ~ w t t i  ~ Lo 
lm tb 8- ragofalarm fo8eehr it Lr due eo an lrronru in rlw of 
rzpettr OP &a &a tem&ga @me of aspard., or ee a bn the 
rxchsrage rate. 

I 

The analyslm of  ?h budgetary irapatt I8 applied t o  8paia war thrr 
1970-81 perid on the basis of art&& -ICCO~~CS &taw utretiw 1973 u 
the b a r  yaar. 11 The rerultr, etamarime3 in Tub& 42 and Chart 13, irdi- 
eate  thnt fLecar policy ha m  becoara iacrearingly a r r p r r u i ~ ~ u g  since 1974 

eisaary etanca w e t  %a conridered &$inat the backdrop o f  cyclical vari- 
ations in a u t o n ~ u 8  demand. llrrunieg that the latter i 6  ardh up of 
investment  plus ewportr, it rppearr t h t  after tha a974 ~xpraoioarry 
peak, the Spanirh economy was heading toward a decline in activity. 
Therefore, broadly speaking, fiscal policy reem to have had an awro- 
priata countatcyclical eff8ct from 1975 until the prerent. However, 
further scrutiny rewale that the fire51 expaoslon war countercyclical 
in reference  to private investment  yet procyclical vie-&vLa exportr- 
which have been  rising  markedly over the  lart three years relative to 
"neutral" export6 (neutrality being determined by their 1972 ratio to 
GDP). 2/ These developmantr are illwtrated  in Chart 14, where autono- 
m o u ~  dzmand is defined to consist solely of private investmnt , and in 
Chart 15 where it is defined in term of  export8 alone. 

(deapitrt ahor CtMtfaCtiOrtrV h$ttUW in ZWS rs8 iWJ))* Tbir 8" 

The  foregoing result8 must ba interpreted with great  caution,  inso- 
far ae they  may mask a caural relationehip betmen the budgetary  stance 
and fluctuations in autonmour demand. In  recent years the adherence 
to monetary  targets, notwithstanding the Government's  resort to domestic 
bank  credit in excess of the initially programed borrowing  requirement, 
seeme  to  have  resulted In a correeponding reduction  in bank credit  made 

1/ Potential GDP was calculated by grosring up  trend real GDP by its 
defiatcr. The trend  real GDP (obtained from a linear regression of 
actual GDP at constant  prices on time trend) implies an annual growth 
rate  that declines from 4 per  cent in 1971 to less than 3 per  cent in 
1981. Given declining capital formation, a fall in the growth rate of 
potential GDP is a realistic working assumption. Alternative calculations 
were  also undertaken assuming a constant GDP growth rate over the entire 
period. 

21 Although this measure of budgetary stance may  be  used as a crude 
in&stor of the  cyclical adequacy of fiscal policy,  no inference can be 
drawn as to whether the budgetary posture has been  reached through dis- 
cretionary action or the operation of automatic stabilizers (unemployment 
benefit transfers and revenue from income or ad valorem taxes). This 
qualification is particulary relevant for the recent Spanish experience 
as major  reform of the  tax  and transfer systems precludes a satisfactory 
quantification of the  cyclically-induced variations in government expen- 
diture and revenue, as opposed to variations attributable to discretion- 
ary  measures. 
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%Be h a i e  of hart 14, it say be argued that private itweatwant 
ha$ ea rn  conristently rlugglsh srtnce 1975, even i n  the face of varying 
ficcal impulses (although the budget always exhibited a positive effect 
i n  relation t o  ths w u t m l i t y  standard), with tha implication that iavest- 
oont was unaffected by the budgetary stance. Perhap8 equally convincing 
i s  the oppscrite hypofhesis that the more sharp ly  expcamionary budget of 
the lar t  couple of years has i n h i b i t e d  some p r i v a t e   i n v a r t m ~ n t ,  aa 
enterpriser were unable t o  compensate the d o m a t i c   c r e d i t  squeeze with 
increased  self-financing and access t o   c a p i t a l  markets a t  home or 
abroad. 1/ Of coutee, even i f  the  e x t r a  view of one-to-one real crowd- 
ing ou t   T resu l t i ng  in a zero  net  impact on demand i n  the s h o r t  run) i s  
accepted, the  s u b s t i t u t i o n  of publ ic  end pr iva te   expendi tures  must be 
recognized a8 having longer-run  effects  on resource   a l loca t ion  and growth 
that depend on the  composition of the i n c r a m n t   i n  government out lays ,  

1/ Following yet another line of reasoning, it can be  hypothesized 
thzt since public  consumption  is  one of the most dynamic components of 
public expenditures, real crowding out in part takes the form of direct 
displacement of private consumption expenditures by households who value 
such  government  outlays as part of their own consumption.  Yet such 
crowding  out  seems  rather  unlikely to have been of any  significant  magni- 
tude in view of the decline i n  the household savings ratio experienced 
in recent years. 





ZF ~ I N B  ~rr;re otagaitiq prfvata intfesrtmant actsvsty, capital spend- 
2- by tlta n d l z m c i a l  public 8~ct0r haat became increcroiq3y important 
in Q p i u  both aa an itrstrutmnt of Vuwth, oad nose raccpntly , ao a d-nd 
nian&g@meiat tool. For putpser a€ thir Appendix (and consistent with the 
section on Public Finunce) , the public crectar  invecrtrPrant ie defined to 
incide f ixed capital formation of the General Coverumant and nonfinancial 
publfc enterprises. L;1 The reason for this broad coverage io, of cmrae, 
that all such investment is the result of public policy deciaions, either 
directly (insofar as it coaprires budgeted capital outlloyo and budgetary 
transfers) or indirectly (by virtue of government ownership and  control). 

In quantitative terms (Table 44), the share of the  public sector in 
domestic fixed inveetment rose since the mid-19700 from 22 par cent t o  
26 per  cent  by  1980. Almost one half of the increase can be attributed 
to the capital expansion of the IN1 group which totalled about 6 1/2 psr 
cent of global investment in 1980. The most  important contribution to 
this  investment  effort was made in  the energy, food  processing  and  con- 
struction sectors; in contrast, in metals and  chemicals, there was a 
declining share of ublic investment. Within  the Central GoverarPent 
there has  been a shfft in infrastructure investment from water resources 
and transport (both  rail  and road) undertaken by the state,  to  school 
construction and community development by the administrative agencies. 
On balance, the proportion of the Central Government in total  investment 
increased by more than one half of a percentage point. 

2. The  planning  process 

The main instrument of public investment planning  is the three-year 
rolling Public Investment Program (PIP), which covers roughly one half of 
total public sector investment, namely, the proportion included in the 
annual state budget. Although in the formulation of the program  account 
is taken of the full amourlc  of each investment project  (if it involves 
state participation), the proportion of financing from other sources 
(internal funds,  and domestic and external credit) ik not  formally 
included in the PIP. 

The preparation of the PIP starts within each ministry where a pro- 
posal i s  drawn up for each individual project.  The  proposal  is  required 
to contain information regarding the objectives of the  project,  realized 
and proposed expenditures (over a three-year time period),  total duration 
of project, employment, import costs, associated private investment, 
breakdown of costs, sources of financing, regional distribution of costs 
and employment, as well as a description of the  method  used  in  elabora- 
ting these estimates. Also, formal evaluation is conducted  on  certain 
projects, calculating discounted flows of costs and benefits on the  basis 

1/  In the national income accounts, the public sector is defined to 
inzlude only components of the General Government. 
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of appropriate ahsdov prices; i n  t h  abence of such an evaluation, it 
i r  aewaaafy to provgde eotimatrto of the future olreas of benefit8 atla 
expea$itures--including  maintenance  costs beyond t h e  investment period. 

Tha proporalo are submitted t o  the General Dfrecterate of Public 
fnvastamt, which i o  ia charge of reviepang them and forauulating reemrtan- 
dation6 f a r  action to  the Publ ic   Snver tmnt  Coreraittee (CIP). Tbrr letter, 
crea ted  i n  -a t  1973, io comprised of representa t ives  of m i n i e t r i a ~  
responsible  for the bulk of investraent  expendituree  (Agriculture,   Induatry,  
Transport,  Education,  Defense  and Public Works), the  Director   General  of 
the Budget and the Director General for  Planning,  under the chairnronship 
of the  Undersecretary of Economy and Commerce. The pr inc ipa l   func t ion  
of t he  CIP is. t o  select op#)ng p r o j e c t s  (a) on t he  baris of t he  e c o u d c  
policy criteria l a i d  down  by the Economic Affa i re  Committee, and (b) 
subjec t  to  the   overa l l   budgetary   ce i l ing   on   cap i ta l   expendi tures .  

More s p e c i f i c a l l y ,  a l l  projects   considered by the  CIP are grouped 
i n t o  21 blocks, by expenditure  category and constrained by subce i l ings  
on the  budgetary  contr ibut ion--set   according  to   the level of ava i l ab le  
self-f inancing.   External   f inancing  for   these  projects  is under  the con- 
trol of t h e  External Financing  Committee (CIFEX). The investment  pro- 
j e c t s  approved by the  CIP and r e c l a s s i f i e d  by spending  department  and 
by budgetary  entry  (within  Chapters 6 and 7 of t he  state budget,  which 
denote   capi ta l   formation and cap i t a l   t r ans fe r s ,   r e spec t ive ly ) ,  are sub- 
sequent ly   adjusted,   i f   necessary,  by t h e  Economic Affa i r s  Committee. 
Thereafter,   the  PIP i s  ready   for   f ina l   approval  by the  Council of Minis- 
t e r s .  Once the  PIP is in  place,   the   Publ ic   Investment  Review  Committee 
(CISP) aon i to r s   t he   r ea l i za t ion  of the  investment  projects.  A quar t e r ly  
report  is sent t o  Congress on the  implementations of t h e  PIP. 

3. The 1982-84 Investment  Program 

In   o rde r  of importance,   the   fol lowing  cr i ter ia   have  been  adopted  for  
the  formulat ion of the   cur ren t  PIP: (1) comp e t i o n  of  ongoing  Drojects, L/ 
( 2 )  employment c rea t ion ,  ( 3 )  encouragement  of  private  investment, ( 4 )  
technological improvement, (5) energy  saving, ( 6 )  improvement of t he  
balance of payments,  and ( 7 )  minimization of fu tu re   i nc rease   i n   cu r ren t  
expendi tures ,   Besides   these  cr i ter ia ,   the  CIP was i n s t r u c t e d   t o  pay 
spec ia l   a t t en t ion   t o   t he   r eg iona l  impact of investment  projects so as t o  
favor   the  less   developed  regions.  

The annual   g loba l   ce i l ing   for   the  1982-84 P I P  has  been set a t  
P t a  825 bi l l ion   ( in   cons tan t   p r ices) .   In   the  1982 state budget t h i s  amount 
is broken down i n t o   P t a  343 b i l l ion   in   cap i ta l   format ion   (Chapter  6 )  and 
P t a  482 b i l l i o n   i n   t r a n s f e r s   ( C h a p t e r  7).  Compared t o   t h e   i n i t i a l  1981 
budget, t h i s   y e a r ' s   t o t a l   r e f l e c t s  a nominal  increment of about 23 per  

1/ In   t h i8   r e spec t ,  i t  may be  noted  that   legally  departments  can 
c o a t  up t o  70 per  cent of the  current  year's appropr ia t ions   for   the  
next year, up t o  60 per   cen t   for   the   fo l lowing  year, and  up t o  50 per 
c e n t   f o r   t h e   t h i r d  and fourth  years .  
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of spprcrpriiota shaduw pricel; in the absence of euch an evaluation, it 
f r  mcsrrsarjr to provide esthatao of the  future stream of benefits and 
expendieures--inclwling maintenance coete  beyond the invcactment  period. 

Thrs ptopoeols are s u h i t t d  to the Chnsral Directorate of Public 
favestwent, which ir fa charge  of repiewing them and formulating recomaen- 
datfoas for actden to the Public Investment C d t t e c  (CfP). The latter, 
created i n  W r t  1979, is comprired of rsprtteantativec of arinfstr&er 
responsible for the  bulk of investment expenditures (Agriculture,  Indurtry, 
Transport, Educatian, lkfense and Public Works), the Mrector Genera2  of 
the B u d g e t  and the Director General for Planning, under the chaimmship 
of the Undersecretary of Economy  and Commerce. The principal function 
of the  CIP i a  to select aatbng projects (a) on the baoie of the eeondc 
policy criteria laid down by the Economic Affaire Committee, and (b) 
subject to the overall budgetary ceiling on capital expenditures. 

More specifically, all  projects  considered  by the CIP are grouped 
into 21 blocks, by expenditure category  and constrained by subceilings 
on the budgetary  contribution--set according to the level of available 
self-financing.  External financing for these projects i s  under the  con- 
trol of the External Financing Committee (CIFEX). The investment pro- 
jects approved by the  CIP  and  reclassified by spending department and 
by budgetary  entry (within Chapters 6 and 7 of the  state budget, which 
denote capital formation and capital transfers, respectively), are sub- 
sequently adjusted, if necessary, by the Economic Affairs Committee. 
Thereafter, the PIP is  ready  for  final approval by the Council of Minis- 
ters. Once  the  PIP is  in  place, the Public Investment Review Committee 
(CISP) monitors the realization of the  investment  projects. A quarterly 
report is sent  to Congress on the implementations of the PIP. 

3. The 1982-84  Investment Program 

In order of importance, the following criteria have  been  adopted for 
the formulation of  the  current PIP: (1) comp etion of ongoing mojects,  1/ 
(2)  employment  creation, ( 3 )  encouragemeqt of private investment, (4) 
technological improvement, (5) energy saving, ( 6 )  improvement of the 
balance of payments,  and (7) minimization of fvture increase in current 
expenditures.  Besides  these criteria, the CIP was instructed to pay 
special attention to the regional impact of investment projects 80 as to 
favor the  less  developed  regions. 

- 

The annual global  ceiling for the  1982-84 PIP has been set at 
Pta  825 billion (in  constant prices).  In  the 1982 state budget  this  amount 
is broken  down  into  Pta 343 billion in capital formation (Chapter 6) and 
Pta 482 billion in transfers (Chapter 7). Cnmpared  to  the initial 1981 
budget,  this year's total reflects a nominal increment of about 23 per 

1/ In this  respect, it  may  be noted that legally departments can 
cobit up  to 70 per  cent  of the  current year's appropriations for  the 
next  year, up to 60 per  cent  for  the following year, and up to 50 per 
cent  for  the  third  and fourth years. 



&mver, it muy be more naanfngful t o  look at the ralatfvtr magnitude 
of appropriations, rather than  the percentage increment, i n  each area. 
The largest sham43 in the crrpLtal budget are channelled to tranoport, 
housing  and  defense, which together account for almoot one half of the 
total. La the tranoport rector, there is a strong rise in appropriation8 
for highway construction and maintenance, and investIsent in airports 
(which represent the local counterpart of project lending by the European 
Bank of Investment);  also, significant contributions are envieaged for 
the State Railways (REWE) three-year  investment  program, totalling 
Pta 90 billion (in  current prices). The transfers for housing  reflect 
only a portion of the financing requirements of that 8ectorts three-year 
investment  plan;  the remaining needs  will be  met with  the Housing 
Authority's (IPPV) own resources. About one  fifth of the investment 
program is earmarked for economic services, consisting principally of 
funds for restructuring of sectors in crisis (various manufacturing 
industries and  shipbuilding),  and financial investment  for the  IN1 and 
INH groups--a contribution of Pta 67 billion toward the investment  pro- 
gram of these holding companies, totalling Pta 400 billion this year. 

The general regional guideline for  project selection has  been  fol- 
lowed rather  closely by CIP: 66 per  cent of 1982-84 PIP is identified 
as  having a direct regional impact. For 1982,  the investment program 
includes specifically almost  Pta 50 billion in expenditure for regional 
development, one  half of which  will contribute to both  public  and private 
investment  expected to reach more than Pta 220 billion. From  an institu- 
tional  perspective, altogether Pta 180 billion of the state budget 
(Section 33 of Chapters 6 and 7) have been set aside for the Regional 
Compensation Fund:  one  half in direct state outlays and the other half 
in transfers to local governments. The major intermediaries in adminis- 
tering  these appropriations are: the Ministry of Public Works, 41 per 
cent; Ministry of Agriculture and Fisheries, 22 per cent; Ministry of 
Transport, 19 per cent; and  Ministry  of Education and  Science, 11 per 
cent. 



Table 43. Spain: Public Investment. ,Pragr+m, 1982 A/ .. 

General adatinietratfon services a/ 
Research and development 

43*4 3.3 8.8 

87.4 20.8 2.5 

3.1 

6.7 

Enerw 

Water  resources 21 

25.2 

55.6 

119.2 

22.2 

16.7 Housing 97.3 11.8 

Transport  and  communication 

Health and education 

112.8 13.7 

9.3 

25.8 

76.4 16.1 

20.3 

47.3 

Regional  development 46.9 5.7 

Industrial  restructuring 

Agricultural  support 

40.2 4.9 

21.2 

22.9 

2.6 40.3 

Other  sectoral  support 2.8 19.9 

14.5 Financial  investment &/ 81.5 9.9 

Operating  expenditures 17.2 

44.1 

2.1 

5.3 

6 . 8  

Miscellaneous  projects -6.8 

Defense z/ 119.5 14.5 34.4 

Total 825.0 100.0 

Source:  Spanish  authorities. 

1/ Consistent  with  state  budget,  different from national  income 

- 2 1  Including  internal  security. 
- 3 /  Consists  mainly of irrigation  projects. 
- 4/ Including mainly transfers to the IN1  and INH groups. 
5 1  This  category  has  not  been  reviewed by the  Public  Investment 

accounts. 

Gokittee. 



1974 1977 1388 

General Government 

Central bvernment h/ 
Local governments 

Nonfinancial  public 
e n t e r p r i s e s  

I n d u s t r i a l  and commercial 

State  Railways (RENFE) 
Pr iva te   en te rpr i ses   under  

state con t ro l  
IN1 Group 
Other e n t e r p r i s e s  31 

agencies 21 

21.7 

9.4 

- 
6.9 
2 .5  

1 2 . 3  

2.1 
1.2 

4.6 
4.2 
0.3 

8.4 7.6 
3.4 2.0 

13.2 15.5 

3.1 2 . 4  
1.4 1 . 6  

4.1  4.7 
4.6 6 . 4  
0.1 0.3 

Source:  Spanish  authorit ies.  

1/ Including state,  adminis t ra t ive  agencies ,  and s o c i a l  

2/  Central  government agencies   engaged   in   indus t r ia l  
secur i ty .  

an3  commercial   act ivi t ies   (postal  service, RTVE, FEVE, 
ICONA, the   mint ,  etc.) 

prises and serv ices .  
3/ For  the  most   par t ,   local  government r e l a t e d  enter- 



The Bpak of Spaia trso bee oparrtlng rsoructoty policy throwk the 
s e t t i q  of qwneimedra amttal er half-yearly tat%eLn for iaoarrory 
amrqatss frm ekQ early 1998r. YIta errtuicioa to  ootwtrry trraetiag 
occurred ab Q t iu  &ea r b  oretrLalty obgrcltivoao of the authorities 
ware the achteveaent of greater price stability and a reduetion in  
rsr;cral payaenta iebalaams-. Ibphrsis  on a nmdfu~~ter~l me6taty ~ m w t h  
torase, tachor than a more flexible monetary  policy, was baaed on both 
inotieutional aud eapirtcal considerations. On the fastitufiaaal fremt, 
the lauk o f  a dmrelaped d m r r t i c  finaw&tl rrructure prec ldd $ha W I  of 
an active intersrt rate policy. Moreover, thara 8pparsd tO be cenrit?et- 
able empirical rrupport for the proposition  that insofar ab the ultimate 
aim ef the ruthorltieo was to influence the price, 1 ~ ~ 1 ,  the relatiorrehip 
between nominal income and money was more stable end dependable than 
between nminol income and interert rater. Furthermore, because in the 
medium term, allowing for secular changer in  the incorae velocity of money, 
the domestic rate of inflation is essentially determined by the rate o f  
monetary expansion relative to  the  rata of growth of output, control of 
inflation ie therefore beat  achieved  by restricttag the growth of money, 
rather than through varyiq interest  rates. The policy of publicly 
announcing monetary targets,  which was initiated as part of the stabillea- 
tion  program of July 1977, was founded on the premise that this would  pro- 
vide  direct information to the banking  system of the medium-term  intentions 
of the Bank of Spain,  and  furthermore,  that the announcements would have a 
direct  effect on inflationary  expectations. 

Monetary targets are,  by  definition,  only intermediate objectives 
and are employed  to influence the ultimate objectives of the authorities" 
principally  prices,  output,  and  the  balance of psymente. A necessary 
condition for monetary  policy to have a predictable effect on thece ulti- 
mate economic goals is that there must  exist  a  well-defined  and stable 
demand for money. The monetary aggregate chosen as a proxlmate  target 
must then be  one which has the  most stable relationsh'ip with the arguments 
that  are  typically  included  in  a  demand  for  money  function.  Further, it 
is obvious  that the selection of a particular monetary aggregate is directly 
related  to the ease with which  the  monetary authoritiee can control it ueiag 
the  instruments at their  disposal. The operation of a  targot-oriented mone- 
tary  policy,  therefore, depends on two  key  relationships--the  demand for 
money, and the relationship between the chosen monetary aggregate and the 
operational variables of the authorities. 

The Bank of Spain has chosen a  broad definition of money (M3) as the 
relevant aggregate to target on grounds that  widespread controls over 
interest rates have made the  narrower definitions less  meaningful concepts 
and their behavior  subject to greater  uncertainty. More importantly, it 
has  been  determined  that M3 bears  a closer and more systematic  relation- 
ship with nominal GDP, the main variable the authorities wish to influence. 



Contra1 ever t h i n  awreglate i a  exercirrd via the monetary base, enpresrly 
*hreu@t -riati- &a ehe banking ~y~tem's reservm. Meaatery pouc-]r hap 
been operated by the Bank of Spain on tha aesumptiono that the Beatand func- 
tion for H3 is re la t ive ly  -re etablr, and that the relationship between this  
amtsg~ate and the €em1 of banks' reserves le prrsmabky a predictable em. 

Ths purg8ee of ehfr Appeadlx ir  t o  outline how the! Bank of Spein 
conducts wxwtary policy, focuring particularly on tho derivation of the 
ovaroll target far reorretory growth and tho translation of this target 
into  the short-term operating procedure of the authorities. Since the 
delaamd for wney function plays a central  role  in the analyeis, it is 
cansfdared in SOIMB detail and additional empirical evidence presented. 
The racoad port of the exercise concentrater on the procedures employed 
by the Bank of Spain to determine its short-term intervention strategy 
to at ta in  the longer-run  desired monetary growth. 

1. Derivation of the monetary  target 

In broad terms  the  target  value for the growth of M3 is chosen to be 
consistent  with the expected  growth  in nominal income,  which  in turn is 
based on  the  projected  increase  in real output  and  the  anticipated  evolu- 
tion of prices  during  the  coming year. As the income  velocity of money 
has  varied from year to year  (Chart 16) some allowance for  both the secular 
changes in velocity, and movements due to interest rate developments, is 
made. Typically  the  use of a two  percentage point  band around the central 
value  permits  the authorities some degree of flexibility if the  projections 
on  which  the  target is based turn  out to be  in  error. 

Underlying  this calculation of the  monetary  target  is an empirical 
money  demand  function,  and  the  Bank of Spain has  been continually experi- 
menting  to obtain the appropriate function to use for this purpose. 
Generally the approach followed is to  specify an equilibrium money  demand 
model that  relates  the stock of real money  balances to a scale variable, 
such as real  income,  and  the  opportunity costs of holding  money.  Since 
money-holders can substitute between  money  and goods (real assets), as 
well  as  between  money  and financial assets, the  relevant opportunity 
costs are the (expected) rate of inflation and  the rate of interest  on 
financial  assets,  respectively.  In Spain it could  be  argued  that the 
relatively  thin markets for alternative financial assets would  tend  to 
make the substitution  between  money  and goods quantitatively more 
important  than  that  between  money  and  financial assets. However, even 
though weak, the  effect of interest  rates  on  such assets that  do  exist 
should still be taken  into  account, so that  the  functions  normally  speci- 
fied for  Spain have broadly the same features as those  formulated for 
the  industrialized  countries. 

Formally such money  demand functions can be written in  log-linear 
terms as: 

log mf = a. + allog yt - a210g rt - a3 nt; al,a2,a3 > o 



where rn = M/P, and A is a first-difference operator so that blog Pt 
is the  actus1 rate of inflation. The growth of nominal money can be 
determined by cimply transforming  equation (2) into terms of rates  of 
growth to obtain: A/ 

With  values  for a1 and 82, the  income and interest rate elaeticities of 
the  demand  for  money which  determine the  eecular  and  short-run  behavior 
of velocity,  respectively, and values for the  growth of real income, 
interest  rates,  and  prices,  the  nominal growth of money  can be ascer- 
tained  from (4). This is basically  the formal  representation of the 
approach  taken by the Bank of Spain to derive  the monetary growth target. 

However,  as  pointed  out, equation (1) is an equilibrium  relationship, 
and  its use  to  calculate  annual  targets  presupposes  that  all  adjustment 
takes  place within  one year. A8 this is not  necessarily  consistent  with 
the  data, some type of dynamic  behavior  in  the  form of a lagged  response 
of real  money  balances  to changes in  the exogenous  variables should  be 
considered.  One  way of doing  this,  adopted in an  earlier  study of the 
Bank of Spain, - 2 /  is  to introduce dynamics  through  the method of polynomial 

11 In the  steady-state the  rate of  inflation  would be constant, so that 
the change  in  blog P (A21og P) would be zero and drop from  the 
specification. 

In~truments,"  Bank of Spain  Economic  Studies No. 10,  1977. 
2/ See L.A.  Rojo and J. Perez,  "Monetary  Policy  in  Spain:  Targets and 



1 .eo 

1.65 

1 .so 

1.45 

1.40 

1.35 

1.30 

1.25 
l! 

lNorn~nel GDP divided by the rvarrps stock of m m y  (M3). 



A raore general  version of the partial-adjustment aechaniem, which 
yields a more realistic path for real money balancao followlag an unex- 
pected change in  the  rata of monetary expansion, is the sa-culled flow 
disequilibrium model defined ac; 

(7) Alog mt = X [ log  mt-log mt,l] + y [ Alog  Mt-Alog M:] d 

where Alog Me ie the  anticipated growth and [Alog Ef-Alog Me]  the 
unanticipated  growth in the nominal supply of  money. The second  term  in 
equation (7) represents flordisequilibrium or a monetary ahock, and the 
parameter y measures it8 impact on the change in the stock of real money 
balances. This representation, which  can be described as the "extended" 
model, is able  to capture the frequently observed phenomenon that  real 
money  balances  tend to initially rime when there is an acceleration in the 
rate of growth of money. 1/  Standard models, such as ( 5 ) ,  are unable to 
account for this  type of Sehavior. While this flordisequilibrium epeci- 
fication hae  not been applied to money demand  behavior  in  Spain, it ha8 
considerable theoretical appeal and deserves consideration.  Substitutiug 
equation (1) into (7) yields: 

(8 )  log mc = X% f Xallog yt - XaZlog rt - Xa3 n, 
+ ( l-X)log mt-1 + y[ Alog Mt-Ahg $1 

1/ The various features of this model are discussed  in  Mohsin S. Khan, 
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edaptive-expeetatfonB approach, in which expectations are revised by a 
constant proportion, f i r  of the error between the actual rate of 3afl.a- 
tfon and the rate chat w a ~  expisctd ia the prraviauar - r i d -  

Expectations of the rate of monetary growth, Blog are assumed t o  be 
equal t~ the expected rate of inflation, i.e., I-/ 

(10) Alog ME = 8, 

Using equation (9) to eliminate II from equation ( 6 ) ,  the following 
reduced form equation for the standard model can be  derived: 

(11)  (I-(l-B)L)log mt = a*+(l-(l-f3)L)Xallog yt 

- (l-(l-B)L)Xa2log rt-gXa3  Alog P, 

+ (l-(l-B)L)(l-X)log mt-l 

where L is a lag operator, Lixt = xt-i, and  a* = (l-(l-f3))a0. The corres- 
ponding  reduced  form for the extended model utilizing equations (8) ,  (9) 
and  (10) is: 

Equations  (11)  and  (12) were estimated  for  the  period  1968-1980 
using  quarterly  observations. In  the estimation two alternative inter- 
est rate series--the  rate on long-term  private  bonds  and a short-term 
interest rate--were employed  as  there is no theoretical presumption as 

- 1/  The  theoretical rationale for this is  contained in Mohsin S. Khan, 
op. cit. 
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-'eo the &pa ok interest rate to uee. &t Sine6 the models are nonlinear 
dn paramcerqr.ttte satlPod QC eathution was a cwrbdhation of ordinary 
"-: least s ~ ~ 2 e p  m@,a rq_qwh- prqedure for the expctatiens potsr~.trr~ 
& 4-&" 

" / /  . "- _" 
_ t  ._ -4@ - fbr ".~rS*~dar U Q W f E a % a d O X i  -0 . A  

= . .  
F a -  * * ,  - *  

'fhe rer&s fer-bath tb h U r d  A a t d a d  rode1.o &a ehowa in 
Table 454 The stantlard models (1 a d  11) rem reaeonably well-qwcified 
-&h al- pazatmeters hpvia.&tm thaora&icrUy aspacrd Bigne. With 
the oolr axcaptisn of the elasticity of money demand with respect to  the 
long-term  intereat rate, e l l  the esrhated coefficients are signifi- 
cantly difPsront from te to  at the five per cent level, The equilibrium, 
or long-run, Sncoaas elasticities calculated from both quatione I and f I  
in Table 45 are fairly large, imem, around 1.5, and the  expected rate of 
inflatlsa playa aa important role in the behavior of real money balauceo. 
The effect of expected inflation is, am had been suggested, considerably 
stronger than that of interert rate variations, although thic  could be 
attributed to the fact  that  the  interert rate series utilized are not 
fully  representative. There $e clear evidcace that adjurrtment tokes longer 
than one year,  implying therefore that It would  be  incorrect to attempt 
to impoae an equilibrium model on  the  data; expectations of  inflation 
are,  furthermore, also revised slowly. 

In  the two versions of the extended model (equations 111 and IV i n  
Table 4 5 )  the coefficient measuring the  impact  of  the monetary shock 
turns out  to be poritive and significantly different from  zero at the 
five  per  cent  level. This result  clearly indicates that such a variable 
properly  belongs  in  the  rpecification, although it is also apparent  that 
there is 8 relation between the monetary shock and  interest  rates since 
the latter's effect on real  money holdings is now somewhat reduced. The 
shore-run  income elasticities are lower than the corresponding elastici- 
ties obtained  in  the  standard m d e l  case,  but as  the lags in adjustment 
are consideratly  longer,  the  equilibrium  income elaeticities are sur- 
prisingly large. The expected  rate  of inflation continues to  be a domi- 
nant factor, and  the revision ;,f expeetations takes about  as  long as was 
observed in the estimates of the  standard  model. 

There are  essentially  two main conclusions to  be drawn from the 
statistical tests performed here. First and foremost, in confirmation 
of the studies undertaken in the Bank of  Spain, a well-defined  money  demand 
function can be isolated. This obviously implies that one of the  important 
preconditions for  the  conduct of a target-oriented monetary policy is met 
in the case of Spain. The second conclusion is that  in  calculating the 

11 The short-term  interest  rate is the rate on time deposits of less 
thxn one year  maturity. It could  be  argued  that  since  an  increase  in  this 
rate would increase the  demand for time deposits, aggregate money  holdings 
coul, rise  as  well. However, at the same time holdings of currency  and 
other deposits would be expected to fall, so that the net effect on M3 is 
ambiguous,  and  could  very well be negative. 



value for the aronarorry aggrqata for a period of one ymt, 8 dywaic rpeci- 
ficatioa of the demand for tabnap 58 called fall. From the readto abtuiad 
it w u l d  seem that this dynamic laadel should be 001 that iecorpotatea both 
stock-disequilfbrturr, as is customarily done, as well as 8-8 Qp ef 
fkw"&eequilibr&um preutmta. It the autbrioiao are interr4td.in.the . 
t h e  path that r d  arortey BaSaneea are csxpetsd to f o l h ~ ,  &n aWtded 
piodel that hUArtdler both t o m  of diseqt&librtrra yfeLde m 8 d t U  that ure 
quite dlffereat f r m  those obtained f r m  the more rtaadard dynamic BIodsls. 
Besides, ia the context of the w e  genua1 dynamic mdrle it muld take 
a much more dtaetic reduction initially in the rate of growth o f  money to 
lower the  rate of inflrtion,  and therefore reducing inflation map be more 
cortlp in  the ehort-run than io generally ruppoerd. It is perhaps in 
implicit recognition of thir fact that tha Bank @f Spain has pursued a 
fairly  gradualirt monetary policy in its attempt to bring the rate o f  
inflation down. 

2.  Control of monetary aggregates A/ 
Having determined the target annual  growth  rate  for M3 uring the type 

of  procedure  outlined  above, tbc Bank of Spaia has to translate this  into 
short-run operational terne. Since the Initial adoption of the target- 
oriented approach to monetary  policy, the  Bank of Spain has relied on a 
reserves-deposit multiplier rather than  the monetary bare-.money multiplier 
relationship because this permits the direct derivation of bank deposits 
targets, or guidelines,  from  the overall monetary targets.  However, as 
the  behavior  of  currency is relatively stable, this distinction is not  of 
any major practical  significance. It is t3rough the  short-term control of 
banks' reserves,  defined as cash,  noninterest  bearing depoeite with the 
Bank of Spain,  and  unused  credit margins guaranteed by public  debt  issued 
before  1959,  that the authorities attempt to achieve  the desired medium- 
term growth of M3. 

The overall monetary growth targets are transformed  into  targets  for 
permissible changes in bank reserves in  the following mechanical way. 
Every month the Bank  of Spain Operations Committee determines the  short- 
run growth path for (seasonally  adjusted) M3 over a two- or  three-month 
period. These values are  naturally  consistent with  the longerrun annual 
targets,  and dynamic behavior  of  the  demand for money ha8 a significant 
weight  in  the calculation of the short-run path for M3. The Operations 
Committee takes  into  account both the various lags in the behavior of 
money holdings as  well  as  transitory factors affecting the money creation 
process. 4s in the case of  the longer-run targets, a  tolerance  band is 
allowed  around  the  target  value. 

1/ This subsection is based  to  a  large  extent  on the following papers: 
P.-Martinez Mendez.  "Monetarv Control by Control of the Monetary Base: The 
Spanish Experience;"  Bank  of- Spain Eco&mic Studies No. 20 (1981); and 
A .  Espasa  and J. Perez, "Within Month Predictions for Monetary  Aggregates 

- 
and Spani;rh  Monetary Policy Implementation,"  Bank of Spain (1981). . 
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Projections are then mile for the darmnd fer currency to  deduea the 
desired growth path of bank deposits. The 8@aSOtdly adjuuted currency 
forecastu ora tgedc uoiag bath aonthly aodele and ten-day overaae models 
for withia-mnth  predictione. 1/ Thee. mOdOl8 3te  basically uaivrriatcr 
tima striee &lo ahat rely ozlp on the mot: value8 of 3 particular 
variable t o  predict i t a  future values. Rowaver, the estimtee are oup- 
phpsnted by intervention allalyair t o  allow specSr1 factors or events to 
be taken into  account. In general terns these models for currency rake 
the fora!: 

when F,F is the 8tock of currency in the hands of the public, the functions 
$(L) and O(L) are the moving average (EN) and autoregressive (AR) pro- 
cesses  in  the  logarithmic ch8nge in  currency,  respectively,  and  the  variable 
u is an error term. Function6 such as (13) are estimated  and  then  employed 
to predict the growth of currency. 

Using  the  short-run  monetary targets (M3*) and the predictions of 
currency  holdings  obtained  from equation (13). EF*, a comparable monthly 
average  figure for bank deposits (DB*) is derived simply as: 

(14) DB* = M3* - EF* 

Seasonality is introduced, and  the series DB* is used  as a starting point 
to obtain a daily  and  ten-day  profile  for  deposits.  Within-month  projec- 
tions of tank deposits are made via simple time-series  models of the  type 
given by  (13), taking into  account again identifiable  transitory factors. 
The  application of the required reserves ratio (5.75 per cent) and a pre- 
diction of the excess reserves  ratio,  based on an estimate of average 
excess  reserves  "desired" over the  next  two months, to the  deposits  path 
yields  daily  and  ten-day  paths for bank  reserves. This last  calculation 
can be expressed as follows: 

(15) R* = (0.0575 + RE*)DB* 

where R* is the  projected  level of total reserves  and RE* the  projected 
excess  reserves ratio. This daily  path of R* is viewed  not so much as a 
target, but rather as a guide  for  the actions of the  authorities.  Given 

1/  The  ten-day average period corresponds to the  period  used  to  calcu- 
lase  reserve  requirements. The month is divided  into three reporting 
periods  (working  days 1 to  10,  11 to 20, and 21 to the end of the month) 
and liabilities  subject to reserve  requirements  calculated. Reserve hold- 
ings are averaged over similar ten-day  periods. 



the other sourecs of the monetary base that: the Ran& o f  Spain har infor- 
mation on, i.t., public sector and foreign  operationa, tax receipts, use 
of credit marsine by banks, etc . ,  the authorities ate  able t o  obtain the 
gross figure for intervention for  the day t o  keep bank reserve8 closcs t o  
the daily tat&Bt.. 

Every day the Operatione Department of the 8aak QP Spafn updates the 
various  forecasts, and althougb all forecaats are subject to error, these 
errors  have in the past been reetslrkably satall and  beceuse of their random 
nature  tended to cancel out. Broadly speakiag, the  Bank of Spain has 
been able to keep the difference between actual average daily level of 
bank reaervea and the target value B* over the ten-&y accounting period 
at less than one half of one per cent. 

Because hietorically banks have  been heavily indebted  to the Bank of 
Spain,  controlling  bank  reserves  has  mainly  Involved changing the volume 
of central  bank  credit to banks,  and the authorities have  concentrated on 
the  development of Instruments  that  permit  them to alter  their  net  lending 
to banks on a continuous and flexible basis.  Apart from situations of 
balance  of  payments  surpluses, as for example during  the  period  1977-1979, 
this  approach  has  been adequate in achieving the desired goal of keeping 
bank reserves close to target. The principal  instruments  used to this end 
are  the  extension of short-term  loans  to  the  banking system and  open-market 
operations in Treasury bills. To increase  liquidity, day-to-day  loans to 
banks  are  auctioned by the Ba:nk of Spain,  and  the  rates of interest on 
such  loans  have  become  closely  linked  to  the  daily  interbank  rate. 
Except in instances of substantial inflows of capital,  bank  liquidity 
can be reduced in a symmetrical fashion by letting  the day-to-day  lend- 
ing fall the appropriate amount. 

When reserves need  to be reduced  the  Bank of Spain  is  also able 
to sell Treasury Bills  that  are  specially  designed  for this purpose. 
Although  termed ''Treasury  bills'' these  securities,  which  have maturities 
ranging between seven days  and  three  months,  are  effectively  the  Bank of 
Spain's own liabilities  since  the  proceeds  do not accrue  to  the government, 
but are  kept in a blacked  account at the Bank of Spain. These bills are 
marketable,  but  only  among  banks ,nd the public  cannot acquire them.  While 
the  rates  on Treasury bills,  as in the  case of the day-to-day loans, are 
market-related, the Bank of Spain does  not,  however,  place  much  weight on 
the  use of cost factors as a means of control. A t  times when it is neces- 
sary  to  substantially redme bank reserves, the  Bank of Spain can  increase 
reserve requirements,  call  for special interest-hearing  deposits  (as was 
the case in early  19791, or decrease rediscount quotas to raise  the  banking 
system's level of indebtedness  to  the  Bank of Spain. However, even when 
such discontinuous actions are  carried  out,  the  Bank of Spain compensates 
for this by use of its net lending  operations to smooth  out  the  impact. 

The  Bank of Spain places a great deal of importance on gradualism  even 
in its  day-to-day operations,  and  therefore  follows a flexible  policy with 
respect to bank  reserves.  Because of  non-lagged  reserve  accounting,  any 



sudden change in the level of rererver would h a d  t o  rapid changer i n  the 
dietsend far exeom re~lerve3 and create fluctuationr in the interbank rata. 
This has meant on occasion the emergence of a conf l ic t  between the oorrrrol 
of ru~ervea and trahteving s t a b i l i t y  of interest rates. Whlle trlpail dsvi- 
atlens of reserves from targets have beten tolerated,  the 8enk of S p ~ h  
has tr iad in the amin to  karp the growth of rerervea conrlstent with its 
longer-term nonctary targets. Thi8 is verified by the empirical relation- 
s h i p  between the monthly growth in deposits end t h e  corresponding growth 
in bank reserves ower the period JcPnu8ry 1979 t o  September 1981~ - I/ 

R2 5 0.235; D.W. 0 1.84;  C = 0.387 . 
Although the growth of bank reserves by itself doer not explain a 

great deal of the variation in the month-to-month growth of deposits, 
nevertheless,  there is a statistically significant  relationship  between 
the two variables. Furthermore, this relationship  appears to have  been 
stable over the  past  three  years, which is obviously an important  result 
from  the  point of vlew of control. 

Using the  various  tools at  its  disposal,  the  Rank of Spain has  been 
reasonably  effective in keeping hanks' reserves in line  with  its  short- 
run targets.  However, success should  properly be  judged in terms of 
whether  the overall monetary targets have been  met  and whether inflation 
has  been  reduced since the general target-oriented  monetary policy was 
adopted. On both counts the  monetary authorities in Spain have to a 
large  extent  succeeded. 

l/ The data  are  seasonally  adjusted end-of-period values of total 
baKk deposits (DB) and total bank  reserves (R) and were provided  by the 
Bank of Spain .  The C statistic tests  for  the  stability over time of the 
regression  relationship. All other  statistics are defined in the footnote 
to Table 45. 
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