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Basic Data 

Area 504,800 square kilometers 

Population 1998 39.4 million 

Labor force 1998 16.3 million 

GDP per capita (in thousands of pesetas) 1996 Ptas 1,873 (KJSS12,537) 

Use and supply of resources (1998) In billions of pesetas 

Private conwmption 
Public consumption 
Fixed investment 
Stockbuildiig 

%E 
17:627.4 

218.7 

GTOSS domestic expenditure 81,990.7 

Exports of goods and services 23.936.5 
Imports of goods and services 23.276.9 

Gross domestic product 82,650.3 

Selected economic indicators 
(annual percentage change) 1997 1998 

Real domestic demand 1.6 2.9 4.9 
Real GDP at market prices 2.4 3.5 3.8 
Unit labor costs in manufacturing 4.9 1.3 1.6 
Consumer prices (period avera e) 

?I% 
3.6 2.0 1.8 

Consumer prices (end-of-pm ) 3.2 2.0 1.4 
Unemployment rate @e&i average) 21.1 20.8 18.8 

Public sector accounts 
(in percent of GDP) 

General government 
cumnt revalue 
Current expenditure 
Capital 
Overall b 3 

endihrz (net) 
awe (Maastricht definition) 

Balance of payments (ii billions of pesetas) 

Trade balance 
Net invisibles 

Current account balance 
(in percent of GDP) 

Exchange rate per U.S. dollar 142.61 on December 3 1, 1998 

39.1 
39.9 

3.7 
-4.5 

-2,029 
2,ca 

03: 

39.6 40.0 
38.7 37.8 

3.6 3.9 
-2.6 -1.8 

-1,928 
2,269 

341 
0.4 

-2,775 

“:::f 
-0.3 

In percent 

61.8 
15.8 
21.3 

0.3 

99.2 

29.0 
28.2 

100.0 

Sources: Data provided by the Spanish autboritics; and Fund staff estimates 
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I. THE ROLE OF HUMAN CAPITAL IN ECONOMIC GROWTH: THE CASE OF SPAIN’ 

A. Introduction 

1. Human capital accumulation is one of the key determinants of economic growth, for 
both developing and advanced countries. This is evident in the case of Spain, where it may be 
argued that convergence in schooling attainment toward the European Union (EU) average 
has been an important factor underlying convergence of per capita incomes over the past 
decades. In spite of past improvements, however, the average educational attainment of the 
Spanish labor force is still below the European Union. Therefore the scope exists for further 
educational catch-up and indeed this process has accelerated in recent years, following 
changes in the Spanish educational system that included increases in compulsory schooling 
age. These changes have already had a significant impact and will continue to do so in the 
next decades, with highly educated youth entering the labor force and older, less educated 
workers retiring. 

2. This chapter constructs an index of human capital for the Spanish labor force over 
1977-97 and projects it over the next decade on the basis of likely demographic 
developments. The methodology by which the index is constructed considers both 
educational attainment resulting from formal schooling and improvements in workers’ 
productivity resulting from experience, or “learning by doing.” Furthermore, it allows for the 
fact that people with higher education accumulate human capital through learning by doing at 
a faster pace than less educated workers or, in other words, that the full returns to formal 
schooling are real&d with a lag of many years. Using this index, a growth accounting 
exercise is conducted to estimate the impact of human capital accumulation on economic 
growth over 1978-97. Finally, potential output growth is projected for 1998-2003, taking 
into account the impact of human capital accumulation. 

3. The main result is that the index of human capital has risen considerably, and at an 
increasingly rapid rate over the past two decades. The key factor underlying that increase in 
the growth rate of human capital is that the baby boom generation went through secondary 
schooling, and was therefore able to accumulate human capital through “learning by doing” 
at a comparatively rapid pace. As a result of institutional changes, demographic 
developments, and their interaction, over the next decade human capital is projected to grow 
at a slightly higher rate than that experienced in the last decade. Consistent with that result: 

l in the growth accounting exercise, it is found that the contribution of human capital 
accumulation to economic growth has been considerable over the past two decades, 
and has risen within that period; and 

‘Prepared by Enric Fernandez and Paolo Mauro. 
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. looking ahead, the contribution of human capital accumulation to economic growth in 
the next decade is estimated to remain very important, and slightly larger than that 
observed over the last decade. 

4. More generally, the estimation of potential output and output gaps using a more 
refined technique that takes into account the role of human capital permits a more accurate 
assessment of the potential for noninflationary output growth, as well as of the stance of 
policies, and of fiscal policy in particular. The latter objective has become even more 
important in light of Spain’s commitments entailed by the Stability and Growth Pact under 
European Monetary Union. As always in the case of potential output growth projections, a 
number of caveats are in order, and this is even more so in the case of Spain, given the large 
uncertainty over developments in its nonaccelerating-inflation rate of unemployment. Under 
a set of assumptions that are described below, potential output growth over the next few years 
is projected at about 3.6 percent, slightly above that obtained by using standard 
methodologies. 

5. The chapter is organized as follows. Section B reports international comparisons of 
educational attainment. Sections C-F describe the methodology used to construct the index 
of human capital and to project it into the future. Section G conducts a growth accounting 
exercise and presents a scenario for potential output growth in 1998-2003 that takes into 
account the role of human capital. Section H concludes. 

B. International Comparisons of Educational Attainment 

6. Average educational attainment for the working age population (aged 25-59) in Spain 
is still one of the lowest in the EU, and substantially below the EU average: in 1995, the 
proportion of people who had completed at most lower secondary education (as defined by 
Eurostat) was 69 percent, compared with an average of 41 percent in the EU as a whole 
(Table 1, top panel). One of the factors underlying this result is simply that schooling was 
compulsory in Spain only up to 14 years of age until 1990, whereas at that time the 
compulsory schooling age had already been 16 for a long time in Denmark, Finland, France, 
Germany, the Netherlands, Sweden, and the United Kingdom? At the same time, Spain fares 
much less unfavorably at the top end of the educational ladder: in 1995, the proportion of 
people who had completed college or advanced vocational degrees in Spain was almost the 
same as in the case of the EU average. 

7. However, educational attainment for the population aged 25-29 in Spain is closer to 
the EU average than that for the whole working age population: in 1995, the proportion of 

’ OECD (1996) and Eurostat (1996) provide detailed international comparisons of 
educational systems and a broad range of statistical indicators on educational attainment. 
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Table 1. Spain: Educational Attainment in the European Union, 1995 

Panel 1: population aged 25-59 

ELF05 Autia Belgium Denmark Finland France Gmnany Greece Ireland ItAy Luxembourg Netherlands Portugal Spain Sweden UK 
Law 41 29 43 19 30 38 17 54 51 62 55 20 16 69 24 47 

.Medium 40 62 33 53 48 43 60 31 29 30 28 58 I2 I4 47 31 
High 19 8 25 28 22 I9 23 16 21 8 I6 22 I2 17 29 22 

Pane, 2: population aged 25-29 

~m,s ~us,,ia Belgium lhmark Finland Frana Gmmy Greece Ireland Italy Luxembourg Netherlands PormSal Spai” Sweden UK 
Low 31 20 27 IO I5 24 13 32 33 49 53 14 63 48 IO 43 

Medium 49 12 41 65 65 49 70 46 38 44 33 64 24 23 63 34 
High 20 8 32 24 21 27 I7 21 30 7 I5 22 I4 29 27 23 

Source: Eurostat (1996) 

Notes: Low includes phimary and IZDWR. rccondq education, medium includes upper secondary education; and lugh includes college degees and quivalmt 



-lO- 

Spanish youth who had completed at most lower secondary education was 48 percent, 
compared with an EU average of 3 1 percent (Table 1, bottom panel). In addition, the 
proportion of youth who had earned college or advanced vocational degrees was 29 percent, 
compared with 20 percent in the EU as a whole.’ Given that a comparison of educational 
attainment between Spain and the rest of the EU yields much more favorable results for the 
young than for the entire working age population, future demographic developments should 
result in much greater educational gains in Spain than in the rest of the EU. 

C. Human Capital in Spain 

Improvement in educational attainment 

8. The improvement in average educational attainment over the past three decades has 
been impressive. The proportion of the population older than 16 years that had completed, at 
most, primary studies, declined from 93 percent in 1964 ta 47 percent in 1998, and the 
proportion who completed college rose from 2% percent to 11 percent over the same period 
(Table 2). (All data used in this chapter and the exact definitions of educational categories are 
described in detail in Appendix I.) The improvement is even more marked when only labor 
force participants are considered, since those who have already retired have, on average, 
lower levels of education than the younger generations and, in general, participation rates are 
lower for the less educated. 

9. Such improvement results mainly from a continued increase of eurollment rates in 
post-compulsory education, but also from increases in the compulsory schooling age. In 
1970, education became compulsory up to the age of 14. In 1990, compulsory education was 
extended up to 16 years of age. In 1998, the effects of the reform of 1990 became complete: 
pupils that had enrolled in school at age 6 in 1990 reached age 14, and began the two years of 
school that the reform had made compulsory. 

10. Improved educational attainment is a key factor underlying the evolution of human 
capital, but other factors such as “learning by doing” also play an important role; these are 
taken into consideration in constructing an index of human capital in the next section. 

The index of human capital 

11. This section describes the procedure used in this chapter to construct an index of 
human capital that takes into account not only formal schooling, but also other crucial 

3 On a more negative note, the comparatively high proportion of people aged 25-29 that have 
completed college or advanced vocational degrees might be partly related to massively higher 
youth unemployment in Spain than in other countries. 
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Table 2: Educational Attainment in Spain, 1964 and 1998 

(ln pcrccnt) 

PIiIWy Secondary 
1964 1998 1964 1998 

Collcgc 
1964 1998 

Population >I6 92.9 47.4 4.6 41.9 2.5 10.7 
Labor force 92.6 31.3 4.0 52.1 3.4 16.6 
Employed 92.6 31.6 4.0 50.9 3.4 17.5 

Sources: Mas ctal(l995) and 2nd quartcrEPA,INE (1998). 

Note: See Appendix I for a dchition oftic cducatianal categories. 
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determinants of workers’ productivity, such as learning by doing and its interactions with 
formal educational attainment. The methodology is in the spirit of that applied to the United 
States by Jorgenson and others (1987): labor services are classified in different categories and 
weighted according to their average wage rate, the usual proxy for the marginal product of 
labor. 

Methodologv 

12. The economy is assumed to be characterized by a constant returns to scale production 
function F: 

Y=A*F[K,L] 

where Y is output, A is a parameter representing the level of technology or “total factor 
productivity” (TFP), K is the stock of physical capital, and L is labor input adjusted far 
quality (human capital). Specifically, L is defined as the weighted sum of the work hours 
provided by different types of workers, that is: 

where W, is the weight of workers of type s and N, is tire number of work hours provided by 
group s. 

For simplicity of exposition, L can be rewritten as 

L =N*h 

where N is the total number of hours worked in the economy, and h is defined as average 
human capital 

where n, is the proportion of work hours provided by workers of type s (I.e., N,/N). 
Under these assumptions, the marginal product of work hours by workers of type s is: 

MP,=AF,w, 

where F, indicates the derivative of the function F with respect to L. If factor markets are 
competitive, then MP, will also equal the hourly wage for workers of type s. The ratio of the 
marginal products of workers of different types will thus equal the ratio of their respective 
wages. Therefore, the above assumptions imply that work hours undertaken by different 
groups of workers will be weighted according to their respective wages. 
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Empirical implementation: relative wages by educational attainment, age, and gender 

13. Turning to the empirical implementation of the above methodology, the index of 
human capital will be useful to the extent that workers are grouped according to 
characteristics that account for significant differences in wages. The characteristics 
considered in this chapter are educational attainment, age, and gender, three variables that 
previous studies have found to be among the key determinants of wages in a variety of 
countries (see, for example, Willis, 1986). 

14. Not surprisingly, earnings depend on educational attainment, age, and gender to a 
major extent also in the case of Spain.4 For example, among females aged 1624, college 
educated workers earn 1.58 times what their primary-school educated counterparts do; among 
primary school educated females, those aged 55-64 earn 1.82 times as much as those 
aged 1624; and among primary school educated workers aged 1624, males earn 1.22 times 
as much as females. The differences become most pronounced when comparing college 
educated males aged 55-64 to females aged 16-24 with no more than primary education: in 
that case, the ratio of average earnings amounts to 8.36 (Table 3). (All earnings data refer to 
1995.) 

15. In determining wages, educational attainment, age, and gender also interact in 
interesting ways. For example, age-earnings profiles are steeper for males than for females5 
Also, returns to secondary education appear to be much higher for women than for men: 
considering an average for workers of all ages, secondary education yields 43 percent higher 
earnings than primary education for women, compared with a differential of only 23 percent 
for men.6 For the purposes of this chapter, the most interesting interaction is that between 
educational attainment and learning by doing: while male college graduates earn 85 percent 
more than their counterparts with primary studies when they are at age 25-34, they earn 
175 percent more when they reach age 55-64. This fact also reveals that the full returns to 
formal schooling come with a lag of many years. 

4 Data on hourly wages are not available at the required level of disaggregation (educational 
attainment, age, and gender). Earnings are therefore used as a proxy, assuming that average 
hours worked per worker are the same for all groups. Although there may be differences 
among the various groups in this respect, most of the differences in earnings are likely to 
reflect differences in hourly wages rather than in hours. 

’ This might be partly due to the fact that women interrupt their careers more frequently than 
men do, for example for child rearing, and to the fact that they hold relatively more part-time 
jobs than men do. 

6 This might explain why current enrollment rates in higher levels of education are higher for 
women. 
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Table 3. Spain: Earnings Ratios by Schooling, Experience, and Gender 
(Female, up to primary education, age 16-24, normal&d to 1) 

Age group 16-24 25-34 35-44 45-54 55-64 

Fern&s 

Ptimary 1 .oo 1.49 1.95 1.98 1.82 
Secondary 1.06 2.13 3.03 3.50 3.75 
COllCgC 1.58 3.16 4.65 5.76 4.93 

Primary 1.22 2.20 2.85 3.29 3.04 
Secondary 1.29 2.71 3.94 4.82 4.94 
COllCgC 1.90 4.08 6.72 8.23 8.36 

Source: Own estimates bawd on Survey of Wage Struclure. INE (1995). 
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16. Although the use of relative wages to proxy for relative productivity is standard, the 
results need to be treated with caution for a number of reasons. First, market distortions such 
as those that have bedeviled the Spanish labor market might imply that the assumption that 
labor inputs are paid their marginal product is not warranted. Second, education might simply 
act as a screening device, rather than contributing to workers’ productivity. Education serves 
merely as a signaling device to allow high quality workers to identify themselves to potential 
employers. In that extreme scenario, although individuals could obtain higher wages by 
improving their education, increases in average educational attainment would have no impact 
on productivity. Third, education might simply be a “normal” consumption good. In that 
case, the correlation between high wages and formal schooling would result from the 
following mechanism: children of families with high incomes are more likely both to go 
through higher education and to have high wages (controlling for educational attainment) 
themselves. 

D. Measures of Average Human Capital of the Labor Force 

17. Average human capital at time t, h(t), is computed as 

where n,,(r) is the proportion of individuals of gender g, with schooling i, and in age groupj, 
at time t, and w~,;~ is the corresponding weight given by the 1995 earnings ratios in Table 3, 
using the proportions of the labor force represented by the 30 groups (five age bands, three 
educational attainment categories, and two genders) listed in Table 3, for the years 1977-97. 

18. The composition of the labor force changed considerably during that period 
(Appendix II). In 1977 (and still in 1987), the representative member of the labor force was a 
fifty year old male with primary education. In 1997, the representative member was a thirty 
year old male with secondary education. Women increased their presence in the labor force 
from a proportion of 29 percent in 1977 to 39 percent in 1997. Also, while in 1977 and 1987 
the proportion of the labor force younger than 25 was close to 23 percent, in 1997 that 
proportion had fallen to 16 percent, as people increasingly enrolled in higher level education, 
thereby postponing their entry into the labor market. Among labor force participants 
aged 25-34, the proportion with secondary education became higher than that of those with 
primary education only in 1987. Among those aged 35-44, the same happened as recently as 
1995. 

19. Not only did the human capital index (computed using the above procedure, solid line 
in Figure 1) grow considerably between 1977 and 1997, but it also did so at an increasingly 
rapid rate. The average annual growth rates were 0.90 percent in 1978-97, 0.45 percent in 



Figure 1. Spain: Different Indices of Average Human Capital (in logs), 1977-97 Figure 1. Spain: Different Indices of Average Human Capital (in logs), 1977-97 

,.I5 . 1.15 
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Source: National Statistical Institute, Fund staff estimates. Source: National Statistical Institute, Fund staff estimates 
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1978-87, and 1.36 percent in 1988-97.’ This acceleration was not simply due to changes in 
educational attainment, or demographic factors, but rather to their interaction. This can be 
seen by considering two alternative indices of human capital constructed using the same 
methodology but taking into account only a subset of the factors listed above: one alternative 
index (dashed line in Figure 1) considers only educational attainment; another (dotted line in 
Figure 1) considers only age and gender. Neither alternative index displays the acceleration 
that characterizes the main index used in this chapter. An important factor underlying that 
acceleration is the fact that the baby boom generation went through secondary schooling, so 
that its subsequent human capital gains from learning by doing have been comparatively 
large. 

20. A wide range of simpler indices that have been used in other studies (often owing to 
the limited availability of data) was also constructed, to show the differences between their 
behavior and that of the main index used in this chapter, which is based upon more solid 
theoretical foundations. (The growth rates for all indices and their cross-correlations are 
reported for 1977-97 in Appendix II.) These include, as mentioned above, (i) a measure 
based only on educational attainment (Barr0 and Lee, 1993), and (ii) a measure that weighs 
the labor force only according to age and gender (Hansen, 1985). Moreover, they include (iii) 
a measure based on educational attainment and gender only, (iv) the average number of years 
of schooling (Barr0 and Lee, 1993), and (v) the proportion of workers with secondary 
education (Serrano, 1997). 

21. None of the alternative measures captures satisfactorily the behavior of the main 
index of human capital. The growth rate of the measures based on educational attainment 
only, educational attainment and gender only, and age and gender only are highly correlated 
with that of the main index of human capital. However, they do not capture its gradual 
acceleration during the period considered. The correlation coefficients between the growth 
rates of the indices based upon the average number of years of schooling or the percentage of 
the population with secondary education and that of the main index of human capital are even 
negative, suggesting that these alternative measures fail to capture crucial aspects of the 
process of human capital accumulation. 

E. Projections of the Human Capital Index, 1998-2007 

22. The human capital index is projected over 1998-2007 using the following procedure. 
The starting point is the population proportions for 54 groups sorted by age (nine 5-year 

’ The same measure computed separately by gender shows that women’s average human 
capital grew faster than mens’ (1.66 percent versus 0.87 percent over the whole period, 
though both show similar increases in the growth rate). This counteracted the downward 
pressure on growth rates induced by faster increases in female participation rates than in male 
participation rates. 
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bands beginning at age 20), gender (two), and educational attainment (three levels as in 
Table 3) in 1997. Each of these groups will be five years older in 2002 and 10 years older in 
2007-death rates (estimated by the National Statistical Institute for each age/gender group) 
are assumed to be independent of educational attainment. For groups aged 25 or older in 

~ 1997, transition rates from an education level to a superior one for each age/gender group are 
assumed to be the same as those observed over a typical five-year period in recent years. For 
groups aged 20-24 in 1997, enrollment rates are used. The projections are then compressed 
into IO-year age bands, and 1997 labor force participation rates for each 
age/gender/education group are applied to obtain the labor force structure in 2002 and 2007.’ 
Finally, average human capital is computed for 2002 and 2007. 

23. The growth rate of human capital over the next decade is projected to be slightly 
higher than in recent years. Specifically, average annual growth rates are 1.26 percent 
between 1997 and 2002, 1.25 percent between 1996 and 2002, and 1.36 percent between 
1995 and 2002. (The results are reported for several base years as a sensitivity exercise). 
Projected average ammal growth rates between 2002 and 2007 are 1.40 percent. By 
comparison, the average annual growth rate of the human capital index for the same portion 
of the labor force was 0.99 percent between 1987 and 1997. The fact that human capital is 
projected to rise faster than in recent years is also shown graphically, abstracting from 
cyclical developments, by applying the Hodrick-Prescott filter to the human capital index 
over 1977-2007 (Figure 2). The effects of the economic cycle on average human capital are 
explored in the next section. 

F. The Effects of the Economic Cycle on Average Human Capital 

24. Although this chapter focuses on medium-term developments in human capital and 
output, there are also interesting effects of the economic cycle on measures of average human 
capital Concerning the average human capital of the labor force, it is well known that the 
most procyclical component of the labor force are the low skilled, who are the most likely to 
become “discouraged workers” in a downturn and to re-enter the labor force in a recovery. 
Therefore, one would expect the average human capital of the labor force to be 
countercyclical Concerning the average human capital of the employed, it is also well known 
that the low skilled are the first workers to be dismissed in a downturn (the “cleansing effect” 
of recessions) and hired again in a recovery. Therefore, again one would expect the average 
human capital of the employed to be countercyclical. In addition, since the effects of the 
economic cycle are stronger on employment than on the labor force, one would expect the 
human capital of the employed to be even more countercyclical than that of the labor force. 

* As a result, the overall labor force participation rate is projected to rise, as expected. 
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25. All of the predictions above are borne out by the data: years of negative employment 
growth and sharply increasing unemployment rates (such as the early 1980s) coincide with 
cyclical increases in the human capita1 index, whether measured on the basis of the labor 
force or employment (Figure 3). (A measure of avetige human capital for the whole 
population aged 16 to 64 is also reported to provide an idea of how human capital would 
evolve in the absence of cyclical developments.) Moreover, such increases are more 
pronounced for the average human capital index based upon the employed than for that based 
on the labor force as a whole. Conversely, years characterised by rapid employment creation 
and sharply declining unemployment (such as 1987) coincide with cyclical declines in the 
human capital index, which are more pronounced for the employment-based index than the 
labor-force-based index.’ 

G. Growth Accounting, 197&97 

26. Having constructed the index of human capital, it is naw possible ta estimate the 
contribution to economic growth resulting from human capital accumulation, in the context 
of a growth accounting exercise for Spain over 1978-97. The production function is assumed 
to be of the standard Solow form, Y = A KIQ L”, where Y is gross domestic product, K is 
physical capital, and L is labor, and the parameter a is, as usual, labor’s share in national 
income (approximately 0.7 in Spain). However, labor is adjusted for quality by weighing 
workers of different educational groups, age, and gender according to their relative wages, as 
explained in Section C. In other words, the human capital index is entered as a multiplicative 
factor directly in front of the total number of people employed, N:” 

Y=AK’=(hN) 

9 At the same time, these effects have apparently not operated in the last two years, when 
rapid employment growth has been accompanied by relatively high growth in the human 
capital index, suggesting that perhaps the jobs created over the past two years were of higher 
quality than those created in previous upturns. 

“This functional form is standard. Nevertheless, it is important to note that the choice of 
functional form can have important implications for the absolute size of the human capital 
contribution to economic growth. In fact, for example, the alternative functional form 
suggested by Mankiw, Romer, and Wei1(1992), Y = A K’” h@ L’-“-P, with p being typically 
assumed to equal 0.3, would result in a much lower contribution, because the growth rate of 
human capital would be multiplied by 0.3 instead of 0.7 as is the case with the form used in 
this chapter. At the same time, changes over time in the contribution of human capital 
accumulation would follow the same patterns using either methodology. 
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Figure 3. Spain: Cyclical Effects and Human Capital, 1977-97 
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Output growth can therefore be accounted for in the usual manner, the only difference being 
that the contribution of labor can now be subdivided into the contribution of the total number 
of hours worked and that of average human capital: 

fk i ni i y=A+(l -a)F+a-+a- 
N h 

where dots indicate derivatives with respect to time. 

27. In the estimation, the contribution of growth in the labor input is actually subdivided 
into that of three components: human capital, the number of hours worked per worker,” and 
the total number of people employed. The contribution of the growth of the number of people 
employed is further split into that of working age population growth, changes in the labor 
force participation, and changes in the employment rate (one minus the unemployment rate). 

28. Considering the period 1978-97, about a third of overall GDP growth can be 
attributed to human capital accumulation, with another third accounted for by physical capital 
accumulation (Table 4). Indeed, had it not been for human capital accumulation, the 
contribution of growth in the input of labor would have been negative, given the decline in 
average hours worked per worker (resulting Tom both statutory reductions in weekly 
working hours and an increase in the share of part-time employment)‘* and zero growth in the 
number of people employed (as massive increases in the unemployment rate offset the 
growth of working age population). For easy comparison with the projection period, Table 4 
reports the contribution of human capital accumulation using the labor-force-based index.” 

29. Within the period 1978-97, abstracting from cyclical developments, there are 
interesting trends. Consistent with the increases in the growth rate of human capital shown in 
Section D, the contribution of human capital accumulation increased over time. By contrast, 

” Data limitations imply that the number of hours worked per worker needs to be assumed to 
be the same for all groups of workers. 

l2 In 1980, the Estututo de 10s Trabaju~ores reduced the work week from 48 hours to 
40 hours. The share of part-time salaried employment increased from 5 percent in 1987 (the 
first year for which data are available) to 8 percent in 1997. 

I3 The contribution of human capital accumulation in 1978-l 997 is somewhat higher 
(0.81 percentage point per year, on average) if the employment-based human capital index is 
used, because of the impact of massive job-shedding especially in the early 1980s as noted in 
Section F. 



Table 4. Spain Growth Accounting 1978-97 and Potential Output Growth 1998-2003 
(In percent) 

197X-97 1998-03 Assumptions for potential grow’tb 

GDP growth 2.23 3.60 

Acco,,t,ted for by: 

Physical capital 0.93 1.36 The investment/GDP ratio is assumed to rise gradually from 21.3 percent in 1998 to 23.0 percent in 2003 

Labor input 0.43 2.24 

Human capital II 0.63 1.16 

Employment 0.06 1.32 

Working Age Population 0.62 0.02 
Participation Rate 0.05 0.41 
Employmalt Rate -0.61 0.89 

HOUIS -0.44 -0.24 

Total factor productivity 0.87 0.00 

Average human capital is projected to grow at an average annual grow’tb rate of 1.66 percent 

Working age population is assumed to grow at an average annual growth rate of 0.03 percent 
The participation rate is assumed to inrrease from 62.7 percent in 1997 to 64.9 percent in 2003 
Trend unemplopnent rate is assumed to decrease from 20.3 pacent in 1997 ta 14 percent in 2003 

Average number of hours worked is assumed to decrease 0.34 pacent a~uaUy 

Sources.: lnstituto National de Estadistica; Institute Valenciano de Investigaciones Economicas; World Economic Outlook database; and Fund stz8etiates. 

II Average human capital of the laba force as computed in the text. 
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the contribution from working age population growth declined somewhat. Finally, the growth 
of total factor productivity (or the Solow residual--the unexplained factor in economic 
growth) decreased considerably (in line with the findings of other studies on Spain-see, for 
example, Nicolini and Zilibotti, 1996-and other countries-see, for example, Englander and 
Mittelstadt, 1988), even turning negative in a few of the most recent years. 

H. Potential Output Growth, 199&2003 

30. Having estimated the contribution of various production inputs on economic growth 
over the past decades, it is possible lo project future developments in these inputs and the 
resulting potential output growth over the next few years.14 This section presents projections 
of potential economic growth in Spain during 1998-003. These must be treated with caution, 
since the margin of error is clearly very large. The approach taken here is to make explicit 
assumptions about the future growth rate of the various production inputs, tid to highlight 
which of the assumptions are viewed as being based upon more solid foundations than others. 
The key assumptions are as follows. 

The investment/GDP ratio is assumed to rise gradually from 21.3 percent in 1998 to 
23 percent in 2003. Such a rise is consistent with the rapid economic growth observed 
in recent years together with an “accelerator” view of investment, and possible 
increases in foreign direct investment into Spain as a result of European Monetary 
Union. 

The human capital index is assumed to rise at an average rate of 1.66 percent, using 
the projections presented in Section E. This is the main contribution of this chapter 
and the margin of error in this assumption can be viewed as being lower than for most 
of the other assumptions. 

Working age population is assumed to remain broadly stable over the next few 
years, in line with projections by Spain’s National Statistical Institute, which are very 
accurate over such a short time frame. 

The labor force participation rate is assumed to rise gradually from 62% percent in 
1997 to 65 percent in 2003. Such an increase is consistent with a trend observed over 

I4 An additional exercise is to distinguish between past changes in output due to trend and 
cyclical developments, and use the results to assess inflationary pressures. The latter exercise 
is conducted through not only a production function approach that takes into account the role 
of human capital, but also, for purposes of comparison, alternative methodologies including 
the Hodrick-Prescott approach and a production function approach that considers a smaller 
number of inputs. Since the results of that exercise are not very sensitive to the introduction 
of human capital, they are reported in Appendix III. 
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the past decades and would bring Spain’s participation rate only slightly below the 
EU average, which amounted to 68 percent in 1997. 

l The unemployment rate is assumed to fall to 14 percent in 2003 (from 18% percent 
in the second quarter of 1998), consistent with an assumed average employment 
growth of 2 percent a year over the period. These projections are subject to a large 
margin of uncertainty, but seem reasonable in light of developments in the labor 
market over the past few years. 

l The average number of hours worked per worker is assumed to decline by 
0.34 percent a year, roughly in line with past experience. Such a decline appears 
likely in light not only of the possibility of reductions in the work week, but also of 
the continued trend toward a higher share of part-time employment. 

. Total factor productivity is assumed at zero. This is well below the average of the 
past two decades, but is consistent with a sharp downward trend observed not only in 
Spain (where total factor productivity growth was many negative in the most recent 
years), but also in other developed economies. Since total factor productivity is the 
unexplained portion of economic growth, by definition this is the assumption for 
which the least justification can be provided. 

31. This set of assumptions implies an average growth rate of 3.6 percent for 1998-2003 
(Table 4). There is a large margin of error in this figure and this should be taken as an 
illustrative scenario. 

I. Concluding Remarks 

32. This chapter constructs an index of human capital since 1977 and projects it over the 
next decade. It finds that the human capital contribution to economic growth has been large 
and has gradually increased over the last two decades; over the next decade it is likely to be 
slightly higher than that experienced over the past decade. For a given set of assumptions 
about other determinants of economic growth, this leads to higher projections of economic 
growth in the next few years. This consideration should be taken into account in assessing the 
current stance of macroeconomic policies and in setting medium-term economic objectives. 

33. More broadly, the results of this chapter suggest that the gains from increases in 
formal schooling can be large, although they are translated into higher economic growth only 
gradually. Finally, the results suggest that the costs of youth unemployment in terms of 
foregone output are large, particularly for the better educated youth, because possible gains 
from learning by doing will be left unrealized. These costs might be overlooked because they 
will be felt more strongly only several years from now. These considerations provide an 
additional reason to pursue policies to solve that problem. 
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DATA DESCRIPTION 

Educational categories: 

The International Standard Classification of Education (ISCED) considers seven different 
categories. ISCED 0 is pre-primary education, ISCED 1 is primary education (usually lasting 
tive years), ISCED 2 is lower secondary education (usually lasting three years), ISCED 3 is 
upper secondary education (four years), and ISCED 5,6, and 7 are higher education. 

In the text, the distinction is between primary, secondary, and college education. The 
equivalences are as follows: 

Primary: Includes the illiterate, those without any formal education, and those with up to 
primary education (ISCED 1). 
Secondary: Includes those with up to ISCED 2 or ISCED 3 (EGB, BUP, FP and COU in 
Spain). 
College: Includes ISCED 5,6,7. 

International organizations (including the OECD and Eurostat) group the educational levels 
differently. In the lower education level they include ISCED 2, which is lower secondary; in 
the middle group, they include ISCED 3; and in the higher education group they include 
ISCED >3. The INE’s Tempus Database follows a different classification: “estudios medios” 
includes lower and some upper secondary education groups (including vocational education). 

Data for growth accounting: 

Capital Stock: nonresidential private capital stock in billions of 1986 pesetas. For the years 
1977 to 1992 data are from Table 111.3.1 in Vol.111 of BBV (1996) and the deflators from 
Table 10 in Vol. I of BBV (1996) are used to convert the data into 1986 pesetas; for the years 
‘1993 to 2003 data are own estimates. (Private) gross formation of fixed capital is drawn from 
the WE0 data bank and the law of motion K(t)=(l-6)K(t-l)+I(t-1) is applied. A value for 6 is 
estimated to be 8 percent using the investment and capital stock data for past years. 

Employment: Data are from the EPA survey conducted by INE. 

Output: GDP at market prices in billions of 1986 pesetas, from INE. 

Working age population: population aged 15 to 64 from the OECD Analytical Database. 
From 1997 to 2003 the growth rates are drawn from INE’s population statistics. 

Labor Force: Data are from the EPA survey conducted by INE. 

Unemployment Rate: implied by the labor force and employment series from above. 
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Hours Worked: Data from 1970 to 1988 are from Carbajo and Garcia-Perea (1987). For the 
period 1989 to 1997 they are drawn from INE. In both cases the data are quarterly averages. 

The table on earnings is constructed based on the Survey of Wage Structure (Encuesnr de 
Estructura de Sularios) conducted by INE in 1995 to compute the earning ratios for the 
different groups. Wage rates instead of earnings might be preferable, but data availability 
dictates the choice. Average earnings for different education, age and gender groups 
(normalizing to 1 the average for females aged 16 to 24 with at most primary education) are 
presented in Table 3. Although INE considers eight education levels and ten age groups (by 
gender) the dimensions of the table are simplified by considering three levels of schooling 
and five age groups (simple averages among the original data are used to obtain this 
simplified table). 

Data from the Survey of the Labor Force (Encuesfu de Poblucion Activu) are used to compute 
the proportions of the labor force represented by each of the subgroups considered for the 
years for which data are available; that is, from 1977 to 1997. The data are averages of 
quarterly data for each year. 
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LABORFORCESTRUCTURE,HUMANCAPITALINDICES,ANDPROJECTIONS 
OFTHELABORFORCE 

This appendix reports the labor force structure by age, gender, and educational attainment in 
Spain in 1977, 1987, and 1997 (Table AII-1); a comparison of the annual growth rates of 
average human capital in 1977-97, using a variety of indices (Table AII-2); and labor force 
projections by age, gender, and educational attainment, in 2002 and 2007 (Table AII-3). 
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Table AII-1. Labor Force Structure in Spain 1977, 1987, and 1997 

Age group 16-24 25-34 3544 45-54 5564 All 
F M F M F M F M F M F M All 

1977 
Primary 
Secondary 
COllCgC 

All 

1987 
Primary 

Sccondaq 
COllCgC 

All 

1997 
Primary 

College 

All 

6.2 9.1 3.5 11.4 4.1 13 4.7 15 3.3 9.2 21.8 57.7 
3.3 3.4 1.1 2.9 0.4 1.6 0.3 1.2 0.2 0.8 5.3 9.9 
0.3 0.2 0.7 1.3 0.3 1 0.2 0.8 0.2 0.5 1.7 3.8 
9.8 12.7 5.3 15.6 4.8 15.6 5.2 17 3.7 10.5 29 71 

22.5 20.9 20.4 22.2 14.2 100 

2.2 3.8 3.1 7.1 

7.4 8.6 4 6.9 
0.7 0.3 2.2 2.2 
10.3 12.7 9.3 16.2 

23 25.5 

0.7 1.4 

5.9 1.3 

0.8 0.3 
7.4 9 

16.4 

1.3 2.6 

7.3 11 

3.4 2.5 
12 16.1 

28.1 

3.6 10.3 3.7 10.9 2.7 8.2 15.3 40.3 

1.3 3.2 0.4 1.7 0.2 0.9 13.3 21.3 
0.9 1.6 0.4 0.9 0.2 0.7 4.4 5.7 
5.8 15.1 4.5 13.5 3.1 9.8 33 67 

20.9 18 12.9 100 

3 5.4 3.6 7.6 2.1 5.1 10.7 22.1 

4.6 7.6 1.9 3.9 0.5 1.3 20.2 31.1 

2.3 2.4 1.1 1.9 0.3 0.8 7.9 1.9 
9.9 15.4 6.6 13.4 2.9 7.2 39 61 

25.3 20 IO.1 100 

19.5 
15.2 
5.5 

100.2 

55.6 

34.6 
10.1 

100.3 

32.X 

51.3 

15.8 
100 



- 30 - 

Table AII-2. Annual Growth Rates of Average Human Capital, Spain 1977-97 

HCl HC2 HC3 HC4 HC5 HC6 HCl HCZ HC3 HC4 HC5 HC6 

1978 
1979 
1980 
1981 
1982 

0.87 2.58 
0.85 2.60 
0.23 2.66 
0.17 2.32 
0.33 3.28 

0.92 3.73 
0.32 2.30 

0.81 0.78 -0.01 6.92 
0.83 0.74 0.04 6.84 HCl 1 .oo -0.10 0.59 0.63 0.77 XI.60 
0.64 0.64 -0.12 9.38 HC2 1.00 0.56 0.53 -0.09 0.72 
0.41 0.53 6.17 9.39 HC3 1.00 0.76 0.24 -0.11 
0.75 0.64 6.13 10.76 HC4 1.00 0.51 0.13 

1983 
1984 

I .08 0.94 0.09 9.51 HC5 1 .oo -0.33 
0.42 0.46 0.16 7.86 HC6 1 .oo 

1985 0.91 2.99 0.68 0.74 0.21 8.64 
1986 0.52 2.67 0.79 0.56 -0.14 6.06 
1981 -0.62 2.52 0.65 -0.08 b.48 6.30 
1988 022 2.30 0.52 0.12 -0.22 6.14 
1989 2.25 2.77 I.00 0.91 0.46 4.81 
1990 1.01 1.80 0.50 0.31 0.20 4.08 

1991 0.75 1.50 0.48 0.32 

1992 1.06 1.76 0.39 0.19 
1993 1.42 2.50 0.70 0.57 
1994 1.29 2.33 0.81 0.50 
1995 1.98 2.11 0.98 0.70 
1996 2.20 2.59 1.17 1.10 
1997 1.47 1.62 0.65 0.54 

0.08 

0.15 
0.03 
0.07 
0.14 
0.08 
0.07 

4.44 
5.43 
4.10 
2.46 
323 
2.44 

Av. 78-97 0.91 2.45 0.71 0.56 0.02 6.09 

Av. 78-87 0.45 2.76 0.71 0.59 -0.06 8.17 
Av. S&97 1.36 2.13 0.72 0.53 0.11 4.01 

Source: Fund StaNcstimatcs BS deswibcd in the text. 

HCl is based on educational attainment, gender and age. 
HC2 is based on avnagc years of schooling. 
HC3 is based on educational attainment 
HC4 is based on educntionsl attainment snd gender 
HC5 is based an age and gender. 
HC6 is based on the proportion with secondary education, 
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Table AU-3. Labor Force Projections, Ages 25-64, by Levels of Education and Age 
2002 and 2007 

2002 2007 

Age group 25-34 35-44 45-54 55-64 Age group 25.34 35-44 45.54 55-64 

Fcmalcs FcnVJh 

Primary 0.82 1.94 2.79 1.77 Primaly 0.51 0.96 1.87 1.51 
Secondary a.22 7.18 3.00 0.75 Secondary 6.58 7.63 4.10 1.14 

College 6.08 3.68 I .92 0.54 College 6.64 4.57 3.01 0.89 
All 15.12 12.80 7.70 3.06 All 13.72 13.16 a.97 3.55 

Males 

P~lTXi~ 
Secondary 
College 

All 

1.89 4.03 6.12 4.28 
14.21 12.16 5.75 1.91 
3.72 3.38 2.71 I.15 

19.83 19.57 14.58 7.34 

Maks 

Primary 
Secondary 
College 

All 

1.10 2.46 4.23 3.60 
12.86 13.23 7.74 2.56 
3.67 3.87 3.56 1.72 

17.63 19.56 15.52 7.89 
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OUTPUTGAPSACCORDINGTOTHREEDIFFERENTPROCEDURES 

Figure AIII-I shows the output gap for the years 1977 to 1997 computed according to three 
different procedures: the Hodrick-Prescott filter, a simple production function approach and a 
more complete production function approach. 

The solid line (gap-hp) is the gap computed with a Hodrick-Prescott filter (with detrending 
parameter of 100). Data on GDP has been supplemented with staff projections for the next 
five years in order to reduce end-point biases for the recent years. 

The dashed line (gapl) corresponds to the gap computed following the production function 
approach. The production function approach relies on using Hodrick-Prescott filtered values 
for a number of inputs to construct potential output. In this simpler case, these include the 
participation rate and the employment rate, as well as total factor productivity. One point that 
is necessarily controversial in the case of Spain is of course the estimation of the 
nonaccelerating inflation rate of unemployment (NAIRU), which has clearly changed 
dramatically as a result of the massive increases in female labor force participation and the 
major structural changes associated with the decline of agricultural employment over the past 
two decades. As an estimate of the NAIRU, this chapter simply uses a smoothed series of the 
actual unemployment rate. While that procedure is by no means fully satisfactory, it has the 
advantage of permitting changes in the natural rate. 

The dotted line (gap3) adds to the previous procedure three extra variables: average number 
of hours worked, a measure of capacity utilization, and a measure of average human capital. 
It corresponds to the production function used in the growth accounting exercise presented in 
this chapter, adding capacity utilization as a coefficient in front of the capital stock (as h is in 
front of the employment measure). The smoothed values for the participation rate, the 
employment rate, and hours are used. Capacity utilisation is set at 0.8, its average value for 
the period. 

The results are very similar for the first and second procedures. They differ in a more 
important way in the third, more complete, procedure+specially, for the recent years. The 
estimated output gap for 1997 is 1% percentage point of GDP using the Hodrick-Prescott 
filter or the simpler production function approach, whereas it is estimated to be larger when 
the more complicated production function approach is adopted. The reason is that during 
these years two of the variables considered to compute gap3 have been well below their 
normal utilization levels: capacity utilization and hours. Also TFP turns out to be 
significantly below its trend when this procedure is used. In any case, the results reproduce 
well-known features of the economic cycle over the past decades, including the recessions of 
the early 1980s and 1992-93 and the boom of 198748. 
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II. THEROLEOFPOLICYFA~~ORSINJOBCREATIONINSPAINANDOTHERCO~TRIES'~ 

A. Introduction 

1. Creating more jobs remains the key policy challenge for many European countries, 
and especially for Spain, where the unemployment rate currently stands at 17 percent. In the 
context of the current cyclical upswing, Spain’s employment growth has averaged an 
impressive 3 percent per atmum since 1995. However, it is too early to tell the extent to 
which this performance reflects cyclical developments or structural change, and it will be 
important to ensure that the employment growth is sustained through the next cyclical 
downturn. In an effort to gain insight regarding the policies that might foster sustained 
employment growth, this chapter provides an analysis of job creation over the past two 
decades (to abstract from cyclical developments) across the OECD countries, with particular 
emphasis on the differences within Europe. While many studies have attempted to explain 
why some countries have had higher unemployment rates than others,16 less attention has 
been devoted to countries’ relative performance in terms of net employment growth. 

2. Shifting the focus to job creation has four advantages. First, employment is easier to 
measure than unemployment, because it does not depend on subtle distinctions between 
individuals who are in the labor force and those who are not.17 In the specific case of Spain, 
there is also a debate whether the unemployment statistics are reliable.” Second, 
employment, rather than unemployment, is the key variable determining output and financial 
pressures on the pensions system. Third, the empirical regularities that have been uncovered 
by previous studies on aggregate unemployment are not necessarily confirmed in the case of 
job creation. For example, one of the main findings of this chapter is that while employment 
protection legislation seems to be unrelated to unemployment, it is significantly associated 
with low job creation. Fourth, a much richer analysis can be conducted by using employment 
rather than unemployment as the main variable of interest. In particular, data on 

I5 Prepared by Pietro Garibaldi and Paolo Mauro 

t6 Recent cross-country studies on the sources of unemployment include Nickel1 (1997) 
Scarpetta (1996) and Nickel1 and Layard (1998) on the empirical side; and Bertola (1998) 
and Mortensen and Pissarides (1998a,b) on the theoretical side. 

I7 As is well known, individuals who are not working are recorded as part of the labor force 
(and therefore as unemployed) only if they are actively looking for a job. However, 
especially in high unemployment countries such as those of Continental Europe, the low 
likelihood of finding a job may imply that many people will have stopped actively searching 
for one (the “discouraged worker” phenomenon); conversely, many people may declare that 
they are actively searching for a job when in fact their search effort is minimal. 

I8 See SMl97/76. 
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unemployment do not ascribe workers to a particular sector or type of contract, whereas the 
composition of employment by sector and by type of contract is available. This information 
makes it possible to assess the extent to which, for example, relatively low employment 
growth in Southern European countries such as Spain resulted from a high initial share of 
agricultural employment; and to address relevant policy questions such as whether the 
creation of part-time contracts results in higher overall job creation or merely substitutes for 
M-time contracts. This last issue is of particular relevance in Spain, in light of recent reform 
efforts in early 1999, aimed at facilitating the creation of part-time jobs. 

3. Net job creation has varied considerably among the OECD countries over the past 
two decades. In particular, some non-European countries, including the United States, 
Canada, Australia, and New Zealand, have created far more jobs than a majority of the 
European countries, notably France, Italy, and some of the Nordic countries. W ithin Europe, 
the Netherlands and Ireland clearly outperformed other European countries, and were among 
the fastest job creators in the OECD especially during the 1990s. Spain’s employment growth 
has been about average within Europe over the past two decades, but a rapid increase in the 
participation rate has been mirrored in the sharpest increase in the unemployment rate. 

4. Drawing on a variety of data sources this chapter considers, for each country, the 
sectors, age groups, gender, and type of contracts (part-time versus full-time, and temporary 
versus permanent) that account for employment growth, and analyzes interactions among 
these dimensions. Using straightforward shift-share analysis, the chapter finds that the fact 
that certain countries did especially well in a limited number of sectors (for example, the 
United States in retail trade) or that they had a favorable initial sectoral composition of 
employment can only account for a small portion of their better employment performance. 
By contrast, using regression analysis on aggregate employment data, the chapter shows that 
a policy package consisting of low dismissal costs and low taxation is significantly 
associated with more rapid job creation. This accounts almost fully for the different 
performance of the high-performing non-European countries compared with the European 
countries. However, with this approach it is somewhat more difficult to account for the 
different performance of countries within Europe. Regarding that issue, the success of the 
Netherlands is largely accounted for by the remarkable growth of part-time employment in 
that country. At the same time, more systematic analysis in a panel of European countries 
reveals that the substitution of part-time for Ml-time jobs seems to have been considerable. 

5. The chapter is structured as follows. Section B ranks the performance of the various 
OECD countries in terms of aggregate job creation over the past two decades, taking into 
account their growth of output, capital, and working age population. Section C studies job 
creation at the sectoral level, using an international data set with information on employment 
in agriculture, four industrial sectors, and six service sectors. Section D uses regression 
analysis to examine the relationship between aggregate job creation and institutional 
variables including taxation, union density, employment protection legislation, and 
unemployment benefits. Section E considers job creation within Europe, with a view to 
understanding the role played by part-time (versus full-time) and temporary (versus 
permanent) contracts, and their interactions with age and gender characteristics as well as 
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economic sectors. It uses panel regressions to estimate the extent to which part-time jobs 
have crowded out full-time jobs, Section F discusses the policy implications and concludes. 

B. Slow and Fast Job Creators 

6. The differences among OECD countries in terms of average job creation over the past 
two decades are remarkable. Table 1 reports average job creation between 1980 and 1997 for 
21 OECD economies.‘g It shows that some non-European countries, including Australia, the 
United States, Canada, and New Zealand, clearly outperformed most Continental European 
countries, with the exception only of the Netherlands. These non-European countries 
sustained an average job creation of 1% percent a year in 1980-97, compared with less than 
% percent a year in Continental Europe. In absolute terms, these differences are very large: 
for a country the size of Spain, for instance, a 1 percentage point difference in employment 
growth implies a difference of some 130,000 jobs per year, or more than 2% million jobs 
over the past two decades. 

7. In order to obtain clues as to whether a given countty’s higher employment growth 
reflects a better functioning labor market or other factors, it is useful to take into 
consideration the growth in other variables, including working-age population, output, and 
the capital stock. To that end, Table 1 also presents the cumulative change (in percentage 
points) in the employment to working-age population ratio between 1980-82 and 1995-97, 
the average difference between employment growth and output growth over 1980-97, and 
the average difference between employment growth and the growth rate of the capital stock 
over 1980-97. The ranking of most countries remains broadly unchanged when using these 
alternative indicators. Nevertheless, useful information can be gained by focusing on those 
countries whose ranking changes considerably. 

a. A country’s job creation performance will usually be viewed as positive to the extent 
that it keeps pace with its working-age population growth, and indeed countries with more 
rapid working-age population typically end up creating more jobs. From that standpoint, the 
United States’ experience is confirmed as an “employment miracle,” in that many more jobs 
were created than would have been required to keep pace with the growth of the working-age 
population. Over the last 20 years, the United States’ employment to working-age population 
ratio increased by more than 7 percentage points. The performance of Australia, Canada, 
Ireland, and New Zealand seems less striking when considering the change in the 
employment to working-age population ratio rather than the employment growth rate. 
Undoubtedly, this is partly due to the fact that these countries were able to attract sizable 
immigration. Nevertheless, the United States’ labor market clearly outranks these other 
countries in its ability not only to attract immigrants but also to create more jobs than needed 
for them. At the same time, the job creation record of countries such as the United Kingdom 

I9 A sample period spanning almost two decades ensures that cyclical effects will not distort 
cross-country comparisons. 
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Table 1. Slow and Fast Job Creators in the OECD, 1980-97 

Job Creation II A(L/P) 21 A(LN) 31 A(L/K) 41 
Ftmk lblnk Rank Rank 

Australia 1.72 1 2.63 
united states 1.58 2 7.61 
Canada 1.37 3 1.68 
N&XlSJtdS 1.26 4 4.73 
Switzerland 1.09 5 5.14 
New Zealand 1.09 6 -1.46 
Japan 1.00 7 4.05 
Ireland 0.95 8 -1.71 
Nonvay 0.83 9 1.33 
Greece 0.83 10 -0.85 
P0rcUgal 0.59 11 0.11 
West Gemlany 0.47 12 
United Kingdom 0.42 13 2.13 
Denmark 0.39 14 -0.33 
Spain 0.35 15 -3.53 
AllWia 0.27 16 -3.61 
Fratlce 0.14 17 -4.24 
BelgillIIl 0.05 18 -0.80 
IMY -0.18 19 -5.47 
Finland -0.37 20 -9.81 
Sweden -0.43 21 -9.23 

Sources: OECD; and Fund staff calculations. 

5 
1 
7 
3 
2 

13 
4 

14 
8 

12 
9 

6 
11 
15 
16 
17 
11 
18 
20 
19 

-1.40 7 -1.10 4 
-0.97 3 -0.68 2 
-1.16 6 -4.25 20 
-1.00 4 -1.25 5 
-0.20 1 -2.38 9 
-1.06 5 -0.43 1 
-2.13 16 -4.25 19 
-4.01 21 -1.87 8 
-2.20 19 -1.76 7 
-0.39 2 -2.38 10 
-1.94 13 -4.54 21 
-2.18 18 -1.05 3 
-1.88 11 -1.27 6 
-1.83 10 -2.73 13 
-2.17 17 -4.08 17 
-1.90 12 -4.23 18 
-1.80 9 -2.63 I2 
-1.69 8 -2.91 13 
-1.96 15 -2.62 11 
-2.64 20 -3.09 16 
-1.94 14 -3.00 15 

l/ Average employment growth (in percent). 
2/ Change io employment-working age population ratio (in percentage points). Average 1995-97 minus 

average 1980-82. 
3/Average growth of employment to output ratio (in percent). 
4/ Average growth of employment to capital ratio (in percent); business sector. 
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and Belgium seems more positive when taking into account the fact that their working-age 
population did not grow very rapidly over the period considered. 

9. Job creation is intrinsically linked to output growth. In the limit, if the production 
function was characterized by a technology with tixed coefficients in labor and capital, 
output growth and job creation would be the mirror image of each other. Although the 
difference between employment growth and output growth is nothing other than the inverse 
of productivity growth, it may still provide clues as to the sources of countries’ employment 
growth. For example, if a given country were to develop a new product or to become more 
internationally competitive (including for reasons unrelated to its labor market), the demand 
for its output would increase substantially, and employment would rise in turn to meet that 
additional demand. In some sense, this may have been the experience of Ireland, which 
displayed extremely rapid output growth and could perhaps be characterized not as an 
employment miracle, but rather as an output growth miracle. At the opposite extreme, in 
countries such as Greece and Sweden slow employment growth may have reflected low 
output demand, rather than inefficient labor markets. 

10. Finally, over periods of several years, countries with favorable labor market 
institutions and conditions are more likely to meet the demand for additional output by 
increasing their labor input rather than their capital stock. Considering the difference between 
the growth of labor and the growth of the capital stock, it seems that a majority of the 
continental European economies substituted capital for labor to a greater extent than the 
high-performing non-European economies. Spain displayed one of the largest increases in 
the capital/labor ratio by a cumulative 4 percentage points) in 1980-97. Among the non- 6 European economies,’ Canada also increased its capital stock far more rapidly than the 
number of its employed workers, which suggests that some potential to create jobs was let? 
unexploited. 

11. Focusing only on the 199Os, the performance of some European countries becomes 
even more impressive, particularly that of Ireland, which displayed the highest average rate 
ofjob creation (almost 3 percent in 1990-97) among OECD countries, and ofthe 
Netherlands (Table 2). For most other countries, however, the ranking based on 1990-97 is 
similar to that related to 1980-97. Considering an even shorter sample period, some 
countries’ job creation performance seems to have changed considerably in recent years. In 
this regard, Spain is particularly striking, having displayed average employment growth of 
about 3 percent since 1995. However, as noted, it is still early to tell to what extent this 
merely reflects cyclical factors, 

so Blanchard (1997) and Caballero and Hammour (1998) have recently argued that 
heightened demands by the trade unions beginning in the late 1970s led to considerable 
substitution of capital for labor in Europe. 



- 40 - 

Table 2. Slow and Fast Job Creators in the OECD, 1990-97 

Coumy Job Creation II A&/P) 21 A(LiY) 31 A&/K) 41 
Rank Rsnk Rank Rmk 

Ireland 2.53 1 3.31 3 -3.89 20 -0.32 3 
New Zealand 2.31 2 4.96 1 -0.53 3 1.39 1 
Netherlands 1.82 3 4.05 2 -0.51 2 -1.33 6 
united states 1.25 4 1.70 5 -1.21 7 -0.54 4 
Norway 1.12 5 3.05 4 -2.79 18 -0.23 2 
Australia 0.99 6 0.45 8 -2.06 14 -1.17 5 
Canada 0.83 7 -1.64 12 -1.12 6 -3.99 17 
Japan 0.69 8 1.65 6 -1.03 5 -3.77 16 
Greece 0.52 9 0.67 7 -0.59 4 -2.05 8 
Austria 0.34 10 -1.86 14 -1.64 9 -4.36 18 
Denmark 0.23 11 -1.04 10 -2.32 15 -2.68 9 
Switzerland -0.06 12 -3.87 17 -0.26 1 -3.33 14 
FranCe -0.07 13 -1.66 13 -1.41 8 -2.74 10 
United Kingdom -0.08 14 -1.11 11 -1.82 12 -1.52 7 
Spain -0.11 15 -2.92 15 -1.92 13 -4.84 19 
Belgium -0.14 16 -1.04 10 -1.92 13 -2.96 11 
Porhlgal -0.53 17 -6.74 18 -2.69 17 -6.57 20 
IMY -0.64 18 -3.02 16 -1.76 11 -3.27 13 
Sweden -1.87 19 -11.10 20 -2.58 16 -3.65 15 
Finland -1.96 20 -9.68 19 -3.02 19 -3.02 12 

Sources: OECD; and Fund staff calculations 

l/ Average employment growth (in percent). 
Z/Change in employment-working age population ratio (in percentage points). Average 

1995-97 minus average 1990-92. 
3/Average growth of employment to output ratio (in percent). 
4/Average growth of employment to capital ratio (in percent); business sector. 



-4l- 

12. All in all, these considerations tend to confirm that the United States has displayed an 
employment miracle, and that a majority of European countries have performed rather poorly 
in terms ofjob creation. At the same time, there has been a wide range of experiences within 
Europe. In particular, Ireland and the Netherlands have been very successful in creating jobs. 
While Ireland’s success seems to be less closely related to its labor market, the case of the 
Netherlands seems to have greater potential for policy lessons that might be followed by 
other countries. 

C. Do Sectors Matter? 

13. Recent studies have suggested that sectoral effects play a large role in explaining 
cross-country differences in employment growth. Marimon and Zilibotti (1998) have 
suggested that the initial sectoral composition of employment is an important determinant of 
overall job creation. This possibility is supported by Table 3, which shows that, in 1982, 
several slow job creators (including France and Italy, as well as other Southern European 
economies not included in the OECD ISDB data set, such as Greece, Portugal, and Spain) 
had a relatively huge share of employment in agriculture and industry, that is, sectors that 
lost ground in most advanced economies (Table 4).” 

14. Using a sample of OECD countries, this chapter finds that although sectoral factors 
are significant, for most countries they explain only a small portion of aggregate job creation 
and in any case they do not reverse the various countries’ rankings based upon aggregate 
employment growth. Straightforward shift-share analysis makes it possible to address 
Marimon and Zilibotti’s (1998) hypothesis and to quantify the effects of the initial sectoral 
composition of employment on overall job creation. Specifically, this exercise estimates what 
each country’s overall job creation would have been if its sectoral composition of 
employment in 1982 had been the same as the average for the countries in the sample. In 
other words, each country’s employment growth rate in a given sector is weighted by the 
average employment share of that sector in the whole sample.s2 

15. The results show that all slow (fast) job creators suffered (benefited) from adverse 
(positive) initial conditions (Figure l), but the countries’ ranking remain broadly unchanged 
(Table 5) and the cross-country variance ofjob creation under this exercise is only about a 

s1 This section analyzes the OECD ISDB data set, which consists of employment data for 11 
economic sectors in 11 countries between 1982 and 1994. Although the country coverage is 
more limited than in Section B, the sample includes rapid job creators both among the high- 
performing non-European countries (Australia, Canada, and the United States) and in 
Continental Europe (the Netherlands), as well as the slowest job creators in Europe (such as 
Italy, France, and Sweden). 

s2 Appendix I reports the simple formulas used for the accounting exercises carried out in this 
section. 
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Table 3. Distribution of Employment Across Sectors, 1982 

Australia Belgium Canada Denmark France Italy Japan Neth&nds Sweden United West 
States Germany II 

AgriCUlture 

Industry 
CO&CtiOn 
Electricity 
Mmufachuing 
Mining 

Services 
TXillSpOlt 
Retail Trade 
FiIl8llC~ 
comm. Ser. 
Government 
other 

TOM 

6.6 3.0 5.2 7.6 

28.9 30.8 26.5 26.5 
7.1 6.9 5.6 6.4 
2.2 1.6 1.1 0.6 

18.2 22.2 18.2 19.4 
1.5 1.6 0.1 

64.5 66.2 68.3 65.9 
7.9 7.1 7.2 7.1 

23.3 19.2 11.8 13.3 
9.9 8.1 9.9 8.1 

18.8 9.1 7.7 5.4 
4.7 19.9 20.1 30.8 

2.8 1.1 

100 100 100 100 

7.8 12.1 12.1 5.6 5.1 

33.3 34.2 34.2 29.4 30.6 
8.4 8.1 9.7 8.0 6.8 
0.7 0.9 0.6 1.0 0.8 

23.5 25.3 23.7 20.2 22.7 
0.7 0.2 0.2 0.3 

58.8 53.7 53.7 65.0 64.3 
5.6 5.9 5.6 6.6 6.7 

17.0 10.0 11.0 18.9 13.5 
8.1 6.3 4.3 8.9 5.8 
5.3 4.3 14.1 14.7 5.8 

20.8 14.9 6.7 14.8 31.3 
2.0 2.3 2.1 1.1 1.0 

100 100 100 100 100 

3.4 5.0 

26.7 42.0 
5.1 7.5 
0.9 1.0 

19.5 32.6 
1.2 0.9 

69.9 53.1 
4.5 5.7 

21.9 15.9 
11.9 7.6 
14.5 5.2 
17.1 15.1 

3.7 

100 100 

Sources: OECD, ISDB datasct; and Fund shiTcalculations. 

11 Data refer to 1982-90. 
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Table 4. Sectoral Contribution to Average Job Creation, 1982-94 

Australia Belgium Cana& Denmark France Italy Japan Netherlands Sweden United West 
States Gcmany 11 

AgiCUlhW -0.02 -0.05 -0.02 -0.22 -0.25 -0.30 -0.32 -0.02 -0.12 0.01 -0.15 

Industry 0.06 -0.28 0.05 0.05 -0.59 -0.46 0.35 -0.10 -0.62 0.08 0.11 
COnStruCtiOn 0.18 0.04 0.09 0.03 -0.14 -0.07 0.15 0.02 -0.15 0.14 -0.03 
Electricity -0.07 a.06 -0.06 0.00 0.00 0.00 0.01 a.01 -0.01 0.01 0.01 
Mmufactuing 0.05 -0.25 4.04 0.02 -0.43 -0.38 0.18 -0. I2 -0.43 -0.02 0.16 
Mining -0.01 -0.01 0.00 -0.03 -0.01 0.00 a.01 -0.05 a.03 

Services 2.22 0.57 1.67 0.34 0.90 0.78 0.95 1.19 0.09 2.01 1.10 
TIZillSpOrt 0.04 -0.04 0.03 0.01 0.02 0.04 0.04 0.08 -0.04 0.08 0.06 
Retail Trade 0.77 0.04 0.48 0.02 0.05 0.16 0.13 0.40 -0.03 0.51 0.26 
Finance 0.58 0.25 0.39 0.19 0.25 0.23 0.08 0.47 0.19 0.60 0.38 
comm Ser. 0.75 0.38 0.33 0.05 0.15 0.18 0.62 0.26 0.06 0.63 0.15 
Govmeni 0.08 -0.02 0.44 0.10 0.41 0.11 0.00 -0.05 -0.11 0.18 0.12 
Other -0.04 0.00 0.03 0.07 0.06 0.02 0.00 0.14 

Total 2.26 0.24 1.70 0.21 0.06 0.03 0.98 1.07 -0.64 2.10 1.07 

Sources: OECl); ISDB data set; andFund staff calculations 

l/ Data refer to 1982-90, 
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Figure 1: Job Creation and Sectoral Differences: 1982-94 
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Table 5. Job Creation and Sectoral Characteristics-Shift-Share Analysis 

counlly 
Common hitid Common sectcd 

Job Creation 11 No Retail Trade Distribution 21 Growtll3/ 
Rank Rank Rank Rank 

Australia 2.26 1 1.59 1 1.98 1 1.37 2 
United States 2.10 2 1.49 2 1.82 2 1.41 1 
Canada 1.70 3 1.22 3 1.62 3 1.09 6 
Netherlands 1.07 4 0.85 4 0.99 5 1.29 3 
West Germany 41 1.07 5 0.81 5 1.16 4 1.18 5 
Jap 0.98 6 0.67 6 0.99 6 0.93 8 
BelgiUIll 0.24 7 0.20 7 0.34 9 1.19 4 
Denmark 0.21 8 0.19 8 0.26 8 0.94 7 
FIatlCC 0.06 9 0.01 9 0.20 10 0.90 10 
Italy 0.03 10 -0.13 10 0.53 7 0.76 11 
SW&Xl -0.42 11 -0.45 11 -0.49 11 0.91 9 

Average 0.82 0.57 0.85 1.08 
Standard dev. 0.93 0.70 0.77 0.76 

Sources: OECD; ISDB dataset; and Fund staEcalcuIalioos 

I/ Average change in employment between 1982 and 1994. 
2/ Average job creation based on a common initial distribution 
31 Average job creation based on a common sectoral growth 
4/ Data refer to 1982-90. 



- 46 - 

fifth smaller than considering actual employment growth. At the same time, initial conditions 
appear to have played a significant role in some countries (and the Southern European 
countries in particular, given their large share in agriculture at the beginning of the sample 
period). For example, taking this exercise at face value, if Italy’s sectoral distribution of 
employment had been the same as the sample average in 1982, it would have had at least 
l,ZOO,OOO more jobs in 1998 and its ranking relative to other countries would have been 
noticeably better (Table 5).” Using an expanded data set and a slightly different 
methodology, Marimon and Zilibotti (1994) find a similar result for Spain as well. The extent 
to which initial conditions represented an advantage or a disadvantage can be assessed 
through a similar accounting exercise, which estimates what overall job creation would have 
been in each country if each of its sectors had grown at the same rate as the average for all 
the countries in the sample (Table 5). 

16. A related issue focuses on the role of the retail trade sector. Piketty (1998) has argued 
that higher job creation in the United States than France can largely be attributed to 
differences between the two countries in employment growth in the retail trade sector. A 
considerable part of employment growth in some of the fast job creators has indeed taken 
place in the retail sector, whose average annual contribution to employment growth 
amounted to one-half of a percentage point over 1983-94 not only in the United States, but 
also in Australia and Canada (Table 4). A simple way of testing Piketty’s (1998) hypothesis 
is to compute countries’ average job creation under the extreme assumption that no jobs were 
created in the retail trade sector. Even under that assumption, the high-performing non- 
European countries remain the most rapid job creators, and the overall ranking is unchanged 
(Table 5). 

D. The Role of Labor Market Policies and Institutions 

17. A more promising avenue for explaining cross-country differences in job creation is 
to analyze the relationship between overall employment growth and labor market policies 
and institutions. Obvious candidates include the level of taxation, union coverage and 
coordination, unemployment benefits, and employment protection legislation. 

18. There are good reasons to expect that these policies and institutions will have an 
impact on employment growth. Taxation has been shown, both theoretically and empirically, 
to be linked with unemployment (Daveri and Tabellini, 1997). Policy makers often accept 
this principle as well. For example, one of the objectives of the 1998 reform of personal 
income taxes in Spain was to promote job creation by lowering the tax burden. Union 
participation (and the ensuing heightened wage pressure) and unemployment benefits have 
been shown to affect equilibrium unemployment (Nickel1 and Layard, 1998). Empirically, 

23 As usual, shift-share analysis needs to be interpreted with caution. In particular, it is not 
clear which sectors would have been the most successful if their initial geographical 
distribution had been different. 
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union density appears to increase unemployment, though this effect seems to be mitigated 
when unions and firms coordinate their bargaining activity. Replacement rates and duration 
of benefits have also been found to be positively correlated with unemployment. 

19. It also seems reasonable to analyze the role of employment protection legislation, 
although the a-priori case on the effects of this variable is less clear-cut. This variable is 
particularly relevant in the case of Spain, which (together with Italy) has the highest 
dismissal costs in the OECD.24 Most theoretical studies predict that dismissal costs should 
not affect unemployment: since employment protection legislation increases the cost of labor 
adjustment, the argument goes, both job creation and destruction will be lower, but the effect 
on average employment will be ambiguous (Bentolila and Bertola, 19?0). Consistent with 
that view, employment protection legislation does not appear to be significant in cross- 
country regressions that analyze the determinants of unemployment rates. However, 
Caballero and Hammour (1998) have recently argued that increases in dismissal costs lead 
entrepreneurs to substitute capital for labor in the medium run. In addition, empirical studies 
that exploit the time-series information in the data have found a positive relationship between 
dismissal costs and unemployment (Scarpetta, 1996 and Lazear, 1990). 

20. Several empirical relationships identified by existing studies on unemployment are 
confirmed by the matrix of bivariate correlations between average job creation in 1980-97 
and a number of indicators of labor market policies for a sample of 21 OECD countries 
(Table 6).25 As expected, job creation is negatively correlated with total taxation and union 
density, and the close link between working-age population growth and job creation is also 
strongly confirmed. By contrast, the relationship between unemployment benefits and job 
creation is not statistically significant. More interesting, a negative and significant correlation 
is found between job creation and a measure of employment protection legislation.26 Figure 2 
shows that these bivariate relationships are not driven by any obvious outliers. 

21. The robustness of these cross-sectional relationships is contirmed by running a 
battery of cross-sectional regressions, in the spirit of the extreme bound analysis previously 
used in cross-country regressions on the determinants of output growth (Levine and Renelt, 
1992). First, job creation is regressed against the growth in the working age population, a 
constant, the variable of interest, and each of the other explanatory variables in turn. Second, 

24 The reform of May 1997 introduced a new type of permanent contract (accessible only to 
certain groups of workers) with lower dismissal costs, but still above the already high EU 
average. However, since dismissal costs for existing contracts were not changed, it will take 
a number of years for average dismissal costs to fall significantly. See W/98/61. 

25 See Appendix II for data sources and variable definitions. 

26 Spain is considered to have the second strictest employment protection legislation, 
following Italy. 
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Table 6. Job Creation and Policy Variables: Correlation Matrix 

Country JC I/ AU EPL Taxes Payroll Union Benefit Coord 

M 0.03 
0.89 

EPL -0.62 -0.26 
0.00 0.26 

Taxes -0.61 0.36 0.19 
0.00 0.11 0.42 

Payroll -0.34 0.32 0.53 0.22 
0.14 -0.16 0.02 0.35 

Union -0.47 0.07 -0.01 0.61 -0.32 
0.03 0.76 0.95 0.00 0.15 

Benefit -0.06 0.18 -0.12 0.50 0.01 0.19 
0.79 0.43 0.58 0.02 0.93 0.41 

Coord -0.53 0.44 0.29 0.66 0.30 0.53 0.13 
0.02 0.05 0.21 0.00 0.19 0.01 0.56 

Wkage 0.76 -0.17 -0.42 0.52 -0.34 -0.34 -0.15 yo.52 
0.00 0.45 0.06 0.01 0.14 0.12 0.49 0.01 

Sources: OECD; and Fund staff calculations. 

Note: p-values in bold 

l/ JC is average job creation; M is average change in inflation; EPL is the index of 
employment protection legislation; taxes is total taxation as a share of GDP; payroll is 
payroll taxes as a share of GDP; benefit is unemployment benefits; coord is the index of 
employer-employee coordination; and wkage is the growth of working age population. 
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Figure 2: Job creation, population growth and institutional variables 
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the same procedure is repeated using each possible pair of the other explanatory variables. 
The most robust relationship is found to be that between employment protection legislation 
(EPL) and job creation: the coefficient on EPL is statistically significant in 24 out of 27 
regressions, and it always has a negative sign (Table 7). The estimated value of the 
coefftcient is also very stable. The relationship between job creation and total taxation is also 
fairly robust, with the coefficient significant in 13 out of 27 regressions. The other 
relationships are not robust to the inclusion of additional regressors. 

22. Small panel regressions are then run relating average job creation to the various 
institutional measures as well as working-age population growth.” The average change in 
inflation is included as an additional explanatory variable, to proxy for business cycle and 
macroeconomic policy stance effects, Six year (1980-85, 198691 and 1992-97) averages 
are used as the basic data points to smooth out business cycle and other temporary effects. 
Unfortunately, some of the independent variables, and the measure of EPL in particular, are 
time invariant owing to data limitations.‘s With 21 countries, the total number of 
observations is 63. The estimation is based on the random effects generahzed least square 
procedure, which is essentially ordinary least squares corrected for the fact that three 
successive observations for each country cannot be treated as independent random draws. 

23. The coefftcients on EPL and taxation are significant (Table 8), in both an economic 
and a statistical sense, and are quantitatively similar to those obtained in the cross-sectional 
regressions; they are also fairly stable across different panel speciticationszg The coefficient 
on EPL, however, is marginally less significant in the panel regressions than in the cross 
sectional regressions, owing in part to the fact that the EPL variable is time invariant. The 
results suggest that an improvement in the EPL ranking by five positions is associated with 
an increase in average job creation by 0.1-0.2 percentage point, (Average annual 
employment growth amounts to 0.6 percent in the sample.) For a country like Spain, this 
would imply some 15,000-30,000 new jobs per year, or some 300,000-600,000 jobs over 20 

*’ The methodology is similar to that recently applied by Nickel1 (1998) and Layard and 
Nickel1 (1998) in their studies on unemployment differences across countries. Scarpetta 
(1996) runs similar regressions on small panel data sets, but adopts a more structural 
approach. 

** The OECD is currently in the process of updating the FPL ranking used in the present 
chapter. The new measures, which are not officially available yet, display some variation 
over time, reflecting reform efforts in some countries, including Spain. Preliminary 
regressions with the new measure show that the results are very similar to those reported in 
this section. 

29 The only exception is specification 5 in Table 8, which includes payroll taxes instead of 
total taxes. 
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Table 7. Job Creation and Policy Variables: Robustness Checks 

Min I/ Max l/ P<O.l 21 Regr. 31 

EPL 41 
EPL 
Tot Tax 
Tot Tax 
Payroll 
Payroll 
Coord 
Coord 
Union 
Union 
Benefit 
Benefit 

-0.0004 -0.0003 7outof7 
-0.0004 -0.0003 17 out of 20 
-0.0391 -0.0160 3outof7 
-0.0483 -0.0149 10 out of 20 
-0.0376 -0.0186 1 outof 
-0.0483 -0.0149 2 out of 20 
-0.0002 -0.000 1 5 outof 
-0.0002 -0.0001 7 out of 20 
-0.0001 -0.0001 2outof7 
-0.0000 -0.0002 6 out of 20 
-0.000 1 -0.0001 Ooutof7 
-0.0000 -0.0002 1 out of 20 

4 
5 
4 
5 
4 
5 
4 
5 
4 
5 
4 
5 

Source: OECD; and Fund staff calculations 

Note: The left-hand side variable is average job creation for 1980-97. All regressions 
include a constant and the growth of working age population. 

l/ Min (max) is the minimum (maximum) value of the coefficients in the regression. 
2/Number of regressions whose coefficient has a p-value less than 10 percent. 
3/ Total number of regressors in each regression. 
4/ EPL is the index of employment protection legislation; tot tax is total taxation as a share 

,of GDP; payroll is payroll taxes as a share of GDP; coord is the index of employer-employee 
coordination; union is the proportion of workers that belong to a trade union; and benefit is 
unemployment benefits 
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Table 8. Panel Regressions: Institutions and Job Creation 

Dependent Variable: Average Job Creation 
Random Effects GLS regressions I/ 

Six year averages: 1980-85; 1986-91; 1992-97 

Spec. 1 spec.2 spec.3 spec. 4 spee. 5 

Working age population 
growth 

EPL 

Total taxes/GDP 

1986-9121 

1992-9121 

Union density 

Unem. knelits 

Payroll taxes/GDP 

N. observations 62 62 59 59 53 
N. countries 21 21 21 20 20 
Rz within 0.356 0.356 0.497 0.496 0.569 
R*between 0.635 0.754 0.762 0.773 0.568 
Rz overall 0.428 0.465 0.560 0.563 0.568 

x2 41.92 47.88 65.00 64.49 57.99 
Hausman test 31 1.31 1.24 5.56 5.12 18.48 
p-value 0.859 0.940 0.474 0.572 0.010 

0.6826 0.7076 0.6763 0.682 

-0.0004 
-2.074 

0.0077 

1.960 
-0.0002 

-1.413 
0.0076 

3.656 
-0.04624 

-2.560 
-0.0063 

-2.128 
0.0030 

1.063 
0.026405 

2.958 

2.128 
-0.0003 

-1.527 
0.0102 

4.692 
-0.0456 

-2.199 
-0.0054 

-1.850 
0.0040 

1.524 
0.0274 

3.236 
-0.00002 

2.318 
-0.0002 

-1.449 
0.103 
4.682 

-0.0559 
-2.042 

-0.0054 
-1.847 

0.0040 
1.520 

0.0291 
3.232 

-0.00001 
-0.176 

0.00005 
0.581 

1.995 
-0.00002 

-0.114 
0.0120 

4.891 3.556 
-0.06120 

-3.645 
-0.00427 

-1.500 
0.0029 

1.028 
-0.0004 

5.31 

-0.0048 
-1.449 

0.0034 
1.204 

0.0227 
3.225 

-0.001 
-2.414 

-0.00007 
-0.908 

-0.0582 
-1.967 

Sources: OECD data; and Fond staff calculations. 

II z statistics reported below coefficients. 
2/Time dummy for 198691 and 1992-97. 
3/ H~OSIIUII specitication test for random effects models. EPL is the index of employment protection legislation; AD 
is average change in inflation; 
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years. A reduction in total taxation by 1 percentage point of GDP increases average job 
creation by some 0.05 percentage point. 

24. This chapter’s result that EPL is negatively associated with job creation seems to be 
consistent with the hypothesis proposed by Caballero and Hammour (1998). In principle, the 
result could also be consistent with the traditional view if the 198&97 period could be seen 
as a cyclical upswing. In fact, under the traditional view, high job security provisions dampen 
the fluctuations of employment around its long run average level, and in an upswing the 
employment increase would tend to be higher in countries with high dismissal costs (e.g., 
those in continental Europe) than in those with low dismissal costs (e.g., the United States). 
However, 18 years seem to represent an excessively long horizon to be qualified as a cyclical 
development. 

25. Overall, these small panel regressions fit the data relatively well: the estimated and 
the actual value of average job creation in the sample of 21 countries, as well as their actual 
and fitted ranking are fairly similar (Figure 3).3” In particular, the estimated equations 
account very well for the job creation of the fastest creators, including Australia, Canada, and 
the United States, However, the tit is somewhat less satisfactory in the case of the European 
countries. This suggests that further exploration is needed to explain the heterogeneous job 
creation performance within Europe. 

E. Inside Europe 

26. Section D has shown that differences in tax pressure and firing costs may provide a 
partial explanation for the differences in job creation performance across the OECD 
countries, most notably between the high-performing non-European countries and the 
countries of Continental Europe. However, a considerable part of the wide variation in 
performance among the Continental European countries remains unexplained. This section 
accounts for differences among the Continental European countries with respect to the 
composition ofjob creation by type of contract (part-time or full-time, and temporary or 
permanent), the broad economic sector in which jobs are created, as well as the age and 
gender characteristics of the people who till the new positions. The key finding is that the 
best European performer, the Netherlands, stands out in that about half of its job creation can 
be accounted for by part-time jobs taken up by females aged 25-49, typically in the service 
sector (Figures 4 and 5). 

27. The composition of job creation seems largely to reflect developments in technology 
or labor supply. In virtually all European Union countries, employment growth was much 
faster for females than males, mirroring higher growth in labor force participation among 
women. Developments in youth employment seem to have been determined mostly by 

3o The fitted values in Figure 3 are based upon the specification in the second column of 
Table 8. 
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Figure 3: Actual and Estimated Job Creation: 1980-97 
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Figure 4: Part-Time/Full-Time, Gender and Age: 1982-94 
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Figure 5: Part-Time/Full-Time, Gender and Sector: 1982-94 
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changes in schooling age, with declines in youth employment in most countries, but 
especially in those where the average schooling age rose rapidly, most notably in Portugal. 
Of course, labor market institutions have also played a role: for example, high tiring costs 
may have made it especially difficult for the young to find employment, as reflected in the 
large increase in youth unemployment in continental Europe. While job creation among those 
aged 25-49 was positive in all countries in the sample, job creation performance among 
those aged 50-64 was more mixed, reflecting in part the tendency toward early retirement in 
a number of countries. By broad economic sector (also documented in Section C), most 
countries have experienced net job creation in services and net job destruction in agriculture. 
The agricultural sector’s negative contribution to overall employment growth has been largest 
in Italy, Portugal, and Spain, the countries that started off with the highest shares of 
employment in agriculture sectors at the beginning of the sample. At the same time, Figure 5 
confirms that this factor accounts only for a small portion of cross-country differences in 
overall job creation. These sectoral developments have interacted in an interesting manner 
with age and gender, notably in the case of rapid employment growth among females aged 
2549 in the service sector. 

28. There were also substantial differences among the various European countries with 
respect to the type of contracts that accounted for job creation, Regarding part-time contracts, 
the Netherlands clearly stands out, in that half of overall employment creation over the past 
two decades was accounted for by part-time contracts. The reforms undertaken by the 
Netherlands in the early 1980s (which, interestingly, were not specifically aimed at 
promoting part-time contracts) seem to have succeeded in raising overall employment 
through a sharp increase in part-time employment. In the remaining ten countries for which 
data are available, the share of part-time jobs increased much more slowly than in the 
Netherlands, and overall employment growth was also lower (Figure 6). 

29. The extent to which increases in part-time jobs have been associated with reductions 
in full-time jobs can be estimated more precisely through panel regressions, which focus on 
the time-series information in the data. A simple approach is to use part-time and total 
employment in a particular country in a given year as the basic observations. With 11 
countries and the sample period 1984-97, there are 124 observations (allowing for missing 
values). Overall employment growth is regressed on the increase in the share of part-time 
jobs in total employment, as well as 10 country dummies and 13 year dummies. The question 
being addressed is the following: over the sample considered, when 100 part-time jobs were 
created, what was the total employment creation associated with that increase? Three 
possible benchmarks seem particularly interesting. First, overall employment also rose by 
100 jobs, i.e., there was no crowding out at all of firll-time jobs. In that case, the coefficient 
on the increase in the share of part-time jobs would be 1, Second, there was no net gain or 
loss of hours worked, that is-given that the average weekly hours of part-time jobs are 
about half of those of till-time jobs-overall employment rose by 50 jobs, (If two part-time 
workers could indeed substitute for one full-time worker with no net change in total hours, 
there would seem to be no fixed costs associated with individual workers.) In that case, the 
coefficient on the increase in the share of part-time jobs would be 0.5. Third, there was 
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Figure 6: Change in Part-Time Shares and Job Creation: 1985-97 
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complete crowding out of full-time jobs, i.e., overall employment remained unchanged. In 
that case, the coefftcient on the increase in the share of part-time jobs would be 0. 

30. Estimation of the regression described above yields a point estimate of about 0.3, but 
with a rather high standard error-also 0.3 (Table 9). Nevertheless, it is possible to reject the 
null of no crowding out (i.e., that the slope equals 1). Therefore, this approach suggests that 
increases in part-time employment have typically been associated with some crowding out of 
full-time jobs, although the exact extent of that crowding out is not estimated very precisely. 
Robustness tests also suggest that the coefficient is somewhat sensitive to excluding 
individual years or countries, or to changes in specification of the regression. 

31. A more detailed approach is to use data on country/sectors (e.g., industry in Spain) as 
the basic units of analysis. This provides a richer data set, with 3 broad economic sectors for 
each of the 11 countries, over 1984-97, yielding almost 400 observations. In that case, it is 
possible to estimate the relationship between increases in the ratio of part-time jobs in a 
given sector to total employment in the country and the contribution of that sector to overall 
job creation in the country. In estimating the relationship, both a priori reasons and inspection 
of the data suggest that it is important to permit the slope coefficient to vary among the three 
sectors. In fact, the extent to which part-time jobs may substitute for full-time jobs may 
depend on technological considerations: for example, firm-specific knowledge might be 
more important in some sectors than others. Moreover, the estimated slope coefficients vary 
considerably among the three sectors, though formal testing rejects the null hypothesis of 
slope homogeneity only at the 15 percent level. In agriculture, by far the smallest sector, the 
point estimate of the slope coefftcient amounts to 1, and is significantly different from zero, 
though not significantly from 0.5. In industry, the point estimate equals 0.4, but is not 
estimated very precisely. In services, the largest sector, the point estimate is 0.4 and is 
estimated more precisely, so that it turns out to be significantly different from both 0 and 1. 
These results suggest that in the services sector increases in part-time employment have been 
associated with increases in the overall number ofjobs but also with partial crowding out of 
full-time jobs. At the same time, it is not possible to reject formally the null hypothesis that 
there has been no net change in the number of hours. Again, robustness tests suggest that the 
coefficient estimates are somewhat sensitive to specification changes and the removal of 
individual countries or individual years. Overall, it seems clear that R=l can be rejected, and 
that g is most likely around 0.5. This suggests that the substitution of part-time jobs for full- 
time jobs has been only partial, although considerable. 

32. Turning to the case of temporary contracts, Spain is the country that stands out over 
the past two decades, in that its net job creation was entirely accounted for by temporary 
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Table 9. Part-time and Aggregate Job Creation, 1984-97 

Fixed effects regression including 10 country dummies and 13-year dummies; 124 observations. 
left-hand side variable is average job creation in countryi, 

right-hand side variable is change in part-time share in countryi. 

Slope /c? 4) H,:B=l H,:p=o.s H,:P=O.O 

Employment I3 0.30 0.30 0.02 0.49 0.31 

Fixed effects regressions including 32 country/sector dummies and 13 year dummies; 378 
observations; 

left-hand side variable is average job creation in country/sectorr; 
right-hand side variable is change in part-time share in countrykectori 

Slope j 44 H,:fl=l H,:p=0.5 H,:p=O.O 

Agriculture g 1.03 0.37 0.93 0.15 0.01 
Industry g 0.43 0.51 0.26 0.88 0.40 
Services g 0.46 0.20 0.01 0.85 0.02 

Sources: Eurostat data; and Fund staff calculations. 

Note: Numbers in italics are p-values of the corresponding null hypothesis 
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contracts (Figure 7).s’ The reforms of the early 1980s in Spain, which introduced temporary 
contracts against the background of extremely high dismissal costs, appear to have merely 
raised the share of temporary employment without affecting overall employment.32 As a 
result, Spain’s share of temporary employment currently stands at one third, by far the 
highest in the OECD. Spain has also had (together with Italy) the highest dismissal costs in 
the OECD. The empirical relationship between high dismissal costs and a higher share of 
temporary employment or a greater increase in the share of temporary employment is not 
robust when Spain is excluded from the sample. 

33. All in all, although the systematic cross-country evidence is somewhat mixed, the 
success of the Netherlands with part-time contracts and the complete substitution of 
temporary contracts for permanent contracts observed in Spain suggest that part-time 
contracts may be a more promising avenue ofjob creation than temporary contracts. 

34. There is also considerable evidence that workers tend to be happier with part time 
contracts than with temporary contracts. About 58 percent of the workers under part time 
contracts in the European Union in 1997 declared that they did not want a full time job 
instead, and only 20percent stated that they would have preferred a full time job if they had 
been able to find it3 In the Netherlands, 72 percent of workers under part-time contracts in 
1997 declared that they did not want a 8~11 time job instead, and only 6 percent stated that 
they would have preferred a full time job if they had been able to find it.34 By contrast, 
7 percent of workers with temporary contracts in the European Union in 1997 declared that 
they did not want a permanent job instead, and 40 percent stated that they would have 
preferred a permanent contract if they had been able to find one.3J The proportion of workers 
with temporary contracts because they could not find permanent jobs amounted to 87 percent 

31 Owing to data limitations, Figure 7 relates to the number of employees, rather than total 
employment (i.e., it excludes the self-employed). The contribution to employment growth of 
the self-employed was very low in countries such as Spain and high in countries such as the 
Netherlands. This may reflect higher social security contributions in Spain than in the 
Netherlands. 

” Bentolila and Dolado (1994) provide further detail on the impact of the reforms of the 
early 1980s in Spain. 

” Another 12 percent were in school or suffered from illness, and the remaining 10 percent 
did not give a reason for having a part-time job. 

34 The remaining 21 percent were in school or suffered from illness 

35 Another 29 percent did not give a reason for having a temporary job; and 24 percent were 
under training contracts or in a probationary period. 
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Figure 7: Temporary/Permanent Employees. 
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in the case of Spain, where the share who did not want permanent jobs was negligible. 
Unfortunately, a corresponding survey of entrepreneurs is not available, and it seems likely 
that entrepreneurs would give a more positive view of temporary contracts, although 
entrepreneurs (notably, in Spain) often state that they also appreciate job stability, because it 
facilitates the acquisition of firm-specific skills by workers. 

F. Concluding Remarks 

35. Drawing on a variety of data sources, this chapter has analyzed in a systematic way 
the job creation performance of 21 OECD economies between 1980 and 1997, focusing on 
the role of age and gender characteristics, economic sectors, institutions, and types of 
contract, in the job generation process. There are four main findings. First, the experience of 
the United States is confirmed as an “employment miracle,” taking into account the growth 
rate of population, output, and capital. At the same time, although most continental European 
countries created far fewer jobs than the United States, the case of the Netherlands 
demonstrates that good job creation performance is possible also in Europe. Second, the fact 
that certain countries did especially well in a limited number of sectors or that they had a 
favorable initial sectoral composition of employment can only account for a small portion of 
the cross-country differences in job creation. In particular, relatively slow employment 
growth in Southern European countries including Spain over the past two decades can only 
partially be attributed to their large initial share in agriculture. Third, certain labor market 
policies and institutions (in particular, a flexible employment protection legislation and a low 
tax burden) are significantly associated with rapid employment growth, and account for most 
of the cross-country differences, notably between the high-performing non-European 
countries and Continental Europe. Fourth, within Europe, the success of the Netherlands is 
largely accounted for by the creation of part-time jobs for women aged 25-49 in the service 
sector, which followed the reforms of the early 1980s in that country. Considering also the 
other European countries in which part-time employment did not rise as rapidly, systematic 
analysis suggests that substitution of part-time jobs for full-time jobs, while considerable, is 
only partial. Turning to temporary contracts, the experience of Spain beginning in the mid- 
1980s suggests that temporary jobs seem to have merely substituted for permanent jobs, a 
process that may have been exacerbated by Spain’s high dismissal costs. 

36. The set of empirical regularities outlined above suggests a number of policy 
considerations. Although the direction of causality between institutions and labor market 
outcomes remains to be analyzed, the results are consistent with the view that a policy 
package including low dismissal costs and a moderate tax burden might foster higher 
employment growth. Spain’s efforts to reduce the tax burden and dismissal costs go in that 
direction, though more forceful steps would be desirable. 

37. With respect to the role of contracts, Spain’s efforts toward the elimination of 
remaining obstacles to the use of part-time contracts are also welcome. These contracts have 
proved to be a popular vehicle to increase female labor force participation (which is still 
relatively low in Spain) and may help raise overall employment as well. 
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SHIFr-SHARE ANALYSIS 

In what follows, countries are indicated with i=l.....I, sectors withj=l.....K, and years with 
t=o . . . . ..T. In this section, I=ll, K=ll and t= 0 refers to 1982. Average job creation in 
country i, git can then be written as 

c;=,b% -N,J 
git = (r - 1,z;=, N,, 

where NV, is employment in sectorj, country i and time t. The contribution to average growth 
of sectori in country i will be 

(Nut - %> 
“’ = (T - l)-& N,, 

It follows that the gi, can be expressed as the product of the growth rate of sector i weighted 
by its weight in the initial distribution of employment: 

A?;, = gijtwio 

where gv, is average job creation in sector i and Wy0 = N@ 
c:=, N*o 

is the share of sectorj in total 

employment. 

The first quantitative exercise carried out in Section C measures average job creation by 
weighing g,, by the average employment share across countries. More specifically, we 
indicate with g,, how a country would have grown if its initial employment share had been 
the same as the average in the sample: 

Eir = &g,W,O 
j-l 
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where EjO is the share of sectorj in the average country in the sample, and its expression 
reads 

The second accounting exercise carried out in Table 5 measures job creation in each country 
under the assumption that each sectors had grown uniformly across countries. Defining with 
prime g, ‘ this new measure, its expression reads 

if,, =&Q 1’1 

where 

R =C:?5~t -Cl;,% 
‘I 

ZNVO 

is average job creation in sectorj. 
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DATA SOURCES AND DEFINITION OF THE VARL~BLES 

Section B uses data from the OECD analytical database and the Business Sector Database. 

Job creation is simply measured as the average growth in total civilian employment. 

Working age population is the number of people between the age of 15 and 64 

Change in the Labor-Capital Ratio is measured from the business sector data set 

Section C uses the ISDB 97, International Sectoral Data Base 97. The ISDB combines a 
range of data series related primarily to industrial output and primary factor inputs used in 15 
OECD member countries. For limited data coverage Finland, Germany (including East 
Germany), Korea and the United Kingdom are excluded from the sample. The variable used 
in this chapter is total employment. 

The sectoral classification of different countries is not identical. In particular, the 
International Standard Industrial Classification (ISIC) differs from the General Industrial 
Classification of all Economic Activities in the European Communities (NACE), which in 
turn differs from the baseline (ISDB) classification. In order to obtain the cross- 
country/cross-sector distribution proposed in Section C, the following adjustments were 
made: 

In countries that follow the NACE classification (West Germany, Belgium, and Italy), the 
subsector Real Estate and Business Sector (RES) which belongs to the sector Financial, 
Insurance and Real Estate Business (FNI) was included in the sector Other Producer (OPR) 
Thus, in order to estimate employment in subsector RES for the missing countries, the 
average proportion of RES within FNI in the other countries is used, and is subtracted from 
OPR. 

Further adjustments had to be made to address country-specific data limitations. In the case 
of Japan, the subsector HOT (Hotels and Restaurants) was included in the sector SOC 
(Community Social and Personal Services). In the case of France, PGS (Producer of 
Government Service) was included in OPR. In both cases, the share was computed as the 
average in the sample. 

Section D uses aggregate data from the following sources: 

Average change in inflation is the average change in consumer price inflation (in percentage 
points) between 1980 and 1997. Data are drawn from the International Financial Statistics of 
the IMF. 

Employment Protection Legislation represents a country’s ranking of overall strictness of 
protection against dismissals. It is an average ranking of four different subindices related to 
period 1985-93: Maximum Pay and Notice Period, Strictness of Protection Against Regular 
and Fixed-Term Contracts, Index of Obstacles to dismissals and the Ranking proposed by 



Bertola (1990). The index appeared in the OECD Jobs Study (1994) and was compiled by 
Grubb and Wells (1993). 

Overall taxes and payroll taxes are measured as average total taxation and average payroll 
taxes, respectively, as a share of GDP. The data are drawn from the OECD Revenue 
Statistics. 

Union density measures the proportion of workers that belong to a trade union. Data refer to 
1980, 1990 and 1994’and were compiled by the OECD (1997). 

Union coordination is an index that measures the extent to which both employers and 
employees across the economy coordinate in the bargaining process. The index takes values 
between 1 and 3 and is available for 1980, 1990 and 1994. In was compiled by OECD 
(1997). 

Unemployment benefits measures the average net replacement ratio for an unemployed 
worker. Information refers to 1981 and 1991 and the data are drawn from the OECD Jobs 
Study. 

Section E uses data from Eurostat’s Labour Force Survey 
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III. HEALTHCARE~~SUESIIVSPA~~ 

A. Introduction and Summary 

1. This paper looks at the health care system in Spain and the evolution of health care 
expenditure in recent years. While health care expenditure represents a lower percentage of 
GDP in Spain than in most other EU countries, this largely reflects Spain’s lower per capita 
GDP. Controlling for income, health care spending in Spain is somewhat above average for 
an OECD country. In addition, the structure of health care spending in Spain is unusual in 
that pharmaceutical expenditures represent a significantly larger share of total health care 
costs than in other countries, 

2. Health status indicators in Spain are at a very high level, and coverage of the system 
is virtually universal. Thus, the challenge for the future is less to improve the quality of 
health care than to limit the growth of its cost. As in other countries, pressures on health care 
costs are likely to arise from a number of factors, including technological change, income 
growth, and population aging. Simulations conducted in the paper suggest that the impact of 
population aging is likely to be managable, but that increases in real income will likely have 
a large impact on health care spending. In tandem, population aging and income growth 
could lead to a real increase in health care expenditure of more than 3 percent of GDP by the 
middle of the next century. Cost control is thus likely to remain a major issue in the future. 

3. Many of the measures being introduced in other European countries to control health 
care costs have also been implemented in Spain. Future reforms should concentrate on 
creating internal markets for health care to encourage greater efficiency; on expanding the 
currently limited reliance on user fees, for example by introducing them on speciality care 
and pharmaceutical purchases by the elderly (perhaps subject to means testing), to reduce 
demand for non-essential health care services; and on devolving responsibility for health care 
financing to regional governments to match the devolution of responsibility for health care 
delivery that has already occured. 

B. The Health Care System in Spain 

4. Health care in Spain is provided by a mixed public-private system. Overall, the public 
sector accounted for 78 percent of health care spending in Spain in 1997, which is about 
average for a European country. Coverage of the public system is virtually universal (more 
than 99% percent of the population). Services at hospitals, doctors’ offices and clinics are 
provided free. Nevertheless, the private system continues to exist because it offers amenities 
not available at public hospitals (for example, private rooms), because some services are not 
available under the public system, and because of waiting lists for some nonemergency 

36 Prepared by Philip Gerson. 
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procedures at public hospitals.37 In addition, a portion of private health expenditure 
represents copayments on pharmaceuticals, which are set (at the primary care level) at 40 
percent (retirees have no copayment and the chronically ill have a copayment of only 
10 percent). About 15 percent of the population has insurance to cover private health 
expenditure, a substantially lower share than in most other European countries.” 
Nevertheless, out-of-pocket spending on health care accounts for a relatively small portion of 
family expenditure: according to the Encuesta Continua de Presupuestos Familiares, in 1996 
spending on medical care represented 2.9 percent of total household expenditure (2.6 percent 
in 1992). 

5. Up until 1989, the national health system was financed primarily by social security 
contributions from workers and employers (the so-called “Bismarck Model”). Since then the 
share of social security contributions in the financing of health care has gradually been 
decreased, and with effect from 1999 the health system has been financed entirely from 
general tax revenues (the “Beveridge Model”).39 These changes were motivated in part by a 
desire to ensure the financial sustainability of the pension system. They also reflect a 
philosophy that benefits available to the entire population-such as health care-are more 
appropriately financed from broadly-based sources like general tax revenues than from social 
contributions that fall on a more narrow segment of the population. 

6. Spain is currently in the process of decentralizing the responsibility for health care 
and other categories of expenditure to regional governments. Public health res onsibilities 
and services have thus far been devolved to seven autonomous communities, 40 whrch account 
for more than 60 percent of the population. Health care for the balance of the population is 
provided by the central government through the National Health Institute, INSALUD. Health 

37 In June 1996 the average waiting time for nonemergency surgery was 210 days, but by 
end-1997 this had been cut to 98 days, in part through greater use of outpatient procedures 
and through contracting out services to private hospitals. INSALUD (1999). One of the 
authorities’ goals for 1998 was to ensure that no individual remained on the waiting list for 
an elective procedure for more than six months. This goal was not fully achieved: at end-year 
some 500 individuals had been awaiting services for more six months, 

38 In the early 1990s about 75 percent of the population of France, 70 percent of the 
population of the Netherlands, 40 percent of the population of Austria, and 30 percent of the 
populations of Belgium, Germany, Ireland, and Denmark had private health insurance. WHO 
(1997). Note, however, that many countries have mandatory private health insurance, 
provided by nonprofit insurers. 

39 A very small portion of revenues (about 1% percent of the total) are generated from the 
health system’s own resources. 

40 Catalonia, Andalucia, the Basque Country, Valencia, Galicia, Navarra, and the Canary 
Islands, 
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expenditures in regions where responsibilities have been devolved are financed via block 
transfers from INSALUD according to a formula that reflects regional population and other 
factors influencing expenditure (see Section E for a discussion of the formula used to 
calculate transfers) 

7. Most of the population is now covered by primary care centers staffed by full-time 
physicians that provide integrated care. Physicians are compensated on a mixed salary and 
capitation basis4’ Hospitals are typically financed through global budgets distributed by 
INSALUD or one of the seven regional authorities to whom responsibility for health care 
delivery has been devolved, and all staff are normally salaried. The distribution of 
pharmaceuticals is highly regulated. Despite the fact that the government negotiates 
wholesale prices directly with manufacturers at levels that are about 20 percent lower than 
the average European wholesale price, consumer prices are substantially higher because of 
the large margin that the government allows pharmacies. Pharmacies are also given exclusive 
rights to sell a number of over-the-counter medications and nonmedical products such as 
baby formula, further increasing consumer prices. In 1993, retail margins accounted for 29 
percent of final prices for retail pharmaceuticals in Spain, compared to 28 percent in France, 
23 percent in Germany, 22 percent in Italy and 5 percent in the United Kingdom. Among all 
these countries, onl in German did ex-factory prices represent a smaller share of final retail 
cost than in Spain. 4Y These large margins have led Spain to have one of the largest numbers 
of pharmacies per capita in the OECD.43 Restrictions also exist that limit the ownership of 
pharmacies to pharmacists, prevent individuals from owning more than one pharmacy, and 
restrict the geographical proximity of pharmacies. These regulations prohibit the entry of 
chain stores into the market, restraining competition. 

8. Reflecting these facts, the structure of health care expenditure in Spain differs in 
some important respects from that prevailing in the average OECD or European country (see 
Table 1, below). Relative to GDP, Spain spends substantially less on ambulatory care than 
does the typical OECD or European country. It also spends slightly less on hospital care and 
slightly more on pharmaceuticals than average. Looking at spending on these different 
categories as percentages of total expenditure, the differences with other European countries 
are more pronounced: while hospitals account for about the same share of total health 
expenditure in Spain as in the average European country, spending on ambulatory care 
accounts for a significantly smaller share and spending on pharmaceuticals a significantly 
larger share than is the average in Europe. On the other hand, spending on pharmaceuticals in 
US dollar terms (PPP) is lower in Spain than in the average European country: in 1996, per 
capita expenditure on pharmaceuticals in Spain equaled $223, compared to an average in 
Europe of $237. Pensioners account for about 60 percent of prescriptions and 70 percent of 

41 OECD (1996). 

42 The low share of ex-factory prices in Germany reflects in part the fact that taxes on drug 
sales are higher in Germany than elsewhere. WHO(1997). 

43 OECD (1996). 
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public expenditure on pharmaceuticals in Spain. The low proportion of spending on 
ambulatory care in Spain may reflect the large share of wages and salaries in total costs for 
this type of care and the fact that physician salaries are lower in Spain than in other countries 

Table 1. Spain: Structure of Health Care Expendihme. 

1980 1985 1990 1995 

Hospitals 3.0 3.1 3.0 3.3 
Public 2.5 2.6 2.9 3.0 
Private 0.5 0.5 0.1 0.3 

OECD average 3.3 3.4 3.4 3.3 
European average 3.2 3.3 3.3 3.5 

Ambulatory care g 

OECD average u 
European average J/ 

Pharmaceuticals 
Public 
PriMk 

OECD average 
European average 

0.9 0.9 1.0 
1.1 1.3 1.3 
1.2 1.3 1.4 

1.2 1.1 1.2 
0.8 0.7 0.9 
0.4 0.4 0.3 
0.9 0.9 1.0 
0.9 1.0 1.0 

(As percentage of total) 

1.0 
1.5 
1.6 

1.4 
1.1 
0.3 
1.2 
1.2 

Hospitals 58.8 60.8 57.1 57.9 
Public 49.0 51.0 55.8 52.6 
Private 9.8 9.8 1.9 5.3 

OECD average 61.9 61.1 59.2 54.5 
European average 60.0 59.0 57.6 56.1 

Ambulatory care g 11.6 17.6 19.2 17.5 
OECD average L/ 21.2 22.5 23.5 25.2 
European average 11 22.7 23.8 24.4 25.0 

Pharmaceuticals 23.5 21.6 23.1 24.6 
Public 15.7 13.7 17.3 19.3 
Private 7.8 7.8 5.8 5.3 

OECD average 16.9 16.4 17.4 20.3 
European average 17.3 17.2 17.9 18.8 

(As percent of GDP) 

Source: OECD Health Data 1998; and Fund staff calculations. 
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9. Over time, expenditure on pharmaceuticals has grown relatively faster than has 
spending on other categories, rising from 1.2 percent of GDP in 1980 to 1.4 percent of GDP 
in 1995. All of the increase in spending on drugs has come at the public sector level, as 
private expenditure on pharmaceuticals has declined slightly as a share of GDP since 1980. 
To a large extent, the patterns of expenditure over time reflect developments in other 
European countries as well. The most important difference is that while spending on 
ambulatory care has increased in other European countries over the last 15 years, in Spain it 
has remained about constant relative to GDP. Pates of increase of other categories of 
expenditure relative to GDP have not differed markedly in Spain compared to other 
European countries. 

C. Health Spending and Outcomes: International Comparisons 

10. Total health care expenditure (public and private) in Spain in 1997 was equivalent to 
7.4 percent of GDP, about half a point below the simple averages both for the OECD and the 
EU.44 To a large extent, this reflects Spain’s lower-than-average per capita income: 
regressing health care spending as a percentage of GDP on per capita income for the OECD 
countries (Figure 1) suggests that the level of expenditure on health care in Spain is 
somewhat higher than average after controlling for per capita income.45 In absolute terms, 
per capita spending on health care in Spain is about one-third lower than the EU average 
(Table 2). 

11. Spending on health care as a percentage of GDP in Spain has grown dramatically in 
recent decades, starting from a level of about 1.5 percent of GDP in 1960 (Figure 2) to 
7.4 percent at present. Since EU accession, expenditure as a percentage of GDP has grown by 
about one-third, from 5.6 percent of GDP in 1986 to 7.5 percent of GDP in 1993, at which 
level it has since more or less stabilized. Over the same period, average health care 
expenditure in the EU increased by about 0.9 percent of GDP, or about half the absolute 
increase experienced in Spain. Although some of the increase in expenditure as a share of 

44 In population-weighted terms, health care spending in Spain is about 1 percentage point 
below the European average and about 1% percentage points below the OECD average 
(Table 2). 

“The estimation was performed using Ordinary Least Squares on a dataset containing 
information on health care expenditure as a percentage of GDP and PPP-adjusted per capita 
GDP in U.S. dollars for 29 OECD countries from 1996 (from the OECD Health Data 1998 
database). The estimated equation is EXP= 3.66 + .000219*PCGDP, where EXP is 
expenditure on health care as a percentage of GDP and PCGDP is per capita GDP in US 
dollars. The predicted value for Spain is 7.0 percent of GDP in 1996, slightly below the 
observed value of 7.4 percent. The coefficient of determination (r-squared) was 0.45. T- 
statistics (calculated using heteroskedasticity-consistent standard errors) were 3.09 for the 
constant term and 3.04 for the income variable. 
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GDP in Spain reflects income growth, it is clear that health expenditure in Spain has 
converged toward EU levels much more rapidly than has income: from 1986 to 1997 health 
expenditure in Spain rose from 78 percent of the simple EU average to 93 percent, while per 
capita GDP rose from 70 percent of the EU average to just 78 percent, Although the 
experience of Spain in stabilizing health care expenditure relative to GDP since 1993 is 
laudable, it does not differ from that of other EU countries: while health care expenditure 
rose by about three-quarters of a percent of GDP in the EU between 1986 and 1992, since 
then it has remained virtually constant at 8.0 percent of GDP. 

Soorcc: OECD Health Data 1998 
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Table 2. Selected Countries: Health Expenditure, 1997 

Per capita in In percent 
PPP-US. DolIars Of GDP 

Austria 1,793 7.9 
Belgium 1,747 7.6 
Denmark 1,848 7.7 
Finland 1,447 7.3 
FKiIVX 2,103 9.9 
GermanY 2,339 10.4 
Greece 974 7.1 
Iceland 2,005 8.0 
Ireland 1,324 7.0 
I@lY 1,589 7.6 
Luxembourg 2,340 7.1 
Netherlands 1,825 8.5 
Nonvay 1,814 7.4 
Portugal 1,125 8.2 
Spain 1,168 7.4 
Sweden 1,728 8.6 
United Kingdom 2,547 6.7 
United States 4,090 14.0 

Population-weighted OECD Average 2,228 9.1 
Population-weighted European Average 1,732 8.3 

Source: OECD Health Data 1998. 
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Source: OECD HealthData 1998. 

12. Health care outcomes in Spain have improved dramatically over the last 35 years. The 
infant mortality rate, which in 1960s was substantially higher than the average for the EU 
countries, declined rapidly through the 1960 and 197Os, and for the last decade has been 
about equal to the EU average (Figure 3). Male life expectancy at both age 40 and age 65 in 
Spain is higher than the average for the EU or the OECD (Table 3). However, potential life 
years lost (excluding suicides and road accidents)-which for the 1970s and most of the 
1980s were lower in Spain than in the rest of the EU-have since 1986 actually exceeded the 
levels prevailing in the EU (Figure 4) with the figure for Spain in 1994 exceeding the EU 
average by about one standard deviation.46 Moreover, while potential life years lost have 
declined steadily in Europe since the mid-1980s, the improvement in this indicator in Spain 
has been quite limited over the last decade. Thus, while somewhat coarse indicators such as 
life expectancy and infant mortality rates suggest that the health status of the Spanish 
population is at least equal to the European norm, a somewhat finer indicator suggests that 
some room for improvement may exist. 

46 Potential Life Years Lost is a broad measure of mortality that calculates-based on 
standardized population structures-the total number of years lost to early death (defined 
relative to some fixed standard, say 70 years of age) from a specified set of diseases. 
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Table 3. Spain and Other Countries: Male Life Expectancy 
at Ages 40 and 65,1996 

(In average additional years of life) 

All&a 
Belgium 
Denmark 
Finland 
FMIIX 
ChllUUly 
Greece 
Iceland 
Italy 
Netherlands 
Norway 
Portugal 
Spain 
SW&O 
Switzerland 
United Kingdom 
United States 

Atage4C At age 65 

35.9 15.3 
36.4 15.3 

14.2 
35.1 14.6 
36.4 16.1 
35.5 14.9 
37.4 16.1 

38 16.2 
15.7 

35.8 14.4 
37.1 15.5 
34.6 14.3 
36.7 15.8 
37.9 16.1 
37.8 16.3 

14.7 
35.9 15.7 

Population-weighted OECD Average 36.3 14.8 
Popuhtlon-weighted European Average 36.2 15.3 

Source: OECD Health Data 1998 
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D. Challenges to the Health Care System 

13. The challenge facing the health care system is less to improve the health status of the 
general population-although such improvements would obviously be welcome-or to 
extend the coverage of the system, but rather to ensure that costs remain under control in the 
face of pressures arising from changes in relative prices, technological change, population 
aging, and rising real incomes. 

14. As in other countries, relative prices for health care have risen in Spain. Between 
I988 and 1997 consumer prices for health services and products rose by a cumulative 66 
percent, compared to an increase of 55 percent in the general price index. Atter increasing by 
as much as 10 percent annually in the early 199Os, the growth of medical prices has slowed 
significantly in recent years. Nevertheless, it remains one of the fastest growing elements of 
the CPI.47 Figure 5 shows inflation in overall consumer prices and in the health care 
component of the CPI, as well as for the pharmaceutical and nonpharmaceutical elements of 
health prices. It indicates that the increase in health care prices primarily reflects the very 
rapid growth in prices of nonpharmaceutical inputs, while prices of pharmaceuticals have 
increased only moderately over the last decade. This reflects in part successful efforts by the 
government to reduce regulated wholesale margins on drugs. (Of course, pharmaceuticals 
included in the consumer price basket represent only a portion of all drugs consumed). Lopez 
and Casado (1998) estimate that of the 13 percent annual increase in nominal health care 
expenditure in Spain between 1980 and 1995, more than half arose from increases in health 
care prices, rather than from increased coverage of the system, demographic factors, or 
greater real provision of services to the population. 

15. Technological change will likely continue to put pressure on medical costs in the 
years to come. For reasons of safety, efficiency, quality of care and professional prestige, as 
well as patient satisfaction, health care providers are often under pressure to adopt the most 
up-to-date techniques. While in most other markets new technologies are subject to 
household or firm-level budget constraints, the existence of third-party payers such as private 
or national health insurance programs creates well-known disincentives to ensure that all new 
technologies are cost effective. More generally, the existence of third-party payers creates 
“moral hazard” that can lead to excess demand for or supply of health care services. This 
increases the importance of the regulatory role of government, to ensure that new 
technologies that are adopted are cost-effective.48 

” Instituto National de Estadistica, 

48 Even when new procedures are less expensive than existing ones, they may entail 
substantial start-up costs for new capital equipment and renovated facilities, and may also 
require more highly trained and expensive personnel. Part of the regulatory role may 
therefore involve financial or other inducements to ensure that appropriate technologies with 
high initial fixed costs but low marginal costs are adopted. 
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16. In contrast to relative prices and technological change, the impact of rising incomes 
and of population aging on the cost of health care services is less amenable to government 
control. Numerous studies have examined the impact of income growth on health care 
spending, and most find elasticities of expenditure significantly greater than l.@ Gerdtham ef 
al. (1994) find that among OECD countries, GDP per capita is the single most important 
factor explaining differences in health care expenditure across countries, Although income 
elasticities of demand for health care must inevitably decline in the future, one implication is 
that as Spain’s per capita GDP converges with the European Union average, its expenditure 
on health care will increase. The results of the regression of health care expenditure as a 
percentage of GDP on per capita income reported in Section C suggest that simply closing 
the gap between per capita GDP in Spain and the current EU average will generate an 
increase in health care expenditure of about 1 percent of GDP. 

17. Population aging will also have a impact on health care expenditures in the future, 
simply because per capita health expenditure increases dramatically with age. Data on health 
care expenditure by age group are not available for Spain, but data for all OECD countries 
with available figures from the 1990s are presented in Table 4, below. Although there is 
some variation across countries, the data reveal that on average, per capita spending on 

49 See, for example, McGuire et al. (1993) and Rowlatt and Lloyd (1994) 
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individuals aged 75 or more is about four times that on individuals aged O-64, while per 
capita spending on individuals aged 65-74 is about 2% times that on individuals aged O-64. 
The much greater cost of providing health care to the elderly is important, because over the 
next century the population pyramid of Spain is expected to shit? as the baby boom 
generation of the 1960s and 1970s ages. 

Table 4. Spending cm H&h Care by Age, Mected OECD countries 
(SpmdingcnAge0-64=1) 

Czech R0pltdic 
Finland 
FMVX 
bmY 
Japan 
KCaea 
NewZealand 
P-4 
S& 
Switznlmd 
united Kingdom 

YWU 65-B 75+ 
1% 2.4 2.4 
19% 2.8 5.5 
1991 2.2 3.7 
1994 2.3 3.2 
1995 3.2 5.7 
1994 2.5 2.1 
1994 2.3 6.2 
1991 1.4 2.1 
1990 2.3 3.4 
1991 2.6 5.7 
1993 2.5 5.6 

Avernge EU . . . 23 3.9 
AVernge . . . 24 41 

scura: axDFkallData 1998 

18. Table 5, below, provides an illustration of the impact population aging could have on 
health care expenditure in Spain. Assuming that the ratio of per capita expenditure on health 
care by age in Spain is identical to the average presented in Table 4, it is possible to calculate 
that per capita expenditure on health care in Spain in 1997 equaled $920 for individuals aged 
up to 65; $2,115 for individuals aged 65-74; and $3,586 for individuals aged 75 and older. 
Holding these per capita expenditure levels constant while adjusting for demographic shifts 
based on population projections by the World Bank suggests that between 1997 and 2050 per 
capita expenditure on health care in 1997 U.S. dollars could increase by one-third, from 
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$1,168 in 1997 to$1,560in2050, asthepercentageofthepopulationovertheageof65 
more than doubles.” 

19. The implied annual increase of about 0.6 percent in real spending on health care over 
the period 1997-2050 is well below the likely rate of real GDP growth in Spain, Thus, the 
impact on health care expenditure of population aging should be manageable.5’ However, it 
is worth reemphasizing that demographic shifts are only one factor influencing health care 
costs. The calculations abstract from the impact of income growth, technological innovation, 
and changes in relative prices and disease patterns. 

Table 5. Spain: Pcpulatim Sttuature and ejected Per Capita Ekalth Spxxlin& 1997-2075 
mpBant~1~us6) 

population Ly Age Spending Per Capita 
YWK o-54 65-14 7.v Total O-54 65-74 75+ 
1997 86.2 8.2 5.7 1.168 920 2,115 3,586 
2010 82.4 9.0 8.6 1,257 920 2,115 3,586 
2020 79.9 10.7 9.4 1,298 92a 2,115 3,586 
2030 75.7 13.1 11.2 1,375 9% 2,115 3,585 
2050 68.3 13.9 17.8 1,560 920 2,115 3,586 
2075 74.3 10.4 15.3 1.451 920 2,115 3,586 

Smrczs: DE, Wcrld Bmk, OECDEkalth Da@ 1998; and Fund staffc.khti~. 

20. To obtain a more accurate picture of the pressures that will arise on health care costs 
in the long run, it may be useful to combine the impact of rising incomes and population 
aging. A regression of per capita health care expenditure on per capita GDP (both in PPP- 
adjusted U.S. dollars) using 1996 data for European countries estimates that the income 
elasticity of health care expenditure is 1.11 ,52 Assuming that per capita GDP in Spain grows 

JO Alonso and Herce (1998) also attempt to project the impact of population aging on health 
care costs. They construct an index of per capita expenditure by age using data on treatment 
costs for various pathologies and on hospital admissions disaggregated by pathology and 
patient age. They estimate that per capital health care expenditures will increase by 
38 percent in constant peseta terms between 1996 and 2051, virtually identical to the estimate 
obtained here. 

sr Even this estimated modest impact of population aging may be overstated. Anecdotal 
evidence suggests that a substantial portion of lifetime health expenditure may take place in 
the last few months of an individual’s life. If this is the case, population aging might have 
very little impact on per capita health care costs, because it will obviously not affect the 
number of times that each individual dies, 
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at an average of 2.0 percent annually between 1997 and 2050, that the estimated elasticity of 
1.11 applies over the entire period, and that population aging leads to an annual increase in 
health care expenditures of 0.6 percent over the period, total health care expenditure could 
increase by about one-half as a percentage of GDP, or from a current 7.4 percent of GDP to 
about 11 percent of GDP in 2050. If the public sector were to continue to account for about 
78 percent of total health care expenditure, cuts of about 3 percent of GDP would be required 
elsewhere in the budget to hold primary expenditure constant. If such cuts were made, the 
share of health care in total general government primary expenditure would rise from about 
15 percent in 1997 to about 22 percent in 2050. 

E. Recent Reforms in Spain and Elsewhere 

21. Over the last several years, many countries have introduced reforms aimed at 
controlling costs and improving the overall quality of public health care. In Spain, reforms 
have been concentrated in three areas: modifying the system by which resources are 
transferred to regional governments; increasing the accountability of hospitals and health 
centers and introducing to them a measure of self-governance; and limiting spending on 
pharmaceuticals. Some reforms have been introduced first at a regional level and have since 
spread to a national basis. Others began with INSALUD, or remain regional. 

Regional funding 

22. Among western European countries, Finland has perhaps gone furthest in devolving 
revenue and expenditure responsibilities to local governments. Municipalities have since 
1972 been in charge of health care delivery, and have responsibility for raising taxes to yfy 
for it. Denmark and Sweden have also achieved a significant degree of decentralization. 

23. Prior to 1994, transfers to Spanish regions that had assumed control of their own 
health spending were determined by annual bilateral negotiations between each region and 
the national government. This arrangement did not provide a stable basis for regional health 
authorities to project the resources that would be available to them and resulted in regional 
disparities in tinding levels, with some regions receiving more than others on a per capita 

s2 The equation was estimated using OLS on a dataset covering 17 European countries (from 
the OECD Health Data 1998 database). The estimated relationship is ln(EXP) = -3.70 + 1.11 
In(PCGDP), where EXP is per capita health care expenditure in 1996 in PPP-adjusted US 
dollars, PCGDP is per capita GDP in 1996 (also in PPP-adjusted U.S. dollars), and In(x) is 
the natural log of x. The coefficient of determination (r-squared) was 0.78. The t-statistic on 
the coefficient of the log of per capita GDP was 5.60, while that on the constant term was - 
1.89. Both t-statistics were calculated using heteroskedasticity-consistent standard errors. The 
estimate of the elasticity is consistent with those obtained in other studies, which typically 
find elasticities in the range of 1. l-l .3 (see, for example, Gerdtham et al. (1994)). 
53 By contrast, health expenditure has become increasingly centralized in Iceland in recent 
years. 
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basis. In addition, the transferred amounts were generally insufficient to cover regional 
expenditures, which led to the accumulation of debts. 

24. In 1994 a new system was introduced which increased the volume of transfers to a 
level consistent with actual (accrued) regional expenditures, and established that transfers to 
each region would be based on population. The new system also called for a stabilization of 
public health care spending as a percentage of GDP over the period 1994-97. In 1998 
additional revisions were adopted that (i) increased the total volume of resources available to 
the health system (both to INSAWD and to regional governments where expenditure has 
been devolved), (ii) provided that any savings generated by the health care system through 
improved cost control would remain within the system rather than be returned to the national 
budget, and (iii) again called for a stabilization of public health care spending relative to 
GDP (although an additional increase of Ptas 25 billion-some 0.03 percent of GDP-was 
contemplated for 2000, subject to the health system meeting certain targets related to the 
quality of care). 

25. Although these reforms have begun to address regional imbalances in fUnding by 
making per capita equity an explicit objective and have introduced incentives for regional 
governments and INSALUD to improve their efficiency-since they will retain any savings 
they generate-it remains the case that the basic responsibility for raising revenues for health 
care is divorced from the responsibility for spending these revenues. Such a system is 
inefficient in that regions are not free to vary the level of health care services they choose to 
provide, and do not bear the political costs of raising taxes (or, of not cutting them) to finance 
health care spending. Devolving to local governments a tax base adequate to finance their 
current health care spending, in concert with hard budget constraints, equalization 
mechanisms for poorer regions, and sufficient oversight facilities to ensure that minimum 
national standards were being observed, would help redress this inefficiency. 

Financing of hospitals 

26. Some European countries have made use of contracting between different elements of 
the public health care system in an effort to introduce greater competition and cost efficiency. 
For example, in Sweden and the United Kingdom some primary health care providers receive 
public funds that they use to purchase specialty and other types of care for their patients from 
other public health care providers. 

27. In Spain, in an effort to improve the performance of hospitals, INSALUD in 1995 
began negotiating service contracts (Contraios Progrmas) with each hospital specifying the 
level of hospital activity expected in the coming year and-based on theoretical prices-the 
budget allocation. The goal of the program is to link hospital resources to productivity, and to 
provide incentives for hospitals to improve their efficiency. Hospitals that contract to provide 
more services receive more finding, and those that do so most efficiently retain more of 
these funds. However, the impact of this measure is limited by the fact that there are at 
present no sanctions for failure to meet the specified activity goals, 
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28. Hospital fUnding in Spain is “prospective, ” in the sense that payments are provided 
based on the services that a hospital is expected to provide in the future, rather than as 
reimbursement for services already rendered. Although this form of funding is relatively 
common in Europe, details differ by country. In Denmark, for example, prospective budgets 
for hospitals are determined on an historical basis, with adjustments for salary and price 
increases, service quality and planned efftciency improvements. While the Danish system has 
been effective in containing costs, it has not generated adequate incentives for improving 
efficiency or the quality of care. In response, some flexibility (as well as greater internal 
competition) has recently been introduced into the system by allowing patients free choice 
among hospitals for elective surgical procedures. When patients are treated outside their 
counties of residence, compensation is negotiated between county councils. Ireland, Italy and 
Norway also calculate hospital budgets prospectively, under a system more similar to 
Spain’s, with payments to individual hospitals reflecting the historical costs of the various 
types of services (categorized by diagnosis-related groups) the hospital is expected to 
provide. Such a system provides greater incentives for efficiency improvements, both 
because reductions in costs can result in surpluses for hospitals and because to the extent that 
payments are based on system-wide average costs, and to the extent that hospitals face hard 
budget constraints, less efficient hospitals will run deficits that will need to be financed by 
cutting spending in other areas. 

29. Providing greater autonomy to hospitals is also expected to result in greater 
efficiency. This type of reform has been pushed furthest in the United Kingdom, where all 
National Health Service hospitals have been converted into independent trusts, selling their 
services to local health authorities. Hospital trusts in the United Kingdom have a statutory 
duty to operate within the income they obtain from contracts, to set contractual prices for 
their services that reflect average costs, and to ensure that there is no cross-subsidization 
across services. Trusts compete with other providers for contracts, across health authority 
borders. This reform introduces an important element of competition into a public health 
system. 

30. In Spain, parliament approved a law in 1998 allowing public hospitals to be converted 
into “public health foundations,” which will enjoy considerably greater autonomy than 
regular public hospitals. In particular, foundations will be allowed to hire their own personnel 
and to set their own management objectives. In addition, they will be allowed to retain any 
operating surpluses they generate. Similar reforms have been introduced in a number of 
regions (particularly in Catalonia) in both hospitals and health centers. A more extreme 
reform of this type is now being developed in the region of Valencia, where public funds 
have been provided to build a hospital that will be managed by a private consortium. 
Depending on how efficiently the hospital is run, the management company will earn a 
profit. 

Pharmaceutical cost control 

31. Controlling pharmaceutical expenditure is a priority in all countries, and is 
complicated by the fact that demand for medications is typically determined not by the 
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consumer but by his physician, while the costs are borne largely or entirely by a third party, 
the insurance or national health system. 

32. The Spanish government has introduced a number of reforms in an attempt to reduce 
public expenditure on pharmaceuticals. The number of drugs eligible for reimbursement by 
the SNS was cut in half, to 1650, in 1993-1994. In 1998 it was cut in half again, denying 
public funding for an additional 834 drugs. Belgium, Denmark, France, Greece, Italy, the 
Netherlands, and Portugal also have “positive lists,” specifying the drugs whose consumption 
will be financed by the public system. “Negative lists, ” indicating drugs whose purchase will 
not be financed, are used in Germany, Ireland, Luxembourg and the United Kingdom. The 
Spanish authorities have also announced an intention to increase the use of generic 
medications from the present level of about I percent of public sector prescriptions to some 
10 percent, compared to 15 percent in the United Kingdom, I7 percent in Germany, and 50 
percent in the United States. As of April 1999 some 248 generic drugs have been authorized 
for use compared to just 47 one year earlier. However, the use of generics is still constrained 
by floors that have been established on their prices and by approval periods of up to three 
years. 

33. Most western European countries-except for Denmark, the Netherlands and 
Luxembourg-control either prices or profits of drug companies. In Belgium and France, 
officially-fixed prices for new pharmaceutical products are based in part on an assessment of 
the extent to which they constitute an improvement over existing medications. Other 
countries (for example, Greece, Ireland, and Portugal) base domestic prices on the average 
price prevailing in other European countries. Germany, Greece, Italy, and the United 
Kingdom have imposed unilateral price cuts or freezes on drug companies, and France has 
prevailed on drug companies to provide rebates for pharmaceutical expenditure. In Spain, on 
several occasions the authorities have reduced fixed retail and wholesale margins on drugs, 
and a number of agreements have been negotiated with drug companies to provide rebates to 
INSALUD for drug purchases, However, pharmacy margins remain significantly above the 
level prevailing in the United Kingdom, for example. 

34. A number of countries (Denmark, Germany, the Netherlands, Norway and Sweden) 
have introduced reference pricing for some pharmaceuticals, and the Basque region in Spain 
has followed suit. Under such a system, the authorities establish the maximum 
reimbursement level for each drug (the reference price), with consumers liable for the 
difference between the reference and list prices. Typically, reference prices are equalized for 
similar types of drugs (for example, those with similar active ingedients). Consumers remain 
free to choose among products on the market, but they, rather than the health care system, are 
forced to bear the expense for consumption of relatively more expensive versions of nearly 
identical drugs. A draft law has been prepared in Spain to extend reference pricing to the 
regions whose health care is administered by INSALUD, which will go into effect in 
September. However, the reference system will apply to less than 10 percent of the market, 
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compared to 90 percent in the Netherlands, 60 percent in Germany, and 30 percent in 
Denmark.s4 

35. As can be seen from the above, many of the reforms that have been applied in other 
European countries to try to control health care costs are also being introduced in Spain. Like 
many countries, Spain has attempted to link hospital budgets to the mix of services provided; 
to introduce incentives for greater cost efftciency within hospitals; to reduce the number of 
drugs that the health care system will provide reimbursement for (via positive lists); and to 
limit pharmaceutical expenditure via direct negotiations with drug companies. Future reforms 
could introduce greater internal competition among health care providers along the lines of 
recent measures adopted in Denmark and the United Kingdom, for example; could extend 
reference pricing to a broader range of pharmaceuticals, and could calculate these prices 
based on the lowest-cost item in each reference group; could continue to reduce margins for 
pharmacies and liberalize the sale of nonprescription drugs; and could devolve financing as 
well as delivery of health care to regional governments. 

36. One area that has been underutihzed in Spain relative to other European countries is 
cost-sharing. As in virtually all European countries, Spain requires a copayment for 
pharmaceuticals purchases, at least for individuals under the age of 65. About half of western 
European countries apply cost sharing for visits to primary care physicians, and most also 
apply cost sharing to in-patient and specialty outpatient care. The most common form of cost 
sharing is copayments or coinsurance; only Switzerland uses deductibles. To guard against 
equity concerns, virtually all countries relying on cost-sharing use some form of out-of- 
pocket maximum to limit the amount that individuals or households are required to pay for 
health care costs, and none put caps on the services that will be provided to individuals. It is 
worth noting that while the introduction of cost-sharing mechanisms will likely have an 
impact on demand for health care services, the link between the introduction of cost sharing 
and lower health care expenditure has not been conclusively drawn.s’ At a minimum, 
however, greater reliance on user fees will shift some of the burden for health care financing 
from the budget to households. 

54 In addition, the reference price will be calculated as the weighted average of prices for 
drugs representing 20 percent of the market for each reference group. Given the low market 
penetration of generics in Spain, most reference prices will therefore include some high price 
brand names. Lombardia (1999) estimates that in most cases, reference prices will be only 
about 10 percent below the current prices of the most expensive brand names. 
55 The clearest example of this is the case of the United States, which has the highest degree 
of cost sharing and the highest total health expenditure in the OECD. The lack of a 
connection between health care demand and expenditure may reflect a tendency of doctors in 
countries with relatively lower demand for health care to substitute more expensive services 
for cheaper ones. WHO (1997). 



- 90 - APPENDIX 

Evaluating the Effkiency of Health Care Expenditure in Spain 

37. This Appendix draws inferences about the efftciency of health care spending in Spain 
through two techniques: regression analysis and free disposal hull (FDH) analysis. The 
results suggest that while health spending in Spain is relatively efficient, by some measures 
there exists room to improve outcomes. 

38. A few notes of caution should be introduced at the outset. As no single indicator can 
capture the health status of a country’s entire population, three separate indicators of health 
status were examined to evaluate the efficiency of health care spending: (i) potential life 
years lost per 100,000 men (excluding suicides and road accidents); (ii) life expectancy for 
males aged 65; and (iii) infant mortality rates. However, these are relatively coarse indicators 
of health status that may not fully capture all the nuances of the health status of a country’s 
population. This may especially be the case for life expectancy and infant mortality, where 
all European countries have already achieved relatively strong outcomes, A related point is 
that evaluating the efftciency of health care expenditure using these indicators assumes that 
the goal of health care expenditure is solely to achieve improvements in these indicators. 
However, it is likely that in most countries improvements in these indicators may constitute 
only one of many competing priorities. Indeed, given the low levels of infant mortality that 
already apply in Europe, for example, tinther improvements in this indicator could possibly 
constitute a relatively low priority in some countries. Finally, using these indicators to 
evaluate the efficiency of health care expenditure suggests that they are largely a tinction of 
expenditure. Of course, life expectancy and infant mortality in particular are determined by a 
variety of factors, of which spending on health care is only one.56 

Regression results 

39. Data on the three indicators for a sample of 21-25 OECD countries were regressed on 
two different measures of health care expenditure: total spending on health care as a 
percentage of GDP, and per capita expenditure in PPP-adjusted U.S. dollars. The data were 
obtained from the OECD Health Data 1998 and cover 1996, in the case of infant mortality 
rates and life expectancy and 1994, in the case of PLYL. The sample includes all countries 
for which data were available, with the exception of the United States.” In principle, 
efftciency should be measured relative to absolute expenditures, with per capita spending in 
PPP-adjusted dollars the explanatory variable, but this could introduce a bias in favor of low- 
income countries if the cost of a given health input (for example, doctor’s salaries) is lower 
in PPP terms in low income countries than in higher income countries. The use of health 

56 However, the regression analysis conducted below finds that depending on the indictor 
used, some 20 to 60 percent of the variation in these indicators across OECD countries is 
captured by variations in health care expenditure. 

57 As health care in the United States is financed on a different model than in other OECD 
countries it was excluded from the sample. Not coincidentally, the extraordinarily high level 
of expenditure on health care in the United States renders it an outlier. 
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expenditure as a percentage of GDP as the independent variable may help address this 
concern. 

40. All six regressions identified significant relationships between health outcomes and 
expenditure variables at a 90 percent or greater significance level. In fact, with the exception 
of the regression involving PLYL and expenditure as a share of GDP, all relationships were 
signiticant at levels of greater than 95 percent. The coefftcient of determination (r-squared) 
varied from about 0.2 to more than 0.6. In addition, the signs of all the coefficients were 
consistent with the assumption that greater levels of expenditure are correlated with better 
health outcomes. Table Al, below, gives the estimated coefftcients and t-statistics (calculated 
using heteroskedasticity-consistent standard errors) for each of the equations. 

Table Al. Regression Results 

# Dependent Variable 

(1) PLYL 

(2) PLYL 

(3) Life expectancy 

(4) Life expectancy 

(5) Infant mollality 

(6) Infant mortality 

Constant 

10,234 
(7.12) 
10,426 
(4.36) 
13.27 

(17.52) 
12.26 

(10.00) 
12.38 
(6.79) 
16.90 
(4.05) 

Expendihm in Expenditure as r-squared 
PPP us percent GDP 

-2.66 0.457 
(-3.25) 

-537.8 0.137 
(-1.90) 

0.0012 0.339 
(2.74) 

0.365 0.214 
(2.50) 

-.0042 0.606 
(-3.85) 

-1.387 0.460 
(-2.69) 

Sources: OECD Health Data 1998; and Fund staff calculations. 

41. To evaluate the efftciency of health care expenditure in Spain, we can examine the 
residuals from each of the six equations. Equations (1) and (2) generate predicted values of 
PLYL of 7,268 years and 6,446 years, respectively, compared to an actual value of 6,348 
years. Equations (3) and (4) generate predicted values for life expectancy of 14.6 years and 
15.0 years, respectively, compared to an actual value of 15.8 years. Finally, Equations (5) 
and (6) generate predicted infant mortality rates of 7.7 per 1,000 births and 6.6 per 1,000 live 
births, respectively, compared to an actual value of 5.0 per 1,000 births. As actual health 
status indicators are in all six cases better than their predicted values, we can conclude that 
the efftciency of health care expenditure in Spain is relatively high. 
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I 

Free disposal hull analysis 

42. FDH analysis is an intuitive tool that can be used to identify best practices in 
government spending and to assess how country governments are faring in comparison to 
these practices.” The technique uses observations of combinations of inputs and outputs 
from a sample of countries to create a presumed production possibilities frontier, and then 
measures the extent to which each country is located within the frontier as an indication of 
that country’s relative efficiency in producing the output. The closer a country is to the 
frontier, the higher its efftciency score, with a maximum score of 1 for countries located 
along the frontier. A country is relatively efficient (with an efftciency score of 1) if there is 
no other country that produces as much output using fewer inputs. A country is relatively 
inefficient (with a score of less than 1) if there is at least one country that produces as much 
or more output using fewer inputs. 

43. A major advantage of FDH analysis is that it imposes only weak restrictions on the 
production technology. In particular, there is no assumption that the technology is linear. The 
only assumption is that there is free disposal of inputs and outputs, so that if a producer can 
obtain a given level of output with a given level of inputs, it can always obtain at least as 
much output with a larger volume of inputs.59 In addition, the characterization of producers 
located below the production possibilities frontier as “inefficient” implicitly assumes that 
there are no omitted variables and that the PPF is therefore a function solely of the specified 
inputs.60 (If, for example, infant mortality depends not only on health care expenditure but 
also on access to clean water, the fact that country A spends less on health care and has the 
same infant mortality rate as country B would not necessarily imply that country B was less 
efficient than country A. The difference in health outcomes could instead reflect limited 
access to clean water in country B). 

44. FDH analysis may be a particularly useful tool for studying health outcomes, as the 
assumption of a linear production function (as in the regression analysis above) may be 
inappropriate in the area of health care expenditure. From a technical point of view, most 
health indicators are bounded either above (for example, life expectancy) or below (infant 
mortality and PLYL). From a more practical view, it is unreasonable to expect that an 
additional dollar (or percentage point of GDP) in health expenditure will result in equivalent 
increases in health care indicators in countries where output indicators are relatively low, for 
example because access to health services is limited, and in countries where health care 

58 See, for example, Gupta and others (1997) which also provides more details on the 
procedure. 

59 This assumption is required to ensure the existence of a continuous production possibilities 
frontier. 

6o Alternatively, the analysis could assume that any omitted variables are held by all 
producers at precisely equal levels, so that producers vary only in the amount of the specified 
input they employ and the efficiency of their production techniques. 
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indicators are close to the theoretical maximum. Another important difference between 
regression and FDH analysis is that while regression analysis allows for a judgment about the 
efficiency of expenditure relative to sample averages, FDH analysis measures efficiency 
relative only to observed best practices. 

45. FDH analysis allows the efftciency of producers to be measured in two directions: 
with respect to outputs and to inputs. If we imagine input and output combinations for 
various producers as being arrayed on a graph, with output on the Y-axis and inputs on the 
X-axis, the extent of a production unit’s output inefficiency is a function of its vertical 
distance f?om the PPF (how much additional output could it produce with its existing level of 
inputs?), while its input inefftciency is a Iimction of its horizontal distance from the PPF 
(how much lower could its inputs be without reducing its present level of output?). The 
output efficiency score for a country is equal to its actual level of output divided by the 
feasible level of output (given the volume of inputs) as defined by the PPF. A country’s input 
efftciency score is equal to the minimum volume of inputs consistent with its current level of 
output (as determined by the PPF), divided by its actual volume of inputs. Thus, the output 
score measures the extent of underproduction for a given level of spending, while the input 
score measures the amount of overspending for a given level of output. 

46. Rather than focusing on a single output variable, FDH analysis was conducted to 
measure the efftciency of production with respect to PLYL, infant mortality, and male life 
expectancy at age 65. As the analysis assumes that higher levels of output are preferable to 
lower ones, it was necessary to redefine PLYL per 100,000 males as the inverse ofPLYL 
per capita,” and the infant mortality rate as 1 minus the mortality rate. The input variable 
was defined as PPP-adjusted health care expenditure in U.S. dollars. All data came Erom the 
OECD Health Data 1998 and reflect the most recent year available. Tables AZ-A4 present 
the input and output efficiency scores for each country and indicator. 

47. Each of the tables presents both input and output scores and relative rankings for each 
country for which data are available. Countries that are independently efficient-that is, 
countries that neither dominate nor are dominated by other countries-are treated as outliers 
and omitted from the rankings. In practice, this affects only the results using the infant 
survival rate as the dependent variable, where three countries (Mexico, Poland, and Turkey) 
were found to be independently efficient. 

48. The fact that output scores are in general much higher than input ones, especially for 
life expectancy and infant survival, means that there is much less variation in these variables 
than in expenditure. In other words, while most countries are achieving very similar rates of 
infant survival, and thus have output scores for this variable that are extremely close to 1.00 
(the lowest is 0.96) there is considerably more variation in the amount of health expenditure 
per capita in the sample of countries. Nevertheless, there is little difference between the 
rankings obtained using input or output efftciency scores: the correlation between the two 
rankings is 0.84 in the case of PLYL, 0.83 in the case of infant survival, and 0.57 in the case 

Cl That is, (lOO,OOO/PLYL). 
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of male life expectancy at age 65. In addition, countries that do well in one variable tend to 
do so in the others, as well: the correlation between input rankings for PLYL and life 
expectancy is 0.59; that for input rankings of infant survival and life expectancy is 0.46, and 
that for infant survival and PLYL 0.29. 

49. Overall, the data suggest that the efficiency of health care expenditure in Spain is 
quite high when the output is defined as infant survival and life expectancy at age 65, 
although efficiency with respect to producing low levels of PLYL is less impressive. Spain is 
located on the PPF with respect to infant survival rates, meaning that there is no country that 
achieves a higher survival rate (lower mortality rate) while spending less than Spain. 
Although Spain is relatively inefftcient with respect to life expectancy, the very high value of 
the efficiency score means that the country is only slightly inside the PPF.62 Although in 
principle Spain should be able to achieve a greater life expectancy given its level of 
expenditure, the overall increase based on best practices in the sample of OECD countries 
would likely be small. On the other hand, the input efftciency score with respect to life 
expectancy suggests that Spain could spend considerably less on health care-up to 20 
percent- without necessarily reducing life expectancies. Data on PLYL are less positive: 
Spain ranks 17th out of 25 countries in output efficiency, and given its level of expenditure 
ought in principle to be able to reduce its PLYL by about 18 percent, Alternatively, best 
practices suggest Spain could-in principle-spend less than half of what it currently does 
on health care without necessarily increasing its PLYL. Of course, the caveats offered at the 
outset about the interpretation of these results continue to apply. Specifically, outcomes may 
depend on more than simply expenditure, and differences in outcomes across indicators may 
reflect varying priorities rather than efficiency levels. 

62 The PPF at Spain’s level of expenditure is defined by Greece, which achieved a life 
expectancy of 16.1 additional years with per capita spending of only $888, compared to 15.8 
years and $1,115 for Spain. 
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Table A2. FDH Analysis Results, Dependent Variable PLYL 

Input Rank Independently 
Efficient 

output Rank Independently 
Efficient 

Australia .94 9 .85 
AUStIia Sl 19 .71 
Canada .81 11 .71 
Czech Rep .59 17 .60 
Denmark .49 21 .69 
Finland .64 15 39 
France .27 25 .63 
Germany .24 26 .65 
GX.CC=C 1.00 1 1 .oo 
HWPY .59 16 .42 
Iceland 1.00 1 1.00 
Ireland .70 12 .93 
IMY .56 18 .93 
Japan 1.00 1 1.00 
Korea 1.00 1 1 .oo 
Luxembourg .42 24 .I2 
MCXiCO 1.00 1 1 .oo 
Nk%hdZiIldS .95 8 .86 
Norway .87 10 .82 
New Zealand .42 23 .I7 
Poland .97 7 .86 
Portugal SO 20 .66 
Spain .48 22 .82 
Sweden 1.00 1 1.00 
Switzerland .67 14 .76 
U.K. .67 13 .97 

13 
20 
16 
25 
21 
10 
24 
23 

1 
26 

1 
8 
9 
1 
1 

19 
1 

12 
14 
17 
11 
22 
15 

1 
18 
7 

Sources: OECD Health Data 1998; and Fund staff calculations 
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Table A3. FDH Analysis Results, Dependent Variable Infant Survival Rate 

AUStI& 

Input 

.63 

Rank Independently 
Efficient 

20 

outpllt 

.98 

Rank Independently 
Efficient 

22 
Austria 
Belgium 
canala 
CzechRep 
DcMlark 
Finland 
FtXIlCe 
G-Y 
GICCCC 
Hww’y 
Iceland 
Ireland 
IMY 
Japan 
Korea 
Luxembourg 
Mexico 
Netherlands 
Norway 
New Zealand 
Poland 
Portugal 
Spain 
SWedell 

Turkey 
UK 
USA 

64 
.53 
.44 

1.00 
.62 

1.00 
.70 
.49 

1.00 
.89 

1.00 
.a7 
.70 

1.00 
1.00 

.65 

63 
.72 
.70 

.84 10 
1 .oo 1 

.82 11 

.55 22 

.69 16 

.23 26 

18 
23 
25 

1 
21 

1 
15 
24 

1 
a 
1 
9 

13 
1 
1 

17 

19 
12 
14 

.99 17 

.98 23 

.98 24 
1.00 1 

.99 19 
1.00 1 

.99 15 

.99 16 
1.00 1 

.98 20 
1.00 1 

.99 10 

.98 21 
1 .oo 1 
1 .oo 1 

.99 14 
+ + 

.99 18 
1.00 9 

.97 25 
+ + 

.99 11 
1.00 1 
1.00 1 

.99 12 
+ + 

.99 13 

.96 26 

Sources: OECD Health Data 1998; and Fund staff calculations. 
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Table A4. FDH Analysis Results, Dependent Variable Male Life Expectancy at age 65 

AUStralia 

Input 

.50 

Rank Independently 
Efficient 

12 

output 

.95 

Rank Independently 
Efficient 

12 
AWtIia .20 
Belgium .21 
Canada .a1 
Czech Rep .40 
Denmark .20 
Finland .26 
Fmce .45 
&WY .16 
Greece 1.00 
Hwvv .59 
Iceland .a9 
IQlY .56 
Japan 1.00 
Korea .67 
Mexico 1.00 
Netherlands .20 
Norway .19 
New Zealand .28 
Poland .97 
Portugal .33 
Spain .a0 
Sweden .53 
Switzerland .36 
UK .27 
USA -23 

22 
21 

6 
14 
24 
19 
13 
26 

1 
9 
5 

10 
1 
a 
1 

23 
25 
17 
4 

16 
7 

11 
15 
la 
20 

.92 15 

.92 16 

.98 6 

.a0 25 

.86 22 

.90 la 

.98 a 

.a9 20 
1.00 1 

.78 26 
1.00 1 

.97 10 
1.00 1 

.85 23 
1.00 1 

.a7 21 

.94 14 

.96 11 

.a2 24 

.89 19 

.98 7 

.99 5 

.98 a 

.91 17 

.95 13 

Sources: OECD Health Data 1998: and Fund staff calculations 
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Table 1. spain: Demand am3 output. 1993~98 

I” bllliO”S Of pesetas 
at current prices 

Avg. percent cng. 
at CO”sLa”r prices 

COIlSUWXlO” 

Private 

Public 

or055 1nvestmenr 
Fixed capita1 formatlo” 
Change in Stock* A, 

Total domestic demand 

Exports Of goods and services 

iiggregate demand 

Imports Of goods and services 

GrOSS domestic product 

57.924.1 60.861.5 64.144.6 

45.668.2 18.276.8 51.115.6 

12.255.9 12.584.7 13.029.0 

15.223.9 16.101.2 17.846.1 

14.9757 16.028.7 17.627.4 

248.2 72.5 218.7 

73,148.O 16.962.7 81.990.7 

18.160.5 22.106.1 23.936.5 

94.717.3 102.349.3 105.927.2 

18.165.2 21.172.2 23.276.9 

7x.743.3 77.896.6 82.650.3 

5.7 5.6 6.1 

3.2 2.0 2.2 

9.87X.9 10.212.2 11.071.0 

5.101.8 5.816.6 6.516 4 

12.614.7 13.620.7 

2.321.0 2,408.” 

1914 1995 1996 1997 ,998 
Year-on~year percent changes 

at constant prlccs 

3.0 

2.4 

5.4 

0.6 

1.4 

-0.2 

2 

6.0 

3.0 

7.2 

21 

8.8 

6.5 

3.7 

~2.2 

0.5 

6.0 

2.0 

2.3 

1.1 

5.5 

5.2 

0 1 

&J 

12.3 

4.8 

10.5 

19 

6.3 

3.2 

2.9 

9.1 

0.6 
0.9 

-0.3 

3.8 
2.5 
0.3 

u 

16.7 

4.2 

11.3 

73 

6.2 
1.0 

1.9 
3.7 

5 0 
-7.3 

source: MiniStry Of Economy and Finance. 

1.6 

1.6 

1.8 

8.9 

8.2 

0.2 

-12 

10.0 

4.6 

11.0 

27 

7.7 

4.8 

6.6 

il.2 

3.6 

2.4 

1.8 

2.” 

0.9 

1.2 

1.3 

-0.0 

‘b 

10.6 

3.6 

7.4 

24 

5.7 

3.2 

~2.0 

7.1 

4.9 

15.8 

- 

2.7 
3.1 
1.4 

3.6 
5.1 

~0.3 

u 

14.8 

5.7 

12.2 

u 

5.6 
2.0 

1.3 
11.0 

5.6 
1.7 

3 * 

3.8 

1.6 

10.0 

9.0 

0.2 

4s 

1.8 

5.6 

10.6 

29 

6.1 

2.2 

6.5 

12.7 

1, Cha”ge* ac conSLant prices in SLoCkbullding are expressed I” percent Of le.31 GDP in the previous per14 
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Table 2. spin: Quarterly Evolution Of GDP. 1996.98 

i‘iear-on-year percenrage change at consrant prices, 

1996 1997 1998 
I II III I” I II III I” I II III I” 

1.5 
1.3 
2.5 

2.8 
2.6 
0.1 

u 

6.9 

2.9 

5.5 

&J 

3.9 

1.8 
4.0 

LB 

2.0 

1.3 

0.8 

0.7 

0.0 

” 

9.0 

3.2 

6.6 

21 

3.3 

2.4 

6.7 

1.9 

2.3 

0.2 

0.3 

0.4 

-0.0 

15 

12.2 

3.9 

8.2 

25 

2.9 

~4.2 

8.4 

source: Ministry Of Economy and Finance 

1.8 
2.4 

~0.1 

1.0 
1.6 

-0.1 

L5 

14.1 

4.5 

9.2 

u 

2.6 

~3.1 
0.8 

- 

1.9 
2.5 
0.1 

1.5 
2.9 

-0.3 

u 

15.3 

4.9 

10.1 

32 

2.1 

-1 .I 
10.0 

2.4 
2.8 
1.1 

2.1 
3.8 

~0.4 

u 

15.6 

5.5 

11.4 

34 

1.9 

0.3 
9.6 

3.1 

3.4 

2.1 

4.2 

5.8 

~0.3 

33 

15.0 

6.2 

13.4 

37 

2.c 

2.6 

10.7 

3.5 

3.8 

2.3 

6.7 

7.7 

-0.2 

42 

13.3 

6.4 

13.9 

38 

2.1 

1.9 

13.5 

3.4 

3.9 

1.e 

8.9 

8.4 

0.1 

47 

10.6 

6.2 

12.5 

9 

2.2 

5.0 

13.6 

3.5 

3.9 

I.8 

10.1 

9.1 

0.2 

&J 

8.5 

5.9 

II.3 

39 

2.3 

6.2 

13.3 

3.4 

3.8 

I.6 

10.3 

9.3 

0.2 

49 

6.5 

5.4 

9.5 

&l 

2.2 

7.1 

12.5 

3.2 
3.7 
1.2 

10.6 
9.4 
0.3 

4s 

5.9 

5.2 

9.4 

u 

2.3 

7.8 
11.6 

1, Changes at constant prices in sroc*b”ilding are expressed in percenL of real GDP I” the previous period 
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Table 3. spin: Contribution LO the Growth Of Real RggregaLe Demand, 1992.98 

I.1 

0.5 

~0 4 

~0.5 

0.1 

0.8 

1 2 

2.0 

0.7 

II” percent) 

-1.1 0.5 0.8 

0.3 ~0.0 0.2 

-2.c u.7 1.3 

0.1 ~0.3 0.1 

~0.8 0.2 0.1 

-3 5 1.l z.5 

1.5 3 2 7.1 

(Percent change, 

-2.1 4.2 4.6 

-1.2 2.3 2.7 

0.9 1.4 1 7 

0.1 0.2 0.2 

0.1 0.8 

-0.5 0.0 

-0.0 ~0.2 0.2 

1.3 2.2 4.9 

2.4 3.5 2.0 

3.6 5.‘) 5.6 

2.4 3.5 3.8 

*ourcrs: mnistry Of Economy and Finance; and staff calculations 



- 102- STATISTICAL, APPENDIX ’ 

Table 4. spain: paccors ACCO’Jnting for Growfh 1” Prlvafe Consumptlan, 1992.91 1, 

Real Real Net rJ1rect Real mange I” 
private Total earned income taxes dlspasable income persona1 savings 

co”sumpLian emplo)rment per worker per worker 2, per worker rate 

,RYerage Of period percentage change; 

1992 2.2 -1.3 3.5 9 2 2.8 -1.2 

1993 ~2.2 -4.3 4.1 -1.2 5.1 2.7 

1994 0.9 -0.9 -0.9 ~0.6 ~3.9 -2 3 

1995 1.6 2.7 0.4 ~9.2 1.4 2.0 

,996 2.0 2.9 ~1 4 2.4 -1.8 -0 8 

1997 3.1 3.0 -1.1 -3.7 ~3.8 -0.9 
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Table 5. sparn: HO”S&Old Disposable 1ncorne. 1992.97 

1992 1993 1991 1995 1916 1997 

Disposable income 
Changes in percent 

I” nominal terms 
Changes in percent 

11, real ternl.5 

PrlYaLe consumprlan 

moss savings 

savings ratio 1, 

41.447 

7.3 

0.9 

28.947 

69.8 

17.299 

41.7 

10.422 

25.1 

5,711 

13.9 

9,470 

22.8 

37.271 

4.170 

10.1 

source: MlnicLry ot L‘conomy and Finance. 

44.111 

6.4 

0.9 

30.061 

68.1 

18,664 

42.3 

11.432 

25.9 

5.741 

13.0 

LO.101 

23.4 

18,482 

5,613 

12.e 

i1n billrons Of pesetas) 

45.475 

3.1 

-1.8 

30,781 

67.7 

19,461 

42.8 

ll.565 

25.4 

6,032 

13.1 

10,300 

22.6 

40,723 

4,752 

10.4 

49.556 

9 0 

4.3 

32,411 

65.5 

21,785 

44.” 

12,007 

24.2 

6,334 

12.8 

LO.153 

20.9 

43,314 

6,144 

12.4 

51.854 

4.6 

I.2 

34.180 

65.9 

22,765 

43.9 

12,615 

24 .3 

6.646 

12.8 

11,060 

21.3 

45,668 

6,031 

11.7 

14,134 

4.4 

1.9 

36,310 

67 1 

23,006 

42.5 

13.170 

24.3 

6,707 

12.4 

11.645 

21.5 

48.277 

1.852 

1O.E 

‘/ Gross savrngs 111 perrent Of disposable IncolnP 
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Table 6 Spain GDP by Sectors, 1992.98 
IIrl constant pr>ces, 

Real GDP at market prices 

Agriculture and iidling 
Industrial 

Excluding CO*SSr”Ctio” 
Co”s~r”ctlon 

services 
Market 
Nonmarket 

RgTlC”lL”rC and fishing 

Industrial 

EXCl”dilq Co”str~rcClO” 

CO”5CruCtlO” 

SerYiCeS 

MarkPZ 

Nonmarker 

0 ‘? 

~1 4 

-1.2 

0 

-5.4 

2.1 

1 B 

3.0 

4.9 

35.2 

27.1 

‘/ 6 

53.8 

‘lo.2 

13.‘ 

1993 

-1.2 

~0.3 

-3.3 

-2 7 

-1.6 

0 ‘i 

0.6 

0.8 

5 0 

34.4 

27.1 

‘1 3 

54.8 

10.9 

13.8 

3.5 3.8 

~1.3 0.8 

4.5 1.3 

5.4 5.1 

1.0 6.0 

3.2 2.7 

3.6 3.1 

1.8 I.3 

4.3 4.2 

11.0 35.5 

7.8.0 28.4 

7.0 7.1 

55.0 54.4 

41.8 41.1 

Ii.2 12 8 

sources: INE; and Ministry Of ~:co”o”y and Finance 
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Table 9. Spair. PupulaL;On an3 UTwnpic3pnent. 1992.3e ;, 

II” chcusands, 

30.99; 

1.0 

15.115 

0 5 

li.366 

~1.9 

2.789 

18.4 

46 9 

64 7 

31.2 

63 3 

80.4 

58.5 

31,272 31.569 

09 0.9 

15,319 15.468 

I.1 10 

11.838 11,130 

-4.3 -0.9 

3.481 3.738 

22 7 i4.2 

49.0 49.0 

64.3 63.3 

34.8 31 6 

67.3 57 B 

82.7 7O.E 

ii 4 47.c 

3i,sao 32.125 
1.3 0.8 

15.625 15,936 
ic 20 

:2,0*2 Li.396 
2.7 2 5 

3.584 3.54” 

22 9 22 2 

49.0 49 6 
62.7 53.: 
36 2 37.0 

50.7 5a.5 

62.8 63.4 

43.7 37 9 

32.345 

0.7 

LG.121 

1.2 

12.765 

3.0 

3,356 

23 B 

49.8 

63.2 

37.5 

49 4 

62.3 

37.c 

- 

32.534 
0.6 

16.265 
c 3 

13.205 
3.4 

3,060 

18.B 

50.0 
63.2 
31.8 

c9.i 
61.9 
36.9 

i/ Rl”“dl averages 
1, Excludes a551scance t3 Ce”pporary agriC”lCY:al WOTkerS. 
y Imzl”‘%S as*1stance to temporary agrrcultural WClkCS. 
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Table 10. spain: COntrib”Lion co Total Employment Growth 
by sectors an* categories. 1993.98 

1993 1994 1995 1996 1997 1998 I.998 
I II III I” 

DeDendenL ermlovees 

COntrib”LlOn LO f;OCdl growth 

By professional category 

P”bllC 
CO”trib”tlo” to total grOYth 

PriYare 
contrib”ti0” to Lot.4 growth 

BY type Of employnent 

Full time 
cO”Lrlb”tio” co total growth 

Part time 
CO”tribYtlO* co total grovCh 

By type Of contract 

Permanent contracts 
Contribution to toral growth 

Temporary contracts 
contribution to total growth 

Nonsalaried 
CO”trib”tlOn to total growth 

Of which: 
Self-employed 

cOntrib”tion to total growth 

Total 

-4.3 

-3.2 

-2.4 

-0.4 

~4.9 

-2.7 

-5.1 

-3.5 

10.3 

0.4 

-2.6 

-1.3 

~7.7 

-1.9 

-4.2 

-1.1 

-2.5 

-0.4 

-4.3 

-0.7 

-0.5 

-2.7 

-0.5 

-0.0 

-0.0 

-1.4 

-1.0 

10.7 

0.5 

-1.9 

-1.4 

3.9 

0.9 

-1.5 

-0.4 

-0.2 

-0.0 

~0.9 

,QuarLerly percentage changei 

3.7 

2.7 

3.1 

0.5 

3.9 

2.2 

2.9 

2.0 

11.4 

0.7 

2.0 

1.0 

7.0 

1.7 

-0.2 

-0.0 

0.1 

0.0 

Z.l 

3.8 
2.8 

5.4 

1.0 

3.3 

1.9 

3.5 

2.4 

7.8 

0.4 

5.5 

2.7 

0.6 

0.2 

0.4 

0.1 

0.2 

0.0 

2.9 

4.6 

3.4 

1.0 

0.2 

5.l 

3.2 

3.9 

2.7 

12.7 

0.7 

4.9 

2.4 

4.0 

1.0 

-1.8 

-0.5 

-1.4 

-0.2 

3.0 

4.6 

3.5 

-1.5 

-0.3 

6.5 

3.8 

4.5 

3.2 

5.3 

0.3 

5.4 

2.7 

3.0 

0.8 

~0.2 

-0.1 

-0.3 

-0.0 

3.4 

0.6 

0.5 

-1.2 

-0.2 

1.2 

0.7 

0.4 

0.3 

2.9 

0.2 

0.4 

0.2 

1.1 

0.3 

0.5 

0.1 

0.3 

0.0 

0.6 

1.7 

1.3 

-0.2 

-0.0 

2.2 

1.3 

1.8 

I.2 

0.6 

0.0 

2.3 

1.2 

0.4 

0.1 

0.1 

0.0 

0.2 

0.0 

1.3 

1.3 
1.0 

0.3 

0.1 

1.6 

1.0 

I.8 

1.3 

-4.3 

-0.3 

0.6 

0.3 

2.7 

0.7 

1.0 

0.2 

0.1 

0.0 

1.2 

0.6 

0.5 

-1.6 

-0.3 

1.2 

0.7 

0.4 

0.1 

3.5 

0.2 

z.0 

1.0 

-2.1 

-0.5 

-1.5 

-0.3 

-2.1 

-0.3 

0.1 

- 

source: BarA Of spin. Starlsfical BulleLi*. 
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Table 11. spin: Employment by sectom, 1992~98 

STATISTICAL APPENDIX 

Agriculture -6.9 -4.4 
Contrlb”cio” to total grovCh -0.7 -0.4 

IndYSrry -3.0 -9.x 
confrlbutlo” to total growth -0.7 -2.1 

CO”str”cti0” ~5.1 -9.0 
ContTibYrlo” to COZ2.l growth -0.6 -0.9 

services 0.2 ~1.5 
cantributlon LO LOCal growth 0.1 -0.9 

ToLal -1.9 -4.3 

rwbrterly percentage change) 

~3.9 

-0.4 

~2.6 

~0.6 

~2.7 

~0.3 

0.5 

0.3 

-0.9 

-3.9 -2.7 -0.8 ~0.6 

-0.4 -0.2 -0.1 -0.1 

0.5 0.6 3.2 4.9 

0.1 0.1 0.6 1.0 

7.2 1.6 5.7 5.2 

0.6 0 3 0.5 0.5 

3.8 4.5 3.0 3.2 

2.3 2.7 1.9 2.0 

2.7 2.9 3.0 3.4 

8.8 

0.7 

~1.4 

~0.3 

-0.2 

-0.0 

0.3 

0.2 

0.6 

-8.8 ~1.1 

-0.8 -0.1 

1.2 1.5 

0.6 0.3 

4.5 2.7 

0.4 0.3 

1.6 1.2 

1.0 0.8 

1.3 1.2 

0.2 

0.0 

0.2 

0.0 

2.4 

0.2 

-0.3 

~0.2 

0.1 

source: Bank Of spam. Srarlstlcal BUlleLI” 



Table 12. spain: Indicators Of Labor costs. 1992-98 

1992 ,993 ,994 1995 1996 199-i 1998 1998 
I II III 

I, 7.3 

7.5 
1.6 

8.7 

11.6 

2.7 

0.7 

~1.9 

-3.2 

8.2 

-0.2 

-3.2 

11 6 

5.5 

6.4 

I.8 

5.1 

8.5 

3.3 

~1.2 

~4.3 

-4.3 

5.2 

-2.9 

-5.3 

7.4 

1.6 

4.7 

0.0 

-0.1 

3.1 

3.2 

2 3 

-0.9 

~0.7 

~1.9 

3.6 

-2.0 

3.6 

L4n”ual and quarterly percentage changes) 

3.9 

4.5 

-0.2 

1.6 

1.7 

0.1 

2.7 

2.) 

3.7 

~0 6 

4.5 

1.7 

2.2 

2.6 

2.0 

0.0 

I” 

- 

2.6 

2.0 

” 5 

0.2 

3.8 

3.6 

4.4 

1.8 

5.2 

5.4 

1.6 

0.3 

3.6 

3.3 

4.3 

I.8 

4.8 

4.1 

2 5 
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Table 13. Spain: General Government-Overall Balances, National Accounts Basis, 1992-98 

(In percent of GDP) 

1992 I993 1994 I995 1996 1997 1998 

Overall balance (Maastricht defmition) -4.1 -7.0 -6.3 -7.1 -4.5 -2.6 -1.8 

Central gownment -2 8 -6.3 -5.1 -6.2 -3.5 -2.0 -1.4 

Territorial govemments -1.1 -1.2 -1.0 -0.7 -0.6 -0.3 -0.2 

Social secunty -0. I 0.5 -0.2 -0.3 -0.4 -0.2 -0.2 

Source. Bank of Spain, Cuentas b?nanrieros , and Ministq of I:inance, Subdireccih General de Previsidny Coyunhu-o 
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Table 14. Spain GeneraJ Government Nonfinancial Operations, National Accounts Basis, 1992-98 

(In percent of Maastricht GDP) 

1992 1993 1994 1995 1996 1997 199.8 

CutTent reve*ues 41.4 41.6 40.4 38.2 39.1 39.6 40.0 
Indirect taxes 10.2 9.5 10.1 9.8 9.9 10.2 10.9 
Direct taxes 12.3 11.8 11.4 11.1 11.4 11.6 11.3 

Personal income taxes 8.8 8.5 9.2 8.8 8.8 8.4 8.1 
Corporate income taxes and other 3.6 3.4 2.1 2.3 2.5 3.2 3.2 

Social security contributions 14.5 14.8 14.5 13.3 13.6 13.6 13.6 
other current Te”enueS 4.4 5.4 4.5 4.0 4.2 4.2 4.3 

Current expenditures 40.6 43.3 41.9 40.6 39.9 38.7 37.8 
Public consumption 17.0 17.4 16.3 16.2 16.2 15.7 15.3 
Current transfers 16.0 16.8 163 15.3 15.3 14.9 14.5 
Interest payments 4.4 5.2 4:s 5.4 4.9 4.4 3.9 
Subsidies 1.7 2.1 2.0 1.9 1.7 1.6 1.9 
Other current expenditures 1.6 1.8 2.0 1.7 1.8 2.0 2.1 

Current balance 0.8 

Capital revames 
Gross fixed capital formation 
Capital tmnsfers and other 

Pkwy balance 

Overall balance (Maasnicht definition) -4.1 

Government debt (Maasaicht definition) 48.1 

0.9 
4.0 
1.8 

0.3 

-1.7 

0.9 
4.0 
2.1 

-1.8 

-7.0 

60.1 

-1.5 -2.3 -0.8 1.0 

1.1 1.3 1.4 1.2 
3.9 3.5 2.9 2.9 
2.0 2.6 2.2 1.9 

-1.5 .I.7 0.5 1.8 

-6.3 -7.1 -4.5 -2.6 

62.5 64.1 68.5 67.5 

2.2 

1.2 
3.1 
2.0 

2.2 

-1.8 

65.6 

SOIUC~: Bank of Spain, Cuentas Financierat ; and Ministry of Finance, Subdireccih Geveral de Prwisidn; &yuntwa 
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Table 15. Spain: General Government Fmanc&g, 1992-97 

1992 1993 1994 1995 1996 1997 

Net change in habilitics 3.926 7,715 

Loans from fmancial mstitutions 
Of which: Bank of Spam 

SO2 
-100 

355 

-31 

Short-tern securities -92 120 

Bonds 1,755 ;;I62 

Non-negotiable rccurities 819 48 

Loans in foreign currency 218 239 
Foreign cuncncy loans from rcsidcntr -4 58 

Direct loans from abroad 222 181 

Other li 724 -114 

Net change in liabilities 66 126 7.2 85 8.2 3.3 

Loans from financial in3fititions 0.8 0.6 0.9 0.7 0.7 -0.6 
of which: Bank of Span -0.2 -0 1 -0 1 0.1 -0.1 -0.1 

Short-term sccuritics -0.2 02 1.5 0.2 2.2 -1.9 

Bonds 29 II.7 3.0 6.2 4.9 6.2 

Non-negotiable securities 14 -0 1 -0.1 -0.1 -0.1 -1.3 

Loans in foreign currency 0.4 04 0.6 0.3 0.1 -0.1 
Farcign currency loans from residents 0.0 01 0.0 0.0 0.0 0.0 
Direct loans from abroad 04 0.3 0.6 0.3 0.0 -0.1 

Other Ii 1.2 -0 2 1.3 1.1 0.4 1 .o 

Memorandum ikm: 
Gcncral govcrnmcnt balance 

Of which: State 
Change in deposits at the Bank of Spain 

-2,450 -4,276 4,138 .A.124 -3,423 -2,042 
.1.690 -3,896 -3.363 4.486 -2,619 -1,619 

39 2271 -1.336 -306 990 -853 

(In bdlions of pcsctas) 

4,727 6,091 6,216 

579 523 540 

-39 36 48 

958 143 1,672 

1.983 4,476 3,723 

-51 -54 

396 233 
13 11 

38: 222 

862 770 

@I pcrccnt of GDP1 

-58 -1,014 

54 -98 

28 -11 
26 -87 

285 820 

2,621 

-518 

48 

-1,547 

4,984 

Source Bank of Spain, Cuenf.wFinortcwm 

11 Includes changes in cash and deposit baimccs 
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Table 16. Spain: General Government Financing by Debt Holder, 1992-97 11 

1992 1993 1994 1995 1996 1997 

Net fmanctig 3,926 7,715 

Resident 
Of which: in foreign currency 

Nonresident 541 5,972 
Of which: in pesetas 319 5.79 I 

Total outstanding debt 

Resident 
I Of which: in foreign currency 

Nonresident 
Of which: in peseta 

Debt according to Maastricht criteria 2/ 

3,385 1,743 
4 58 

54.7 66.5 

48.2 49.8 
0.1 0.2 

6.5 16.7 
5.6 15.5 

48.1 60.1 

(In billions of pa&as) 

4,727 6,091 

7,160 3,579 
13 12 

-2,433 2.512 
-2,816 2,290 

(In percent of GDP) 

69.4 71.4 

57.4 57.2 
0.2 0.3 

12.0 14.1 
10.3 12.4 

62.5 64. I 

6,216 2,627 

5,776 960 
27 -12 

440 I.667 
414 1,754 

75.9 75.4 

61.9 59.8 
0.2 0.1 

14.0 
12.2 

68.5 

15.7 
14.0 

67.4 

Source. Bank of Spain, Cwnras Finarrcienx 

II Not computed according to Mnastricht definition. 
21 Maastricht debt excludes intra-public sector debt as well as liabilities not taking the form of negotiable instruments or loans 
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Table 17. Spain: State Nonfinancial Operations on a National Accounts Basis, 1992-97 /l 

1992 1973 1994 1995 1996 1997 

Current revenue 21.3 21.1 20.3 19.4 20.0 20.4 
Indirect taxes 76 6.9 7.4 7.2 7.4 7.4 
Taxes on income and yealth 10.6 10.0 9.5 9.4 9.5 9.7 
Social security taxes 1.0 1.1 1.0 1.0 1.0 1.0 

Other current revenues 2.1 3.2 2.3 19 2.1 2.2 

Current expenditwe 21.2 23.7 23.0 22.7 21.6 20.8 
Public consumption 5.2 5.4 5.1 5.0 4.8 4.6 
Current transfers 11.8 13.1 13.0 12.3 12.0 12.0 
Interest payments 3.5 4.1 3.9 4.5 4.0 3.6 
Subsidies 0.8 1.0 1.0 09 0.8 0.6 

Current balance (deficit -) 0.1 -2.6 -2.6 -3.3 -1.6 

Net capital transfers 
Gross fixed capital formation 
Net purchases of land 

-1.9 
1.U 
0.0 

-2.5 -1.4 -1.7 -1.1 
1.1 1.0 1.1 0.6 
0.1 0.1 0.1 0.2 

Primary balance (deficit -) 0.6 -2.2 -1.3 -1.X 0.6 
Overall balance (deficit -) -2.8 -6.3 -5.1 -6.2 -3.5 

(In percent of GDP) 

-0.5 

-0.7 
0.7 
0.1 

1.5 
-2.0 

Sources: Bank of Spain, Cue&as Finamzirrns 

li Excludes central govemment agencies. 
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Table 18. Spain: State Financing, 1992-1997 

STATISTICAL APPENDIX 

1992 1993 1994 1995 1996 1997 

Net change in liabilities 2,62 I 

Short-term securities 205 

Bonds 1,534 

Loans in pcsetas 48 
Of which: Bank of Spain -3 I 

Loans in foreign currency 99 
Of whxh: from non-residents 103 

Nonnegotiable securities 655 

Other I/ 

Total liabilities 42.0 

Short-term securities 17.8 

Bonds 16.0 

Loans in pesetas 3.6 
Of which: Bank of Spain 3.3 

Loans in foreign currency 0.4 
Of which: from non-residents 0.4 

Non-negotiable securities I.8 

Mmorandum items: 

General government balance -2,450 -4,276 -4.138 -5,124 -3,423 -2,042 
Of which: State - I.690 -3,896 -3,363 -4,486 -2,619 -1,619 

80 

2.3 

(In billions of pesetas) 

6.816 3,107 4,957 

152 968 92 

6,680 1,595 4,046 

19 190 152 
-3 1 -39 -39 

136 296 157 
80 266 138 

-48 -51 -54 

-124 109 564 

(In percent of GDP) 

52.4 54.0 

17.5 18.0 

26.9 27.7 

3.6 3.6 
3.1 2.9 

0.7 1.1 
0.6 0.9 

1.6 1.5 

2.1 2.0 

55.8 59.1 58.1 

16.5 17.8 14.9 

30.7 33.5 37.6 

3.5 3.6 2.8 
2.6 2.4 2.2 

1.2 1.1 0.9 
0.9 0.9 0.8 

1.3 1.1 0.0 

2.6 1.9 1.8 

4,701 1,460 

1,671 -1,560 

3,365 4,591 

215 -516 
-39 -39 

-13 -91 
-42 -85 

-58 -850 

-479 -114 

Source: Bank of Spain, Cuentas Financieras. 

li Includes changes in cash nnd deposit balances. 
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Tnble 19. Sptiin: Recent State Operhx~s (National Accounts Basis) 

(In biilionr of perelan, 

chlgc Pmcenragc 
1997 1998 1999 1998 1999 

Jan-Dec. Jsn-Dee. Jan-April Jan-April Jan-Dee. Jan-April 

Tax-es on inmmc and wenlti~ 

Lndircct taxes 5.926 6.686 
VAT 3.676 4.052 
Other indirect mxcs 2.250 2,634 

Divtdendr and infcrcsf rmenues 714 

Transfers 1.190 

Orncr rwenws 976 

853 

1,394 

1.007 

Expenditure 

Public consun~ption 

Jnrcrcst p*ymmtr 

Subsidies 

Gross fix-cd capital formarion 

Other expenditures 

Balance 

16.039 

7.233 

17.721 

3.497 

2.825 

494 

7,491 

686 

2.728 

-1,682 

17.317 

7.317 

18,549 

3.576 

2,727 

595 

8.536 

711 

2.404 

-1.232 

5.969 6,862 

2.525 2.953 

2.600 3.063 
1.779 2,177 

821 886 

286 275 

261 263 

297 308 

6,233 7,034 

984 942 

1.359 1,942 

181 156 

2.946 3,264 

92 69 

671 661 

-264 -172 

8.0 15.0 

2.0 17.0 

12.8 17.8 
10.2 22.4 
17.1 7.9 

19.5 -3.8 

17.1 0.8 

3.2 3.7 

4.7 12.9 

2.3 -4.3 

-3.5 42.9 

20.4 -13.8 

14.0 10.8 

3.6 

-11.9 

-26.8 

-25.0 

-1.5 

-34.8 

Source: Bmk of Spnin. Boletin Econdmieo 
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T&lo 20: Spain: Details of Recent State Operations-Cash Bask 

1996 Ii 1997 2, 1998 
billion percent of billion percent of billion percent of 
pWta9 GDP pCSCt8.S GDP PCSCh.5 GDP 

14.630 19.3 16.637 

TIXcd on inc.omc an* vcrhb 6.750 8.9 7,882 
Psnad incams tax 3, 5,249 6.9 5,540 
COrpO”ls income tax 1.373 1.8 2,095 
Gibsr direct hXC8 128 0.2 247 

Indkct tlxcn 5,813 7.7 6,253 
VAT 3.618 4.8 4,004 
Ex& uxcs 2.054 2.7 2,065 
Other indirect taxes 141 0.2 184 

Fsu ad other income 419 0.6 468 

CIpitd imamc 4, 941 I.2 1.306 

cumnt tmnsfm 320 0.4 433 

cspild tnmfsn 335 0.4 282 

Unclaraifisd income 51 0.1 13 

17,710 23.4 18.687 

Cumcnt wpsndihlrcs 15,983 21.1 16.994 
waga and aahrisr 2.933 3.9 2,992 
Goads and ~ervics. 372 0.5 390 
lntefertp.ymmts 3,378 4.5 3,596 
Cwlcnt trmsfcrs 9,300 12.3 10,016 

Cqiul exxpendibrea 1.727 2.3 1,693 
Jnwrtmelu 938 I.2 847 
Crpiral tran3fcn 789 1.0 846 

-3,080 4.1 -2.050 

20.8 17,520 

9.9 7,457 
6.9 4,992 
2.6 2.324 
0.3 141 

7.8 7,016 
5.0 4.373 
2.6 2,391 
0.2 252 

0.6 684 

1.6 1.391 

0.5 614 

0.4 326 

0.0 32 

23.4 18,634 

21.2 16,665 
3.7 3,053 
0.5 388 
4.5 3,334 

12.5 9,890 

2.1 1.969 
I.1 898 
1.1 1.071 

-2.6 -1.114 

20.6 

8.8 
5.9 
2.7 
0.2 

8.3 
5.2 
2.8 
0.3 

0.8 

1.6 

0.7 

0.4 

0.0 

21.9 

19.6 
3.6 
0.5 
3.9 

11.6 

2.3 
1.1 
1.3 

-1.3 

Soursu: lnrerven~ion Gcncd de 1. Rdminmnmon de, Estado md Fund rl.ffestimalcs 

1, Eac,udi”~ spmding rsscmdd in 1996 but resulting km, OVSMN imumd in ,995. 
Z hcludsa Ph. 105.3 bitlion to u)vcr ovens incurrod in 1995, which luvc alrsudy bacn rccardcd in Cw yew on a mtiml accowtd brair 
3, Fmn 1998, 15 p-1 of p-l income tams ia c~,,~cfcd directly by “w q+,m and is no lcmgn tra,,sfemd by the,,, ,o ,l,c SULS. 
41 hludu priv.timhm revmus8 .cctved directly to the state. 
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Table 21. Spain: Recent State Financing Operations, 1994-98 

(31 billions of pesetas) 

1994 1995 1996 1997 1998 I1 

Net change in liabilities 3,107 4,957 4,718 1,515 1,473 

Secwities denominated in pesetas 2,426 3,799 4,808 2,584 1,552 
Short-term 989 35 1,654 -1,458 -1,916 
Long-tern 1,395 3,675 3,142 4,062 3.5 17 
other 21 42 89 12 -20 -49 

Securities in foreign currency 137 338 228 447 1,094 
Short-tern -21 56 17 -103 30 
Long-term 158 282 211 550 1,064 

Loans in pesetas 190 152 214 -516 -391 
Of which: Bank of Spain -39 -39 -39 -39 0 

Loans in foreign currency 296 157 -13 -92 -47 

Other 58 509 -520 -909 -735 

Memorandum items: 

Change in deposits at 
the Bank of Spain 

Assumption of liabilities 
-1.358 -283 968 -893 1,942 

243 435 448 0 0 

Sowce: Bank of Spain, Stotisricai Bulktin. 

II January-November 
21 Includes aomegotiable securities and the assumption by the govemment ofnongovemment securities. 
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Table 22. Spain: Nonfinancial Operations of the Social Security System, 1992-97 li 

(In percent of GDP) 

1992 1993 1994 199s 1996 1997 

Current revenues 18.9 20. I 19.7 18.3 18.2 18.1 
Social security contributions 13.4 13.7 13.4 12.2 12.5 12.6 
Transfers from the government 5.1 6.0 6.0 5.7 5.3 5.2 
Other current revenues 0.4 0.4 0.3 0.4 0.4 0.3 

Current spending 
Consumption 
Social security benefits 
Other spending 

Gross saving 

Net capital transfers 

Gross fixed capital formation 

Overall balance 

19.2 20.2 19.8 18.5 18.5 18.2 
4.6 4.6 4.6 4.2 4.2 4.1 

14.3 15.2 14.9 13.9 13.9 13.7 
0.3 0.4 0.4 0.4 0.4 0.4 

-0.4 -0.1 -0.2 -0.3 -0.4 -0.1 

0.5 0.9 0.1 0.1 0.1 0.1 

0.2 0.2 0.2 0.2 0.2 0.2 

-0.1 0.5 -0.2 -0.3 -0.4 -0.2 

Source: Bar& of Spain, Cuenms Financieras. 

I/ National accoums basis. 
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Table 23. Spain: Social Security System-Recent Operations li 

(In billions of pesetas) 

1997 
Jan.-NW 

1998 
ISJL-NOV. 

Percentage 
Change 

ReVeIlUe 10,589.6 11.599.2 9.5 
Contributions 6.991.3 7,584.0 8.5 
Transfers from the State 3.568.3 3.972.8 11.3 
Other 30.0 42.4 41.3 

Expenditure 10,X3.2 11,389.9 5.6 

By activity: 
Wages and salaries 
Goods and services 
Benefits 21 
Other 

By type of benefit: 
Economic 

Pensions 
Temporary disability 
Other economic benefits 

Social 
Health 
Other (incl. xhninistrative costs) 

Overall balance 

(in percent of annual GDP) 

754.4 789.1 4.6 
375.3 421.3 12.3 

9.609.3 10.132.8 5.4 
44.2 46.7 5.7 

6,940.l 7,256.6 4.6 
(X265.9 6598.2 5.3 

470.9 446.3 -5.2 
203.3 212.1 4.3 
175.3 178.2 1.7 

2.493.9 2.698.0 8.2 
1173.9 1257.1 7.1 

-193.6 209.3 

-0 2 0.2 

Source: Ministry of Economy and Finance, Sinlesis ?&mual de Indicadores Economicos. 

11 Transactions basis. Excludes unemployment benefits. 
2/ ‘Includes social security transfers to regional governments. 



-122- 

Table 24. Spain: Nonfinancial Operations of Territorial Governments, 1992-97 l/ 

STATISTICAL APPENDIX . 

1992 1993 1994 1995 1996 1997 

Current rwenue 
Indirect taxes 
Direct taxes 
Transfers from the State 
other current re”en”es 

Current expenditure 
Public consumption 
current transfers 
Interest payments 
Other current spending 

Current balance 

Net capital transfers 
Gross fixed capital formation 

Plimaq balance (deficit -) 
Overall balance (deficit -) 

(In percent of GDP) 

10.1 10.4 10.2 10.0 10.2 10.6 
2.6 2.6 2.6 2.6 2.5 2.7 
1.8 1.9 1.8 1.8 1.8 1.8 
4.8 4.9 4.9 4.8 4.9 5.2 
0.8 0.9 0.8 0.9 0.9 0.9 

9.0 9.3 8.9 8.8 9.0 9.2 
6.2 6.3 6.2 6.1 6.3 6.2 
1.2 1.2 1.0 1.0 1.0 1.3 
0.9 1.0 0.9 0.9 0.9 0.9 
0.8 0.9 0.8 0.8 0.8 0.8 

1.1 1.1 1.3 1.2 1.1 1.4 

0.4 0.3 0.3 0.3 0.3 0.2 
2.6 2.6 2.5 2.2 2.0 1.9 

-0.3 -0.3 -0.1 0.3 0.3 0.5 
-1.1 -1.2 -1.0 -0.7 -0.6 -0.3 

Source: Bank of Spain, Cuenkz Financieras. 

11 National accounts basis. Territorial govermnents include regional governments and municipalities. 
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Table 25. spaic: Financial Rel.clorLs with the EC. 1992-s 

(In billions Of peaecasl 

1150.2 

705.9 

M4.3 

803.4 

346.8 

0.5 

115c.o 

749.7 

10’34.3 

615.9 

1138.1 

1.6 

1651.6 1731.8 

655.2 763.9 

996.4 967.8 

739.1 900.4 

912.3 831.4 

1.2 1.1 

2033.4 

893.1 

1139.7 

984.2 

1049.2 

1.3 

Source: Bank Of spin. Statisclcal Bulletl”. 
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Table 26. spin: mnetary Survey. 1992.98 
,StOCkS: in billions Of pesetas; end Of pried, 

STATISTICAL APPENDIX . 

1992 1993 1994 1995 1996 1947 1998 

Oct. 

A3. Other itens bet) -5.521.5 

MemOra”d”m items: 
Credit to genera1 gO”errme”C 

Inclusive Of provisions made to Ice 9.740.0 
Nonetary base 7.752.6 

Of whicn: commercial bank reserves 1.X6.1 

10,298.3 

6,223.8 

4.014.5 

66,672.l 

19.578.2 

3.6X3.0 

11.833.6 

5.165.7 

1.054.0 

47.093.9 

-7.213.6 

69.155.8 

65.429.2 

59.X0.7 

X.966.7 

16.180.5 

6.168.4 

1.247.7 

10.54o.c 

7,791.a 

802.3 
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Table 27. spin: Monetary survey. 1992.98 
cSmCk.9: end-of-period; year-over-year percentage change, 

3.2 

17.2 

-14.1 

6.0 

5.0 

9.3 

-2.3 

15.2 

9.3 

6.5 

-30.9 

4.2 

5.1 

4.8 

-0.4 

-1.7 

9.3 

-25.0 

3.6 

9.3 

0.5 

-24.3 

172. ‘I 

-41.5 

213.6 

1.7 

0.8 

8.2 

11.3 

20.1 

8.2 

2.1 

-30.6 

9.3 

10.1 

9.3 

5.0 

3.5 

18.3 

-9.8 

2.5 

8.2 

0.1 

-35.f 

32.0 

-7.2 

.24.E 

11.6 

31.8 

7.5 

33.0 

7.B 

7.5 

3.2 

0.9 

6.5 

7.1 

7.5 

6.6 

7.2 

3.3 

1.0 

-4.8 

7.5 

10.3 

16.8 

26.2 

12.0 

14.2 

6.9 

7.l 

0.3 

10.2 

-8.0 

0.3 

7.6 

-3.7 

9.0 

9.2 

10.6 

3.1 

3.2 

-5.2 

4.0 

7.7 

0.3 

3.9 

-1.9 

~2.3 

-31.0 

28.7 

9.0 

11.5 

-31.2 

5.9 

41.2 

-31.2 

8.5 

-13.0 

7.4 

7.4 

4.8 

7.0 

6.9 

37.4 

13.9 

4.2 

-11.2 

3.6 

-15.0 

-16.5 

-24.0 

7.5 

7.7 

-3.2 

-0.3 

-7.1 

-1.7 

-0.3 

13.1 

-15.6 

4.5 

4.3 

4.5 

11.9 

14.2 

2.9 

2.9 

10.1 

-0.3 

6.6 

18.6 

-39.6 

-22.2 

-17.5 

6.0 

-14.7 

3.8 

4.0 

-18.4 

3.8 

16.2 

-14.6 

2.0 

1.0 

2.3 

10.8 

10.6 

-9.8 

11.1 

20.4 

3.8 

-0.3 

-14.7 
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Table 28. spin: Monetary Aggregates, 1992.98 

STATISTIC= APPENDIX . 

ALP2 
ALP 

M3 
M2 

I41 
currency in circulation 
Demand deposits 

Saving dqm6iCS 
Time deposits 
Other components Of M3 

Other component* Of ALP 
ConmerCial paper 

61,203 

59.450 

54,238 

25,690 

15.631 

6,025 

9.607 

10,059 

X7.829 

10.718 

5,212 

1.754 

-0.6 

5.1 

4.8 

-0.4 

~1.7 

7.4 

-6.7 

1.6 

11.6 

7.1 

9.3 

-0.6 

(Ill billions Of pesetas; end Of period) 

82,927 

82,119 

73,820 

31.718 

19,116 

7,941 

11.175 

12,501 

2*, 227 

17.875 

8.299 

808 

86.504 

85,674 

77.137 

35.484 

21.835 

8.318 

13.457 

13.649 

21.480 

20.113 

8.538 

830 

84,644 

8X.,66 

75,756 

36,801 

22.334 

8.115 

14.219 

14.467 

19.778 

19.177 

8.010 

877 

10.4 

1.0 

2.3 

10.8 

10.6 

0.5 

11.3 

11.2 

-8.9 

0.2 

-9.8 

10.4 

Nemrandum items: 
Yelocity Of circulatron: 3, 

PLP2 0.97 0.91 0.91 0.90 0.89 0.90 0.98 
ALP 0.99 0.93 0.93 0.91 0.90 0.91 0.99 
M3 1.09 1.03 1.02 0.99 1.00 1.01 1.09 

SoYrce: Bank Of spin. StatiStlCal BulLem 

i, Includes foreign currency deposifs. rhol~-cerm SeCUrltie. Of credit institutions, long-tern securities Of 
depOSlt money inStit”tionS and rep0 asset sales. 

2, Includes long-term securities issued by 0ffiCls.l credit inseitutions, non-intert’a* prlvaze asset transfers. 
endorsed bills and commercial paper guarantees, erearury notes and bdls held by rhe public, and short-term 
SeCUritieE Of other governmenes. 

3, Annual DDP; end-“f-period monefary aggregate. 
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Table 30. spin: Financial Market Developments. 1992.98 

iI” billions Of peselzas, 

Net issues Of obligations: 
General government 
Central government 1, 

Short~term 
nedlull co long-term 

1.176.3 
1.299.0 

180.5 
1.118.5 

5.743.9 2.732.5 4.134.2 
6.499.9 2.426.4 3.799.2 

201.9 989.2 35.5 
6.298.0 1.437.2 3.76X.8 

-18.3 486.9 340.7 300.5 
165.8 249.6 -99.8 ~189.6 

-6.6 -397.6 ~353.9 -171.2 

82.5 170.3 375.3 96.0 
566.5 363.6 562.5 541.0 
557.7 351.0 iil.0 613.4 

44.8 
230.5 

30.8 
29.5 
15.4 
14.2 
16.8 

42.0 60.3 46.7 
270.8 314.6 296.1 

(AS a share of GDP) 

35.9 41.7 4a.2 
34.7 40.1 42.1 
15.4 15.9 17.0 
19.3 24.2 25.1 
25.5 23.5 24.6 

- 

1996 

5.1X6.9 
4.808.3 
1.654.4 
3.153.9 

1BZ.l 
~57.7 

-102.9 

33.6 
320.1 
299.9 

53.9 
367.3 

47.8 
45.5 
16.1 
29.4 
32.3 

- 

1997 1998 1998 
I II III I” 

2.949.4 1.091.3 
2.584.2 914.1 
L.457.6 -2.002.1 
1.041.8 2.916.6 

482.1 
~256.8 

-5.8 

34.6 
130.0 
121.3 

78.5 
556.0 

51.0 
48.3 
16.9 
31.4 
44.4 

189.7 
524.4 

54.5 

810.1 
709.3 
619.7 

91.2 
817.7 

52.3 
49.5 
13.0 
36.5 
51.7 

1.795.3 
1.752.1 

-83.2 
1.835.4 

131 .o 
-26.1 

46.0 

-15.9 
118.2 
102.9 

22.4 
786.4 

52.5 
49.8 
14.9 
34.9 
60.1 

750.8 
107.3 

1.581.2 
2.288.5 

206.4 
11.4 

~27.6 

798.1 
989.7 
488.0 

26.6 
876.6 

52.8 
50.0 
13.0 
37.0 
56.3 

421.0 -1.877.8 
401.1 ~1.946.4 

15.0 -353.1 
386.0 -1.593.4 

-39.7 
17.8 

24.2 

23.0 
20.5 
19.9 

26.6 
779.6 

52.6 
49.8 
12.0 
37.7 
45.9 

lOB.0 521.4 
12.0 

4.9 80.9 68.9 
I 

21.2 iz 828.1 00 I 
51.3 48.5 12.0 36.4 16.5 

source. Bank Of spin. Statistical Bulletin 
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Table 32. Spain: Profit and Loss Account of the Banking System 

(as percent of total assets) 

Total Banks Savings Banks 
1996 1997 1996 1997 1996 1997 

Net interest margin 2.53 

Gross interest margin 3.34 

operating margin 1.21 

Pm-tax income 0.84 

Pm-tax income as 
percent of own funds 14.64 

Source: Bank of Spain, Annual Report. 

2.42 2.06 1.94 3.33 3.20 

3.22 2.94 2.80 4.01 3.91 

1.15 1.02 0.95 1.53 1.47 

0.90 0.70 0.74 1.06 1.16 

15.64 12.60 13.84 18.08 18.45 
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Table 33. spain: Balance Of Payments, 1992.98 

STATISTICAL. APPENDIX 

iTransaction basis: In billions Of pesetaei 

current acCD”nt 
coods 

EXpOrcs 
Imports 

services 
Income 
current transfers 

2.186 

-3,088 

6,757 

-9.846 

1.212 

-588 

219 

gg 

N 

-490 

2.615 

-4,112 

2.620 

1.778 

,608 

-736 

-1.897 

7.877 

-9.773 

1,445 

-455 

170 

111 

560 

-1.579 

8.124 

-8,989 

2,401 

604 

-202 

source: Bati Of SpaI”, BOkLi” estadlstico. 

-884 
-1,967 

9.889 
11.856 

1.941 
-1.039 

181 

a, 

671 
-716 

-1,571 
1,354 
1,601 

7 

-98 

25 

-2,269 

11.646 

13.911 

2,216 

~516 

594 

745 

-l)h 

~542 

3.494 

-4.608 

773 

846 

-634 

1 

-2,029 

13,018 

15.w.B 

2.513 

-771 

318 

840 

-528 

-1.277 

1.241 

307 

2.270 

-3.072 

-143 

341 

~1.928 

15,590 

-17.518 

2,824 

-983 

428 

933 

-459 

-4.214 

2,777 

-259 

2.960 

-1,722 

-815 

-211 
-2.775 
16.386 

-19,161 
3.160 

-1,122 
526 

a 

-165 
~9,533 
4.244 

-3,598 
6.685 
2.038 

~560 

1, Including toreign direct ln”escme”L and marketable SecurILies 
2, In~ludLng loans, dep051ts. and rcpurcbmse operations. 
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Table 34. span: aa1aP.ce Of 1992-98 Payments, 

1992 1993 1991 195 15% 1991 1998 

iTranSaction basis; in hillions Of U.S. dollars, 

current aCcO”nt 
GOOd.5 

ExpOrCs 
Imports 

SWTJiCe* 
Income 
c.lrrenc transfers 

-21.3 
-30.2 

66.0 
-96.2 
12 .c 
-5.7 
2.1 

m 
-4.8 
25.5 

-40 2 
25.6 
17.4 

-5.9 

a 
-14.9 

61.9 
-76.8 
11.4 
-3.6 

1.3 

14 

44 
-12.4 
63.8 

-70.6 
1e.9 

4.7 

-1.6 

-66 

-14.7 

73.8 

-88.5 

14.5 

-7.8 

1.4 

21 

2 

-5 3 

-11.7 

11.1 

L2.0 

0.1 

~0.7 

G 

-18.2 

92.4 

-111.5 

17 B 

-4.1 

4.8 

Q 

-11 

-5.1 

29.5 

-37.0 

6.2 

6 B 

-5.1 

02 

-16 0 

102.8 

-1IS.B 

19.8 

-6.1 

1.5 

&$ 

& 

-10.1 

9.8 

2.4 

11.3 

-24.3 

-2.7 

a 
-13 2 
105.5 

-119.6 
19.3 
-6.7 

2.9 

e 

-31 
-28.8 

14.0 
-1.8 
20.2 

-11.8 

-5.t 

2 

-18.6 

109.7 

128.3 

21.2 

-7.5 

3.5 

Q 

-1.1 

-63.8 

28.4 

-24.1 

44.7 

13.6 

-3.7 

sourc.; Bank of spin, Boletin esLadiStlCC 

‘, Inc’udmg foreign 3:rect In~lescme”: am3 mlrketable SCC”Titie*. 
1, Inclvding loans. dWOSlt.S, and repurchase operauong. 
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Table 35. spain. CUrrent RCCOUX Balance. 1992.98 

Memora”d”m items: 
current accoune balance 

Merchandises 
services 
Tourism 
Income 

3.088.5 
6.757.3 
9.845.7 

m 

u 
2.X5.1 

566.0 

_427.1 
1.181.9 
1,609.C 

_557.6 

-510.1 
1.417.7 
2,027,s 

225 
24.7 

2.2 

118.6 
702.5 

-483.9 

-3.7 
-5.2 
2.2 
2.9 

-1.0 

-1.896.6 
7.816.8 
9.773.4 

m 

m 
2.516.1 

502.7 

-4680 
1.X85.8 
1.853.8 

-454.6 

m 
1.492.6 
1.947.5 

u 
15.0 
14.6 

1699 
803.1 

-633.3 

-1.2 
-3.1 

2.4 
3.1 

-0.l 

~Trans&.Ctm” basis; in billions Of pesetaa1 

-..9568 
9.889.2 

11.856.0 

u 

2.325.1 
2.819.0 

553.9 

m 
1.623.4 
2.co7.7 

&J&Q 

-1.0402 
1.147.2 
2.187.4 

Q 
11.9 
13.1 

1813 
931.6 

-750.3 

-1.4 
-3.0 

3.0 
3.6 

-1.6 

-1.268 
11.645.8 
13.914.5 

2.2165 

2.611.2 
3.168.2 

556.9 

-394.1 
1.821.5 
1.216.2 

-5163 

-515.9 
1.681.9 
2.197.8 

* 
19.1 
20.1 

w 
1.009.4 

-415.4 

-2.0292 
13.018.4 
X.047.6 

2.513.1 

2.866.1 
3.489.7 

623.7 

-352.9 
2.129.1 
2.482.1 

m 

m 
X.759.8 
2.528.0 

-3.2 
22.2 
25.a 

318 
923.7 

-605.5 

w.9 percent Of ODP, 

0.0 0.0 

-3.3 -2.8 

3.2 3.4 

3.7 3.9 

-0.l -1.0 

-1.927.8 

15.590.4 

17.518.2 

2.824.2 

3.2’16.9 

3.938.0 

661.1 

-4527 

2.530.0 

2.983.1 

-983.3 

-982.9 

1.887.3 

2.870.3 

-0.4 

35.2 

35.5 

427.k 

1.086.0 

-658.4 

o.‘l 

-2.5 

3.6 

4.2 

-1.3 

-2.77c1.6 
16.386.5 
19.161.1 

3.1598 

3.710.8 
&.458.0 

747.2 

-551.0 
2.858.4 
3.409.5 

-1,122.5 

-1.123.2 
2.121.5 
3.244.1 

u 
16.1 
45.3 

5263 
1.224.c 

-697.8 

-0.3 
-3.4 

3.8 
4.5 

-1.4 

source: Bank Of spin. BOkCh EBtadtStiCO. 
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Table 36. Spam: External Trade. 1992-98 1, 

iPerce”cage change; unless OchelYiSe indicated~ 

7.154.6 

11.4 

5.1 

11.7 

9.796.3 
26.3 

4.3 
21.2 

11.423.1 
16.6 

6.5 
9.7 

12.931.0 

13.2 

15.267.6 16.289.6 

18 .I 6.) 
3.2 0.1 

14.5 6.5 

1.0 

12.0 

1.534.8 
17.4 

4.7 
12.0 

9.589.3 

27.3 

4.3 

22.0 

11.236.3 

17.2 

6.3 

10.4 

12.580.6 
12.0 

0.6 
11.3 

14.867.2 15.924.3 
18.2 7.1 

3.3 0.5 
14.5 6.5 

3.243.1 
15.5 

6.8 

7.8 

4,149.X 
27 9 

2.3 
24.9 

4.790.9 

15.5 

2.0 

13.8 

5.413.5 

13.0 

1.0 

11.9 

6.X0.0 6.896.8 
15.6 10.2 

3.4 1.4 
11.9 8.6 

10.131.0 
-0.7 

5.1 

-5.7 

12.348.7 
21.9 

5.9 
15.2 

14.318.3 
15.9 

15.435.7 

7.8 

0.3 

7.5 

11.966.5 19.838.0 
16.4 10.4 

3.6 -2.3 
12.4 13.1 

4.4 

11.0 

9.029.6 
-1.6 

4.? 

-5.8 

11.190.7 
23.9 

6.3 
16.7 

14.033.6 

6.9 

16.352.2 18.553.3 

16.5 13.5 

3.0 0.4 

13.1 13.1 

13.130.5 

17.3 

4.4 

12.4 

-1.1 

8.1 

1.101.4 
7.5 

11.0 

-4.2 

1.158.0 

5.1 

3.1 

3.2 

l.lB7.7 

2.6 

4.2 

-1.3 

1.402.1 

IS.1 

17.3 

1.0 

1.614.2 1.284.7 

15.1 -20.4 

9.9 -29.5 

4.3 13.3 

-2.376.4 -2.552.4 -2.504.7 -2.698.8 -3.548.4 -2.895.2 

55.3 

72.2 

-3.9 

1.1 

101.6 114.7 

119.6 139.7 

1.2 1.2 
11.4 6.7 

74.0 
93.3 

1.7 
9.7 

93.2 

116.9 

3.2 

8.3 

98.9 

118.1 

-1.8 

5.6 

sources: “histry Of Economy and Finance. sintesis HenSual de Indicadorer Economico~; and Fund Staff estimates 

1, Based on C”StomS statistics. 
2, Calculated on the basis 0L the movement in non-oil goods mparc VO~U~CE of Spain’s major Cradmg partners. 
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. 

s 

Consumer goods 

irercene change; unless OtherWise mdicared) 

3.210.2 4.137.0 4.820.1 
17.0 28.9 16.5 

7.1 4.8 6.2 

5.309.5 6.1X0.4 
10.2 15.5 

2.8 2~0 
9.2 

1.013.2 
20.8 

22.8 10.2 7.3 13.0 

1.258.4 
24.2 

1.455.2 
15.6 

1.662.0 1.988.1 
14.2 19.6 

3.1 
16.6 

6.0 
17.3 

11.0 
4.0 

3.364.9 
16.9 

4.0 
13.0 

4.2 -1.3 
9.6 20.9 

3.647.5 4.142.3 
8.4 13.6 
2.2 
6.3 i.: 

1.821.7 6.991.0 
13.1 20.1 

0.1 4.6 
12.9 14.9 

2.197.0 
15.4 

2.878.6 
31.0 

8.8 
5.8 

4.1 
25.5 

3.464.5 4.350.1 5.147.8 
17.9 25.6 18.3 

3.8 5.5 9.6 
13.5 19.1 8.0 

1.079.9 
16. B 

1.X09.3 
21.2 

1.455.2 1.799.8 2.146.3 
11.1 23.7 19.3 
-1.6 -0.4 2.8 3.7 

12.5 
-2.2 
23.6 13.6 23.7 17.0 

,PerCent change; unless OthexWISe indicated, 

2.825.0 3.217.5 3.442.4 3.766.6 4.399.8 
-0.7 13.9 7.0 9.4 16.8 

6.4 2.9 2.2 2.0 4.5 
-6.8 10.9 4.5 1.4 11.8 

824.1 1.003.E 1.131.9 1.122.2 1.249.4 
6.4 21.8 12.8 ~0.9 11.3 
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Germany 
*t?Jy 
Portugal 

Developing countries 
OPEC 
Latin America 

source: Ministry Of Economy and Finance. 

I, Data for 1997 refer to January-October. 

rn billions Of penetasi 

9.350.4 
81.9 

472.2 
157.1 

8.2646 
72.3 

2.345.8 
1.760.1 
1.045.3 

951.1 

1.7092 
15. D 

338.0 
642.8 

u 

14.318 

11.3646 
79.4 

919.1 
472.7 

R.362.5 
65.4 

2.454.9 
2.189.6 
1.310.0 

421.6 

2.r195.0 
17.4 

789.1 
619.3 

2.953.6 

-z.B95.2 

m 
-446.8 
-315.7 

-1.09B.o 
-109.0 
-429.4 
-264.8 

529.6 

-785.8 
-4511 

23.5 
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. 

Table 39. spin; Selected Indicnmrs Of &port Performance. 1992-98 

Market grouti? y 

Export growth 3, 
Total 
fndustxy 

Ma*!cet share 

Tourist arrivals ,in thousandsi 
,Ann”al percentage change, 

Indices Of real effective exchange rate: 

,AM”al percentage changes; unless OthClYiae indicated) 

4.7 1.1 9.7 a.3 5.6 11.4 6.7 

61 12.0 22.0 10.4 11.3 14.5 6.5 

7.0 7.8 24.9 13.8 11.9 11.9 8.6 

1.4 10.9 12.3 2.1 5.7 3.1 -0.2 

58.350.0 60.655.0 64.963.0 70,950.c 

,.. 4.0 7.1 9.2 

-0.5 -9.1 -4.9 2.8 D.6 -1.8 0.1 

-1.3 -7.8 -5.0 1.8 0.4 -0.8 -0.4 

-2.5 -8.9 -5.8 0.4 3.2 1.0 -1.0 

I.4 -8.8 -7.7 -1.6 3.7 -2.6 1.3 

0.7 -6.8 -7.2 -2.8 3.0 -1.7 1.0 

-1.4 -12.2 -6.9 -5.1 6.4 2.6 2.1 

SoYrc..: Bank Of spin; 1°F. World Economic O”tlooki and FUrId staff eatimates 

1, Real effective exchange rate &ta for 1998 refer to Jan”ary-October. 
2, Calculated on the basis of the growth uf non-oil impccf volumes of Spain’s major trading partners 
1, Non-oil exports, in volume temls. 
4, rata tar 199B refer to January-September. 




