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ABSTRACT

This paper is devoted to the analysis of the real convergence
process between Spain and the EC and the contribution to this process
made by the manufacturing industry. The first part places emphasis on
the peculiar higher convergence recorded by the Spanish economy in
terms of wages and productivity per worker than in terms of income per
capita. The very low proportion of employment to population is regarded
as the main factor leading to that situation. The available data also point
to a clear relationship of both higher employment and lower wages per
employee to higher relative income per capita.

The concept of industrial catching-up is introduced and analyzed
taking into account the productivity and employment performance in this
sector. The poor results recorded in terms of industrial catching-up in
Spain highlight the temporary nature of the improvement in the overall
real convergence process experienced after the accession to the EC, as
this was mainly supported by the expansion of the service sector and
coincided with a period of worsening in Spanish competitiveness. The
evolution of industrial output shows a certain relationship to the
performance of the external balance, which stresses the need to preserve
industrial competitiveness in order to prevent the deterioration of the
external sector and to make the catching-up process endure.
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1. INTRODUCTION

Following Spanish accession to the EC in 1986 a positive growth
differential between Spain and the Community countries was recorded up
to 1991, which led to a narrowing in the relative income gap existing
between Spain and the EC. The stronger impact of the last recession on
the Spanish economy brought this process to a halt in the last two years.
The reduction in that income gap continues being, however, the most
important medium-term target for Spanish economic policy as it is
expected to lead to the improvement in the overall standard of living of
the Spanish population.

Moreover, this issue is particularly relevant today as the EC is
engaged in a process which should culminate in an Economic and Monetary
Union (EMU) and the catching-up countries want this move to EMU to
contribute to the real convergence of their economies. Though EMU
requirements are already changing the economic framework in which
European countries are evolving, the analysis of the factors which have
allowed successful catching-up in the past should remain useful to
determine which conditions could facilitate continuing real convergence.
Some of these conditions are common to the whole economy but others are
specific to particular sectors.

Spanish economic growth after the entry into the EC has not been
homogeneous across the productive structure: some enterprises have
already reached an adequate combination of factors, productivity and
labour cost levels, while others have suffered serious competitiveness
problems and resisted facing foreign competition. The distinction between
tradeable and non-tradeable sectors, traditional and modern activities and
the ownership of the domestic companies by foreign or national investors
are useful elements in examining how the different sectors or branches
have contributed to the overall growth results.

Thus, a sectoral approach to the catching-up process could allow
an identification of particular shortcomings which may be relevant for the
overall economy. The 'European shock' experienced by the Spanish



economy in the last few years!!’ had its strongest impact on Spanish
manufacturing industry as this was the sector most open to foreign
competition. The nature and size of that shock and the response of
industrial firms to adapt themselves to the new conditions appeared as
important factors determining whether economic growth (and, hence, the
catching-up process) could be sustained in the medium term. With a view
to assessing these factors, the performance of the Spanish manufacturing
industry in the last decade is analyzed in this paper.

An overall description of the determinants of the real convergence
process is given in chapter 2. Catching=up in terms of industrial output
is introduced and analyzed in chapter 3. A detailed evaluation of the
performance of Spanish manufacturing industry from a domestic point of
view is made in chapter 4 while the differences between the manufacturing
industry in Spain and in the biggest EC countries are described in
chapter 5. Finally, chapter 6 draws the main conclusions.

(1) The main landmarks of this shock are the accession into the EC
(1986), the entry of the peseta into the ERM (1989) and the European
Single Market (1993) . The prospect of EMU being in place before the end
of the century also had important effects on markets' expectations in the
last few years.



2. AN OVERALL VIEW OF THE CATCHING-UP PROCESS

The catching-up process represents the reduction in the gap
between the GDP per capita in one country as compared with other more
developed countries. In the European Community this comparison is
traditionally made measuring the GDP per capita relative to the EC
average. Thus, with stable populations, if one low-income country
records a real GDP growth higher than the EC average, a certain
progress in the catching-up process is experienced. Spain, together with
Ireland, Portugal and Greece, are the four countries with a GDP per
capita clearly below the EC average, thus being the so-called
'catching-up countries’.

To permit an adequate comparison, the GDP per capita is adjusted
by the different purchasing power of the currencies, thus eliminating the
differences in price levels between countries. Through this adjustment,
which is made in the EC through the Purchasing Power Standard (PPS) as
estimated by Eurostat, the evolution of nominal GDP per capita is made
comparable between countries.

2.1. Some arithmetic of catching-up

A decomposition of the GDP per capita in relative terms is made in
this section to facilitate the later analysis of the factors contributing to
the catching-up process.

Let Y be the GDP at current prices in Spain measured in PPS terms,
P the total population, N the level of employment and A the labour force.
Then:

Y/P= (Y/N) * (N/P) = (Y/N) * (N/A) * (A/P) 1)

The GDP per capita in Spain (Y/P) is thus equal to the labour
productivity (Y/N) multiplied by the proportion represented by
employment in relation to total population (N/P). This latter magnitude
can be further decomposed into the product of two ratios: the proportion
of employment to labour force (N/A) and the proportion of labour force to
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total population (A/P) which will be called hereafter the participation
rate'?,

The same variables marked with an asterisk will denote the
magnitudes for the EC average. The relative position of Spain in the
catching-up process is thus defined as:

(Y/P)/(Y"/P") (2)
which can be split into:
(Y/P)/(Y"/P")= [(Y/N)/(Y"/N)] * [(N/P)/(N'/P")]=
= [(Y/N)/(Y"/N")] * [(N/A)/(N"/A")] * [(A/P)/(A"/P")] (3)
If relative magnitudes are denoted with an 'r':
(Y/P)™= (Y/N)™ * (N/P)" = (Y/N)" * (N/A)* * (A/P)* (4)

Thus, the real convergence between Spain and the EC, measured
by the Spanish GDP per capita as compared to the EC average, can be
obtained as the product of the relative labour productivity and the
relative proportion of employment to population. (N/P)* will be called
hereafter relative employment, (N/A)" relative occupation rate and (A/P)"
will be the relative participation rate.

2.2. A brief historical review of the catching-up process in Spain

In the forties, after the Civil War, Spain experienced an autarchic
development based on an extended system of regulation and
protectionism, which allowed national enterprises to grow without being
much constrained by external competition. Despite these weak
foundations, the implementation of a stabilization plan in 1959, which

) The participation rate is normally defined as the labour force
divided by the population over sixteen years. For a matter of simplicity,
we use that term here for a slightly different concept.
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introduced some liberalization in foreign trade, and the introduction of
development plans led Spain to record in the sixties an economic
expansion stronger than in other western countries.

This expansion increased the relative income per head in Spain as
compared to the EC average from 68% in 1964 to 79% in 1975. As shown by
graph 1, this improvement in the relative GDP per capita was mainly due
to a sustained increase in relative labour productivity which rose from 74%
of the EC average in 1964 to 87% in 1975. The relative proportion of
employment to total population remained stable though below the EC
average (around 92% of this average).

In graph 2 relative employment is split, as presented in the former
section, into the relative occupation and participation rates. From 1964 to
1975 the occupation rate was very close to the EC average while the
participation rate was seven points below it. The similar occupation rates
respond to the full-employment situation recorded by most European
countries before the first oil crisis. In the Spanish case, this low
unemployment was favoured by the large flow of emigration towards
high-income countries which lowered the Spanish labour force. This
phenomenon, together with the traditional limited involvement of women
in the Spanish labour force as compared to other European countries,
explained the lower relative participation rate in Spain.

The two oil shocks of the seventies and the early eighties revealed
all the rigidities present in the Spanish economy. In this period the
economylacked theadequateresponsiveness to the new conditions, partly
due to the political change that was taking place, leading to a rapid
growth of unemployment and inflation. Productivity per worker continued
increasing significantly in relative terms (from 87% of the EC average in
1975 to 95% in 1985) , although this trend was certainly linked to the sharp
decline in employment. In this period relative employment fell 18 points to
74%, which more than offset the relative improvement in labour
productivity and reduced the income per capita to 70% of the EC average
in 1985. As can be seen in graph 2, though the occupation rate declined
steeply after 1977, the marked fall in the participation rate, provoked by
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GRAPH 1
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the disincentives to join the labour market in the recession, prevented an
even more dramatic increase in unemployment.

In the eighties Spanish economic policy was designed under a new
strategy, which proposed a reinforcement of the opening-up to external
competition and a full-range liberalization and deregulation of the
economy. The accession into the European Community, which took place
in 1986, represented the most decisive step in this direction. In the
second half of the eighties Spain recorded a strong economic recovery,
with activity growing more rapidly than in the rest of the EC. As a result,
income per capita rose to 78% of the EC average in 1991/*’. This process
was due to a significant increase in relative employment, mirrored in an
improvement in the relative occupation and participation rates, while
relative labour productivity hovered between 90-95% of the EC average.
This latter figure might suggest a fairly similar capital intensity ratio in
the Spanish economy as compared to the EC average.

Economic recession was again clearly felt in Spain in 1992 and 1993.
The relative improvement in labour productivity was not able to
compensate the steep fall in relative employment and the GDP per capita
declined from its 1991 peak‘*!. Increases in relative productivity (based
on the strong capital widening of the Spanish economy in the eighties) do
not appear to suffice to sustain the real convergence process in the
medium term if relative employment does not increase.

2.3. Differences between population and employment-based indicators
As observed above, the catching-up picture is very different

depending on whether population or employment-based indicators are
considered. In particular, Spanish wages and productivity levels per

©) In all the calculations presented here, East Germany has not been
taken into account to obtain the EC average. If it were, the relative
income per head in Spain as compared to the EC average would increase
by some two percentage points (e.g. to 80% in 1991).

(4) The figures for 1994 and 1995 are based on the Spring Economic
Forecasts of the European Commission.
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worker are much closer to the EC average than the GDP per capita, as can
be observed in table 1 and graph 3. On the one hand, the GDP per worker
and the average compensation per wage earner were both around 95% of
the EC average in PPS terms in 1993. On the other hand, in that year the
GDP per capita was 76% of the EC average. This difference was even
larger in 1985, when the GDP per worker and the compensation per
employee were around 95% of the EC average while the GDP per capita was

25 points lower (70%)‘®.

As suggested in the last section, this sharp contrast is mainly due
to the low proportion of employment to total population in Spain as
compared to the EC countries. In 1993 only 32% of the Spanish population
worked as compared to 40% in the Community. In 1985 the difference had

been larger: 29% in Spain as compared to 39% for the EC average®).

As observed in graph 1, in the last twenty years relative labour
productivity only rose when relative employment declined. This negative
correlation between productivity and employment appears more clearly if
domestic variables are examined. Thus, in graph 4, the changes in
Spanish labour productivity and employment recorded since 1981 show
that, on average, half of the reduction in employment is absorbed by a
higher labour productivity. Given the hypothesis of diminishing returns,
the lower short-term flexibility to adapt capital investment to output
changes as compared to labour force leads to a decline (rise) in labour

> Among the catching-up countries, Portugal differs most
diametrically from the Spanish case: while its labour productivity is
around 60% of the EC average, Portuguese relative employment is around
the Community average.

(8) The striking differences between the productivity, wage and
employment levels in Spain could be partially explained by the existence
of a higher share of underground economy in Spain as compared to other
European countries. Given that these activities are concentrated on
traditional sectors with a low specialization, the actual labour productivity
and wage per head of the overall economy would be probably lower than
those calculated here and the relative employment somewhat higher. The
inclusion of the underground activities would also imply a certain upward
revision in the overall GDP per capita figures.
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DIFFERENT ASPECTS OF THE

TABLE 1

CATCHING-UP PROCESS IN SPAIN

EUR12=100

1964 1975 1980 1985 1990 1993

1. GOP per capita in PPS (Y/P) 68,0 79,6 72,0 70,4 7,8 75,7

2. GDP per worker in PPS (Y/N) 73,9 86,7 90,1 95,2 9,7 94,0

3. Occupied to total population (N/P) 92,2 91,6 79,9 74,0 81,8 80,3

Spain 39,1 36,9 32,2 29,0 33,6 31,8

EUR 12 42,4 40,3 40,3 39,2 41,1 39,6

4. Compensation per employee in PPS 77,9 90,7 96,7 96,6 91,6 93,3
MEMORANDUM ITEM

Difference between ECU rate & PPS 53,4 30,3 23,6 29,3 9,8 16,6

Source: Eurostat and Commission services.
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GRAPH 3

REAL CONVERGENCE: POPULATION AND
EMPLOYMENT-BASED INDICATORS

EUR12=100

(727 \N\‘&\\

i
VI

mﬁ\

8
13
.\...w
77 8
7,48
8
3
7 &

\\\\\\
V72272 \m
\§\\\Nm\\
77777 2 \\\.e
i,
| A R
| P
“\\\\\\\\\\\\\\& N
7
V772777 R
7777 B
P77 8
W7
A 3

100

R ]

o
©

("-Productivity C2GDP per capita ==Wage per employeeq

Source: Commission services

GRAPH 4
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productivity in the buoyant (recessionary) phase of the cycle. However,
the more volatile changes recorded by Spanish labour productivity as
compared to other European countries might point to a higher sensitivity
of Spanish employment to changes in the economic cycle.

However, this anti-cyclical nature of labour productivity in Spain
does not seem to have been based on a more flexible working of the labour
market. On the contrary, in the two oil-crises the rigid labour market and
sticky labour costs reinforced the substitution of capital for labour,
accelerating the employment decline. Thus, unemployment rose steeply
from 4.5% of the labour force in 1975 to 21.8% in 1985. This substitution
allowed companies to increase productivity per worker very rapidly while
those who could maintain their job preserved a continuously rising wage
(as seen in table 1 and graph 5, compensation per employee rose from 91%
of the EC average in 1975 to 97% in 1985 while relative employment
plunged).

In the expansionary phase of the late eighties employment creation
was enhanced by the introduction in 1985 of new subsidized contracts
(mainly temporary) which further allowed some reduction in wage
pressures: the proportion of employment to population thus grew from 74%
of the EC average in 1985 to 82% in 1990, while compensation per employee
declined to 92% of the EC average.

These employment, wage and productivity indicators offer the
picture of an economy with a comparatively small labour force base which
has been further hit in the recessionary phases by a rigid labour market.
As wages do not show adequate flexibility, firms tend to reduce unit
labour costs shedding labour. Thus, the workers who can maintain their
posts record a relatively high productivity and receive a comparatively
high wage, measured in terms of purchasing power. The introduction of
temporary contracts in the mid-eighties was only a short-lived response
to the need for higher flexibility in the labour market: it allowed an
expansion of employment in the upturn but this was completely reversed
in the early nineties as that reform introduced new rigidities in the
working of the labour market, giving more power to the permanent
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GRAPH 5
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workers, and could not preserve competitiveness (see Bentolila and
Dolado, 1993).

As already noted above, the catching-up process is driven by the
economic growth differential, if relative population is assumed to remain
constant. However, this process appears to be more sustainable if it
allows for an expansion of employment, even at the cost of a reduction in
relative productivity, than vice versa'’’.

On the one hand, it is obvious that the capitalization of the Spanish
economy in the last decade, which allowed high productivity gains,
contributed to the catching-up process through an upgrading of
production, which ultimately resulted in a better remuneration of the
factors employed, i.e. higher real wages and profit margins.

Conversely, the relative labour productivity in Spain (i.e. the
capital intensity per worker) could be considered as excessive for a
country with such a high unemployment rate. In this respect, the
impediments to a more flexible use of labour resources, in terms of legal
and cost barriers, could have endangered the prospects of the
labour=intensive enterprises and promoted the substitution of capital for
labour; excessive labour cost increases could have demanded high
productivity levels, producing negative effects on employment. The
resulting factor combination would thus have little bearing on the
abundant Spanish labour force and would be close to that existing in most
industrialized countries. In this respect, the activity of the transnational
companies has surely represented a factor of homogenization of the
Spanish productive structure in the last few years.

A greater emphasis on employment in the run-up to real
convergence seems appropriate for a number of reasons:

(") This is due to the fact that the catching-up in Spain records a pro-
cyclical bias: the Spanish GDP per capita grew at a higher rate than in
the EC in the expansionary phases of the sixties and the second half of
the eighties whereas it declined comparatively between 1975 and 1985 and
in the recession in the early nineties.
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first, given that relative labour productivity is close to EC levels
while employment is very far from it, it seems reasonable to give
priority to the increase in relative employment though it could lead
in the short term to a decline in relative productivity. Wage
moderation appears to be a crucial element to foster labour demand.
As shown by graph 3, since 1975 higher compensation per employee
(linked to progress in relative productivity) has not been
positively correlated with an increase in the relative GDP per capita
but just the opposite. In fact, the increases (reductions) in the
compensation per employee led to a worsening (improvement) in the
catching-up process.

second, a higher employment content of economic growth would
allow for a better income distribution, smaller output fluctuations
and reduce the burden of social expenditure on budgetary policy
and social unrest.

third, the data available show that in the last twenty years
progress in the catching-up process only took place when relative
employment increased; by contrast, the increase in relative
productivity was linked to the worsening in the real convergence
process.

Thus, it seems reasonable to attribute the prominent role in the real
convergence process to the creation of employment. As graph 5 suggests,
labour cost moderation would foster employment and prevent the tendency
to reap productivity gains and reduce unit labour costs by means of
shedding labour.

Summing up, the waste of labour resources appears as the most
important factor explaining Spanish backwardness. The transition from
a protected economy operating at low productivity levels to a deregulated
one could be viewed as inevitably requiring a far-reaching adjustment in
employment, such as the one that actually took place from 1975 to 1985.
After that period, labour productivity was close to the levels recorded by
Spain's main trade partners though relative employment was much lower.
Nowadays, the point is to identify the best conditions to allow for a
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permanent expansion of production and its employment content. On the
one hand, development of the capital and technological base is needed to
sustain output growth and to prevent productivity gains from emerging
solely from labour shedding. On the other hand, if the relative prices of
productive factors mirrored to a larger extent the current labour market
situation in Spain, economic growth would have a higher employment
content than at present. The parallel development of labour productivity
and employment would thus represent the best scenario for enduring
progress in the real convergence process.

2.4. The Spanish competitive position

The competitiveness of the Spanish economy has traditionally been
based on the prevailing lower level of labour costs and prices. Generally
speaking, this implies that wages providing the same purchasing power
are lower in Spain than in the EC at the current exchange rates; the
peseta exchange rate is undervalued as compared to its purchasing
power. Thus, in 1993, compensation per employee in Spain was 93% of the
EC average in PPS terms, though at the current exchange rates (in ECU
terms), which are those to be considered in assessing competitiveness,
it was below 80% of that average (see graph 6). Obviously, lower total
costs per unit of output, and thus higher competitiveness, are more likely
to create an effective competitive advantage in the labour-intensive
sectors while in others there could be other factors (such as human
capital, infrastructure, financial costs, etc.) which could offset that
labour cost advantage.

The nominal advantage due to the lower price level could be proxied
by the difference between the exchange rate of the peseta and its value
in terms of PPS (see Memorandum Item in table 1). Changes in that
difference correspond to the variations in the real effective exchange
rate: higher inflation as compared to the EC and/or the appreciation of
the peseta narrow the difference between the exchange rate and the PPS
magnitudes, weakening the nominal competitive advantage.

Given that Spanish productivity is close to the EC average, this
nominal advantage also leads to lower relative unit labour costs in the
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Spanish economy (see graph 7). This advantage, however, does not
automatically lead to a higher competitiveness of Spanish output, even
though only price considerations are taken into account. As concerns
prices, labour is not the only productive factor; capital endowment,
infrastructure and geographical situation also play a major role in
determining final prices. On the other hand, competitiveness is also
influenced by non-price considerations, such as quality or design, which
depend on the technological content of output and manpower skills.

The real convergence process might lead to a reduction in the
nominal advantage of the Spanish economy if real wages increase more
than abroad. However, to make this process durable wages should catch
up slowly and in parallel with the improvement in the other non-labour
factors. Wage pressures, if not based on productivity gains, discourage
investment and employment, bring to a halt the catching-up process and
generate internal and external imbalances (inflation and a deficit on
current account). Finally, these imbalances often require a painful
process of economic adjustment to restore the macroeconomic equilibria.

A process of this nature took place in Spain in the second half of
the eighties when higher price and wage inflation, together with the
strength of the peseta, led to an increase in the labour costs per worker
as compared to the EC countries, measured in a common currency, which
did not run in parallel with a similar improvement in real productivity.
The Spanish nominal advantage in terms of unit labour costs declined from
22 points in 1987 to 7 points in 1992 (see graph 7). The continuous loss
of competitiveness recorded since 1987 contributes to explain the large
external deficit and the strong pressures against the peseta which finally
led to its devaluation in 1992 and 1993. This depreciation stopped the
worsening in relative unit labour costs and the external balance though
a more permanent effect on competitiveness will only take place if prices
and wages moderate significantly.

2.5. Prospects for the catching-up process

The perspective of an Economic and Monetary Union (EMU) in
Europe towards the end of the nineties is regarded by the Spanish
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GRAPH 7

RELATIVE UNIT LABOUR COSTS IN SPAIN

EUR12=100

_\\\\

N L
m | %
%\\\\\\\\\\\\\Q
\\\\\\\\%

-
\\\\\\\\\\\2

Ouiput is measured in PPS terms and labour costs in ECU tenms

Source: Commission services

GRAPH 8

EMPLOYMENT IN SPAIN

1880=100

. 1 L 1 1 I L ! i MO (| L 1 I I 1
64 66 68 70 72 74 76 78 B0 82 84 86 88 90 92 o4

Source: Eurostat and Commission services

~23-



authorities as an important contribution to stimulate the catching-up
process in the medium term. A stable nominal framework, it is argued,
such as that required by the Maastricht criteria, is essential to attain a
sustained economic growth. In this sense, the EMU process exerts
positive external pressure to tackle the reforms needed to achieve a
further degree of nominal stability. The growing integration in the EC,
further enhanced by the European Single Market, makes nominal stability
most necessary to preserve agents' confidence and maintain a sustained
economic growth in the medium term.

The countries which have relatively cheaper labour costs and are
less developed might initially be considered as offering a greater variety
of opportunities to attract investment which should allow them to record
a positive growth differential as compared to the EC core. On theoretical
grounds, however, the effect of the single market and EMU on the
economic growth of the catching-up countries is controversial. Some
authors, such as Krugman and Venables (1990) and De la Dehesa and
Krugman (1992), have stressed the likely increase in regional divergence
in the EC in the wake of EMU. The removal of trade barriers would allow
the transnational firms to sell their goods in any peripheral country
without the need to produce there. Moreover, the better human capital,
infrastructure and location enjoyed by the core countries could offset the
labour cost advantages of the catching-up countries. Henceforth, the
EMU framework might bring about a higher concentration of production
(in particular in the manufacturing sector) in the richer areas. On the
contrary, as stressed by the Commission Report 'One market, one money'
(1990), technological developments make companies less constrained by
geographical costs, and this could enhance investment in those regions
with lower variable (labour) costs, which are normally those in the
periphery. Moreover, the financial support provided by the EC structural
funds should significantly contribute to increase infrastructure and
human capital in the lagging regions, thus reducing their structural
disadvantages.

The decentralization of production does not only depend on the

labour cost advantages offered by the catching-up countries but also on
other features which allow foreign companies to shift their productive
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structure at a profit. As shown by Bajo and Torres (1992), the huge flow
of foreign direct investment attracted by Spain in the eighties was not
only driven by the relatively cheaper Spanish labour costs but by the size
of the Spanish market and the economic growth expectations. Other
factors, such as the adequate training and formation of the labour force,
appeared to be more important than the level of labour costs.

In short, to ensure the economic growth differential with the EC
average, which is needed to progress in the real convergence process,
headway in two fields seems to be essential. Firstly, the lower level of
labour costs should be preserved in order to sustain the competitiveness
of the domestic sectors and contribute to increase the too-low level of
relative employment. As stressed by Krugman and Venables (1990), the
lower the flexibility in relative wages between the peripheral regions and
the centre, the stronger the tendency to concentrate production in the
centre. Secondly, non-wage competitiveness features (such as more
flexible markets, improvement of infrastructure and human capital),
which increase productivity, should be enhanced to make Spain more
attractive as a place to establish industries'®.

2.6. A sectoral outlook

From 1980 to 1990 total employment rose by 8.5% in Spain, as it
declined by 7.5% from 1980 to 1985 and soared by 17% in the second half
of the eighties (see graph 8). However, the 1992-93 recession made the
Spanish economy lose around one third of the employment created in the
previous upturn. Employment in the eighties was mainly created in the
service sector, typically the most labour intensive sector and that with
lowest productivity. Employment in services increased by 30% in the
eighties, boosted mainly by general government employment which rose
by 45%. By contrast, employment in agriculture declined by 34% while in
industry it fell slightly. The composition of value added and employment
by sector is shown in graphs 9 and 10.

) As Sapir (1990) stressed: 'being peripheral is not irreversible'.
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This shift of resources from agriculture to services, while labour
requirements in industry gradually declined, has been a feature common
to most western countries in the last few decades. The relatively larger
and less productive agricultural sector and the decentralization process
which took place in the public sector led Spain to experience further
important changes in the proportion of employment by sector in the
eighties.

The service sector contributed only modestly to productivity
expansion but reaped a good amount of the labour cost increase. Raymond
(1992) showed that, from 1970 to 1990, productivity in the industrial
sector increased by 50% more than in services, while the relative prices
of industrial goods agasinst services halved in the same period. The
different performance of productivity and prices allowed labour costs per
employee to increase at very similar rates in both sectors in the last two
decades, though in the manufacturing industry in some periods it was at
the cost of cutting the profit margin. On the one hand, the higher
productivity recorded in the industrial sector was offset by the lesser
ability to increase prices due to foreign competition; on the other hand,
the service sector could compensate its lower productivity with higher
freedom to fix prices as a significant share of services were sheltered
from external, and even domestic, competition. Wage increases thus
appeared as scarcely dependent on productivity gains by sector.
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3. THE CATCHING-UP PROCESS IN THE MANUFACTURING INDUSTRY

In addition to the traditional analysis of the catching-up process
(linked to the relative levels of GDP per capita) presented above, a
sectoral approach to this process is also made here. Thus, in terms of the
manufacturing industry the catching-up could be defined as the increase
in the Spanish industrial value added per capita as compared to the EC
average'®’. As previously with the overall real convergence process,
this manufacturing value added per capita may be split into the
productivity per worker and the proportion of manufacturing employment
to total population.

As observed in graph 11, there is a big difference between the
productivity level, which is around the EC average throughout the whole
period’®”, and relative employment, which is below 75% of the EC
average. If compared with the overall catching-up process (see graph
12), four periods may be identified in the last decade: in the first half of
the eighties real convergence ran at similar rates for the total economy
and the manufacturing sector; from 1985 to 1987 the industrial sector
contributed significantly to the overall catching-up process as relative
productivity and employment increased; thirdly, from 1988 to 1992
industrial real convergence stagnated whereas catching-up for the total
economy continued its upward trend; and finally, the depreciation of the
peseta and the recession redressed the share of industrial production in
total output.

%) Industrial data from Greece and Ireland were not available. Thus,
in all the calculations presented here, the EC average has been
constructed without these two countries.

(19 The comparison in industrial productivity has been made adjusting
the 1980 national manufacturing value added by the PPS in that year and,
for the rest of the period, applying to the 1980 level the changes in the
value added per worker at constant prices. If the base year were
different, the level of relative productivity in the manufacturingindustry
would also be different. Therefore, the following analysis should only be
considered as a general approach which tries to show the main tendencies
in the manufacturing industry as compared to the total economy.
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As observed in graph 13, the ratio of manufacturing employment to
population is below the ratio recorded for total employment, which is a
signal of the smaller industrial base in Spain. However, though still far
from Community levels, the expansion in Spanish employment in the last
few years has been relatively more concentrated in manufacturing, as
compared to the EC (see graph 14). In any case, the proportion of
manufacturing employment to total employment in Spain has followed the
same structural downward tendency observed in the other EC countries
(see graph 15).

Curiously, despite the expansion in the Spanish industrial
structure in the second half of the eighties, there was no progress in the
industrial real value added per capita as compared to the EC countries.
The boost in manufacturing employment was accompanied by a reduction
in relative productivity per worker, notwithstanding the strong
investment process which took place in that period. Thus, it seems that
a large productive capacity was created, in expectation of a sustained
growth in domestic and foreign demand. In the 1992-1993 recessionary
phase, that productive capacity became excessive making it possible to
reap high productivity gains by shedding labour.

The nominal competitive advantage in unit labour costs in the
Spanish manufacturing sector is higher than that calculated for the
economy as a whole (see section 2.4). While productivity per worker was
higher in industry than in the rest of the economy, the relative
compensation per employee in PPS terms remained clearly below the
figures for the whole economy (see graph 16). Moreover, the difference
between the relative compensation per employee in industry and the whole
economy doubled from 6 percentage points in the early eighties to more
than 12 points in 1993. This lower compensation per employee in Spanish
industry does not reflect a domestic differentiation of labour costs in
Spain but mainly a relatively higher level of industrial wages in the EC.

The Spanish manufacturing industry is thus characterized by a
combination of a high relative productivity and lower labour costs per
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GRAPH 15
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employee which, however, coexists with a smaller employment base‘*".
As commented above, the unit labour cost advantage is not a sufficient
condition to expect an extension of industrial activities and employment;
a strengthening of the structural conditions leading to an increase in
investment also seems essential.

In the following chapters a detailed analysis of the Spanish
manufacturing industry is made splitting the sector into branches and
examining the main economic variables affecting their performance. The
higher share of traditional sectors in Spanish industry and the lack of
adaptation to the new competitive requirements stemming from a high
economic integration will appear as the main factors explaining the poor
industrial performance after the entry into the EC and the scarce
contribution made by the Spanish manufacturing sector to the overall
catching-up process, leading to the strong adjustment of 1992 and 1993.

(1) As earlier seen, productivity and employment performances are not
independent. To a certain extent, high labour productivity in Spanish
manufacturing industry is the result of widespread labour shedding in
traditional sectors.
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4. THE DOMESTIC PERFORMANCE OF THEMANUFACTURING INDUSTRY
4.1. Methodology

The data on the manufacturing industry analyzed here are from the
national accounts according to the NACE-CLIO R-25 classification which
considers 13 non-energy industrial activities (see annex 1). These
branches are regrouped by EUROSTAT attending to the growth of demand
in each sector. Thus, according to the real growth of domestic demand for
these manufacturing branches in the nine biggest OECD countries in the
ten years from 1972 to 1982, those 13 branches are split into three
groups: strong, medium and weak demand branches. More updated
sources, different from national accounts, on industrial prices or on
labour costs have also been analyzed.

Apparent labour productivity has been obtained by reference to
total employment and not to wage earners to prevent spurious composition
changes between self-employed and employees from modifying
productivity levels. Labour costs per worker include wages and social
security contributions.

At the time this paper was prepared, the latest data available on
these variables with the required detail by branches for Spain referred
to 1990. More recent information has also been used, though the link with
previous data should be made cautiously. There follows a static analysis
of the situation of Spanish manufacturing industry in 1990 and an
evaluation of the changes recorded from 1980 to 1993.

4.2. Static analysis

The levels of productivity, labour costs per employee and the share
of labour costs in value added are presented in table 2 divided into the
three demand groups (the complete data for all the industrial branches
are included in annex 2). These data show a positive correlation between
productivity and labour costs per worker (see also graph 17). Those
branches with productivity above the average recorded at the same time
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THE SPANISH MANUFACTURING SECTOR

TABLE 2

TOTAL STRONG MEDIUM LOW
1990 average manufacturing=100
Value added per head 100.0 126.6 1161 784
Compensation per employee 100.0 122.7 104.9 873
Compensation per employee/value added (%) 63.8 618 576 7.0
Idem average manuf =100 100.0 96.9 90.4 1114
Annual average growth rates
Real value added 1985/80 0.6 46 14 -1.8
1990/85 39 52 38 3.2
Employment 1985/80 -26 -07 2.5 3.6
1990/85 27 38 32 15
Labour productivity 1985/80 33 53 41 18
1990/85 12 13 0.5 16
Compensstion per employee
1985/80 12.7 12.9 13.0 12.4
1990/85 7.1 71 6.9 73
(ndustna! prices
1985/80 117 1.5 121 11.7
1990/85 29 1.8 38 3.1
Real unit labour costs (ULC deflated by industrial prices)
1985/80 <23 -36 -3.1 -11
1990/85. 29 3.9 2.6 24
Source: Nenional and C ission Services. For 1990, labovr cost increases

areproxied by the wage survey (ESA).
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GRAPH 17
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higher-than-average labour costs per head, and vice-versa, with only
two exceptions. It is also observed that the stronger the demand the
higher the level of productivity and labour costs of the branch:
productivity and labour costs per employee in strong demand branches
were 27% and 23%, respectively, above the average, while in the weak
demand branches those variables were 22% and 13% below the average.
These results seem reasonable: strong demand sectors have a more
advanced technology, higher capital-intensity per worker and higher
labour productivity (also, their labour force is probably more skilled) .
Hence, these workers can be better paid.

A larger dispersion in productivity than in wages is observed
within manufacturing: the regression line in graph 17 shows that on
average if productivity increases by 20%, labour costs per employee do so
by 10%. Thus, the proportion of labour costs to total value added is
higher in the weak demand branches: 70% against some 60% in strong and
medium demand branches.

A higher share of labour costs in total value added in weak
productivity branches is a logical result as these are relatively
labour-intensive activities. Further, there is a close relationship between
the size of firms and the demand group to which they belong as pointed
out by Martin (1992). Thus, in 1985 the companies included in the weak
demand group employed on average 11 workers while, in contrast, in the
strong demand branches the average number of workers per firm was 45.
This difference is partly explained by the greater ability of the strong
demand companies to reap economies of scale increasing the size of the
plant as compared to the more traditional weak demand group.

Summing up, a positive correlation between productivity levels and
labour costs per worker is observed in the Spanish manufacturing
industry in static terms, though the level of labour costs across the
branches tends to be less dispersed than that of productivity. Strong
demand branches record a higher intensity of capital per worker while
labour costs represent a lower portion of total value added. Conversely,
the smaller size of the average firm in the weak demand group is reflected
in a lower capital content and higher unit labour costs.
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4.3. Dynamic analysis
4.3.1. Overall evolution from 1980 to 1993

From 1980 to 1990 employment in manufacturing industry (as
provided by the national accounts) levelled off while both real output and
productivity rose by 25% in cumulated terms. Labour costs per employee
grew much faster than industrial prices (156% as compared to 101%). All
these figures were, however, the result of differing trends in the
manufacturing industry in the last decade. Finally, in the early nineties
the recession hit Spanish industry with particular virulence. Thus, three
periods can be identified in relation to some basic features: the
continuation of the industrial adjustment which had begun in the
seventies (from 1980 to 1985); the opening-up of the Spanish economy
after the entry into the EC together with the expansionary cycle (from
1986 to 1990); and the gradual deceleration in economic growth (since
1990).

a) 1980-1985

In this period high productivity gains were achieved through
labour shedding while labour costs and prices were still on an
expansionary trend. Likewise, employment in manufacturing industry
declined by 2.6% annually, which enabled productivity to expand by 3.3%
(see table 2). Labour costs per employee and industrial prices grew at an
annual rate of around 12%, thus allowing real unit labour costs to be
reduced at an annual rate of 2.3% (see graph 19).

The stagnation of domestic demand and the recovery of
competitiveness through the devaluation of the peseta in 1982 contributed
to boost the exports of manufactures which increased in real terms at an
annual rate of 7.5% in the first half of the eighties, while imports rose by
only 3.6%. This evolution led to an increase in the degree of openness of
the manufacturing industry, measured as the sum of exports and imports
of industrial goods as a percentage of GDP, from 13.3% in 1980 to 18.5% in
1985.

-39 -



GRAPH 18
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b) 1986-1990

The upsurge in world demand contributed to the increase in
productionand employment in Spain, while economic policy tried to temper
the inflationary pressures stemming from the strong domestic demand.
This recovery in economic activity coincided with Spanish EC membership
which led to a significant increase in its trade and financial flows with the
rest of the world. The openness of the Spanish manufacturing industry
increased from 18.5% in 1985 to 21.5% in 1990%’.

The effects of economic expansion on Spain were reinforced by the
huge flow of foreign direct investment, which contributed to the
introduction of modern management techniques and the rationalization of
production, enhancing the ability of Spanish industry to compete in the
international markets. This competitiveness boost is, however, being
partially offset by the higher import propensity shown by foreign-owned
companies as compared to national firms. This could be a consequence of
the international commercial strategy followed by transnational companies
and the particular relationship between subsidiaries and parent
firms‘*),

Real value added and employment recorded a high growth in this
period (3.9% and 2.7%, respectively, in annual average terms). However,
the industrial output per capita as compared to the EC average did not
record any significant progress: the reason is that the higher employment

1) Notice that this measure of the degree of openness leads sometimes
to paradoxical results: from 1980 to 1985 the openness of the Spanish
manufacturing sector increased by more than five points while in the
second half of the eighties, after EC entry, openness only rose by three
points. The strong increase in domestic demand since 1986 which
tempered the upward export trend and boosted GDP growth was the main
factor which explained the deceleration of the openness in manufacturing
trade in that period.

(13) The clear-cut bias to import by the foreign-owned companies is
observed in other countries. For instance, the subsidiaries of Japanese
firms established in the United States record a significantly higher import
demand per unit of output than US firms.
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could not offset the relative decline in labour productivity. Higher
competition stemming from the opening up of the Spanish economy
contributed to the steep deceleration in industrial prices, which reduced
their rates of growth from 11.7% in 1980-85 to 2.9% in 1986-90. The rate
of growth of labour costs halved in the second half of the eighties falling
from 13% in the previous period to 7%. Despite further productivity gains
and significant slowing in labour cost increases, the much faster
deceleration in industrial prices led to an increase in real unit labour
costs of almost 3% in annual average terms.

c) 1990-1993

As observed in graph 19, while real unit labour costs continued
declining for the total economy, a sharp upsurge in real unit labour costs
in manufacturing industry was recorded after 1989, as productivity could
not offset the growing differential between the compensation per employee
and industrial prices (see Gordo and L'Hotellerie, 1993).

Compounded with this lack of moderation in manufacturing labour
costs, Spanish industrial competitiveness was further hit by the relative
strength of the peseta. Industrial enterprises tried to preserve their
profit margins shedding labour and reaping high productivity gains as a
way to check unit labour costs, a phenomenon witnessed especially in 1992
and 1993 when domestic demand fell dramatically. In consequence,
manufacturing employment declined by 14%in the early nineties. Though
the peseta devaluation has temporarily relieved the pressure on profits,
a much more synchronized evolution of industrial prices and labour costs
seems to be necessary to widen the employment base in the manufacturing
industry in the future.

4.3.2. Analysis by branch

In the eighties employment and productivity increased more in the
strong demand branches than in the medium and weak demand groups (see
table 2). Real value added in the strong demand branches rose at an
average rate of 5%, while for the weak demand sectors it only grew by
0.7%. Productivity also rose more in the strong demand sectors in the
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eighties (3.3% annually on average) compared to the medium and weak
demand ones (2.2% and 1.7%, respectively).

While in static terms a certain positive correlation between the level
of labour costs and productivity was found, only a weak positive
correlation is observed in dynamic terms. As shown by graph 18, there
is only a slight relationship linking higher increases in labour costs to
higher productivity gains. In any case, the very small gradient of the
curve (around 10%) would suggest that the role played by productivity
gains in the wage-setting mechanism has not been significant.

As shown by Bajo and Torres (1992), foreign direct investment in
the manufacturing industry was mainly targeted on the strong demand
sectors. Representing only 18% of total value added in the manufacturing
industry, firms of the strong demand group received one third of foreign
direct investment in manufacturing industry. On the contrary, only 18%
of direct foreign investment in the manufacturing industry was directed
to weak demand branches which produced 36% of total value added. The
great significance of this foreign capital inflow is better understood if it
is compared with fixed capital investment: from 1986 to 1990 the net flows
of foreign direct investment accounted for one half of gross capital
formation in the manufacturing industry. In the high demand branches
this ratio reached 97%¢).

The large flow of foreign investment contains, however, some
features which tend partially to offset the possible positive effects on the
external accounts. In particular, foreign direct investment contributed
to the appreciation of the peseta, increased the present and future value
of the factor income paid to non-residents and, as mentioned above,
induced a higher level of imports as demand in foreign-owned companies
was biased to imports.

(39 1t should be observed, however, that not all the foreign direct
capital flows aim to increase fixed investment and thus the ratio presented
here could exceed 100%.






5. A COMPARISON BETWEEN SPAIN AND THE MAIN EC COUNTRIES

5.1. Methodology

This chapter is devoted to the analysis of the performance of the
manufacturing industry in Spain as compared to that of its European
partners. As the necessary information was not available with the
required detail for all EC countries and no EC average existed, a selection
of the four biggest countries (Germany, France, Italy and United
Kingdom) has been made, which will be referred to hereafter as EC4.
Although the basis of comparison to analyze the process of industrial
catching-up was the EC average, some conclusions could also be drawn
from the evidence provided by comparing Spain and the EC4 countries.

In point 5.2 a brief comparison between the Spanish and the EC4
manufacturing industry in 1990 is presented. The evolution of this sector
in the eighties is analyzed in point 5.3. Finally, in 5.4, the revealed
comparative advantages will allow an assessment of the actual
competitiveness of Spanish industry and its link with traditional price
determinants (real exchange rates) and with other non-price factors.

5.2. Static analysis

The relative size of the Spanish manufacturing sector as compared
to the overall economy is quite similar to that of the mein EC countries,
with the exception of Germany. The percentage accounted for by
manufacturing industry in relation to employment or total value added in
France, Italy, the United Kingdom and Spain ranged between 20 and 22%
in 1990. In Germany this percentage reached 30%. However, given that
the proportion of employment to population is significantly lower in Spain
than in EC4, the similar share recorded by industrial employment is
compatible with a smaller industrial base in Spain.

As in Spain, productivity and compensation per employee in EC4
were higher in the strong demand sectors as compared to the medium and
weak demand branches. However, there were some differences between



the industrial structures in EC4 and Spain in 1990 which would be useful
to stress.

First, the Spanish productive structure is more concentrated on
lower demand sectors than EC4. Thus, in 1990 the weak demand sectors
represented 47% of the manufacturing employment in Spain against 37% for
the EC4 average. On the contrary, Spain had only 14% of total employment
in strong demand branches compared to 19% in EC4 (see table 3). As
Martin (1989) indicates, Spain is more specialized in sectors where the
potential for reaping economies of scale is lower, which determines a lower
level of labour productivity. Thus, a significant increase in
competitiveness may not be achieved by improving the size of current
structures but a shift of resources to other sectors should be
accomplished®.

Second, the range in productivity in Spain is much wider than in
the EC4: value added per worker in the strong demand sectors is 61%
higher than in the weak demand branches in Spain, while in EC4 this
difference is 41%. This would suggest that technology and production
techniques are less evenly distributed in Spain. It is also observed that
the countries with a sounder industrial sector record a lower dispersion
in their industrial structure: thus, labour productivity in strong demand
branches in Germany is only 23% higher than in the weak demand firms.

Third, despite its larger dispersion in productivity, compensation
per employee in Spanish manufacturing industry by branches are as
homogenous as in EC4. Labour costs per head in Spain are 40% higher in
strong demand branches than in weak demand ones, while this percentage
is 32% in EC4. This may suggest lesser attention to productivity gains in
Spanish wage setting in relation to other European countries and a normal
tendency of labour costs to remain relatively close whatever the
productivity level may be.

(19 As shown by Segura (1992), this productive structure was the
consequence of the autarchic development of Spanish industry after the
Second World War, when production was determined by domestic demand.
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TABLE 3

COMPARISON BETWEEN THE SPANISH MANUFACTURING SECTOR AND THE EC4 AVERAGE

TOTAL STRONG MEDIUM LOW
Employment per branch 1990
Spain 100.0 13.8 39.6 46.7
EC4 100.0 194 433 37.2
1990 EC4 average=100
Compensation per employee in PPS tenbs 793 842 80.0 79.2
Differential in the annual average growth rates (Spain-EC4)
Real value added 1985/80 0.0 02 14 -0.7
1990/85 0.9 12 1.1 01
Employment 1985/80 0.4 1.6 -0.0 0.6
1990/85 26 33 2.8 1.9
Labour productivity 1985/8 -04 -1.5 15 -14
1990/85 <17 221 -1.7 -2.0
Compensation per employee (national currencies)
1985/80 2.2 18 238 21
1990/85 10 09 1.0 13
Industnal prices (national currencies)
1985/80 4.6 5.6 54 48
1990/85 0.0 -84 0.1 02
Real unit Jabour costs (ULC deflated by industnial prices)
1985/80 -1.8 -1.9 237 -E2
1990/85 27 3.5 27 33

Source: Eurostat and Commission scrvices.
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Fourth, Spanish labour costs per worker are below the EC4 average
in aggregate terms (around 80% in PPS terms). This advantage is even
higher if current exchange rates are considered given that the
purchasing power of the peseta is stronger than that implicit in exchange
rates. However, in some branches, Spanish labour costs in PPS terms are
close to the EC4 levels and are even higher than those recorded in other
countries. Thus, in 1990 compensation per employee in Spain in 'metallic
minerals' was close to the EC4 average and 5% higher than in Germany.
Likewise, Spanish labour costs per employee were higher than in the
United Kingdom in 'mechanical engineering', 'office machinery' and
‘electrical engineering'.

Finally, the share of labour costs in total value added in Spain
(64%) is similar to that of France or Italy though well below Germany's
share (75%)"'®. This suggests that the effect of the lower level of
labour costs per employee in Spain, which would tend to reduce this
share, is offset in some cases by the relatively poorer productivity of
Spanish industry.

Summing up, Spanish manufacturing industry experiences a higher
dispersion of productivity than that of the EC4 average. There is a strong
demand group of firms which might record relatively similar capital
endowments and technology to those in EC4 while the weak demand
branches would experience relatively lower productivity levels. The
greater homogeneity of labour costs as compared to productivity leads to
a lower (higher) labour cost share in total value added in the firms with
high (low) productivity levels. The strong demand group, however,
represents a smaller proportion of output and employment in the total of
the manufacturing industry as compared to EC4, which leads to an overall
lower labour productivity in the Spanish manufacturing industry.

(18) This result is already adjusted for the greater proportion of self-
employed workers in total employment (12% in Spanish industry as
compared to 7% in the EC4 average).
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5.3. Dynamic analysis

Industrial output increased in all countries in the eighties: while
in Germany and France real value added increased between 12% and 15%,
in Italy, United Kingdom and Spain it expanded by around 25%. The
higher employment increases in Spain led apparent labour productivity to
grow below the EC4 average (38% in EC4 compared to 25% for Spain).

The increase in real value added in EC4 was concentrated on strong
demand sectors (+51%) compared to a slow growth of the more traditional
branches (+10%). In Spain this feature was even more pronounced:
production in the strong demand branches rose by 61% while in the weaker
demand ones it only rose by 7%.

Most countries recorded a decline in manufacturing employment in
the eighties. Only Germany and Spain recouped in the second half of the
last decade the level of employment existing in the early eighties.
Manufacturing employment in Spain levelled off between 1980 and 1990
while for the EC4 average it fell by 14%*”’. While in the first half of the
eighties Spanish industrial employment declined similarly to EC4
countries, though less sharply, the particularly intense expansionary
cycle in 1987-1990 made industrial employment grow at a rate 2.6% higher
than in EC4 in the second half of the eighties (see table 3; the detailed
data for all industrial branches is presented in annex 3). The better
situation of industrial companies after the strong adjustment in the ten
years to 1985 and the introduction of incentives (temporary contractsand
subsidies) to expand the labour force also contributed to the increase in
Spanish industrial employment.

This favourable performance in industrial employment in the second
half of the eighties, however, was not enough to make significant
progress in the industrial catching-up process as labour productivity

(7 However, in 1992 and 1993 a sharp process of labour shedding in
Spanish manufacturing was recorded, with employment being reduced to
below the 1980 figures.

—49-



lagged behind: in 1986-1990 labour productivity in Spain grew at an
annual rate 2% lower than in EC4.

The greater competition entailed by the removal of trade barriers
and the relative strength of the exchange rate of the peseta were the main
factors leading to the significant convergence in industrial price increases
after 1986. While in the first half of the eighties industrial price increases
were 4.6 points higher in Spain than in EC4, in national currency terms,
in the period 1986-90, this gap disappeared completely. Price increases
were even below the EC4 average in strong and weak demand branches.

Finally, real unit labour costs (whose inverse is a proxy for the
profit margin) followed differing trends in the eighties. In the first half
of the decade, real unit labour costs in the manufacturing sector declined
more in Spain than in EC4 as the protection still in place and the
depreciation of the peseta in 1982 made it possible to fix higher prices. A
more rapid convergence in prices than in labour costs, not explained by
higher productivity gains, caused a worsening in the relative real unit
labour costs in the second half of the eighties and, hence, a deterioration
of profit margins. In graph 20 it is observed that, though in the EC real
unit labour costs increased after 1989, its upward trend was much more
moderate than that recorded in Spain.

The different evolution of industrial prices and labour costs led to
a large increase in real wages as regards industrial and import goods.
Though this probably led to an increase in the standard of living (durable
goods consumption was boosted), its temporarynature remained relatively
concealed. The instability of this process was, however, shown at
different levels (decline of profit margins in firms, rising external deficit
and doubts about its eventual financing) and contributed significantly,
when economic growth decelerated in 1992, to the devaluation of the
currency.

The process of industrial catching-up was thus significantly
affected by the opening-up of the Spanish economy after the accession to
the EC. Foreign investment and optimistic expectations fostered the
growth of Spanish manufacturing as Spain provided relatively lower
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labour costs and a big domestic market. The investment boost did not
lead, however, to significant growth in industrial output as compared to
other countries as a rising share of the demand for industrial goods
started to be supplied by foreign firms. As the following section describes
in greater detail, the lack of adequate progress in Spanish
competitiveness after the entry into the EC is probably the main reason
explaining the poor role played by Spanish industry in supporting the
overall catching-up process in the 1987-1992 period.

5.4. Revealed comparative advantages (RCA)"®

From 1981 to 1992 the RCA of the Spanish manufacturing industry
declined by 25 percentage points in relation to the world (see table 4).
While in 1981 10 out of the 13 industrial branches recorded positive
values, only two did in 1992, no branch showing an improvement in
absolute terms in that period. The worsening was particularly large in the
medium and weak demand sectors (-27 and -39 percentage points,
respectively) while strong demand branches lost only 5 percentage
points. By branches the largest falls were experienced by 'textile and
footwear' (-67p.p.), 'food & drink' (-50 p.p.), 'paper and printing' (-41
P-p.), 'metal articles' (-39 p.p.) and 'wooden industry and others' (~34
P-P- ). 'Chemical industry', 'electrical engineering' and 'office machinery'
were the branches which recorded a lower decline.

In absolute terms, the most competitive enterprises of Spanish
manufacturing industry were traditionally those of the weak demand
group as they were more labour-intensive and labour costs were
significantly lower than abroad. However, in the last few years this
situation changed as the RCA in the medium demand group increased while
in the weak demand branches they continued to fall. Thus, in 1992 the
RCA in the medium demand branches, though negative, were above those

(%) The revealed comparative advantage (RCA) in the sector i is
defined as: RCA, = [(X, - M)/(X, + M,)]*100, where and M,
correspond respectlvely 16 exports ahd 1mports of sector i. 'f'he index
RCA varies between -100 (maximum disadvantage) and 100 (maximum
advantage) .
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TABLE 4

SPAIN'S REVEALED COMPARATIVE AD VANTAGE

___ WORLD
AVERAGE ANNUAL CHANGES

INDUSTRIAL BRANCHES 1981 1985 1990 1992  1985/81 1990/85 1992/90
1. Metallic rainerals 12.8 173 -18.5 -13.7 1.1 <72 24
2. Non-metallic minerals 324 36.4 10.1 16.4 1.0 -53 31
3. Chemical industry -263 -126 -31.1 -320 34 -37 -0.4
4. Metallic products 240 211 -83 -147 -0.7 -59 -3.2
5. Mechanical engineening =13 =173 -415 -357 0.0 6.8 29
6, Office machinery -552  -451 622 -549 25 -34 3.7
7. Electrical engineering -337 -313 444 -353 0.6 -26 46
8. Transport equipment 248 353 29 6.8 26 6.5 20
9. Food, drink & tobacco 278 213 -157 -219 -16 -14 -31
10. Textile & footwear 44.0 43.2 -3.0 -228 -0.2 =92 -99
11. paper & printing 19.3 11.7 -235 -214 -1.9 -7.0 1.1
12. Plastics & rubber 212 303 -82 -148 23 =17 -33
13. Wooden mndustry & others 09 47 -204 -335 1.0 -5.0 6.6
DEMAND CLASSIFICATION
TOTAL 6.4 93 -203 -19.0 0.7 -59 0.6
STRONG= 3+6+7 -335 -256 430 -381 2.0- -3.5 2.5
MEDIUM=  5+8+9+11+12 16.8 199 -13.7 -104 0.8 6.7 1.7
WEAK= 1+2+4+10+13 229 239 -89 -15.6 03 6.6 -34
__EC

AVERAGE ANNUAL CHANGES

INDUSTRIAL BRANCHES 1981 1985 1990 1992  1985/81 1990/85 1992/90
1. Metallic minerals -206 -139 -213  -16.2 04 -0.5 25
2. Non-metallic minerals 88 127 60 126 1.0 -13 3.3
3. Chemical industry -474 -304 -391 -406 43 -1.7 -08
4. Metallic products -104 6.1 -242 -282 1.1 -3.6 -20
5. Mechanical engineering =361 -323 494 -448 0.9 -34 23
6. Office machinery -542 -341 -464 421 50 -2.5 2.2
7. Electrical engineering -424 -287 -362 -284 34 -15 3.9
8. Transport equipment 183 329 83 95 37 -49 06
9. Food, dnnk & tobacco 267 321 -17  -16.8 1.3 -80 -4.6
10. Textile & footwear 444 405 -05 -16.9 -1.0 -8.2 -8.2
11. Paper & printing 15.8 11.9 -13.0 -16.2 -1.0 -5.0 -16
12. Plastics & rubber 3.2 61 -181 -194 0.7 438 -0.6
13. Wooden industry & others 322 326 65 -161 0.1 -7.8 -4.8
DEMAND CLASSIFICATION
TOTAL -93 01 -180 -16.4 24 -3.6 08
STRONG=  3+6+7 470 -310 -396 -365 4.0 -1.7 1.5
MEDIUM=  5+8+9+11+12 38 148 -103 -8.0 2.8 -5.0 1.2
WEAK= 1+2+4+10+13 49 78 -11.2 -15.2 0.7 -38 -2.0

Source: Spanish Customs Authorities, INE., B anco de Espafia andCommission services.
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of the weak demand ones. Though still recording the worst results, the
RCA in the firms of the strong demand group have also improved since
1990.

These changes in the RCA may indicate a certain upgrading in
Spanish manufacturing industry. Thus, resources are shifting from
traditional activities to others with larger capital and technological
content, higher value added, more possibilities to exploit economies of
scale and better prospects as regards the expected demand in the
international markets.

The performance of manufacturing trade since 1981 can be divided
into three different periods. In the first half of the eighties the RCA
improved slightly (3 percentage points) as a consequence of weak
domestic demand, the protection still provided to domestic production and
the depreciation of the peseta, which amounted to 30% in cumulative
terms. By contrast, the opening of Spanish markets to external
competition after the entry into the EC in 1986 and the expansionary cycle
as from 1987 led to a rapid worsening of the external balance. The decline
in the RCA in the second half of the eighties (around 30 points) is
explained more by the boost recorded in import demand than by a
significant reduction in export activity. Thus while real exports
decelerated from an annual rate of growth of 7.5% in 1980-85 to 5% in the
second half of the eighties, real import growth soared from 3.6% to 23% in
1986-1990.

The fall of the RCA has decelerated markedly since 1990 in parallel
with the slowdown in domestic demand. From that year to 1992 RCA rose
by one percentage point and strong and medium demand branches, where
foreign investment was preferably concentrated, recorded modest gains
(5 and 3 points, respectively). Weak demand branches, however,
continued losing ground (-7 points) despite the significant deceleration
in domestic demand.

A number of factors can be identified to explain the sharp

worsening in Spanish external trade that the RCA show, in particular in
the second half of the eighties. The higher growth of domestic demand as
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compared to the main trade partners; the removal of trade barriers and
the significant reduction in tariffs; and the relative strength of the
peseta were all factors leading to the deterioration of the external
accounts. From the industrial standpoint some other specific factors also
contributed to the emergence of trade deficits:

a) Declining competitiveness in labour-intensive branches. The
very negative figures recorded by some branches (such as 'textile
and footwear' or 'wooden and other industries') might be explained
by the obsolescence of their capital equipment and their relatively
sticky labour costs. These features are common to a number of
countries and stem from the structural shift of resources from low-
to high-value-added industries in the modern economies. Given
that in these branches the ability to differentiate the product is
small, competitiveness has to be gained basically through cost
moderation. Thus, the supply of industrial goods with a low capital
content is increasingly being furnished by the newly industrialized
countries (NICs) which experience a much lower level of labour
costs. The lack of competitiveness of domestic production is well
reflected in the greater deterioration of the RCA in these branches
in the early nineties as compared to the second half of the eighties:
it suggests that when domestic demand slows down, external trade
may worsen in some branches if consumers shift their demand from
domestic goods to cheaper foreign products.

b) The huge investment that took place in the second half of the
eighties led to a large increase in the demand for capital goods
which was to a large extent provided by foreign supply (imports of
capital goods increased at an annual rate of 22% in real terms from
1985 to 1990). This process was especially important for some
branches such as 'mechanical engineering’, 'electrical engineering'
and 'office machinery'. The end of this investment cycle in 1990 and
the improvement in the competitive stance of Spanish firms,
brought about by that capital deepening, would explain the
increase in the RCA recorded in these sectors in the last few years.
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c) An important change in consumption patterns could also partly
explain the poor performance of external trade in the second half
of the eighties. The opening up of new markets provided a new
range of goods previously unknown to Spanish consumers. The
better quality and design of foreign products, accompanied by a
certain measure of curiosity and 'snobbery'’®), attracted a
considerable demand in 'textile and footwear', 'wooden furniture
and other', 'food & drink' and 'means of transport'. From 1985 to
1990 the imports of non-food consumer goods grew in real terms by
27% annually. Obviously, this also mirrored the lack of response by
Spanish producers to that new demand and, in particular, a
relative worsening in non-price competitiveness factors.

All these factors led to a relative decline in industrial output as
compared to that of services. The absence of factors limiting price
moderation in services, given the limited role played by foreign
competition, together with the rapidly rising demand recorded by this
sector, meant that economic resources were increasingly shifted towards
services. As observed in graph 21, there is a certain link between the
share of industrial production and the external balance of the nation: the
lower the relative industrial output the higher the external deficit. Thus,
insufficient progress in industrial catching-up has also had consequences
for the external accounts, which further stresses the importance of a
strong manufacturing sector to make the overall process of real
convergence endure.

In any case, the decline in the RCA in the Spanish manufacturing
industry after EC entry, despite the lower labour costs (and, possibly
lower prices), stresses the importance of non-price factors on
competitiveness. Furthermore, it suggests that in those sectors where the
product can be differentiated, price considerations are not essential to
compete.

(9 Lluch (1992) refers to this consumption upturn as having a
'Veblenian inertia’.
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GRAPH 21

NET LENDING AND RELATIVE INDUSTRIAL OUTPUT

% % of GDP % indust. output/(indust+services)output &

4 right M-) A
: A~
LT AYAR

o ! L 1 L L " .
70 72 74 76 76 80 82 84 88 88 90 92 84

Source: Eurcstat and Commission services
Net lending is 8 3-year moving average
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Accordingly, a thorough competitiveness policy should not be
limited to enhancing price and cost moderation in the traditional way but
should pay more attention to the improvement in the quality and design of
the product, the capacity to innovate, marketing features, post-sale
assistance and so on, which altogether would contribute to promote the
'trade-mark' of the country (see Martin, 1989). In this sense, the most
important 'trade barrier' prevailing in the European single market is
probably the high level of quality of production required by most
countries.

These increasingly important non-price competitive factors should
be reinforced by the increase in public and private investment in human
capital and research and development activities together with the support
to companies in order to open international commercial networks, as
proposed by Martin (1992a) . As recently shown by Argimén et al. (1993),
public investment in infrastructures (transport and communications)
contributes significantly to increase the productivity in the private
sector.

The improvement in competitiveness is seemingly the basic issue at
which economic policy should aim in the future. Maule6n (1992) stressed
the strong correlation existing between the catching-up process and the
improvement in competitiveness. On the one hand, domestic growth
appears as highly dependent on external growth, which suggests that if
the catching-up process is to be preserved, the growth differential has
to be sustained by other additional elements, which should be mainly
competitiveness gains. On the other hand, higher domestic growth would
normally result in higher external deficits, the correction of which calls
for gains in competitiveness.
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6. CONCLUSIONS

The process of increasing the relative GDP per capita in one
country as compared to others, the so-called 'catching-up' process, can
be seen as generated by the performance of relative labour productivity
and employment. This real convergence process resumed in 1986 in Spain,
coinciding with the accession to the EC, but the recent economic recession
brought it to a halt. At present, Spanish GDP per capita is around 76% of
the EC average.

The different performance of the two components of the catching-up
process in Spain must be stressed. Thus, Spanish labour productivity is
notably close to the EC average while, by contrast, relative employment
remains far from the Community level. So, Spain's backwardness is
explained by the low proportion accounted for by employment in relation
to the total population. The inability to use thoroughly the human
resources available hinders the possibility of increasing the relative
income of the country. Thus, employment creation should be emphasized
as the main basis for the catching-up process. Moreover, the increase in
employment would contribute decisively to a better income distribution
with beneficial effects on fiscal policy and the overall standard of living.

Lower relative employment, however, coexists with a level of
compensation per employee (measured in PPS) close to that in the EC,
which points to a clear segmentation in the labour market. Likewise, it has
been shown that the increase in compensation per employee is related to
the reduction in relative employment and the worsening in real
convergence. Additional rises in compensation per employee as compared
to the EC average would tend to discourage employment and weaken the
competitive position of the country.

The increase in employment needs to be supported by sustained
progress on the competitiveness front, stemming both from price
moderation and from the improvement in non-price competitiveness
features. As regards labour costs, greater attention in wage setting to
productivity considerations, the competitiveness stance of individual
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companies and the performance of competitors' costs would substantially
benefit the catching-up process.

The catching-up process in the manufacturing industry, after
running quite close to the overall real convergence process at the
beginning of the eighties, stagnated in the years following Ec accession,
notwithstanding the parallel investment boom, as the large productive
capacity was not fully used and domestic demand was increasingly
supplied by foreign producers. The lack of competitiveness of Spanish
industrial output was at the core of the scant contribution made by this
sector to the overall real convergence process and helps to explain the
deterioration of the external accounts in the late eighties and early
nineties. The peseta depreciation contributed to increase competitiveness
and industrial output though further structural improvement in the
industrial field is still needed. In any case, given that external
imbalances often require a painful process of adjustment to restore the
lost competitiveness, an adequate performance of the manufacturing
industry seems essential to ensure the achievement of sustained progress
in the catching-up process.

The main conclusions stemming from the analysis of the
manufacturing industry are as follows:

- The proportion of manufacturing employment to total employment
in Spain is similar (21%) to that in the biggest EC countries, with the
exception of Germany. The notably lower level of labour costs (in terms
of a common currency) should be maintained to protect competitiveness,
favour the expansion of investment in manufacturing activities, and foster
economic growth in other sectors (mainly construction and services).

= In general terms, there is some correlation between labour costs
and productivity levels in the Spanish manufacturing industry. From a
dynamic point of view, however, no clear correlation is observed between
productivity gains and wage increases.

- Employment and unit labour costs have often moved in opposite
directions. In particular, the strong increase in employment from 1986 to
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1989 coincided with a reduction in the rate of growth of unit labour costs.
Unfortunately, in the early nineties unit labour costs deflated by
industrial prices soared and employment resumed its fall. The
depreciation of the peseta in 1992~1993 helped recoup competitiveness,
redress the profit margin and smooth the negative effects of recession on
employment. To prevent these effects from being short-lived, the
competitiveness gains should be backed up by cost moderation.

- The Spanish industry structure is more concentrated on weak
demand activities than EC4 (Germany, France, Italy and United
Kingdom) . Foreign direct investment, which concentrated relatively more
on the strong demand group, helped to progress in the shift of resources
from low to high-value-added activities. Larger productivity dispersion
in Spain, attributable to a technology less evenly distributed, is not
followed by the labour cost structure which is equally homogeneous.
Labour costs per head remained well below the EC4 average both in PPS
and ECU terms. However, in some sectors the compensation per employee
in PPS terms exceeds that recorded by other EC4 countries.

- Industrial price increases converged with those in the other
European countries in the last few years. However, the pressures
stemming from a higher growth of labour costs, in a setting where
industrial prices were exogenously fixed and the exchange rate was kept
strong, reduced the ability of industrial companies to compete. To keep
prices under control, the manufacturing industry had to resort both to
cutting margins (and henceforth investment) and obtaining productivity
gains by shedding labour.

- Though it was partly motivated by a domestic demand relatively
stronger than in the main partners, the decline of the revealed
comparative advantage (RCA) since EC entry pointed to a competitiveness
problem. The competitive position of Spanish companies should be
enhanced by a greater attention to non-price features which play a major
role in the competitiveness of various sectors. In this respect, the large
domestic market, currently very dependent on imports, is a good
opportunity for the domestic firms to adjust their production to the new
patterns of consumption.
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ANNEX 1

NACE-CLIO DIVISIONS OF MANUFACTURING INDUSTRY

BRANCHES DESCRIPTION
STRONGDEMAND
Chemical industry Chemical industry & man-made fibres industry
Office machinery Office machinery, data-p ing machinery & i engineering
Electrical enginerTing
MEDIUM DEMAND
Mechanical engineering
Means of transport Manufacture of motor vehicles, parts, and other means of transport
Food & dnink Food, drink & tobacco industry
Paper & printing Manufactare of paper and paper products; peinting and publishing
Plastic & rubber Processing of rubber and plastics
WEAK DEMAND
Mesallic minerals Exuraction and preparation of metalliferous ores
Production and prelirinary processing of metals
Non-metallic minerals Extraction of minerals other than mewlliferous
Manufacture of non-metallic mineral products
Metal articles Manufacture of metal articles
Textile & footwear Textile, leather goods, footwear & clothing industry
Wooden industry & others Timber and wooden furniture industry and other mannfact. industries

Source: Eurostat.

—66-



“(daaans a8om) yx £q pepxoid 2.0 53502.40u) 1503 ANOGD] ‘OEE] 40 TIMROIID [DUOYDY 324N08

(24 2T 6 Iz A 4 09 8'E 14 9z Ly ozl 6t Ll Ll Tl 0t 6T $8/0661
'l e 9" I't (23 b €l v vl 9T gLl- L zo 9l £ £ £z 08/5361
(yourwaq youa us saseassur 2oud eLsnput Aq Pajesap 1N $1500 MOQE] Pun [Bay
I'e € 1 vE € e (47 67 s §E k4 133 o€ 0o 144 o 6T £8/0661
L (4 S L8 el vEL en Izl s 801 86 801 Lol €Tl oSl Tl L 08/$861
ssoud einsnpuy
L 69 oL L9 LL fL TL 9 89 6L ¥iL 69 L £9 L 8 'L $8/0661
L4 ogl 61 rm el 61 gl $el 'zl el 98 ol il el (&4} 9rl LT 03/5361
oakojdusa Jod uonesuaduioy
1 0 £l (4] £0 vT I'o 7o 134 o gL $T ¥ sy L 6% Tl £B/0661
8l I'v 137 60" 9% (24 To LAY £€T v £ot 8L Tl 9z 0t L9 EE 08/§861 Ananonposd smoqe
s [ e 5T ST 99 0 'z 6T ¥ s vs 6t <l (44 09 Lt $B/0661
9t §T Lo - ' 6T 8- i L t'T 'y e L €0 96 Ls 9T 08/6861 Wowfojdug
re e s Lt 8T or 90 £T §L s €0 87 (2% e LS so &6E £8/0661 .
81 i 9 0T €l €l &= Tt 90 9T st 10 $T €T BT 90 90 08/S861 PIpPE an[EA |63
sajel imosd ofesoaw [enuuy
LAl ¥'06 696 rorl L8 0L Yozl SoL ot Tl Lat 60E1 iz TeL e 608 0001 001 =3a wiap|
0l LS 819 £'6l 99§ 19 69L osy CEL UL (443 oL FLL $0§ I'ts 218 2'E9 (2) poppe anjeajdwa sod ‘dwioy
£L8 eFOL LTI 69 £601 ¥'eol I'eL 9E6 viLll vall sPll s'Lol 6 ¥8Z1 9000  #0SI 07001 sakojduss s2d wonesuaduio)
¥8L s 99zl (414 Tel 9901 909 8Tel oTol 696 6'6El ada L Izel Lozt esgl o000l pray sad pappe onjep
001=3uumpoegnirews a8eiaav 066 |
€401+ TI+1I+  L+9+E €l Tl 1 ot 6 8 L 9 § v € [4 I
HPHTH] 6 oy Kqqu p 3unuud  mompooy quupy uawdinhe  uiBus  umpew  wiSus  smPpnposd  Asnpul ojEPW  SEIRUIL TV.LOL
mo ] wnpap  Suong uspooy sMsV|d Paded Foxel ool  Modsumil oMl O URyoaly OI|RPI [EONUOYD)  -UoN  ON[eRW

T XANNY

HOLIES ONRNLOVANNYIN HSINVAS dILL

—67-



“$OIAI25 WOY FHIINGD) PUD JORDUNG SIUNDS

€€ Le St Lt 00 e h.e. ro- LT 144 PEl (4] 0 zo 1 LT LT $8/0661
- Le 6l €1 (424 96 1z £es re- T LSt Yy i1'd 12 9 vl gl 08/5861
(youmiq Y263 uf €20waLdUE 2014 [FLNTPUI Ay, PAITYIP I T(1) TBOO MOqu) un o7y
zo- 1o ro L 00 o s'o Lo 80 (M) [N} %o " Pl 0 §sT 00 $8/0661
By (49 92 €T 99 z9 Le (8% 8¢ »e 9V DAY Le v '8 13 (24 08/5861
(9310uanms [suoizsu) 62015 [eLaenpu]
[ [R] 60 [ £ 9t vl Lo S0 91 8 9l Lo [Kig 60 (4] 01 £8/0661
1z 8z 81 19 PE €T T [y 6l vl 0z 'y [N} 6T (44 ov T 08/¢861
(52t [sucheu) 3afojdus s2duoy duo )
0T L 12 9l Tt 6'S- 09 o 97 oy g L vo (4] 1 Tl L £8/0661
LA $1 $1- $T L1 (24 9¢- L 91 vl 6Tl ry 0z Ly (A oo ro 08/5861 tanposd moqey
6°l 3T 't 91 vo £¢ (x4 L te 14 0g o's e Le PE Le 9T $8/0661
90 00 9t ¥4 e LA Le v'o 6'l v'o L24 Ty to 8l L o o 08/$861 womlojdwy
ro T (4 00 80 80 e 8T 09 vl (2o $T- 133 6l €T 8T 60 £8/0661
Lo Pl 70 £0 90 Lo Lo Iz ro Lo 98l vl 91 8T o ro 00 08/5861 PIPPOINIeA [E3Y
($Og-weds) 600 ymasd 2Bwadas jenunve Iy ut [ERISLL]
TéL 008 8 9L €88 €9L  TT8 v6L s'is L 9'¢8 £ S8L SiL L6L 0’66 €6l suw3) §dd vt 9a40jdwo 13d “sdwo)
001=98232A% D3 0661
Lt 1334 vél L 124 9L (x4} 66 1ot ot 6T (Al 96 €y s e 0001 o3
Loy 96¢ el 1ol v'e 6 6's1 LSl vor re (Al v on 1 oL LT 0001 uredg
0661 Youwsy 13d Juswkojdwgy
E1+01+ TIHTI+  L49+E £t 4] 1 01 6 3 L 9 z 1
+P4T+E +6184C upo Fraqqui 7 Sunuud mamioo) uup 3 wmdinds “mFus  uiysew ‘urfus fonposd Lasnpun sfjElaw  FjeBIt
MOT WNIGEN ONOULS Uspoom solissld Faaded IXal Pood Hodivell o 2O “ueyoapy OB  [OWYD  -uoN oM TVIOL

£ XaNNV

JOVYIAVY $Od THL ANV JOLITS ONIUN.LOV ANNVN HSINV IS THL NFIMLIG NOSHYINOD



9314

9315

9316
9317

9318

9319

9320

9321

9322

9323

9324
9325
9326

9327

9328

9329

9330
9401

9402
9403

9404
9405

9406

9407

9408

WORKING PAPERS (1)

Fernando Ballabriga, Miguel Sebastian and Javier Vallés: Interdependence of EC econo-
mies: A VAR approach.

Isabel Argimén y M.* Jesiis Martin: Series de «stock» de infraestructuras del Estado y de
las Administraciones Publicas en Espana.

Pedro Martinez Méndez: Fiscalidad, tipos de interés y tipo de cambio.

Pedro Martinez Méndez: Efcctos sobre la politica ccondmica espariola de unafiscalidad dis-
torsionada por la inflacion.

Pablo Antolin and Olympia Bover: Regional Migration in Spain: The effect of Personal
Characteristics and of Unemployment, Wage and House Price Differentials Using Pooled
Cross-Sections.

Samuel Bentolila y Juan J. Dolado: La contratacién temporal y sus efectos sobre la competi-
tividad.

Luis Julidn Alvarez, Javier Jareiio y Miguel Sebastian: Salarios publicos. salarios privados e
inflacién dual.

Ana Revenga: Credibility and inflation persistence in the European Monetary System. (The
Spanish original of this publication has the same number.)

Maria Pérez Jurado and Juan Luis Vega: Purchasing power parity: An empirical analysis.
(The Spanish original of this publication has the same number.)

Ignacio Hermando y Javier Vallés: Productividad sectorial: comportamiento ciclico en la eco-
nomia espaiiola.

Juan J. Dolado, Miguel Sebastian and Javier Vallés: Cyclical patterns of the Spanish economy.
Juan Ayusoy José Luis Escriva: La evolucion del control monetario en Espana.

Alberto Cabrero Bravo e Isabel Sanchez Garcia: Métodos de prediccion de los agregados
monetarios.

Cristina Mazén: Is profitability related to market share? An intra-industry study in Spanish
manufacturing.

Esther Gordo y Pilar L’Hotellerie: La competitividad de la industria espaiola en una pers-
pectiva macroecondémica.

Ana Buisan y Esther Gordo: El saldo comercial no energético espafiol: determinantes y ana-
lisis de simulacion (1964-1992).

Miguel Pellicer: Functions of the Banco de Espaiia: An historical perspective.

Carlos Ocaiia, Vicente Salas y Javier Vallés: Un andlisis empirico de la financiacion de la pe-
quefia y mediana empresa manufacturera espaiiola: 1983-1989.

P. G. Fisher and J. L. Vega: An empirical analysis of M4 in the United Kingdom.

J. Ayuso, A. G. Haldane and F. Restoy: Volatility transmission along the money market
yield curve.

Gabriel Quirds: El mercado britanico de deuda publica.

Luis J. Alvarez and Fernando C. Ballabriga: BVAR models in the context of cointegration:
A Monte Carlo experiment.

Juan José Dolado, José Manuel Gonzailez-Paramo y José M.” Roldan: Convergencia econo-
mica entre las provincias espaiiolas: evidencia empirica (1955-1989).

Angel Estrada e Ignacio Hernando: La inversién en Espafia: un anilisis desde el lado de la
oferta.

Angel Estrada Garcia, M.* Teresa Sastre de Miguel y Juan Luis Vega Croissier: E! mecanis-
mo de transmision de los tipos de interés: el caso espanol.



9409

9410

9411

9412

9413
9414

9415

9416

9417

9418

9419

9420

9421
9422
9423
9424

9425

9426

9427

9428

Pilar Garcia Perea y Ramén Gémez: Elaboracion de series histéricas de empleo a partir de
la Encuesta de Poblacién Activa (1964-1992).

F. J. Saez Pérez de la Torre, J. M.” Sanchez Saez y M." T. Sastre de Miguel: Los mercados de
operaciones bancarias en Espana: especializaciéon productiva y competencia.

Olympia Bover and Angel Estrada: Durable consumption and house purchases: Evidence
from Spanish panel data.

José Vinals: Building a Monetary Union in Europe: is it worthwhile, where do we stand, and
where are we going? (The Spanish original of this publication has the same number.)

Carlos Chulia: Los sistemas financieros nacionales y el espacio financiero europeo.

José Luis Escriva and Andrew G. Haldane: The interest rate transmission mechanism: Sec-
toral estimates for Spain. (The Spanish original of this publication has the same number.)

M.* de los Llanos Matea y Ana Valentina Regil: Métodos para la extraccién de seales y para
la trimestralizacién. Una aplicacién: Trimestralizacién del deflactor del consumo privado na-
cional.

José Antonio Cuenca: Variables para el estudio del sector monetario: Agregados moneta-
rios y crediticios y tipos de interés sintéticos.

Angel Estrada y David Lépez-Salido: La relacion entre el consumo y la renta en Espaiia:
un modelo empirico con datos agregados.

José M. Gonzilez Minguez: Una aplicacién de los indicadores de discrecionalidad de la
politica fiscal a los paises de la UE.

Juan Ayuso, Maria Pérez Jurado and Fernando Restoy: Is exchange rate risk higher in the
ERM after the widening of fluctuation bands? (The Spanish original of this publication has
the same number.)

Simon Milner and David Metcalf: Spanish pay setting institutions and performance out-
comes.

Javier Santillan: E1 SME. los mercados de divisas y la transicion hacia la Unién Monetaria.
Juan Luis Vega: ;Es estable la funcién de demanda a largo plazo de ALP?
Gabriel Quirés: El mercado italiano de deuda publica.

Isabel Argimoén, José Manuel Gonzilez-Paramo y José Maria Roldan: Inversién privada,
gasto publico y efecto expulsidn: evidencia para el caso espafiol.

Charles Goodhart and José Vinals: Strategy and tactics of monetary policy: Examples from
Europe and the Antipodes.

Carmen Melcén: Estrategias de politica monetaria basadas en el seguimiento directo de ob-
jetivos de inflacion. Las experiencias de Nueva Zelanda, Canad4, Reino Unido y Suecia.
Olympia Bover and Manuel Arellano: Female labour force participation in the 1980s: the
case of Spain.

Juan Maria Peifialosa: The Spanish catching-up process: General determinants and contrr-
bution of the manufacturing industry.

(1) Previously published Working Papers are listed in the Banco de Espaiia publications catalogue.

Queries should be addressed to: Banco de Espana
Seccion de Publicaciones. Negociado de Distribucion y Gestién
Teléfono: 338 51 80
Alcala, 50. 28014 Madrid




