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From 1990, when it entered the EMU, until the current international crisis, the
Spanish economy registered a positive inflation differential with the EMU, a rising
foreign deficit and a poor performance in terms of labor productivity, compared
with the U.S. and other European countries.

Although some individual companies and sectors are very competitive 
internationally, the consensus is that these three problems are interrelated and are 
the manifestation of the lack of competitiveness of the Spanish economy.

Objetive: to analyze the empirical evidence and the causes behind this problem of 
competitiveness at an aggregate level.

Some of the policies (improving human capital and R&D investment) only have 
significant effects over the long term.

Yet, a broad range of policies (labor and product market regulation) are also 
available. They may have major effects in the short term.

IntroductionIntroduction
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ThereThere areare variousvarious differentdifferent waysways ofof
presentingpresenting thethe evidenceevidence onon thethe problemproblem ofof
competitiveness.competitiveness.

The usual approach to the problem is using The usual approach to the problem is using 
the inflation differential with the EMU the inflation differential with the EMU 
countries: with a fixed nominal exchange countries: with a fixed nominal exchange 
rate a positive inflation differential implies rate a positive inflation differential implies 
an an appreciation of the real exchange rateappreciation of the real exchange rate..

This is the correct approach when using This is the correct approach when using 
the price inflation of the price inflation of tradable goodstradable goods..

One of the stylized facts of the Spanish One of the stylized facts of the Spanish 
economy since the establishment of the economy since the establishment of the 
single currency is the single currency is the persistencepersistence of the of the 
inflation differential with the EMU.inflation differential with the EMU.

On On averageaverage, the inflation differential stood , the inflation differential stood 
at 0.9% annually.at 0.9% annually.

CompetitivenessCompetitiveness andand thethe inflationinflation differentialdifferential withwith thethe EMUEMU

Inflation and Differential
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TheThe pattern of behaviorpattern of behavior ofof thethe inflationinflation differentialdifferential isis presentpresent whetherwhether wewe useuse thethe
aggregateaggregate HICPHICP measuremeasure ofof inflationinflation oror itsits corecore component.component.

The most volatile elements of inflation (energy) are not the cauThe most volatile elements of inflation (energy) are not the cause of the differential.se of the differential.

Inflation Differential
Spain compared to the Euro‐12 zone
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(in %, p.a.) HICP Unprocessed foods Energy Core

1997 0,2 0,0 ‐0,2 0,4
1998 0,6 0,2 ‐1,2 0,7
1999 1,1 1,0 1,0 1,3
2000 1,4 2,0 0,3 1,5
2001 0,5 0,2 ‐2,9 0,6
2002 1,3 1,6 0,5 1,4
2003 1,0 2,4 ‐1,7 1,1
2004 0,9 3,0 0,4 0,7
2005 1,2 2,5 ‐0,4 1,2
2006 1,4 1,1 0,3 1,5
2007 0,7 1,3 ‐0,8 0,8

2008 0,9 0,4 1,7 0,8
2009* ‐0,5 ‐1,0 ‐3,5 0,0

Average 0,8 1,1 ‐0,5 0,9

Note: * to March 2009.

Source: Eurostat and BBVA ERD

Spain compared to the Euro‐12 zone
Inflation Differential
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TheThe positivepositive inflationinflation differentialdifferential maymay bebe thethe resultresult ofof thethe convergenceconvergence processprocess thatthat isis aa
featurefeature ofof economieseconomies whichwhich startstart fromfrom aa lowerlower perper capitacapita incomeincome level.level.

Countries with lower Countries with lower relative per capita incomerelative per capita income have lower price levels.have lower price levels.

CompetitivenessCompetitiveness andand thethe inflationinflation differentialdifferential withwith thethe EMUEMU
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Per capita income and consumer price levels
EMU‐12, 2007
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However,However, inin thethe periodperiod underunder consideration,consideration, thethe processprocess ofof realreal convergenceconvergence explainsexplains onlyonly aa
smallsmall partpart ofof thethe inflationinflation registeredregistered inin thethe EMUEMU countriescountries asas aa wholewhole (<25%).(<25%).

The inflation rate in Spain was The inflation rate in Spain was greatergreater than that predicted by the growth in per capita income, than that predicted by the growth in per capita income, 
as based on the correlation in other EMU countries.as based on the correlation in other EMU countries.
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Growth of income per capita and inflation
1998‐2008
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TheThe convergenceconvergence processprocess explains onlyexplains only aa smallsmall partpart ofof thethe inflationinflation differentialdifferential andand thethe
mechanismmechanism underlyingunderlying thisthis correlation,correlation, thethe BalassaBalassa‐‐SamuelsonSamuelson effecteffect,, isis notnot empirically empirically 
supportedsupported inin thethe casecase ofof Spain.Spain.

There has not been a There has not been a sustained differencesustained difference in the productivity growth of tradable goods in the productivity growth of tradable goods 
compared with noncompared with non‐‐tradable goods (Estrada, tradable goods (Estrada, JimenoJimeno and and MaloMalo de Molina, 2009).de Molina, 2009).

Rate of productivity growth, Spain
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Aggregate inflation and productivity growth differential

(tradable vs non‐tradable goods)
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InIn addition,addition, forfor thethe EMUEMU asas aa whole,whole, thethe averageaverage productivityproductivity gapgap inin thethe periodperiod underunder
considerationconsideration isis inverselyinversely relatedrelated toto inflation.inflation. ThisThis indicatesindicates thatthat countriescountries withwith aa lowerlower
productivityproductivity gapgap registeredregistered higherhigher inflation.inflation.

CompetitivenessCompetitiveness andand thethe inflationinflation differentialdifferential withwith thethe EMUEMU

8EconomicEconomic ResearchResearch DepartmentDepartment 8/33Spanish Economic Competitiveness

Inflation and productivity growth
(tradable vs non‐tradable goods)

(1999‐2008 average)
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AA potentialpotential explanationexplanation ofof the inflationthe inflation
differentialdifferential isis thatthat isis caused by caused by importedimported
inflation.inflation.

Spain, Greece and Portugal: The Spain, Greece and Portugal: The 
contribution of domestic inflation to the contribution of domestic inflation to the 
determination of the inflation determination of the inflation 
differential is significantly greater than differential is significantly greater than 
the contribution of imported inflation.the contribution of imported inflation.

Germany has a decisive role in reducing Germany has a decisive role in reducing 
average inflation in the euro zone.average inflation in the euro zone.

CompetitivenessCompetitiveness andand thethe inflationinflation differentialdifferential withwith thethe EMUEMU

9EconomicEconomic ResearchResearch DepartmentDepartment 9/33Spanish Economic Competitiveness

Total Domestic Costs Imported Costs
Euro‐12 zone 2,04 1,58 0,46

Belgium 0,47 ‐0,46 0,94
Germany ‐0,63 ‐0,38 ‐0,25
Ireland ‐0,03 ‐0,30 0,27
Greece 1,31 0,93 0,38
Spain 1,14 1,08 0,06
France ‐0,36 ‐0,06 ‐0,30
Italy 0,63 0,32 0,30

Luxembourg 1,21 ‐0,27 1,48
Netherlands ‐0,09 ‐0,16 0,07

Austria ‐0,08 ‐0,19 0,11
Portugal 0,43 0,41 0,02
Finland ‐0,36 ‐0,36 0,00

Note: The contribution of imported costs in the Euro‐12 zone is calculated as the weighted average of the contributions of

the countries’ imported costs. In the case of Luxembourg, the contribution of domestic factors is calculated as a residual

using the annual exchange rate of the deflator of final demand. The total figure is the sum of the contributions.

Sources: AMECO and BBVA ERD.

Deviation from the mean of the Euro‐12 zone

(average annual growth rates as percentage)

Inflation Accounting. Euro‐12 zone countries
Final Demand Deflator, 1999‐2008

(contributions to change)

SpainSpain isis amongamong thethe countriescountries withwith
nominal wagenominal wage growthgrowth substantiallysubstantially
aboveabove thethe average.average. InIn additionaddition therethere isis
aa poorpoor laborlabor productivity performance.productivity performance.

The growth in domestic demand placed The growth in domestic demand placed 
considerable upward pressure on profit considerable upward pressure on profit 
margins in Spain, Greece and Ireland.margins in Spain, Greece and Ireland.

[ ] [ ] [ ]yylywp w Δ−Δ+Δ−Δ+Δ−Δ−Δ=Δ τσπσσ τπ)(

CompetitivenessCompetitiveness andand thethe inflationinflation differentialdifferential withwith thethe EMUEMU
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Total Wages Productivity Margins Taxes
Euro-12 zone 1.99 1.29 0.41 0.89 0.23

Belgium -0.10 0.17 0.02 -0.15 -0.09
Germany -1.09 -0.34 0.42 -0.37 0.04
Ireland 1.15 1.01 0.41 0.41 0.14
Greece 1.39 0.73 0.21 0.74 0.12
Spain 1.74 0.36 -0.32 0.98 0.08
France -0.12 0.13 -0.01 -0.18 -0.08

Italy 0.49 -0.13 -0.44 0.19 0.00
Luxemburg 1.10 0.23 -0.25 0.51 0.11

Holland 0.62 0.61 0.32 0.21 0.11
Austria -0.39 -0.19 0.27 0.25 -0.18

Portugal 0.98 0.59 -0.09 0.07 0.22
Finland -0.43 0.34 0.37 -0.26 -0.14

Note: The contribution of profit margins is calculated as a residual. The total is the sum

of the contributions of wages, margins and taxes, minus the contribution of productivity

Sources: AMECO and BBVA ERD.

Deviation from the mean of the Euro-12 zone

Inflation Accounting. Euro-12 zone countries
Gross Domestic Product Deflator, 1999-2008

(contributions to change)
(average annual growth rates as percentage)



MainMain resultsresults::

PersistentPersistent positivepositive inflationinflation differentialdifferential inin SpainSpain comparedcompared withwith thethe EMU.EMU.

Only part of the price convergence within the EMU is explained bOnly part of the price convergence within the EMU is explained by y convergence in convergence in 
per capita incomeper capita income..

The The lack of convergence in productivitylack of convergence in productivity (the (the BalassaBalassa‐‐Samuelson effect) means that Samuelson effect) means that 
the inflation differential of the Spanish economy cannot be explthe inflation differential of the Spanish economy cannot be explained in this way.ained in this way.

Domestic factorsDomestic factors have been more important compared to imported factors when have been more important compared to imported factors when 
determining the persistence of a positive inflation differentialdetermining the persistence of a positive inflation differential..

The current The current slowdown in domestic demandslowdown in domestic demand has reduced the inflation differential by has reduced the inflation differential by 
easing the upward pressure of demand on profit margins and wageseasing the upward pressure of demand on profit margins and wages..

CompetitivenessCompetitiveness andand thethe inflationinflation differentialdifferential withwith thethe EMUEMU
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TheThe appreciationappreciation ofof thethe realreal exchangeexchange raterate
servesserves asas anan indicatorindicator ofof thethe accumulatedaccumulated
inflationinflation differentialdifferential overover thethe lastlast tenten
years.years.

The depreciation of the real exchange rate The depreciation of the real exchange rate 
was particularly noticeable in was particularly noticeable in nonnon‐‐tradable tradable 
goodsgoods as a whole, even though it has as a whole, even though it has 
slowed down in recent observations.slowed down in recent observations.

Until mid 2004, the real exchange rate for Until mid 2004, the real exchange rate for 
tradable goodstradable goods depreciated by more than depreciated by more than 
5% and then leveled off. This pattern of 5% and then leveled off. This pattern of 
behavior would indicate that in 2004 Spain behavior would indicate that in 2004 Spain 
had used up the competitive advantage of had used up the competitive advantage of 
joining the euro at a nominal depreciated joining the euro at a nominal depreciated 
exchange rate of around 8%.exchange rate of around 8%.

CompetitivenessCompetitiveness andand thethe inflationinflation differentialdifferential withwith thethe EMUEMU
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Real exchange rate
Rest of the euro zone against Spain
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OverOver thethe lastlast tenten years,years, thethe lossloss ofof
competitivenesscompetitiveness of of thethe SpanishSpanish economyeconomy
hashas beenbeen manifestedmanifested internationallyinternationally
throughthrough thethe appreciationappreciation ofof thethe realreal
exchangeexchange raterate ofof tradabletradable goodsgoods..

The price level of the basket of The price level of the basket of nonnon‐‐
tradable goodstradable goods has increased at a higher has increased at a higher 
rate than in the rest of the EMU.rate than in the rest of the EMU.

The recent depreciation of the real The recent depreciation of the real 
exchange rate for tradable goods is exchange rate for tradable goods is 
reflected in the opening up of a reflected in the opening up of a negative negative 
inflation differentialinflation differential in tradable goods, in tradable goods, 
which has now reached a size greater than which has now reached a size greater than 
ever in the last decade.ever in the last decade.

CompetitivenessCompetitiveness andand thethe inflationinflation differentialdifferential withwith thethe EMUEMU
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Inflation Differential, HICP and Tradable Goods 
,  

( Spain compared to the Euro-12 zone- )
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TheThe SpanishSpanish currentcurrent accountaccount deficitdeficit waswas 9.5%9.5% inin 20082008 andand continuescontinues toto bebe oneone ofof thethe
highesthighest inin Europe.Europe.

Although in integrated markets, such as the EU, the foreign defiAlthough in integrated markets, such as the EU, the foreign deficit may be the result of a cit may be the result of a 
process of convergence (greater expectations of per capita incomprocess of convergence (greater expectations of per capita income), the Spanish deficit is e), the Spanish deficit is 
greater than the one that would correspond to its income level.greater than the one that would correspond to its income level.
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Current account balance 
2008 
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Current account balance vs per capita GDP
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TheThe intertemporalintertemporal approachapproach toto thethe currentcurrent‐‐accountaccount balancebalance (Bergin(Bergin andand SheffrinSheffrin,, 2000,2000,
CampaCampa andand GavilGaviláánn,, 2005):2005): TheThe expectationsexpectations ofof changeschanges inin futurefuture incomeincome (domestically (domestically 
andand inin thethe restrest ofof thethe world)world) ofof goodsgoods producedproduced inin SpainSpain (net(net output)output) andand of the of the realreal
interestinterest ratesrates (inflation(inflation differential)differential) explainexplain thethe economy'seconomy's currentcurrent‐‐accountaccount balance.balance.

InIn thethe currentcurrent situation,situation, thethe downwarddownward
revisionrevision ofof futurefuture growthgrowth expectationsexpectations
leadsleads toto aa significantsignificant adjustmentadjustment ofof thethe
externalexternal deficit.deficit.

Additionally, in recent years the Additionally, in recent years the 
percentage contribution of the percentage contribution of the real real 
interest rateinterest rate to the foreign deficit has to the foreign deficit has 
increased (up to nearly 50%). increased (up to nearly 50%). 

CompetitivenessCompetitiveness andand thethe foreignforeign deficitdeficit
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Intertemporal model of the current account 
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AA positivepositive correlationcorrelation betweenbetween R&DR&D
investmentinvestment andand thethe currentcurrent‐‐accountaccount
balance.balance. R&DR&D investmentinvestment playsplays anan
importantimportant rolerole inin winningwinning marketmarket shareshare inin
internationalinternational marketsmarkets..

The Presidency Conclusions of the The Presidency Conclusions of the 
Barcelona European Council of March Barcelona European Council of March 
2002 already stressed that to achieve a 2002 already stressed that to achieve a 
more competitive economy more competitive economy ““overall overall 
spending on R&D and innovation in the spending on R&D and innovation in the 
Union should be increased to 3% of GDP Union should be increased to 3% of GDP 
by 2010. Two thirds of this investment by 2010. Two thirds of this investment 
should come from the private sector."should come from the private sector."

CompetitivenessCompetitiveness andand thethe foreignforeign deficitdeficit
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Current account balance 
vs total R&D spending (average 2002-2008) 
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SpanishSpanish exportsexports havehave notnot lostlost theirtheir marketmarket shareshare inin worldworld tradetrade ofof goodsgoods andand services.services.
TheyThey havehave performedperformed betterbetter thanthan thosethose ofof otherother advancedadvanced economies, whicheconomies, which havehave
witnessed witnessed theirtheir marketmarket shares beingshares being reducedreduced significantlysignificantly asas aa resultresult ofof thethe dominantdominant entryentry
ofof China.China.

17
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Share in world trade in 
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EvidenceEvidence showsshows thatthat innovativeinnovative companiescompanies havehave anan exportsexports perper employeeemployee ratioratio thatthat isis
significantlysignificantly greatergreater thanthan thosethose thatthat dodo notnot makemake thisthis effort.effort. Specifically,Specifically, forfor SMEsSMEs thethe ratioratio
isis nearlynearly fourfour timestimes greater,greater, whilewhile forfor thethe majormajor corporationscorporations itit isis aroundaround double.double.

CompetitivenessCompetitiveness andand thethe foreignforeign deficitdeficit
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Spain: Exports by employee in 
Manufacturing SMEs (euros)
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Spain: Exports per employee in 
large manufacturing corporations (euros)
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The Spanish economy has a problem of competitiveness that is manifested in an
inflation differential in both tradable and non‐tradable goods, as well as a high and
persistent foreign deficit.

The inflation differential cannot be explained by the Balassa‐Samuelson hypothesis 
because of the negative correlation between the inflation differential and the 
growing productivity gap between tradables and non‐tradables.

The loss of competitiveness explains 40% of the current account deficit of recent 
years.

The inflation differential can be explained by the growth of the gross operating 
surplus and the growth of wages above productivity levels.

Behind the problem of competitiveness lies a problem of 

Insufficient productivity growth in the expansive phase of the cycle.

Nominal wages that have grown far above real productivity (labor market).

Margins that have grown above real GDP (product markets).

Competitiveness:Competitiveness: SummarySummary ofof thethe preliminarypreliminary evidenceevidence
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SinceSince 19951995 SpanishSpanish productivityproductivity inin relationrelation toto thethe
U.S.U.S. hashas fallenfallen fromfrom 90%90% toto 75%75% whilewhile itit hashas

hardlyhardly donedone soso inin thethe EMU.EMU.

GDP per hour worked (U.S.=100)

FunctioningFunctioning ofof thethe laborlabor marketmarket.. LowLow
productivityproductivity ofof temporarytemporary employmentemployment
((DoladoDolado andand StucchiStucchi,, 2008,2008, SalaSala andand Silva,Silva,
2009).2009).

Lower Lower average size of Spanish companiesaverage size of Spanish companies: : 
Larger companies are as productive as Larger companies are as productive as 
those in the U.S.those in the U.S.

Institutions and regulationsInstitutions and regulations: High : High 
regulatory and administrative costs, far regulatory and administrative costs, far 
above those in the United States, Denmark, above those in the United States, Denmark, 
Canada or Ireland.Canada or Ireland.

Technological capitalTechnological capital: Spending on R&D as : Spending on R&D as 
a proportion of GDP is similar to Italy, a proportion of GDP is similar to Italy, 
Greece and Portugal, at below 1.5%, and Greece and Portugal, at below 1.5%, and 
far from the figure for U.S., Japan, Finland far from the figure for U.S., Japan, Finland 
or Sweden (>2.5%).or Sweden (>2.5%).

Human capitalHuman capital lower than in other lower than in other 
economies.economies.

(Dom(Doméénech, 2008, nech, 2008, andand De la Fuente De la Fuente andand
DomDoméénech, 2009)nech, 2009)

SpanishSpanish productivityproductivity comparedcompared withwith thethe U.S.U.S. andand EMUEMU
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TheThe gapgap inin humanhuman capitalcapital explainsexplains 2/32/3 ofof Spain'sSpain's
productivityproductivity gapgap withwith thethe U.S.U.S. (30%(30% inin 2008),2008), andand
lowerlower totaltotal factorfactor productivityproductivity (TFP)(TFP) aa furtherfurther

25%.25%.

GDP per hour worked, percentage deviation with
respect to the U.S.

StructuralStructural andand cyclicalcyclical factorsfactors::

Decomposition of Decomposition of potential GDP growthpotential GDP growth: : 
Scarce growth with respect to TFP (Scarce growth with respect to TFP (AA) and ) and 
human capital gap per adult (human capital gap per adult (ss))

Productivity is also affected by Productivity is also affected by cyclical cyclical 
factorsfactors::

Changes in the Changes in the sectoralsectoral
compositioncomposition and the greater and the greater 
weight of some sectors with low weight of some sectors with low 
productivity (e.g. construction).productivity (e.g. construction).

Turbulence in Turbulence in demand and demand and 
countercyclical productivitycountercyclical productivity. Over. Over‐‐
use of factors of production with use of factors of production with 
decreasing marginal productivity.decreasing marginal productivity.

sHKAPIB βαα +−++= ln)1(lnlnln

SpanishSpanish productivityproductivity comparedcompared withwith thethe U.S.U.S. andand EMUEMU
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AnotherAnother formform ofof visualizingvisualizing thethe problemproblem ofof
productivityproductivity inin SpainSpain isis thatthat thethe distancedistance toto thethe
technologicaltechnological frontierfrontier is is explained byexplained by TFPTFP andand

humanhuman capital.capital.

Distance to the technological frontier.
HumanHuman andand technologicaltechnological capitalcapital changeschanges
veryvery slowly,slowly, soso thethe effectseffects ofof educationaleducational
changeschanges areare longlong‐‐term.term.

In the shortIn the short‐‐term the improvement in term the improvement in 
productivity has to be based on a more productivity has to be based on a more 
efficient use of factors of production, in efficient use of factors of production, in 
other words improvement in TFP.other words improvement in TFP.

As a result of the economic crisis there As a result of the economic crisis there 
has been an improvement in labor has been an improvement in labor 
productivity, due to a cyclical effect (Dewproductivity, due to a cyclical effect (Dew‐‐
Becker and Gordon, 2008).Becker and Gordon, 2008).

The challenge for the next few years will The challenge for the next few years will 
be to reduce the unemployment rate be to reduce the unemployment rate 
without affecting productivity negatively, without affecting productivity negatively, 
unlike what occurred in the previous unlike what occurred in the previous 
expansion phase.expansion phase.

SpanishSpanish productivityproductivity comparedcompared withwith thethe U.S.U.S. andand EMUEMU
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R&DR&D investment.investment. SpainSpain’’ss publicpublic investmentinvestment inin R&DR&D isis similarsimilar toto thatthat ofof manymany
EuropeanEuropean countriescountries (EPO,(EPO, 2008).2008). TheThe problemproblem isis thatthat privateprivate R&DR&D investmentinvestment isis farfar
belowbelow thatthat ofof otherother advancedadvanced economies.economies.

The labor market has also effects on TFP:The labor market has also effects on TFP:

The high rate of temporary employment (The high rate of temporary employment (DoladoDolado and and StucchiStucchi, 2008), 2008)

Greater sensitivity of wages to productivity and corporate econoGreater sensitivity of wages to productivity and corporate economic results mic results 
((GarcGarcííaa, 2009)., 2009).

The The sectoralsectoral composition and size of companies.composition and size of companies.

Regulations in product markets (Regulations in product markets (NicolettiNicoletti, , ScarpettaScarpetta and Lane, 2003, and Lane, 2003, AghionAghion and and 
Griffith, 2005):Griffith, 2005):

Better assignment of productive resources.Better assignment of productive resources.

ImprovedImproved productiveproductive efficiencyefficiency (x(x‐‐efficiencyefficiency).).

Greater incentives for innovation and investment.Greater incentives for innovation and investment.

Lower unemployment (Blanchard and Lower unemployment (Blanchard and GiavazziGiavazzi, 2003)., 2003).

SpanishSpanish productivityproductivity comparedcompared withwith thethe U.S.U.S. andand EMUEMU
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HumanHuman capitalcapital isis alsoalso veryvery closelyclosely correlatedcorrelated
toto thethe costcost ofof regulationsregulations (0.71).(0.71).

Human capital and the cost of regulationsHuman capital and R&D investment

HumanHuman capitalcapital isis veryvery closelyclosely correlatedcorrelated toto
R&DR&D investmentinvestment (0.6):(0.6): itit isis thethe mostmost

importantimportant inputinput inin thethe innovationinnovation process.process.

SpanishSpanish productivityproductivity comparedcompared withwith thethe U.S.U.S. andand EMUEMU
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HighHigh wagewage compressioncompression relativerelative toto
productivityproductivity ((GarcGarcííaa,, 2009).2009). ProductivityProductivity

improvesimproves whenwhen wageswages areare moremore sensitivesensitive toto
corporatecorporate resultsresults ((BayoumiBayoumi,, LaxtonLaxton andand

PesentiPesenti,, 2004).2004).

Wage and productivity growth.

BeforeBefore thethe startstart ofof thethe crisiscrisis SpainSpain hadhad thethe
highesthighest raterate ofof temporarytemporary employmentemployment inin thethe

EUEU‐‐27.27. ThisThis hadhad negativenegative effectseffects onon
productivity.productivity.
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AggregateAggregate laborlabor productivityproductivity isis lowerlower inin SpainSpain thanthan inin thethe UnitedUnited StatesStates becausebecause ofof aa
compositioncomposition effecteffect duedue toto thethe differentdifferent distributiondistribution ofof companiescompanies byby size:size: TheThe
productivityproductivity ofof companiescompanies withwith thethe samesame numbernumber ofof employeesemployees isis veryvery similarsimilar inin bothboth
countries,countries, butbut inin SpainSpain smallersmaller companiescompanies areare muchmuch moremore numerousnumerous andand theirtheir
productivityproductivity isis lower.lower.

SpanishSpanish productivityproductivity comparedcompared withwith thethe U.S.U.S. andand EMUEMU
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Table 1: Labor productivity and company size, 2005
Workforce

1-9 10-19 20-49 50-249 250
Industry (% of the sector average)
(1) Spain 53.4 67.7 77.6 101.4 165.5
(2) United States 54.1 46.8 53.8 68.3 129.8

Whole economy (% relative to the U.S. average)
(3) Spain 40.6 51.4 58.9 77.0 125.7
(4) United States 54.1 46.8 53.8 68.3 129.8
Source: OECD (2008) and in-house
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RegulationsRegulations inin productproduct marketsmarkets determinedetermine
entryentry costscosts andand the degree the degree ofof competitioncompetition

The less competitive the product markets The less competitive the product markets 
are, the lower the demand for labor are, the lower the demand for labor 
((LayardLayard, , NickellNickell and and JackmanJackman, 1991) , thus , 1991) , thus 
the greater the unemployment rate.the greater the unemployment rate.

Blanchard and Blanchard and GiavazziGiavazzi (2003): The (2003): The 
liberalization of product markets lowers liberalization of product markets lowers 
entry costs and increases competition entry costs and increases competition 
(improves productivity). This reduces (improves productivity). This reduces 
unemployment. unemployment. 

Thus, it becomes easier to introduce Thus, it becomes easier to introduce 
reforms in the labor market.reforms in the labor market.

SpanishSpanish productivityproductivity comparedcompared withwith thethe U.S.U.S. andand EMUEMU
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AccordingAccording toto thethe OECD,OECD, therethere hashas beenbeen aa substantialsubstantial improvementimprovement inin SpainSpain overover recentrecent
years.years. ThisThis hashas notnot beenbeen corroboratedcorroborated byby otherother indicatorsindicators (Doing(Doing Business,Business, IMDIMD WorldWorld
CompetitivenessCompetitiveness Indicator).Indicator).

RegulationsRegulations inin productproduct marketsmarkets
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Indicator of Regulation in Services
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However,However, itit appearsappears thatthat thisthis
improvementimprovement inin regulationregulation hashas notnot
beenbeen accompaniedaccompanied byby improvementsimprovements
inin productivityproductivity andand prices.prices.

Source: World Development Indicators

RegulationsRegulations inin productproduct marketsmarkets
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Indicator of regulation in the
Telecommunications market
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countries
Price of mobile phone basket ($ per month) 21.7 17.0 17.0
Price of Internet services basket 32.0 7.5 13.7
Failures (per 100 phone lines) 14.2 n.d. 5.8
Phone subscribers per employee 656 559 389
Broadband subscribers (per 100 people) 15.1 17.1 19.2
Broadband capacity (bits per person) 2,776 6,864 4,346

Indicators of development in the telecommunications sector

However,However, itit appearsappears thatthat thisthis improvementimprovement inin regulationregulation hashas notnot beenbeen
accompaniedaccompanied byby improvementsimprovements inin productivityproductivity andand prices.prices.
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ThereThere areare somesome sectorssectors inin whichwhich thethe marginmargin forfor improvementimprovement isis widewide (e.g.(e.g.
transport).transport).

ReductionReduction of of administrativeadministrative costscosts..

RegulationsRegulations inin productproduct marketsmarkets
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CountriesCountries withwith greatergreater inflationinflation andand
productivityproductivity differentialsdifferentials willwill benefitbenefit mostmost

InIn thethe casecase ofof Spain,Spain, thethe potentialpotential gainsgains
couldcould bebe highlyhighly significant.significant.

Spain

*/ Roland de Bruijn & Henk Kox & Arjan Lejour, 2005. "The trade‐induced effects of the Services Directive and the country of origin
principle," CPB Documents 108, CPB Netherlands Bureau for Economic Policy Analysis.
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FromFrom 1998,1998, whenwhen SpainSpain joinedjoined EMU.EMU. untiluntil thethe currentcurrent internationalinternational crisis,crisis, thethe SpanishSpanish
economyeconomy registeredregistered aa positivepositive inflationinflation differentialdifferential withwith EMU,EMU, aa risingrising externalexternal deficitdeficit
andand aa poorpoor performanceperformance inin termsterms ofof laborlabor productivityproductivity comparedcompared withwith thethe USUS andand
otherother EuropeanEuropean countries.countries.

Although some firms and sectors are very competitive at internatAlthough some firms and sectors are very competitive at international level, the ional level, the 
consensus is that these three problems are interrelated and are consensus is that these three problems are interrelated and are the manifestation of the manifestation of 
the the lack of competitivenesslack of competitiveness of the Spanish economy.of the Spanish economy.

In the In the current crisiscurrent crisis, the problem of competitiveness (the inflation differential and, the problem of competitiveness (the inflation differential and
deficit) is being corrected in the most traumatic way: with an ideficit) is being corrected in the most traumatic way: with an increase in the ncrease in the 
unemployment rateunemployment rate of an unprecedented size in other European countries.of an unprecedented size in other European countries.

The The challengechallenge must be to reduce unemployment and, at the same time, improve must be to reduce unemployment and, at the same time, improve 
competitiveness and productivity.competitiveness and productivity.

To do so, we have to undertake To do so, we have to undertake structural reformsstructural reforms and reinforce the policies that and reinforce the policies that 
improve productivity and reduce unemployment (no tradeimprove productivity and reduce unemployment (no trade‐‐off): human capital, R&D, off): human capital, R&D, 
regulations in product markets (Services Directive, retail traderegulations in product markets (Services Directive, retail trade law, etc.), the labor law, etc.), the labor 
market (duality, wages and productivity).market (duality, wages and productivity).

ConclusionsConclusions
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