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For families, low interest rates and deleveraging are
good news
Macarena Ruesta
 
Diario Expansión (Spain)
 
The current environment of low interest rates is expected to persist for quite some time, at least in Europe.
This situation has affected Spanish households and businesses both positively and negatively. Specifically,
the impact of the ECB's expansive policies has been positive for families, which have seen their borrowing
costs fall by more than their income from deposits (other savings products are excluded from the analysis).
The impact obviously varies from one household to another, depending on the structure of their finances:
some families are more reliant on financing than others. 
The impact on households has two components: prices and amounts. As for prices, on the one hand loans
have become cheaper, mainly due to the special characteristics of the Spanish mortgage lending market,
which is basically at variable rates, and on the other hand returns on savings products have fallen. As for
amounts, there has been a necessary process of deleveraging and there has also been a shift in
households’ investment preferences, away from the promissory notes from which they ly sought returns and
towards sight deposits, attracted by their liquidity. As a result of these trends between September 2008 and
September 2016 there was a decline of nearly four percentage points in the net financial burden (borrowing
costs net of income from deposits as a percentage of gross disposable income). 
The reduction in financial expenses has been spread fairly evenly between the two kinds of lending to
households, but the basic reasons have been different: for residential mortgage loans it has been due mainly
to interest rate reductions, while for other lending to households (consumer finance, personal loans, etc.) it
has had more to do with deleveraging.
This process has occurred uniformly over time. The sharp adjustments in one-year EURIBOR from the third
quarter of 2008 to the summer of 2010 led to a reduction in financial costs, since most Spanish mortgage
lending is referenced to this rate and revised annually. From that time until the third quarter of last year the
reduction in financial costs came mainly from deleveraging. 
The fall in interest rates has been reflected at a more measured pace in families’ income from deposits. In
the early stages of the crisis deposits were well remunerated, but subsequently families shifted savings into
more profitable products (mainly promissory notes, excluded from the analysis), which were not subject to
additional contributions to the Deposit Guarantee Fund (FGD in the Spanish abbreviation), thus partly
offsetting the fall in income. 
The first phase of the process coincided with a period in which households tightened their belts considerably
and increased their (largely precautionary) savings. This, together with the slump in residential investment,
led to households’ overall net financing requirement swinging into surplus, which was used to accumulate
financial assets, mainly deposits and debt. Later, between 2010 and early 2011, families decisively reduced
their borrowing.
In the next few quarters, with interest rates expected to stay low, there will be no significant changes in
households’ net financial burden. Financial costs will remain at contained levels, rising slightly as a result of
increased appetite for financing. Financial income from deposits will remain at similar levels to the current
ones, unless households become less concerned with liquidity and start to look for more risky products 
offering higher yields. Therefore the ECB’s expansive policies have a complex effect on the various
economic agents, but in the case of Spanish families the net impact has been and will continue to be
positive.
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This document has been prepared by BBVA Research Department, it is provided for information purposes only and expresses data,
opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources we consider
to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express or implicit,

regarding its accuracy, integrity or correctness.
Estimations this document may contain have been undertaken according to generally accepted methodologies and should be

considered as forecasts or projections. Results obtained in the past, either positive or negative, are no guarantee of future performance.
This document and its contents are subject to changes without prior notice depending on variables such as the economic context or

market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.
This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in
financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of

any kind.
In regard to investment in financial assets related to economic variables this document may cover, readers should be aware that under
no circumstances should they base their investment decisions in the information contained in this document. Those persons or entities
offering investment products to these potential investors are legally required to provide the information needed for them to take an

appropriate investment decision.
The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation, distribution,
public communication, making available, extraction, reuse, forwarding or use of any nature by any means or process, except in cases
where it is legally permitted or expressly authorized by BBVA.
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