
MADRID: Spain’s economy rose 3.2 per-
cent in 2015, official figures showed yes-
terday, its second year of growth as the
country emerges from a damaging eco-
nomic crisis marked by sky-high unem-
ployment and rising inequalities. The
GDP growth figure-in line with expecta-
tions-is one of the best among European
countries and will be yet another boost
for embattled acting Prime Minister
Mariano Rajoy a day after the INE nation-
al statistics agency announced a record
drop in unemployment.

Further adding to the good news, the
INE also said Friday that a new record of
68.1 million foreign tourists visited Spain
last year as travellers forego other
Mediterranean nations such as Tunisia
hit by extremist attacks. The statistics
agency did not detail what the engines
of growth were in 2015 for the euro-
zone’s fourth largest economy, which
went through five years of on-off reces-
sion before starting to recover in 2014.

But according to the central bank,
growth was boosted by domestic

demand, a healthy tourism sector that
represents some 14 percent of Spain’s
GDP and external factors such as weak
interest rates in the eurozone and a
plunge in oil prices.

Analysts at Morgan Stanley said
however that the main forward-looking
indicators suggested that Spain’s econo-
my was “on a path of deceleration.” “The
service sector is seeing slower, but still
solid increases in employment, and the
rate of expansion in new business is now
at its weakest level since November
2014,” they wrote.  “Domestic demand is
resilient, driven by strong consumer
spending, though it’s starting to weaken.
Political uncertainty may affect business
investment negatively.”

Rajoy’s conservative Popular Party
won December general elections but fell
short of an absolute majority, forcing
him to try to cobble together a govern-
ment with rival parties that refuse to sup-
port him-creating a political deadlock
that has lasted for more than a month
now.

In his four years at the helm, Rajoy
implemented drastic spending cuts and
tax rises to steer Spain away from col-

lapse, prompting the recovery but also
damaging inequalities that cost him
many votes at the elections. — AFP
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LONDON: Inflation across the 19-country
eurozone doubled in January, but few
economists think it represents a meaning-
ful pick-up in the economy given sub-
dued growth across much of the region, a
renewed drop in oil prices and mounting
uncertainties around the world.
Consumer prices were 0.4 percent higher
in January than the year before, against
December’s 0.2 percent rate, according to
figures released yesterday by Eurostat.
January’s rate was the highest since
October 2014, when it was also 0.4 per-
cent, a development that may provide
comfort to at least some policymakers at
the European Central Bank.

The ECB is in the midst of a massive
stimulus program that is designed to get
inflation back toward its target of just
below 2 percent. By keeping interest rates
low and pumping money into the econo-
my via a bond-buying program worth
over a trillion euros, the ECB is hoping to
generate enough economic activity to
get prices rising. Last week, ECB President
Mario Draghi hinted that an expansion of
the stimulus could be announced in
March. Inflation has been below target
since February 2013 for a variety of rea-
sons, not least the fall in oil prices. Few
economists think inflation is heading
toward target any time soon.

“Rather than representing the start of
a convincing upward trend, we view
today’s outturn as a transitory hiccup in
an otherwise lifeless path for inflation,”
said Timo del Carpio, European econo-
mist at RBC Capital Markets. Once again,
energy prices weighed the most on infla-
tion in January, but the impact was small-
er than it has been in previous months as
prior-year declines start falling out of the
annual comparison. In the year to
January, energy prices were 5.3 percent
lower. The last time the impact was small-
er was in June 2015.

Other components of inflation saw

price increases, such as processed food,
alcohol & tobacco. Perhaps more encour-
aging for ECB rate-setters was the news
that the core rate, which strips out volatile
items like energy and food, rose to 1 per-
cent from 0.9 percent. The increase in the
core rate suggests underlying price pres-
sures are building as unemployment
drops in many parts of the eurozone and
amid signs of a pick-up in wage increases.
The outlook for inflation is likely to hinge
heavily on oil prices. A big drop in January
- which saw the benchmark New York
rate fall to a near 13-year low around $27
a barrel - amid worries over the scale of
the Chinese economic slowdown stoked
renewed worries that the eurozone, and
other economies such as Japan, could
suffer a debilitating bout of deflation, or

falling prices. The idea of falling prices
sounds good but in reality can be a big
problem. Consumers could decide to
postpone spending if they think prices
are likely to continue falling, while busi-
nesses fail to generate the profit margins
they need to invest and innovate. In com-
bination, they can cause an economy to
stagnate, as happened in Japan over the
past two decades. 

A rebound in oil prices this week fol-
lowing speculation that the OPEC oil cartel
and other suppliers such as Russia are
mulling production cuts has helped push
the price of oil back above $30 a barrel -
on Friday, it was up a further 19 cents at
$33.41 a barrel. If that trend continues, the
deflation fears may recede and ease the
pressure on the ECB to do more. — AP

Eurozone inflation at 15-mth 
high, but outlook still weak

Economists see meaningful pickup in economy

Norway’s parliament to 
back broader investment 

brief for wealth fund 
OSLO:  Norway’s lawmakers are expected to grant the country’s $800
billion sovereign wealth fund a broader investment brief to better
spread risk, the leader of the parliamentary finance committee said.
The central bank, which manages the fund, last month recommend-
ed it should be allowed to invest in unlisted infrastructure projects
and put a higher share of its assets into real estate, changes repre-
senting the biggest shift in strategy since it was permitted to buy
property in 2010.

The fund currently invests about 60 percent of its value in stocks,
35 percent in bonds and up to five percent in real estate, all outside
Norway. It can invest in companies involved in infrastructure projects,
but it cannot take a direct stake in a project that is not listed on the
stock exchange. “My understanding is that there is broad agreement
on the need for adjustments that contribute to increased diversifica-
tion ...to improve the distribution of risk,” finance committee leader
Hans Olav Syversen told Reuters. “It’s my impression that all parties in
parliament are open to making these changes.” According to letters
from the central bank published by the finance ministry in December,
the fund should be allowed to invest up to 5 percent in unlisted infra-
structure projects and raise its stake in property to a range of 5-15
percent. The proposed changes are being reviewed by the ministry
for inclusion in a white paper in April, after which they will be debated
by parliament. There is a consensus among lawmakers welcoming
the changes, though some adjustments are expected.

Separately, the government earlier this month appointed experts
to evaluate how much of the fund should be invested in equities,
reporting back in October with conclusions to be debated in parlia-
ment in spring 2017. Syversen, who is the finance spokesman for the
Christian Democrats, a centrist party that the minority coalition gov-
ernment relies on for support, is keen for additional investments in
emerging economies. “I feel it’s important to also open up for the
possibility to increase investments in emerging markets. It could be
through infrastructure, but also through private equity,” he said.

The other party the government relies on, the Liberals, favours a
green push, which is already on the cards. The fund’s chief executive
told Reuters in December it would invest in renewable energy were it
allowed to invest in unlisted infrastructure projects. “(We believe) it is
reasonable the oil fund expands its investments universe by going
into renewable infrastructure projects,” the Liberals’ representative
on the finance committee, Terje Breivik, told Reuters.

He added: “I am not at all sceptical towards increasing the invest-
ments in property to 10 percent, but I feel it’s just as important to look
at how much government bonds the fund should hold.” Svein
Flaatten, who represents the ruling Conservatives on the committee,
said opening up to infrastructure and increasing real estate invest-
ments could hinge on the costs of doing so. His party was open to
making changes to the fund’s allocations, he said, with raising the
percentage of shares and cutting back on the fixed income portfolio
an option. The finance ministry declined to say which proposals it
would make in its upcoming white paper. — Reuters

BARCELONA: Chairman of CaixaBank Isidre Faine stands during a press
conference presenting the group’s 2015 annual report in Barcelona yester-
day. — AFP

Spain’s economy grew 3.2% in 2015 in sign of recovery

LISBON: Portugal’s prime minister said
yesterday he will seek to accommodate
European authorities’ concerns about his
government’s spending plan for this year,
but won’t give up his promise to end aus-
terity in the country. Antonio Costa told
Parliament his government will be “con-
structive” in talks with the European
Commission. At the same time he said he
will “stay faithful” to his recent election
pledge of switching the government’s
focus from debt reduction to economic
growth and job creation.

European authorities want Portugal to
keep cutting spending. The aim is to
reduce the debt burden that forced
Portugal to ask for a 78 billion-euro ($85
billion) bailout in 2011. In return for the
cash which prevented the country’s bank-
ruptcy, Portugal had to enact a series of

spending cuts and tax increases that
weighed on the economy and pushed
unemployment sharply higher.

Though the bailout ended in 2014, the
previous center-right government perse-
vered with the austerity as Portugal is still
burdened by high debts. Disillusion with
that austerity was a key voter concern in a
general election last October. Following
the election, Costa’s Socialists were able to
form a minority government that relies on
support from the Communist Party and
radical Left Bloc. They are warning Costa
against bowing to Brussels’ demands.
Labor groups close to the Communist
Party also kept up the political pressure on
Costa with their first strike since the gov-
ernment took power. The strike was part of
a wider fight to restore labor entitlements
scrapped after the bailout. — AP

Portugal hangs tough 
on ending austerity


