
  
 

 

  
 

A moderate recovery is forecast for the euro zone in 
2004 because of capital investment growth and final 
consumption.   

Core and energy inflation will accelerate total 
inflation in the euro zone in the next few months.  
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TERMINOLOGY USED: 
 
In inflation analysis it is advisable to break down a consumer price index for a country or an economic area in price 
indexes corresponding to homogenous markets.  An initial basic breakdown used in this publication is 1) Non-processed 
Food price index (ANE) 2) Energy price index (ENE), 3) Processed Food (AE), 4)  Other commodities (MAN), 5) Other 
services (SERV). The first two are more volatile than the others, and in Espasa et al. (1987) a core inflation measure 
exclusively based on the latter ones was proposed;  the Spanish Statistical Institute and Eurostat proceed in the same 
way. Later, in the BULLETIN EU & US INFLATION AND MACROECONOMIC ANALYSIS was proposed to eliminate from 
components of core inflation those indexes which are excessively volatile.   
 
Thus, the previous basic breakdown has been amplified for Spain in the following manner:  a) ANE, b) ENE, c) Tobacco, 
Oils and Fats, and Tourist Packages, d) Processed Foods excluding Tobacco, Oils and Fats, (AEX).ge) Other Goods 
(MAN), and f) Other services, excluding Tourist Packages (SERT).  The measure of inflation obtained with the AEX, 
MAN, and SERVT indexes we term trend  inflation, as an alternative indicator similar  to core inflation, but  termed trend 
inflation to indicate a slightly different construction. The measure of inflation established with the price indexes excluded 
from the CPI to calculate trend inflation or core inflation, depending on the case, is termed residual inflation.   
 
For the United States the breakdown by markets is principally based on four components:  Food, Energy, Services, and 
Commodities.  Trend inflation or core inflation is based in this case as the aggregation of services and non-energy 
commodities.    
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I.  MAIN POINTS AND NEW RESULTS 
 

 

I.1.  ECONOMIC AND MONETARY UNION 
 

 
q The month-on-month inflation rate in the EMU in March 2004 is forecast at a positive value of 0.5%. The 

corresponding year-on-year rate decreased again to 1.6%, compared to the 1.9% registered in January. 
This value has been forecast since May 2003. (Graph R1). 

 
q Total inflation in February 2004 performed better than 

expected, with a rate of 0.18%, whereas the forecast 
was 0.11%. Upward innovations have been registered 
in all major HICP groups, except unprocessed food in 
which there was a downward innovation (see tables 1 
in section II.1 and A2 in the appendix).  

 
q The forecast average annual total inflation rates are 

slightly higher than those of the previous Bulletin, with 
1.8% for 2004 and 1.9% for 2005, compared to the 
2.1% observed in 2003  (see table R2). 

 
q Comparing these forecasts with the estimates 

published by Consensus Forecasts or made by other 
institutions, it can be seen that the predictions of this 
Bulletin show that the average inflation rate in 2005 will 
be similar to the average inflation rate in 2004. 

 
q The recent performance of inflation includes a fall of one tenth in average core inflation in the second 

quarter of 2003 compared with the first; likewise in the aggregate, although with less repercussion. This 
improvement in core inflation is due to the evolution of service prices, the annual rate of which fell from 2.7% 
to 2.4% in this period of time. In 2004 the expected service annual inflation rate will be around 2.7%, with 
core inflation rates reaching around 2.0%. Core inflation in goods remained quite stable at around 1.5%. 
Core inflation will remain stable in 2004, to reach an average annual rate of 2.1%. This will be derived from 
a worse inflation performance in services, which will tend to fluctuate around 2.7%, and a slightly better 
evolution of inflation of good prices, not enough to compensate this effect, falling to an average level of 
around 1.4%.  

 
q The probability of not reaching 2.0% in the average for 2004 is high. As the fan chart shows, graph R2, at a 

95% confidence level a deflation risk in the EMU is practically null in 2004, even less than the last forecasts. 
The fan chart for the other HICP components is on the last page. 
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q The inflation differential between the Economic 

Monetary Union and the United States was 
systematically a percentage point in favour of 
the EMU before 2002, as can be observed in 
graph R3. Nevertheless, this inflation 
differential is insignificant in the last months. 
The year-on-year rate of growth in January in 
the USA stayed at 1.9%, the same value as in 
the EMU, (graph R3). Inflation in the EMU 
registered 2.1% in the average for 2003 and 
2.3% was registered in the US. Inflation in both 
geographical areas will converge below 2.0% 
in 2004 and 2005.  

 
 
q Although total inflation in the EMU and the USA 

will converge, there is an inflation differential 
favourable for the EMU in services, and for the 
USA in goods. The expectations of the average 
annual rate for prices of services excluding 
owner’s equivalent rents in USA are 3.1% in 2004 
and 3.2% in 2005, compared to the 3.2% 
observed in 2003, but in the EMU they are 2.7% 
in 2004 and 2.6% in 2005, compared to the 2.6% 
observed in 2003. The performance of non-energy 
industrial goods prices, excluding tobacco in any 
case, is noticeably different, with expectations for 
the average annual rate in the US falling to 
negative rates of 1.2% in 2004 and 0.2% in 2005; 
and positive rates of 0.9% in 2004 and 2005 for 
the EMU. 

 
 
 

Table R2 
FORECASTS FOR THE MEAN ANNUAL RATES IN THE HICP OF THE EMU 

Forecasts Harmonised Indices of Consumer Prices  
(HICP) 

2000* 2001* 2002* 2003* 
2004 2005 

TOTAL INFLATION (100%) 2.1 2.3 2.3 2.1 1.8 1.9 

CORE INFLATION (84,17%) 1.0 1.9 2.5 2.0 2.1 2.1 

Non energy processed goods HICP ( 42,85%) 0.6 1.5 1.9 1.5 1.4 1.5 

Services HICP (41,33%) 1.5 2.5 3.1 2.6 2.7 2.6 

RESIDUAL INFLATION (15,82%) 7.5 4.4 1.1 2.6 1.0 0.9 

Non Processed Food HICP (7,69%) 1.7 7.0 3.1 2.2 0.9 1.9 

Energy  HICP (8,13%) 13.0 2.3 -0.6 3.0 1.1 0.0 

* Observed Values (revised) 
(1) Monthly and annual rates can be found in tables A5A and A5B in the appendix. 

     Source: Eurostat & UC3M/ Date: March 25, 2004  
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I.2  MACROECONOMIC MAGNITUDES AND INDICATORS OF EURO-ZONE 
 

 

Annual Averages Growths 
Forecasts  BIMA 

(*) 
 

2001 2002 2003 
2004 2005 

GDP p m 1.6 0.9 0.4 1.6 2.0 

Demand      

Final Consumption Expenditure  1.9 0.8 1.2 1.6 2.2 

Gross Fixed Capital Formation -0.3 -2.8 -1.2 1.7 1.9 

Contribution of Domestic Demand 0.9 0.3 1.0 1.7 2.0 

Exports of Goods and Services  3.4 1.5 0.0 3.8 4.4 

Imports of Goods and Services  1.7 -0.1 1.5 4.5 4.7 

Contribution of Net Exports 0.7 0.6 -0.6 -0.1 0.0 

Supply      

Gross Value Added Total  (market prices) 1.6 0.9 0.4 1.6 2.0 

Net Taxes -2.9 -0.4 0.2 -0.4 0.8 
Gross Value Added at basic prices: Total   1.9 0.9 0.5 1.7 2.0 

Gross Value Added at basic price:  Agriculture -1.2 0.6 -3.1 0.9 0.9 

Gross Value Added at basic price: Industry 0.5 0.2 -0.1 1.3 1.7 
Gross Value Added at basic price:  Construction -0.6 -1.1 -0.8 -0.1 -0.2 

Gross Value Added at basic price:  Services 2.7 1.4 0.8 1.9 2.3 

Wholesale and Retail Trade 3.3 1.1 0.7 1.7 2.3 
Financial Intermediation 2.9 2.1 0.5 1.8 2.5 

Public Administration 1.7 0.8 1.3 2.1 1.9 

Prices       

Harmonized Index of Consumer Prices HICP, 
annual average 

2.3 2.3 2.1 1.8 1.9 

HICP, dec./dec.  2.3 2.2 2.0 1.9 1.9 

Employment      

Unemployment rate 8.0 8.4 8.8 8.7 8.5 

Others Economic Indicators       

Index of Industrial Production (excluding 
construction) 

0.4 -0.5 0.4 1.8 1.8 

 
Source: EUROSTAT & UC3M 
Date: March 25,  2004  

 
(*) Bulletin EU & US Inflation and Macroeconomic Analysis. 

 
 
 

Section Sponsorship by  
Cátedra Fundación Universidad Carlos III de Predicción y Análisis Macroeconómico. 
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Table R3 

observed    
(a)

forecasts    
(b)

Residual Inflation 0.90 0.99 0.41

Core Inflation 0.44 0.48 0.15

All items 0.54 0.59 0.13

Data: March 17, 2004
Source: BLS & Universidad Carlos III Madrid

OBSERVED VALUES AND FORECAST ON CONSUMER PRICE 
FIGURES IN US                                                                                              
-February 2004-

CONSUMER PRICES INDEX (CPI)
 Monthly Growth (T1

1) Confidence 
Intervals at 80% 
level          (+  -)

 

 

I.3.  UNITED STATES 
 
 

 
q The general index forecast for March is a 0.53% increase, with the annual rate falling from 1.69% to 1.63%. 

This expected fall in the annual rate is due to the heavy increases in energy prices last year. We expect 
core inflation to increase by 0.40%, with the annual rate rising from 1.25% to 1.38% (chapter II shows the 
details). 

 
q  In February, the U.S. CPI rose by 0.54% 

from the previous month’s figure, much as 
expected: 0.59%, with the annual rate 
falling from 1.93 to 1.69%. All components 
performed much as expected (see Table 
R31).  

 
q Core inflation rose by 0.44% from the 

previous month’s figure, somewhat less 
than forecast: 0.48%, with the annual rate 
increasing slightly from 1.17% to 1.25%. 
The increase in non-energy products was 
0.61%, slightly more than the 0.53% 
forecast, with the annual rate growing from 
-2.29% to -1.97%. On the other hand, 
service prices rose 0.41% instead of the 

expected 0.46%, with the annual rate remaining at 2.52%. Core inflation, not including owner’s equivalent 
rent of primary residence and tobacco, and therefore comparable with the underlying rate in Europe 
excluding food, rose by 0.58%, much as forecast (0.61%), with the annual rate growing from 0.90% to 
1.01% (chapter II shows the details) (see Graph R4). 

 
Graph R4                                      (year-on-year rate) Graph R5 
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q For 2004 and 2005, we forecast mean total annual inflation rates of 2.0% and 1.7%, respectively, 

representing one tenth more for 2004 than the last report. This slightly worse forecast is due to the heavy 
increase registered in crude oil prices (see Table R4 and Graph R5). 

 
q Indeed, we expect the annual core rate to grow rapidly this year from today’s 1.25% to the 1.86% forecast 

for December. It should then become stable at a somewhat higher level throughout 2005. This forecast is 
slightly worse than the one provided in last month’s report (see Graph R4). 

 
                                                
1 The official information provided is with one decimal aggregation error 
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q In 2004, when we add food and energy prices to this context of rapid core inflation growth, this generates a 
general CPI annual mean growth rate of around 2.0%, with the lowest level in March (1.6%) and the highest 
in June (2.3%). This is explained by the evolution of energy prices in 2003 (see Graph R5). 

 
 

Table R4 

Food (1) 2.3 3.1 1.8 2.1 3.1 2.5

Energy (2) 16.9 3.8 -5.9 12.2 5.2 -1.8

Residual Inflation (3=2+1) 6.8 3.3 -0.8 5.3 3.9 1.0

Non-food and non-energy goods (4) 0.5 0.3 -1.1 -2.0 -1.2 -0.2

    Less tobacco -0.1 -0.2 -1.5 -2.1 -1.3 -0.4

       -Durable goods -0.5 -0.6 -2.6 -3.2 -2.3 -0.5

       -Nondurable goods 1.4 1.1 0.4 -0.7 0.0 0.2

Non-energy services (5) 3.3 3.7 3.8 2.9 2.6 2.8

     -Services less owner's equivalent rent of primary 
residence (5-a)

3.5 3.6 3.6 3.2 3.0 3.2

     -Owner's equivalent rent of primary residence (a) 3.0 3.8 4.1 2.4 2.0 2.2

Core Inflation (6=4+5) 2.4 2.7 2.3 1.5 1.5 1.9

    Core inflation less owner's equivalent rent of 
primary residence (6-a)

2.2 2.3 1.7 1.1 1.3 1.8

    Core inflatión less owner's equivalent rent of 
primary residence and tobacco

2.1 2.1 1.5 1.1 1.3 1.8

All items   (7=6+3) 3.4 2.8 1.6 2.3 2.0 1.7

    All items less owner's equivalent rent of primary 
residence  (7-a)

3.5 2.6 1.0 2.2 2.0 1.6

Data: March 17, 2004

(*) Monthly and annual growth rates can be found in tables A6A and A6B in Appendix

AVERAGE ANNUAL RATE OF GROWTH IN US

2000
2005       

(forecasts)
CONSUMER PRICES INDEX (CPI) 2001

2004       
(forecasts)

2002

Source: BLS & Universidad Carlos III Madrid

2003
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I.4.  SPAIN 
 
q The month-on-month inflation rate in March 2004 is expected to reach a positive value of 0.7%. The year-

on-year rate will stay at 2.2%, higher than the 2.1% observed in February 2004 (graph R6). 
 
q The month-on-month rate observed in 

February, 0.05%, was below our 
forecast, 0.20%. Core inflation 
(processed food, non-energy industrial 
goods and services) registered a 
downward innovation derived from non-
energy industrial goods. Residual 
inflation (non-processed food and 
energy) registered a downward 
innovation derived from non-processed 
food. 

 
q The year-on-year rate of Core inflation 

in February was 2.3%, the same 
observed in January 2004. Most 
components in service inflation 
registered year-on-year rates above or around 5%, especially the prices of universities (5.05%) and 
household services (5.14%). The year-on-year rate of trend inflation (core inflation excluding oils, fats and 
tourist services) was 2.4%, the same observed in January 2004. The year-on-year rate of processed food 
decreased again in February to 2.4%, compared to the 2.5% observed in January 2004 and 2.8% in 
November 2003. Taking prices of non-energy industrial goods into consideration, the year-on-year rate fell 
from the 1.2% observed in December, to the 0.7% observed in January and the 0.5% observed in February. 
Therefore the year-on-year rate of non-energy industrial goods in Spain is expected to stay around 0.7% in 
August and September 2004, whereas in the EMU it is expected to remain around 0.9% in the second half 
of 2004. Therefore, the expected differential between Spain and the EMU in prices of non-energy industrial 
goods, is expected to stay below half a percentage point, with annual average rates for the EMU of 0.8% 
observed in 2003 and 0.9% expected in 2004 and 2005; and above all with the USA, with negative annual 
average rates of 2.0% observed in 2003, and –1.2% and –0.2% in 2004 and 2005, respectively. 

 
Table R6 

FORECASTS FOR THE MEAN ANNUAL RATES OF GROWTH IN THE CPI IN SPAIN 

Consumer Prices Index (CPI) Forecasts 

 
2002 2003 

2004 2005 

TOTAL INFLATION (100%) 3.5 3.0 2.6 2.6 

CORE INFLATIÓN (82,28%) 3.7 2.9 2.6 2.7 

TREND INFLACIÓN (77,21%) 3.4 2.8 2.4 2.6 

Non energy industrial goods (30,05%) 2.5 2.0 0.7 1.3 

Services CPI  (35,05%) 4.6 3.7 3.9 3.6 

Processed food CPI (17,17%) 2.6 3.6 3.5 2.7 

RESIDUAL INFLATION (17,72%) 5.8 6.0 4.9 4.8 

Non processed food CPI (8,60%) -0.2 1.4 0.6 -0.4 

Energy CPI (9,12%) -0,2 1,4 0,1 -0,3 

Monthly and annual rates can be found in tables A7A and A7B in the appendix 
Source: INE. IFL  & .UC3M / Date: March 23, 2004 

   
 

Table R5 
OBSERVED VALUES AND FORECASTS IN THE MONTH-ON-
MONTH RATE OF GROWTH IN THE COMPONENTS OF THE 

CPI IN SPAIN 

Consumer Price 
Index (CPI) 

Observed 
growth 

February 
2004 

Forecast 
Confidence 

interval at 80% 

Total 
Inflation(100%) 0.05 0.20 ± 0.15 

Core inflation 
(82.28%) 0.24 0.34 ± 0.13 

Residual inflation 
(17.72%) 

-0.62 -0.25 ± 0.22 

(*) Al 80% de significación 
Source : INE & UC3M / Date: March 11, 2004 
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q Core inflation in March 2004 is expected to 

increase to 2.4%, as the result of the 
expected year-on-year rate in non-energy 
processed goods prices of 0.5%, and 
services of 3.8%. Trend inflation (Core 
inflation less fats, tobacco and tourism 
packages) is expected to grow 2.3% in 
March, lower than 2.4% observed in 
February 2004. The mean annual core 
inflation rate will fall to 2.4% in 2004 
compared to the 2.8% observed in 2003, 
and it will increase to 2.6% in 2005 (table 
R6). 

 
 

q Core inflation in the EMU in February stayed at 2.1%, higher than the value registered in January 2004, 
1.9%. The expectations for the average annual rate are around 2.1% in 2004-2005, so there is a fall in the 
core inflation differential between Spain and the EMU around of half a percentage point. 

 
q With regards to residual inflation, the average annual rates of inflation of non-processed food in Spain was 

6.0% in 2003 and the forecasts are 4.9% in 2004 and 4.8% in 2005, both less than the expected values 
published in the previous bulletin. This sector shows the highest inflation rate in Spain. 

 
q Considering the upward new expectations for crude oil 

prices and the euro/dollar exchange rate, the year-on-
year rate of energy prices in March 2004 will reach a 
negative value of 2.7%, but it will rise to 3.0% in June 
2004. Average annual rates of growth are forecast to 
positive rates of 0.6% in 2004 and a negative value of 
0.4% in 2005, both higher than our expectations in the 
last bulletin (Graph R7). 

 
 
q Due to energy and non-processed food price 

fluctuations, a more erratic evolution of commodity 
prices due to the incorporation of sales prices, and the 
especially worrisome evolution of services, with a 
weight of 35.05% and the increase of 3.7% in the 

average annual rate in 2003 to the expected 3.9% in 
2004, the year-on-year rate of growth of total inflation 
fluctuated significantly. From the 3.7% observed in 
February 2003, it reached 2.7% in May, to increase to 
3.0% in August and fall to 2.6% in October and 
December. Therefore, total inflation in 2004 will be 
2.9% in June and fall to 2.6% at the end of the year.  

 
q Average annual rates of growth decreased to 3.0% in 

2003 compared to the 3.5% observed in 2002. They 
will fall to 2.6% in 2004 and 2005, the same published 
in the last bulletin. However, the unstable oil world 
market, the weak dollar and the uncertainty derived 
from the bomb attack in Madrid demand a revision of 
these figures (table R6 and graph R7 and R8). 
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I.5.  MACROECONOMIC MAGNITUDES AND INDICATORSOF SPANISH ECONOMY 
 

 
 
 

MACROECONOMIC MAGNITUDES AND INDICATORS (*)   

Annual Rates 
Forecasts  
BIMA(*) 

Budget (*) 

 

2002 2003 
2004 2005 2004 

 Private Final Consumption Expenditure 2.6 3.0 3.3 3.5 3.1 
 Public Final Consumption Expenditure 4.4 4.6 4.1 3.4 2.9 
 Gross Fixed Capital Formation 1.0 3.0 3.6 3.9 3.8 

Equipment -5.4 1.9 4.5 5.9 (3) 
Building 4.2 3.7 3.2 2.3 3.0 
Other products 2.6 2.8 3.3 5.8 (3) 

 Inventory change (1) 0.0 0.1 0.0 0.0 0.0 
 Domestic Demand 2.6 3.3 3.5 3.6 3.3 
 Exports of Goods and Services 0.0 4.0 5.7 7.1 6.3 
 Imports of Goods and Services 1.8 6.7 6.8 7.4 7.0 
 Net Exports (1) -0.6 -1.0 -0.6 -0.4 -0.4 
 GDP 2.0 2.4 3.0 3.3 3.0 
 GDP, current prices 6.6 6.7 6.5 6.6 5.9 
Prices and Costs      
 CPI, annual average 3.5 3.0 2.6 2.6  
 CPI, dec./dec. 4.0 2.6 2.6 2.7  
 Average earning per worker 3.8 3.9 3.7 3.5  
 Unit labour cost 3.1 2.9 2.8 2.7  
Labour Market (Data poll labour force)   
 Labour Force (% variation) 3.0 2.6 2.3 2.0  
 Employment: Data adjusted from changes in 
the employment survey 

  

Annual average variation in % 2.0 2.7 3.0 3.0  
Annual average variation in thousands 312.5 437.0 500.8 515.9  

 Unemployment rate 11.4 11.3 10.7 9.9 11.0 
 Basic balances   
 Foreign sector   
 Current Account (m. €.) -18.691 -23.660 -20.247 -19.023  

Net lending or borrowing (% GDP) (2) -1.6 -2.0 -2.6 -2.3 -2.6 
 AA.PP. (Total) / Public Administration   

Net lending or borrowing (% GDP) (2) -0.1 0.0 -0.1 -0.1  

Other Economic Indicators    

Index of Industrial Production  0.1 1.6 1.9 2.7  

(1) Contributions to GDP growth 
(2) In term of nacional accounts 
(3) Equipment goods and other goods: Forecast PGE, 5.0; Forecast BIAM, 5.2. 

Source: INE & UC3M 
Date:  March 25, 2004. 
 
(*) Bulletin EU & US Inflation and Macroeconomic Analysis. 

        PGE: Presupuestos Generales del Estado. 
 

 
 
 
 

 
Section Sponsorship:  

Cátedra Fundación Universidad Carlos III de Predicción y Análisis Macroeconómico. 
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I.6 FORECAST SUMMARY 
 
 

 

INFLATION FORECASTS AND EVOLUTION IN THE EMU AND USA (1998-2005) 

Forecasts 
 1998 1999 2000 2001 2002 2003 

2004 2005 

TOTAL INFLATION         

Euro-zone (100%). 1.1 1.1 2.1 2.3 2.3 2.1 1.8 1.9 
USA (81.5%). (1) 1.1 2.1 3.5 2.6 1.0 2.2 2.0 1.6 

A HOMOGENEOUS MEASURE OF 
CORE INFLATION (2) 

        

Services and Non-energy industrial 
goods excluding  food and tobacco. 

        

Euro-zone (72.34%). 1.4 1.1 1.0 1.8 2.4 1.8 1.9 1.9 
USA (55.6%).(1) 1.8 1.4 2.1 2.1 1.5 1.1 1.3 1.8 
 
DIFFERENT COMPONENTS OF THE 
HOMOGENEOUS MEASURE OF 
CORE INFLATION  

        

(1)  Services. 
        

Euro-zone (41.33%). 1.9 1.5 1.5 2.5 3.1 2.6 2.7 2.6 
USA (27.4%).(1) 2.9 2.7 3.5 3.6 3.6 3.2 3.0 3.2 

(2) Non-energy industrial goods 
excluding food and tobacco. 

        

Euro-zone (31.01%). 0.9 0.7 0.4 0.9 1.5 0.8 0.9 0.9 
USA (29.0%). -0.1 -0.5 -0.1 -0.2 -1.5 -2.1 -1.3 -0.4 
INFLATION  IN EXCLUDED 
COMPONENTS FROM THE 
HOMOGENEOUS MEASURE OF 
CORE INFLATION  

        

 
(1)  Food. 

        

Euro-zone (19.53%). 1.6 0.6 1.4 4.5 3.1 2.8 2.2 2.5 
USA (14.9%). 2.2 2.1 2.3 3.1 1.8 2.1 3.1 2.5 
 
(2) Energy. 

        

Euro-zone (8.13%). -2.6 2.4 13.0 2.3 -0.6 3.0 1.1 0.0 
USA (9.90%). -7.7 3.6 16.9 3.8 -5.9 12.2 5.2 -1.8 

(1)
less owner´s equivalent rent of primary residence. 

(2) This homogeneous measure of underlying inflation does not coincide with the usual measure of core inflation for the EMU nor 
for the USA. It has been constructed in order to compare the data in the EMU and in the USA. 

 
 

Source: EUROSTAT, BLS, IFL & UC3M. 
Date: March 25 / 2004 
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YEAR-ON-YEAR RATES OF INFLATION IN THE EMU AND USA 

Source: EUROSTAT, BLS, IFL & UC3M 
Date: March 25 / 2004 
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INFLATION FORECASTS AND EVOLUTION IN THE EMU AND SPAIN  (1998-2005) 

Forecasts  
1998 1999 2000 2001 2002 2003 

2004 2005 

TOTAL INFLATION         
Spain (100%). 1.8 2.3 3.4 3.6 3.5 3.0 2.6 2.6 
Euro-zone (100%). 1.1 1.1 2.1 2.3 2.3 2.1 1.8 1.9 
 
CORE INFLATION 

        

 
Services and Non-energy processed 
goods. 

        

Spain (81.40%). 2.2 2.2 2.5 3.4 3.8 2.9 2.6 2.7 
Euro-zone  (84.18%). 1.4 1.1 1.0 1.9 2.5 2.0 2.1 2.1 
 
DIFFERENT COMPONENTS OF CORE 
INFLATION 

        

 
(1) Services. 

        

Spain (34.87%). 3.6 3.4 3.7 4.2 4.5 3.5 3.8 3.6 
Euro-zone (41.33%) 1.9 1.5 1.5 2.5 3.1 2.6 2.7 2.6 
 
(2) Non-energy processed goods. 

        

Spain (46.53%). 1.4 1.7 1.7 2.9 3.1 2.4 1.6 1.9 
Euro-zone (43.26%). 1.1 0.7 0.6 1.5 1.9 1.5 1.4 1.5 
 
INFLATION IN EXCLUDED COMPONENTS 
FROM CORE INFLATION 

        

 
1) Non-processed food. 

        

Spain (9.40%). 2.1 1.2 4.2 8.7 5.6 5.6 5.1 4.8 
Euro-zone (7.69%). 2.0 0.0 1.7 7.0 3.1 2.2 0.9 1.9 
 
(2) Energy. 

        

Spain (9.14%). -3.8 3.2 13.3 -1.0 -0.2 1.3 0.6 -0.4 
Euro-zone (8.13%). -2.6 2.4 13.0 2.3 -0.6 3.0 1.1 0.0 

 
 
 

Source: EUROSTAT, BLS, IFL & UC3M. 
Date: March 25/ 2004. 



   Page 14 

YEAR-ON-YEAR RATES OF INFLATION IN THE EMU AND SPAIN  
 
 
 
 
 
 

 
 
 
 
 

 
Source: EUROSTAT, BLS, IFL & UC3M. 
Date: March 25 / 2004. 
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I.7 INFLATION FORECASTS OF DIFFERENT INSTITUTIONS 
 
 

INFLATION FORECASTS OF DIFFERENT INSTITUTIONS1 

 BIAM2 CONSENSUS 
FORECASTS3 

IMF4 ECB5 OCDE6 

 2004 2005 2004 2005 2004 2005 2004 2005 2004 2005 
EMU 
 

1.8 1.9 1.7 1.6 1.6 - 1.8 1.7 1.5 1.4 

USA 
 

2.0 1.7 1.7 1.9 1.3 - - - 1.7 1.8 

SPAIN 
 

2.6 2.6 2.5 2.5 2.7 - - - 2.8 2.9 

1 The forecasts are based on CPI in USA and Spain and on HICP in the EMU. 
2 Bulletin EU & US Inflation and Macroeconomic Analysis , march 2004 
3 March 8, 2004. 
4 IMF. World Economic Outlook. October 2003 
5 ECB. Monthly Bulletin. Survey of Professional Forecasters. February 2004 
6 OECD Economic Outlook. December 2003. 

 
 

 Our forecasts for total inflation in the EMU and Spain are slightly greater than the 
previsions derived from other institutions because with the methodology applied in our 
Bulletin, total inflation is breaking down in core and residual inflation. Last one is 
composed by inflation in non-processed food and energy prices. 
 
The innovations come in different components are transferred in future thorough 
different multipliers. The innovations derived from residual inflation are less persistent. 
 
Core inflation in the EMU and Spain is expected to be quite stable, at 2.1% in 2004 and 
2005 in the EMU and 2.6% for 2004 and 2.7% in 2005, in the case of Spain. Non-
energy industrial goods inflation expectations for 2004 and 2005 Spain have been 
revised downward compared with the previous bulletin. Total inflation in 2004 and 2005 
will be benefit from an expected lower inflation rate in non-energy industrial goods but 
energy prices are expected to increase due to the evolution of crude prices. 
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II.  ANALYSIS OF INFLATION, MONETARY POLICY AND INTERNATIONAL ANALYSIS  
 

II.1 Economic and Monetary Union 
 

 
In February 2004, 
inflation in the EMU 
registered a monthly 
rate of 0.2% with  a 
year-on-year rate of 
1.6%. 

In February 2004 inflation in the Monetary Union registered a month-on-month rate of 
0.18% instead of the 0.11% expected; with a year-on-year rate of 1.6%, compared to the 
1.9% registered last January. Upward innovations have been registered in all major HICP 
groups, except unprocessed food (tables 1 and A2 in the appendix). 
 
Table 1 summarises the discrepancies between observed and forecast values for the 
different basic aggregations in the Euro Zone (see table A1B in the appendix for the 
disaggregation scheme followed in this Bulletin 

 
Table 1 

OBSERVED AND FORECAST VALUES ON CONSUMER PRICE FIGURES IN THE EMU 

Consumer Price Index (HICP) 
Current growth  

February 04 Forecast 
Confidence 
intervals (a) 

(1)  Processed food - AE  (9.463%)(b) 0.23 0.26 ± 0.09 

(2) Tobacco (2.373%) 0.34 0.10 ± 0.13 

(3)  Commodities  - MAN (31.009%) 0.29 -0.06 ± 0.10 

 Non-Energy Manufactured Goods - BENE [1+2+3] 
(42.845%) 

0.28 0.02 ± 0.09 

(4)  Services -  SERV (41.334%) 0.51 0.40 ± 0.14 
Core Inflation:  
Non-Energy Manufactured Goods and Services, 
(excluding fats, oils, tobacco and tourist packages)  - 
IPSEBENE [1+2+3+4] (84.178%) 

0.44 0.21 ± 0.08 

(5) Non-Processed Food - ANE (7.689%) -0.67 -0.43 ± 0.46 

(6)  Energy Goods - ENE (8.133%)  -0.08 -0.38 ± 0.60 
 Residual Inflation: 
Fats, Oils, Tobacco, Tourist Packages, Non-
Processed Food and Energy -  
R [5+6] (15.822%) 

-0.33 -0.40 ± 0.39 

Total Inflation:  
 HICP [1+2+3+4+5+6] (100%) 

0.18 0.11 ± 0.09 
(a) At 80% confidence level 
(b) Excluding tobacco prices  
 Source: EUROSTAT, IFL  & UC3M/ Date: March 18, 2004 
 

 
 
 
 
 
 
 
 
 
Upward innovations 
have been 
registered in all 
major HICP groups, 
except unprocessed 
food 
 
 
 
 
 
 
 
 

It is important to note rounding errors in the aggregation of different HICP sectors in the 
EMU. Eurostat publishes data with one decimal point and apparently they use more 
decimals to obtain the aggregate indexes. The question is that the aggregate values can 
not be exactly reproduced up to a decimal point by the users of Eurostat data. Therefore, 
aggregation errors are identified in the forecast error tables in the appendix (table A2). 
 
The breakdown of the harmonised consumer price index into basic market groups shows 
that the prices of processed food (the AE index) registered a positive monthly growth of 
0.23% instead of the 0.26% predicted. The prices of tobacco registered a rate of 0.34%, 
higher than the 0.10% forecast. The prices of remaining processed goods excluding 
energy (the MAN index) registered a rate of 0.29%, instead of the -0.06% forecast. 
Therefore, core inflation in goods calculated on the basis of the aggregation of the 
previous indexes, (the BENE index) registered a growth of 0.28% instead of the 0.02% 
expected. Service prices (the SERV index) registered a monthly rate of 0.51%, respect to 
the 0.40% forecast, so that finally core inflation registered a monthly growth rate of 
0.44%, instead of the 0.21% forecast. 
In Residual inflation (non-processed food and energy), the downward innovation was in 
unprocessed food prices. 



Page 17  

 
 
The forecast for the  
year-on-year rate of 
inflation in March 
2004 is 1.5%. 
 
 
 
 
 

 
The inflation forecast for March 2004 in the Monetary Union is a positive value of 
0.5%. The year-on-year rate will decrease to 1.5%, compared to the 1.6% registered last 
February. The expectations for the average annual rate are 1.8% in 2004 and 1.9% in 
2005, compared to the 2.1% registered in 2003. 
 
Table 2 summarises the forecasts for the different components in the Monetary Union. 
Monthly and annual rates can be found in tables A5A and A5B in the appendix. 
 

 
Table 2 

AVERAGE ANNUAL RATE OF GROWTH IN MONETARY UNION 

 Observed Forecasts 

 1999 2000 2001 2002 2003 2004 2005 

Residual Inflation 
15.822% 1.2 7.5 4.4 1.1 2.6 1.0 0.9 

Non-Processed Food 
7.689% 0.0 1.7 7.0 3.1 2.2 0.9 1.9 

Energy 
8.133% 2.4 13.0 2.3 -0.6 3.0 1.1 0.0 

Core Inflation 
84.178% 1.1 1.0 1.9 2.5 2.0 2.1 2.1 

Processed Food(a) 

9.463% 0.5 0.6 2.7 2.4 2.1 2.1 2.3 

Tobacco 
2.373% 

3.1 3.4 3.8 5.9 8.4 6.7 5.4 

Non-Energy Commodities 
31.009% 0.7 0.4 0.9 1.5 0.8 0.9 0.9 

Non-Energy Services 
41.334% 1.5 1.5 2.5 3.1 2.6 2.7 2.6 

Total Inflation 
100% 1.1 2.1 2.3 2.3 2.1 1.8 1.9 

(a) Excluding tobacco prices 
Source: EUROSTAT, IFL & UC3M/ Date: March 25, 2004 

 
 The average annual rate in 2003, 2.1%, is due to a fall in core inflation in 2003 to 2.0%, 

compared with the 2.5% observed in 2002, thanks to the favourable evolution of prices of non-
energy industrial goods and services and the absence of the euro-rounding effect in the year-
on-year rates of 2003, and increases in residual inflation, due to energy prices compared with 
the values registered in 2002. 
 
By country, the expectation for month-on-month inflation for next March is a null rate for 
Germany, 0.7% in Spain, 0.8% in Italy and 0.4% in France. 
 
Table 3 summarizes average annual growth rates for the main countries. Monthly and annual 
forecasts for all countries can be found in tables A4A, A4B, A4C and A4D in the appendix. 

 

Table 3 
ANNUAL AVERAGE RATES OF GROWTH 

Observed Forecasts  
1999 2000 2001 2002 2003 2004 2005 

Spain HICP  (11.11%) * 2.2 3.5 2.8 3.6 3.1 2.3 2.4 
Germany HICP  (29.26%) 0.6 1.4 1.9 1.3 1.0 1.1 0.8 
France HICP (20.70%) 0.6 1.8 1.8 1.9 2.2 2.3 1.8 
Italy HICP (19.26%) 1.7 1.6 2.3 2.6 2.8 2.1 2.5 
EMU HICP  (100%) 1.1 2.1 2.3 2.3 2.1 1.8 1.9 

United kingdom HICP 2.1 0.8 1.2 1.3 1.4 1.4 1.4 

* country weights in the total HICP for the EMU 
Source: EUROSTAT, IFL & UC3M/ Date: March 22/ 2004 
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 Inflation expectations vary considerably among countries (see table 4). For one year ahead 
these expectations go from 0.8% for Germany to values over 2.0% for Portugal, Spain, Italy 
and Ireland. Consequently, the corresponding actual real interest rates are negative for these 
countries. On the other hand these rates are over 1% for Germany and Finland. These 
differentials are indicative of the different investment situations that the countries of the Euro-
area face. 

 
                   Table 4 

INFLATION EXPECTATIONS ACTUAL REAL INTEREST  
RATES 

Three One Three One 

 

Months Year Months Year 
Italy 2.30 2.55 -0.25 -0.45 
France 2.11 1.83 -0.06 0.27 
Germany 1.04 0.81 1.01 1.28 
Belgium 1.92 1.88 0.13 0.21 
Netherlands 2.20 2.46 -0.15 -0.37 
Portugal 2.74 3.00 -0.69 -0.90 
Austria 1.51 1.48 0.54 0.61 
Finland 0.73 0.90 1.32 1.20 
Ireland 2.92 3.15 -0.87 -1.06 
Luxembourg 1.78 1.94 0.27 0.15 
Spain 2.37 2.41 -0.32 -0.32 
Greece 2.16 2.03 -0.11 0.06 

Source: ECB, Eurostat  & EFN    

Date: March 22, 2004    
 
 

 Table 5 shows annual observed HICP rates for energy and those corresponding to the 
remainder of goods and services – HICP excluding energy. 

 
 

Table 5 
ANNUAL GROWTH HICP 

HICP excluding Energy HICP energy 

Observed Forecasts Observed Forecasts 

 

Feb. 
2004 

Media 
2001 

Media 
2002 

Media 
2003 

Media 
2004 

Media 
2005 

Feb. 
2004 

Media 
2001 

Media 
2002 

Media 
2003 

Media 
2004 

Media 
2005 

Germany 1.1 1.5 1.4 0.8 1.1 0.7 -2.5 5.7 0.3 4.0 1.1 1.5 
Spain 2.7 4.0 3.4 3.2 2.8 2.9 -2.6 -1.0 -0.2 1.3 0.6 -0.4 
France 2.4 2.1 2.3 2.2 2.3 1.8 -3.5 -1.5 -1.5 2.3 1.2 2.2 
Italy 2.8 2.4 3.0 2.8 2.3 2.6 -1.0 1.6 -2.6 3.2 0.1 1.3 
Monetary 
Union 

2.0 2.3 2.6 2.0 1.9 2.0 -0.3 2.3 -0.6 3.0 1.1 0.0 

Source: EUROSTAT, IFL & UC3M/ Date: March 22, 2004 
 

There is an important 
inflation differential 
between countries.  

Year-on-year rates of energy prices in February 2004 registered negative values in these four 
countries, as shown in table 5. For non-energy prices, Germany registered in February a year-
on-year rate of 1.1%; forecasts for the annual average rates will be around 1.1% in 2004 and 
0.7% in 2005. France registered for the HICP excluding energy a year-on-year rate of 2.4% in 
February and the forecasts for the annual average rate are 2.3% in 2004 and 1.8% in 2005. 
The observed value for the annual rate in Italy was 2.3% and forecasts are 2.6% in 2004 and 
2.6% in 2005. In the case of Spain, the annual rate was 2.7% in February and a mean annual 
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rate of 2.8% is expected in 2004 and 2.9% in 2005. Therefore, in the HICP excluding energy, 
Germany and France will register annual average rates near 1% in 2004, Italy around 0.1%, 
and finally Spain presents greater annual mean rates above 3%. 
 
For a causal explanation of the inflation forecasts derived from this Bulletin – see BIMA Nº 113 
-, a regression between these forecasts and the forecasts resulting from the macroeconomic 
model shown in Dreger (2002)2 is performed. With regards to inflation expectations, inflation 
pressure has been compensated, especially from the second quarter of 2004 onwards, by the 
increase in the output gap and the favourable performance of import prices, confirming 
comments made in previous bulletins that given the expected evolution of the output gap and 
other variables affecting inflation, the ECB could go some way further in applying a loose 
monetary policy. Nevertheless, in the last quarter of 2005, when this compensation will come 
to an end, the ECB could then change its monetary policy 

 
HICP YEAR-ON-YEAR RATES OF GROWTH IN THE EMU 

Source: EUROSTAT, IFL & UC3M/ Date: March 25, 2004 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

                                                
2 Dreger, C. (2002) “A macroeconometric model for the Euro economy”. Institute for Economic Research Halle (IWH). 
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II.2 Industrial Production in the EMU and USA. 

 
 The Industrial Production Index published for January 2004 has behaved below the 

expectations in the global index and in durable and non durable consumer goods and 
energy sectors, and over the expected in capital, intermediate and energy, as it can be 
seen in table 6 

 
 

 
Table 6 
FORECASTS AND OBSERVED DATA IN THE ANNUAL RATE OF GROWTH OF 

THE DIFFERENT EMU IPI COMPONENTS CORRESPONDING TO JANUARY 
 Forecast for January Observed in January(*) 

Capital 1.08 1.53 

Durable -1.29 -0.22 

Intermediate 1.54 1.26 

Non Durable 1.10 0.04 

Energy 2.27 -0.17 

Total 1.38 0.63 

Working day adjusted data. 
Source: Eurostat and UC3M. 

 
 

 The expectations now are a little more pessimistic than in the last report with an average 
rate of growth of 1.8% for both 2004 and 2005 instead of the 2.1 and 1.8 % previously 
published. The expectations of growth for the different sectors are shown in table 7. 

 
 

Table 7 
ANNUAL AVERAGE RATES FOR INDUSTRIAL PRODUCTION IN EMU(***) 

 1998 1999 2000 2001 2002 2003 2004 2005 

Capital 6.7 2.4 8.1 1.6 -1.5 0.1 3.8 3.1 

Durable 4.2 1.3 6.1 -2.1 -5.7 -4.9 1.1 0.0 

Intermediate 3.7 1.9 6.2 -0.5 0.0 0.5 2.5 2.0 

Non Durable 2.1 1.2 0.9 0.8 0.5 0.0 0.3 0.8 

Energy 1.6 0.8 1.9 1.4 1.0 3.0 -1.0 1.1 

Total EMU 3.8 1.8 5.2 0.4 -0.5 0.4 1.8 1.8 
(***)Bold figures are forecasts. Working day adjusted data. 
Source: Eurostat and UC3M.  
Date: March 17nth2004 

 
Table 8 

ANNUAL AVERAGE RATES FOR INDUSTRIAL PRODUCTION IN EMU(***) 
 1998 1999 2000 2001 2002 2003 2004 

Capital 7.1 2.6 8.7 1.7 -2.1 0.6 4.4 

Durable 4.3 1.5 6.3 -1.9 -5.3 -4.9 -0.5 

Intermediate 3.7 2.0 6.1 -0.6 0.4 0.6 2.3 

Non Durable 2.1 1.2 0.9 0.9 0.7 0.0 0.1 

Energy 1.4 0.7 1.9 1.6 1.0 3.0 0.1 

Total EMU 4.0 1.9 5.4 0.5 -0.5 0.5 2.0 
(***)Bold figures are forecasts. Working day adjusted data. 
Source: Eurostat and UC3M.  
Date: January 20nth2004 
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 In US, the last published data corresponds to February and has been an upwards 
innovation due to innovations in this sense in Durable and Equipment and Supplies 
Goods, as it can be seen in table 9.  

 
Table 9 
FORECASTS AND OBSERVED DATA IN THE ANNUAL RATE OF GROWTH OF THE 

DIFFERENT EMU IPI COMPONENTS CORRESPONDING TO FEBRUARY 

 Forecast for February Observed in February 
Durable Consumer Goods 0.25 4.97 
Non Durable Consumer Goods 1.20 0.03 
Equipment and Supplies 2.05 2.52 
Materials 3.47 3.68 
TOTAL US 2.42 2.72 

Source: Federal Reserve and UC3M 
 
 

 Table 10 shows the updated forecasts. The average rate of growth for IP in 2004 has 
been revised from 3.1 to 3.5% and in 2005 from 3.2 to 3.3%. 

 
 

 
Table 10 

ANNUAL AVERAGE RATES FOR INDUSTRIAL PRODUCTION IN US(1) 
 1998 1999 2000 2001 2002 2003 2004 2005 

Durable Consumer goods 7.2 6.9 3.9 -5.8 4.7 2.3 5.5 4.3 

Non Durable Consumer Goods 2.3 -0.1 1.7 0.4 -0.6 -1.7 2.2 1.3 

Equipment and Supplies 8.1 4.8 5.9 -4.1 -0.6 0.4 3.9 3.0 

Materials 5.2 5.7 5.3 -4.5 0.4 0.5 4.7 3.8 

TOTAL US 5.6 4.3 4.7 -3.5 -0.6 0.2 3.5 3.3 

(1) Bold figures are forecasts.  
Source: Federal Reserve and IFL.  / Date:  March 25th 2004 
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II.3  United States 
 

In February, the 
U.S. CPI rose by 
0.54% from the 
previous month’s 
figure, much as 
expected: 0.59%, 
with the annual rate 
falling from 1.93 to 
1.69%. 

In February, the U.S. CPI rose by 0.54% from the previous month’s figure, much as 
expected: 0.59%, with the annual rate falling from 1.93 to 1.69%. All components 
performed much as expected. 
 
Core inflation rose by 0.44% from the previous month’s figure, somewhat less than 
forecast: 0.48%, with the annual rate increasing slightly from 1.17% to 1.25%. The 
increase in non-energy products was 0.61%, slightly more than the 0.53% forecast, with 
the annual rate growing from -2.29% to -1.97%. On the other hand, service prices rose 
0.41% instead of the expected 0.46%, with the annual rate remaining at 2.52%. Core 
inflation, not including owner’s equivalent rent of primary residence and tobacco, and 
therefore comparable with the underlying rate in Europe excluding food, rose by 0.58%, 
much as forecast (0.61%), with the annual rate growing from 0.90% to 1.01%. 

 
Table 11 

observed    
(a)

forecasts    
(b)

Food (1) 14.4 3.25 0.16 -0.02 0.34

Energy (2) 7.1 3.84 2.33 2.96 1.05

Residual Inflation (3=2+1) 21.5 3.50 0.90 0.99 0.41

Non-food and non-energy goods (4) 22.3 -1.97 0.61 0.53 0.34

    Less tobacco 21.4 -2.06 0.63 0.46 0.18

       -Durable goods 11.3 -3.68 0.17 0.02 0.28

       -Nondurable goods 11.0 -0.31 1.00 1.05 0.35

               -Non-durable goods less tabacco 10.2 -0.34 1.08 0.95 0.22

                -Tobacco 0.8 -0.02 -0.08 2.33 3.06

Non-energy services (5) 56.3 2.52 0.41 0.46 0.13

     -Services less owner's equivalent rent of 
primary residence (5-a)

32.9 2.95 0.61 0.70 0.18

     -Owner's equivalent rent of primary residence 
(a) 23.4 1.92 0.13 0.11 0.11

Core Inflation (6=4+5) 78.5 1.25 0.44 0.48 0.15

    Core inflation less owner's equivalent rent of 
primary residence (6-a)

55.2 0.99 0.57 0.63 0.16

    Core inflatión less owner's equivalent rent of 
primary residence and tobacco 54.3 1.01 0.58 0.61 0.13

All items   (7=6+3) 100.0 1.69 0.54 0.59 0.13

    All items less owner's equivalent rent of primary 
residence  (7-a) 76.6 1.64 0.66 0.73 0.11

Data: March 17, 2004

OBSERVED VALUES AND FORECAST ON CPI IN US                                                                                                                           
February  2004

CONSUMER PRICES INDEX (CPI)
Relative 

importance 
Dec. 2003

Annual 
Growth         

(T1
12)      

observed

 Monthly Growth (T1
1) Confidence 

Intervals at 80% 
level          (+  -)

Source: BLS & Universidad Carlos III Madrid

 
 

Core inflation rose 
by 0.44% from the 
previous month’s 
figure, somewhat 

By components, the index for commodities less food and energy without tobacco 
increased by 0.63% instead of the 0.46% expected, with the annual rate going from            
–2.39% to –2.06%. Durable goods prices increase by 0.17% as opposed to the forecast 
0.02%, with the annual rate going from –4.00% to –3.68%. With regards to durable 
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less than forecast: 
0.48%, with the 
annual rate 
increasing slightly 
from 1.17% to 
1.25%. 

0.02%, with the annual rate going from –4.00% to –3.68%. With regards to durable 
goods, the annual rate of the new car index went from the previous month’s –1.22% to        
–0.65% (see Graph 5). Non-durable goods prices, excluding the index for tobacco, 
increased by 1.08%, instead of the 0.95% expected, with the annual rate going from         
–0.55% to –0.34%. Regarding non-durable goods, the annual rate of the apparel index 
went from –1.95% to –1.66% (see Graph 4). And the index for tobacco decreased by          
-0.08% as opposed to the forecast of +2.33%, with the annual rate going from 0.13% to         
-0.02%. 

 
Graph 4 Graph 5 
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The general index 
forecast for March is 
a 0.53% increase, 
with the annual rate 
falling from 1.69% to 
1.62%. This 
expected fall in the 
annual rate is due to 
the heavy increases 
in energy prices last 
year. We expect 
core inflation to 
increase by 0.39%, 
with the annual rate 
rising from 1.25% to 
1.37%. 

The index for services shows an increase of 0.41% instead of the forecast 0.46% with the 
annual rate remaining at 2.52%. The index for services excluding owner’s equivalent rent 
of primary residence shows an increase of 0.61%, which was less than the expected 
0.70%, with the annual rate going from 2.95% to 2.96%. The index for owner’s equivalent 
rent of primary residence increased by 0.13%, instead of the forecast of 0.11%, with the 
annual rate going from 1.88% to 1.92% (see Graph 7).  
 
The difference between the index for services (excluding the index for owner’s equivalent 
rent of primary residence) and the index for commodities less food and energy (excluding 
tobacco prices) decreased by three tenths to 5.0 points, from the previous month’s figure.  
 
Residual inflation increased by 0.90%, much as expected: 0.99%, with the annual rate 
coming down from 4.94% to 3.50%. By components, food prices have increased by 
0.16%, which was less than expected, as the forecast percentage was –0.02%, 
decreasing the annual rate from 3.55% to 3.25%. The indexes for fruits explain this 
deviation in food prices. The index for energy has performed better than expected, with 
an increase of 2.33% as opposed to the forecast 2.96%. Its annual rate has gone from 
7.76% to 3.84%. 
 
The general index forecast for March is a 0.53% increase, with the annual rate falling 
from 1.69% to 1.63%. This expected fall in the annual rate is due to the heavy increases 
in energy prices last year. We expect core inflation to increase by 0.40%, with the annual 
rate rising from 1.25% to 1.38%. 
 
By components, the expected increase in the index for services is 0.34%, 0.10% for the 
index for owner’s equivalent rent of primary residence and 0.50% for the rest. The annual 
rate of the index for owner’s equivalent rent of primary residence will increase to 1.93%. 
The year-on-year rate for the index for all other services, on the whole, will increase from 
2.95% to 3.14% (see Graph 7). 
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 Taking commodities less food and energy into consideration, the expected increase is 
0.55%, with the annual rate going from –1.97% to –1.78%. Excluding the index for 
tobacco, the predicted rise is 0.62%, which would leave the year-on-year rate at –1.86%, 
as opposed to last month’s –2.06%. Durable goods prices are expected to increase 
0.04%, leaving the annual rate at –3.47%. Non-durable goods prices are forecast to rise 
1.07%, bringing the annual rate from –0.31% to –0.13%. Within the index of non-durable 
goods, tobacco prices are predicted to decrease by –1.25%, which would leave the year-
on-year rate at –0.11%. 
 
The expected increase in residual inflation is 1.03%, which would leave the year-on-year 
rate at 2.62%. With regards to residual inflation, the expected increase for the food index 
is 0.16%. Energy prices are expected to increase by 2.69%, which would leave the year-
on-year rate at 1.25%, as opposed to last month’s 3.84%. 

 
Graph 6 Graph 7 
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For 2004 and 2005, 
we forecast mean 
total annual inflation 
rates of 2.0% and 
1.7%, respectively, 
representing one 
tenth more for 2004 
than the last report. 
This slightly worse 
forecast is due to 
the heavy increase 
registered in crude 
oil prices 

For 2004 and 2005, we forecast mean total annual inflation rates of 2.0% and 1.7%, 
respectively, representing one tenth more for 2004 than the last report. This slightly 
worse forecast is due to the heavy increase registered in crude oil prices (see Graph 10). 
 
Indeed, we expect the annual core rate to grow rapidly this year from today’s 1.25% to 
the 1.86% forecast for December. It should then become stable at a somewhat higher 
level throughout 2005. This forecast is slightly worse than the one provided in last 
month’s report (see Graph 8). 
 
In 2004, when we add food and energy prices to this context of rapid core inflation 
growth, this generates a general CPI annual mean growth rate of around 2.0%, with the 
lowest level in March (1.6%) and the highest in June (2.3%). This is explained by the 
evolution of energy prices in 2003 (see Graph 9). 
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 Table 12 shows the average annual growth rate forecasts for 2004 and 2005 for the 

different components of the US Consumer Price Index (monthly and annual rates can be 
found in Tables A6A and A6B in the Appendix). 

 
Table 12 

Food (1) 2.3 3.1 1.8 2.1 3.1 2.5

Energy (2) 16.9 3.8 -5.9 12.2 5.5 -1.7

Residual Inflation (3=2+1) 6.8 3.3 -0.8 5.3 4.0 1.0

Non-food and non-energy goods (4) 0.5 0.3 -1.1 -2.0 -1.2 -0.2

    Less tobacco -0.1 -0.2 -1.5 -2.1 -1.4 -0.4

       -Durable goods -0.5 -0.6 -2.6 -3.2 -2.4 -0.6

       -Nondurable goods 1.4 1.1 0.4 -0.7 0.0 0.2

Non-energy services (5) 3.3 3.7 3.8 2.9 2.6 2.8

     -Services less owner's equivalent rent of 
primary residence (5-a)

3.5 3.6 3.6 3.2 3.0 3.2

     -Owner's equivalent rent of primary 
residence (a)

3.0 3.8 4.1 2.4 2.0 2.2

Core Inflation (6=4+5) 2.4 2.7 2.3 1.5 1.5 1.9

    Core inflation less owner's equivalent rent of 
primary residence (6-a)

2.2 2.3 1.7 1.1 1.3 1.8

    Core inflatión less owner's equivalent rent of 
primary residence and tobacco

2.1 2.1 1.5 1.1 1.3 1.8

All items   (7=6+3) 3.4 2.8 1.6 2.3 2.0 1.7

    All items less owner's equivalent rent of 
primary residence  (7-a)

3.5 2.6 1.0 2.2 2.0 1.6

Source: BLS & Universidad Carlos III Madrid

AVERAGE ANNUAL RATE OF GROWTH IN US (*)

(*) Monthly and annual growth rates can be found in tables A6A and A6B in Appendix

2004       
(forecasts)

Data: March 17, 2004

2003CONSUMER PRICES INDEX (CPI) 2000 2001
2005       

(forecasts)
2002
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II.4 Spain 
 
 
The CPI for February 
2004 showed a 
monthly rate of 0.05% 
with a year-on-year 
rate of 2.1%. 
 
 
 
 
Residual inflation 
registered a strong 
downward innovation. 

The CPI for February 2004 showed a month-on-month rate of 0.05%, below our predicted 
0.20%, with a year-on-year rate of 2.1%, compared to the 2.3% registered in January. 
 
Trend inflation, calculated on the basis of the IPSEBENE-XT index, registered a year-on-year 
rate of 2.4% in February, higher than total inflation.  
 
Trend inflation registered a downward innovation in the goods market derived from prices of 
non-energy industrial goods; residual inflation registered a strong downward innovation 
derived from prices of non-processed food.  
 
To analyse this in greater detail, please refer to tables 13 and 14. Table 13 shows the 
breakdown used in this Bulletin to study inflation behaviour (there is a more detailed version in 
table A1A at the end of the document) and table 14 summarises prediction errors made for 
different components. 

 
Table 13                                                                                                                                         

SPANISH CPI DISAGGREGATION (*) 

1. Processed Foods CPI  AE 
(17.17%) 

2. Non Energy Commodities CPI MAN 
(30.05%) 

3. Non Energy Services CPI (excluding Tourism) SERV 
(35.05%) 

Trend Inflation  
(1+2+3) 

IPSEBENE  
(82.28%) 

4. Non Processed Foods CPI                                                  ANE 
                                                     (8.60%) 

5.    Energy CPI                                                                          ENE 
                                                                                          (9.12%) 

CPI 
(100%) 

(*) More detailed information can be found in table A1 in Appendix. 

Source: IFL & UC3M 
 
 

Table 14 

OBSERVED VALUES AND FORECASTS ON CONSUMER PRICE FIGURES IN SPAIN 

Consumer Price Index (CPI) 
Current growth 

February 04 Forecast Confidence Intervals (*) 

(1) AE (17,17%) 0.46 0.25 ± 0.18% 

(2) MAN (30,05%) -0.18 0.39 ± 0.16% 

(3) SER (35,05%) 0.40 0.25 ± 0.17% 

IPSEBENE [1+2+3] (82,28%) 0.21 0.30  

IPSEBENE-X-T (77,21%) 0.24 0.34 ± 0.13% 

(5) ANE (8,60%) -1.90 -0.43 ± 1.09% 

(6) ENE (9,12%) 0.45 0.02  

R [5+6] (17.72%) -0.62 -0.25 ± 0.22% 

IPC (100%) 0.05 0.20 ± 0.15% 
(*) At 80% confidence level. 

Source: INE, IFL & UC3M Date: March 11, 2004 
 
 

 
 
 
 
 

Processed food inflation registered a month-on-month rate of 0.46%, instead of our prediction, 
0.25%. Month-on-month inflation in services registered an upward innovation (0.40% 
observed, compared to the 0.25% forecast) 
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The annual inflation 
differential in the 
commodities market 
with the EMU has 
decreased below 
0.5% in February. 
 
 
 
 
 
 
The offers picked up 
by the INE lead to a 
more erratic evolution 
of trend inflation in 
food.  
 
 
 
The mean growth 
expectations for trend 
inflation in goods will 
stay at 1.9% and 
2.7% in 2004 and 
2005 respectively. 

 
Prices of non-energy industrial goods registered a negative month-on-month rate of 0.19% 
in February, below our predicted 0.39%. The year-on-year rate registered in February was 
0.87%, higher than the value registered in January. The inflation differential in the 
commodities market with the EMU has stayed below 0.5 percentage points in the last few 
months. The year-on-year rates of growth in apparel and footwear are 0.86% and 1.94%, 
respectively. If these increases in prices are not reflected in improved quality of corresponding 
goods, the Spanish economy will suffer a loss of competitiveness in relation to Europe, which 
will translate to lower economic growth. The average annual rate in commodity prices was 
2.0% in 2003 and the predictions are 0.7% in 2004, and 1.3% in 2005. 

 
The month-on-month rate of inflation in processed food in February was 0.46%, below our 
prediction, 0.25%. Prices of processed food are now affected by offers that the National 
Statistics Institute (INE) picks up; this fact leads to a more erratic evolution of these kinds of 
prices. The year-on-year rate in February decreased to 2.4%, compared to the 2.5% 
registered in January. The mean growth expectations of trend inflation in food will stay at 2.9% 
in 2004, and 3.0% in 2005, with respect to the 3.0% observed in 2003.  
 
Table 15 shows a summary of average annual predictions for the different components that 
make up core and residual inflation (more detailed information may be found in tables A7A 
and A7B at the end of the document.) 

 

Table 15 
SPANISH AVERAGE RATES OF GROWTH 

Forecasts 
 1998 1999 2000 2001 2002 2003 

2004 2005 

Residual Inflation 0.4 2.8 6.7 3.7 3.2 3.1 3.3 2.7 

Fats -11.1 14.9 -7.6 -7.3 15.2 3.4 6.7 6.2 

Tobacco 7.9 4.3 2.5 4.9 7.4 3.8 0.8 0.0 

Tourism 15.4 7.2 12.3 7.1 8.7 3.1 12.3 8.8 

Non Processed 
Foods 

2.1 1.2 4.2 8.7 5.6 5.6 5.1 4.8 

Energy -3.8 3.2 13.3 -1.0 -0.2 1.3 0.6 -0.4 

Trend Inflation 2.3 2.1 2.5 3.5 3.4 2.8 2.4 2.6 

BENE-X 1.6 1.5 1.9 3.1 2.6 2.3 1.5 1.9 

Processed Food 
excluding fats and 
tobacco 

1.4 0.8 1.4 4.1 3.1 2.9 3.1 3.3 

Non-energy 
industrial goods 

1.5 1.5 2.1 2.6 2.6 2.1 0.8 1.3 

SERV-T 3.3 3.3 3.5 4.1 4.3 3.5 3.5 3.4 

CPI Inflation 1.8 2.3 3.4 3.6 3.5 3.0 2.6 2.6 

(*) More detailed information can be found in tables A6A and A6B in Appendix. 

 
Source: INE, IFL & UC3M / Date: March 23 / 2004 
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The inflation 
differential between 
inflation in services 
and inflation in non 
energy industrial 
goods is 3.0  p.p. in 
February. 
 
 
 
  
 
 
The mean annual 
rate of trend inflation 
will fall to 2.4%  in 
2004 and 2.6%  in 
2005. 
 
 
Residual inflation 
registered a 
downward 
 innovation. 
 

With regards to the services sector, including the components known as tourist 
packages (the SERV index), it registered a month-on-month rate of inflation of 0.39%, near to 
our forecast, 0.25%. The evolution of service prices is especially worrisome in universities, 
restaurants, education, housing and medicine, which show annual rates of growth greater than 
4%. The inflation differential between the market of non-energy industrial goods, and the 
services market, including tourism, increased in February by 3.0 percentage points, compared 
to the 1.7 p.p. observed last February. This differential is greater than the corresponding figure 
in the EMU, 1.8 p.p. The year-on-year rate of growth of services in February was 3.6%, while 
in the Euro-zone it was 2.7%. Mean growth expectations will increase to 3.9 % in 2004 and 
3.6% 2005, compared to the 3.7% observed in 2003. 
  
With the aforementioned innovations in the goods and the services market, trend inflation, 
calculated on the IPSEBENE-XT index, registered a year-on-year rate of 2.4% in February, 
the same as registered last month. It is predicted that trend inflation will fall to 2.4% in 2004 
and increase to 2.6 in 2005, compared to 2.8% observed in 2003. 
 
The prices which serve as a basis for calculating residual inflation have registered a upward 
innovation in the energy sector and a strong downward innovation in non-processed foods.  
 
As a consequence of the current evolution in crude oil prices and the exchange rate, the 
expectations of average growth in consumer energy prices are a positive value of 0.6% in 
2004, and a negative value of 0.4% in 2005, compared to the 1.4% observed in 2003. As far 
as average growth of non-processed foods is concerned, expectations are 4.9% in 2004 and 
4.8% in 2005, compared to the 6.0% observed in 2003.  
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The monthly inflation 
prediction for 
February 2004 is -
0.7%; the annual rate 
will increase slightly 
to 2.2%. 
 
 
 
 

 
As a result, the prediction of the month-on-month inflation rate for February 2004 is a 
value of 0.7%; the year-on-year rate will increase to 2.2%, slightly different from the last 
observed month, 2.1%. The month-on-month core inflation rate will be a positive value of 
0.7%. The average inflation rate within the overall CPI is placed at 2.6% in 2004 and 2.6% in 
2005, compared to the 3.0% observed in 2003. The average rate of core inflation will be 2.6% 
in 2004 and 2.7% in 2005, compared to the 2.9% observed in 2003.  
 
Table 15 shows the average annual rates for 2000, 2001, 2002, 2003, 2004 and 2005 of the 
different sectors in the EMU and Spain, where the relevant differential in non-energy industrial 
goods and services can be observed. 

 
Table 15 

HARMONIZED CPI ANNUAL GROWTH BY SECTORS  
IN THE EMU AND SPAIN 2000-2001-2002-2003-2004-2005 

Forecasts 
  2000 2001 2002 2003 

2004 2005 

AE(a) EMU 1.1 2.9 3.0 3.3 3.0 2.9 
 SPAIN 0.9 3.4 4.4 3.0 3.0 3.0 

EMU 0.4 0.9 1.5 0.8 0.9 0.9 
MAN 

SPAIN 2.1 2.6 2.6 2.1 0.8 1.3 
EMU 0.6 1.5 1.9 1.5 1.4 1.5 

BENE 
SPAIN 1.7 2.9 3.1 2.4 1.6 1.9 
EMU 1.5 2.5 3.1 2.6 2.7 2.6 

SERV 
SPAIN 3.7 4.2 4.5 3.5 3.8 3.6 
EMU 1.0 1.9 2.5 2.0 2.1 2.1 

IPSEBENE 
SPAIN 2.5 3.4 3.8 2.9 2.5 2.7 
EMU 1.7 7.0 3.1 2.2 0.9 1.9 

ANE 
SPAIN 4.2 8.7 5.6 5.6 5.1 4.8 
EMU 13.0 2.3 -0.6 3.0 1.1 0.0 

ENE 
SPAIN 13.3 -1.0 -0.2 1.3 0.6 -0.4 
EMU 7.5 4.4 1.1 2.6 1.0 0.9 

RESIDUAL 
SPAIN 6.7 3.7 3.2 3.1 3.3 2.7 

HICP EMU 2.1 2.3 2.3 2.1 1.8 1.9 
CPI SPAIN 3.4 3.6 3.5 3.0 2.6 2.6 

          
 
 
 

(a) Including tobacco prices 
 Source: INE, EUROSTAT, IFL & UC3M /  Date: March 25, 2004 



   Page 30 

MONTHLY DEBATE 
 

 

 

 

 
THE CAPITALISM TO COME: 

 

 

 
Juan Urrutia Elejalde 

Professor of Economics 
 

March 2004 
 

CHAPTER I.2.  USERS AS PRODUCERS   
 
   I.1.0   Introduction 
 
   I.1.1. Production 
 
   I.2.1.A. Towards individual agents as producers 
    I.2.1.B. The New Economy 
 
   I.2.2. Users as factors of production 
 
    I.2.2.A. The self-employed and the unions 
    I.2.2.B. Pluri-specialists and education 
 
   I.2.3. Users as producers of science 
 
    I.2.3.A. The scientist 
    I.2.3.B. Basic science and the market 
 
   Summary 
 
 

 SUMMARY 
 
 In the Introduction to Part I, we affirmed that homo posteconomicus would 
appear, when compared with homo economicus, psychologically denser, rationally more 
complex and socially less individualistic. In the previous chapter we saw how rationality 
became more complex than simple individual rationality, how some psychological 
features could be included in the theoretical description of individual agents with 
surprising results, and how some aspects of expressive rationality, such as the 
importance of identity in decision-making, questioned the assumed individualism of this 
homo economicus. In this chapter, I have attempted the beginning of an exploration into 
this last aspect, exploration which  will be continued in the next, trying to discover how the 
individual agent, in order to form part of a productive network which is not as simple as 
we thought, unexpectedly questioning some aspects of individualism. 
 
 Production, conceived traditionally as the car assembly line example, is the locus 
clasicus where the modern meaning of the world lies. In this sense, the individual agent 
as a factor of production is not very individualistic; he rather belongs to a class 
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characterised in that it does not own production means but is forced to sell his labour, 
which is no different from the labour of the others in his class. The union movement was 
created for the mutual defence of the members of this class and the only individual 
agents who can be classified as individualists are represented by the scientist who, over 
time, has attained independence at a very high cost. 
 
 The postmodern concept of the world has displaced firm owners, or companies 
themselves, from the nerve centre of production, and the individual agent is in its place. 
He is no longer a salaried employee, but the owner of human capital who may contact 
others and create his own companies or offer his services as a freelancer. This new 
concept of production that we could define as postmodern is more like scientific 
production and it works well and invents new products by forming and unforming 
production teams which grow considerably when the come up against activities exhibiting 
increasing returns, such as those likely to be subject to the network effect. This form of 
production constitutes what is known as the New Economy. This New Economy is 
flourishing precisely thanks to ICTs and globalisation. 
 
 On the other hand, the individual agent who is at the centre of this form of 
postmodern production is a self-employed pluri-specialist trained in a new educational 
system which makes him, and the scientist, something like an entrepreneur no longer in 
need of a union. Postmodern individualism is, then, something different that cannot be 
cultivated in solitude, but grows with others in the establishment of productive projects 
which develop thanks to the network effect. Individuals become nodes in a network, a 
certain way of structuring the community where the individual agent feels he belongs. The 
next chapter will be concerned with these aspects. 

 
 I.2.0.  Introduction 

 
 We came up against the notion of postmodernism in the previous chapter when 
we explained that when there is a cognitive bias known by a Principal, he very possibly 
will not trust the assumed advantage of an agent reputed to be an expert, and that he will, 
in contrast, trust the average opinion of a broad panel of experts, without distinction by 
reason of experience or reputation. We could have said that, in these circumstances, 
"everything goes" or "everyone goes", a slogan that is often considered to define 
postmodernism which, as a philosophical current, or cultural constellation, seems to 
originate in a text written by Lyotard at the end of the last centuryi. It is worth delving a 
little deeper into the more or less standard distinction between modernism and 
postmodernism, because the latter is the cultural humus in which the capitalism of the 
immediate future will be taking root. 
 
 I will start with an impressionist description of the two concepts of the world, 
modern and postmodern, to help us understand this chapter, which intends to consider 
how individual agents will be configured as the users of a system to produce goods in 
general and, in particular, science, a product presumably of enormous importance in the 
knowledge society. Neither workers nor scientists are going to be in the postmodern 
world what they were in the modern world, and there may even be a certain degree of 
convergence between the new versions of both one and the other. 
 
 If consumption was the privileged position from which to understand the notion of 
rationality, extend its varieties and deduce some interesting features of the capitalism to 
come, production and technology are the appropriate places to search for a sketch of the 
cultural substrate of the capitalism of today and tomorrow. We will be consuming 
differently, sure; but we will also producing differently and there are already signs of both 
these changes. The important point is that individual agents will be different consumers, 
requiring very special treatment from companies wishing to attract their attention. These 
individual agents will become producers, not in the sense of salaried workers but more 
like small or self-employed entrepreneurs. 
 
 Continuing with what I wrote years agoii, I will start by explaining what I believe to 
be the modern concept of the world. It is that way of seeing reality which, hinted at in the 
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Renaissance, became consolidated with Enlightenment and is now behind the successes 
of modern technology and at the origin of all historic optimism. It is characteristic of this 
modern sensitivity to consider the world as separate from the individual who attempts to 
understand it, and consisting of everything that is outside individual subjective 
awareness. 
 
 For the sensitivity of modern man, reality is out there, and man is driven to its 
capture, ordering and manipulation. Everything can be understood and controlled; 
knowledge and power are inseparable. Knowledge is control and control is essential if we 
are not to succumb to our sordid environment but live domesticated, pleasant lives. The 
instrument both of knowledge and control is rationality, at times used directly, at times 
frozen in different instruments. The modern notion of decision associated to control 
should be understood here as what the previous chapter called instrumental rationality, 
more specifically the rationality associated to Decision Theory. 
 
 A perfect example of this way of seeing the individual (as a decision-making 
subject) and the world (as a separate reality) is to be found in science; but it is also 
present in all man’s cultural or artistic manifestations which are classified as modern. In 
the plastic arts, perspective has become consolidated as a way of ordering the 
importance of things. This is used extensively, for instance, in films, with the surroundings 
blurred in the background. In fiction, the basic scheme of introduction, story and outcome 
imitates thought or being. In particular, the figure of the narrator is on such a different 
plane from what is narrated that, in general, he does not discuss the fate of the two with 
his characters. There have been many and varied philosophical adventures in the 
centuries of the modern world; but there are always clear distinctions between beings and 
their experiences and between “I” and the world. Beings are what things happen to; the 
“I” understands and controls. The latter has no fissures in its calculating activities and 
sees itself as a well-defined entity which, like other subjectivisms, are separate from and 
above the world. Note that individuals never understand their fellows, not even as mirrors 
in which to discover their own perversities or as part of the nature that they face. 
 
 Three brush strokes are now sufficient to suggest that something has changed 
and that we have fully entered the postmodern concept of the world. In ontology, beings 
are no longer the support of happenings and consequent nihilism forces us to agree with 
Vatimoiii that episodes of being exhaust being. In painting, it is not only that perspective is 
not important, but that texture is possibly the only relevant aspect. There are literary 
experiments, and the narrator is often involved in his story. These new approaches are 
evidence of the change brought by the end of modernity. The fundamental feature of this 
change is that there is no longer a privileged outpost from where to observe the world 
objectively. The separation between “I” and the world is no longer sustainable and this 
brings doubt to some certainties: scientific success is not guaranteed and there is no 
reason why history should have a happy ending. 
 
 This fundamental change has important consequences. Reality is not out there 
(ready to be apprehended and manipulated) on a different plane as the one occupied by 
individuals as observers and manipulators; they are all on the same common surface; to 
free ourselves from natural needs, an old modern aspiration, could be suicidal. Rationality 
is no longer something belonging to the subject; it can no longer be considered in terms 
of Decision Theory, because I now know that nature plays hide and seek and other 
strategic games with me simply because other subjects, like myself, form part of it and, 
like myself, are not inert. This takes us to the idea of rationality associated to Game 
Theory and the consideration of other types of rationality which, in the previous chapter, 
we referred to as expressive rationality. 
 
 The fact that this undetermined nature of objectiveness must produce enormous 
epistemological and ontological insecurity is clear from the different exorcisms manifest 
on the cultural plane. Non-existent profundity attempts to be imitated by the fold as the 
exemplar figure of a world which has to be built with a single surfaceiv. The trompe l`oeil 
attempts to build a copy of the relief which has now disappeared. 
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 Hierarchies cannot be established without depth and relief, and things cannot be 
significantly ordered. The order that modernism established in observed multiplicity was 
equivalent to giving it a unit of sense, but since there is no order possible, multiplicity is 
revealed in all its obscenity. Progress in a post-modern world can no longer consist of 
spreading the virtuality of a governing principle and there is no tree of science. The figure 
of the tree is itself equivocal, since it evokes an ordered form of complexity which is 
merely the fruit of desiderative and inertial thought: there is really nothing more than a 
disordered multiplicity of explanations, measurements, suggestions and experiments, 
much more reminiscent of a creeper or climbing plantv than a tree. 
 
 The relationship between knowing and acting, between knowledge and power, 
ceases to be perceived with modern naturalness and becomes a problem. Acting in a 
postmodern world is a dangerous activity. The world may deceive us and take us where 
we do not wish to go, because it is a world of spies where each individual can make use 
of what another knows about what he himself knows, etc. … Others not only become 
mirrors in which we see ourselves, but special mirrors, each of which reflects a different, 
and probably false,  reality, since what this reflection is pursuing is a certain reaction. 
 
 A world like this is difficult to accept. There is dramatic evidence all around us 
that we have neither order nor a centre. For example, there are coral type television 
serials with dozens of characters that are not to be understood, but celebrated. Nothing 
better expresses this discomfort than the anxiety that Tokyo, a city without a centre or a 
governing principle, generates in Henry-Levy, according to whom a city like this one 
(emblem of the postmodern world) "can only be known by walking, sight, custom and 
contact". 
 
 This contrast between two concepts of the world is useful to describe our 
intention in this chapter. Firstly, the idea is to imagine what the modern concept par 
excellence, production, will be like. Secondly, we have to discover how the meaning of 
the production factor we call labour changes, how education has to evolve and how the 
unions have to be reinvented to adapt to the postmodern concept of production. Since 
postmodern workers are becoming increasingly like scientists, we must thirdly explore 
what postmodern scientists are like, and how research and science are defining 
postmodern profiles which bring some light on the capitalism to come. 

 
 I.2.1. Production 

 
 If there is one economic activity that can be taken as an emblem of the modern 
world described in the Introduction, it is not consumption, or intermediation as part of the 
distribution of goods, services and assets. In these two cases, consumption and 
intermediation, our intuitive image of the activity corresponds to a large extent to a 
postmodern world in which individual agents carry out a diversity of activities, visiting 
many different establishments, from the shop on the corner to the hypermarket, 
establishments which are in turn connected by underlying links, financial for instance, 
forming a kind of network. The case of production is very different. Until very recently, 
until right now I would go as far as saying, the activity of production has been associated 
in our eyes and our language to the tree image. Indeed, one imagines all the raw 
materials being delivered to the assembly line in the car factory, and the assembly line 
itself, and what one sees is like the affluents of a river which, fed by them all, finalises in 
an end product. But a river basin is just like the image of a tree, a tree lying on its side. In 
this section, I am going to suggest that this image no longer corresponds to capitalist 
production. One of the basic differences is that we no longer consider the firm as a 
primitive notion when we refer to production. Neither do we consider that the productive 
system of a State is made up of companies or as one large company. The primitive 
notion is not the company to which individual agents go to provide their services. The 
primitive notion is now one of an individual agent or user of the system who can become 
an individual producer or form a production team with other individuals which could later 
be disbanded only to form another: something similar to a band which often loses a 
member who has decided to go solo, often made up of musicians who once tried to go 
solo themselves. 
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 Once I have described in the first section how individual agents acquire 
protagonism in, and become the central figures of, production, I will then be able to 
describe, in the second section, what I believe was, and still is, the crucial aspect of the 
New Economy. 

 
 I.2.1. Towards individuals as producers 

 
 The best way of appreciating the importance of displacing the firm as a primitive 
element of theoretical-economic thinking (although it still exists and the freedom to create 
it is as important as it has always been as we will stress in part III) is to briefly study how 
the concept of production has changed in economic thinking. 
 
 Firstly, we consider production as an input/output system with fixed coefficients – 
in order words, factors cannot replace each other – or as a set of activities in which goods 
are produced from goods with a single primary input: labourvi. This linear production 
system establishes how each activity can produce, with the help of labour and fixed 
quantities of other goods, some good  or some  set of  them and whether there is  one or 
several ways of producing them, thus incorporating the idea of different technologies, 
some of which will be used and others not. At the equilibrium of a system like this, we find 
the activity that produces each good, the quantities produced by each of these activities, 
which have to be sufficient to act as inputs in other activities producing other goods and, 
possibly, to satisfy a certain final demand to maintain the labour force, and exchange 
rates between each pair of goods, that we can call prices (production prices), and which 
correspond to all the labour directly or indirectly incorporated into the production of each 
one. There are no companies, explicitly at least, and individual agents play no other role 
than force of animal traction, for instance. However, we learn that the form of production 
is very important, that not all technical possibilities have to be used at any one time, that 
when the activity is linear there are constant returns, and that in these conditions we 
come up against a value/labour theory. 
 
 This last characteristic I have mentioned takes us back to the classics; indeed, 
the multisectorial models briefly described in the previous paragraph have been used 
precisely to understand the classicsvii. However, there is another aspect of the work of 
Smith, Ricardo and Marx that is less microeconomic and more macroeconomic. If we 
imagine that all these activities that are being performed are aggregated into a single 
activity by conceiving aggregate goods using fixed production prices as weighting factors, 
we can conceive an aggregate production function with constant or decreasing returns, 
which relates output with labour and another input, called capital, of the same nature (as 
a compound product) as the output. Depending on the returns, the economic system 
reaches a steady state in which nothing grows or, more optimistically, in which everything 
grows at the same rate, which is precisely the growth rate of the labour force. 
 
 We now leave these ideas of the classics on one side and consider other subtly 
different ways of understanding production. The neoclassics will incorporate the idea of 
company, an entity with a given technology which buys raw materials and different forms 
of labour services on their respective markets. This is a known technology that can have 
different forms and involve different notions of technological progress. When these 
notions are added to the standard general equilibrium modelviii, each company belonging 
to a certain set of companies has a series of technological possibilities represented by a 
set of production vectors which are accessible for the company, allowing for 
substitutability between factors. What occurs in the productive part of the notion of 
general equilibrium is that the quantity produced by each production unit of each possible 
product is determined. In the aggregate, it should be equal to the demand from 
consumers. 
 
 In this standard model, the set of products and the set of firms are given, so that 
the individual agent is merely a seller of his labour, a saver investing in the firm’s shares 
and a consumer. But the firm is at the centre of the productive scenario. The notion of a 
firm being used here is very poor, a purely technological notion leaving no relevant role 
for the entrepreneur. It will have to be revised in part III, but what is interesting here is that 
no space is left for individuals as producers rather than individuals as production factors. 
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 However, the capitalism to come will permit this concept of the individual, 
because we are seeing that there is a proliferation of self-employed individuals acting as 
entrepreneurs, e-lancers and remote workers making the most of the possibilities 
provided by ICTs. We will return to this in the second section of this chapter, but what is 
important now is that the set of companies operating at any given time and the goods 
being produced by these companies are, in both cases, endogenous, varying with the 
incentives and opportunities available to individuals to re-form productive groups, 
something like the entrepreneur’s role in the Austrian concept of productionix. 
 

 Note that this last way of understanding production has little to do with the image 
of the car assembly line and much more to do with a kind of continuous murmur that is 
much more like the creeper or climbing plant (a kind of material or solid murmur) that is 
going to grow in who knows which direction. We are now in a position to understand the 
rupture that the New Economy represented for the production concept, coming a little 
closer to an important characteristic of the capitalism to come. 
 
I.2.1.B.   The New Economy 
 
 With the crash of the year 2000, from which we are still recovering, the New 
Economy strongly denies its own name and hides like a leper. However, it must be 
recovered if we are to understand the postmodern production (somewhat Austrian style) 
that will be a characteristic of the CAPITALISM TO COME. If modern production is well 
symbolised in mining (reminiscent of a tree) or, as I mentioned earlier, an assembly line 
where flows appear as affluents to a major river (which looks like a tree from above), 
postmodern production is well symbolised in this forming and unforming of production 
teams to which I have just referred, much more reminiscent of a climbing plant. 
 
 Referring to the New Economy will also allow us to point to a certain logic of 
abundance and an idea of competition which, together, will help us better understand 
some aspects of the coming capitalist system. 
 
 In a very rough approximation, we can say that this New Economyx wishes to 
break, not with well established theoretical developments or laws such as that of supply 
and demand, but with something that is even much more basic: the classic notion that 
economic development has a not very brilliant end in a steady state in which nothing of 
importance grows. The idea of continuous growth of per capita income, as the New 
Economy suggests, is, in this sense, a novelty the origins of which are well worth 
examining. The most common ideas concerning this possibility are related to the intuition 
that growth incubates further growth. This is so, either because development activates a 
hidden factor producing increasing returns in the production of goods, or because this 
development strengthens a series of externalities that end up creating a virtuous circlexi. 
We can identify some factors that are evidently partly responsible for increasing returns. 
Indeed, overall competition in increasingly open markets, the globalisation and greater 
transparency of financial markets and the dramatic reduction in transaction costs brought 
about by the new technologies have released previously imprisoned creative forces. The 
latter, which for many are what identifies the New Economy, are nevertheless important in 
connection with these externalities which arise when the cost of producing something in a 
company falls together with the production level of the same thing in all companies. The 
old idea of learning from experience is an early example of this type of externality, which 
alerts us to the dependence of the cost structures for aircraft manufacture on the number 
of aircraft manufactured in the past. Similarly, the use of the telephone is more convenient 
the more telephones there are. The more there are the greater is the demand, allowing 
unitary production costs to fall. Here we have a “network-effect” revealing the externality 
generated when someone joins the network, due to the evident fact that the larger it is, 
the better for all (think of the telephone network, for instance). This “network effect” 
produces growing returns (the mean cost of telephone calls decreases as the number of 
calls grows) and the subsequent increases in productivity create the miracle of constant 
growth.xii 
 
 The previous examples, and so-called agglomeration economies, take us to the 
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principal idea of the “New Economy": anything that can be reduced to bytes, and 
compressed for transmission, can be reproduced at practically no cost. These 
extraordinary growing returns are the origin of the idea of the possibility of constant 
growth; but, explained like this, they reveal the limitations of this idea. Indeed, not all 
goods can be reduced to bytes and it may not be possible to constantly increase the 
demand for goods that can be so reduced. 
 
 We have now revealed the myth of the New Economy. Not even information, 
which is the basic example of a compressible product, the production of which can initially 
increase infinitely (we can always have information on information on ….. information), 
can be demanded in large quantities, since it comes up against the human brain’s 
capacity for assimilation. But the myth has an impact on non-mythical reality. Knowing 
that the arrival of the steady state can be delayed produces the same euphoria as 
knowing that the life expectancy of my demographic cohort has increased. And this 
euphoria has the immediate effect of lengthening the planning horizon of economic 
agents. In the second half of the nineteen-nineties, this process, together with the good 
perspectives engendered by the virtuous circle, generated a brutal revaluation of some 
stock, and an overall positive tone which, in turn, and due to the wealth effect, sustained 
an increase in the aggregate demand that could be satisfied, with no pressure on prices, 
thanks to the productivity increase mentioned earlier. This explains the spectacular 
economic results in the U.S. at the time, and the country’s ability to recover after the 
recession caused by the dotcom crash. 
 
 Remember how, three years ago, the usual prophets of doom, those who 
represent the latest form of conservatism, smiling when an attempt to alter reality appears 
to fail, took their revengexiii. According to them, at a given time, the real economy has its 
revenge on virtual economy, reminding us that nothing can escape the law of supply and 
demand, and making scathing remarks about the need to generate income or on the 
unaltered power of major corporations in the real economy. This attitude is tainted with 
despicability, with a joyful renunciation of the freedom and equal opportunities involved in 
the New Economy, a “long live chains” tone that I do not much appreciate. And I don’t 
appreciate it because, regardless of desire, my age allows me to remember the fresh air 
we breathed thirty-five years ago when we read, with difficulty, Herbert Marcuse, 
someone totally different from the culture that surrounded us, representing the ideas and 
vital experience of someone who was passing from modernity to postmodernity. I am 
reminded of three characteristics of his thinking which apparently went against the sense 
of reality: (i) The plurality of egos to which we are forced to renounce; (ii) the sharp 
criticism of the logic of scarcity which involved a division of labour taking us inevitably to 
“alienation” or simply waiving our rights to certain aspects of our personality, and (iii) the 
revolt against labour as a biblical curse at a time when “productive forces” were sufficient 
to generate a more liberal “production mode”. But these memories, of course, especially 
when they are expressed in this Marxian dialect, do not make us doubt the revenge of 
sanity, however despicable it may be. 
 
 However, I believe that these prophets of doom should not be so satisfied with 
themselves, because the growing returns associated to the “network effect” still exist and 
their logic will eventually prevail. So it is a good idea to explore the consequences of this 
internal force which is growing without end thanks, above all, to the network of networks, 
i.e. the Internet. And we have to explore them above and beyond the ideas of Shapiro 
and Varian which, however brilliant they may be, are not specific to the Internet. The 
widespread use of the Internet allows us to dream of Marcuse’s prophetic demands. (i) 
Networks are always based on an identity factor and the possibility provided by the 
Internet of belonging to many networks at the same time, as we saw in the first chapter, 
allows for the harmonious development of our different egos: my position in the 
productive system does not have to determine my loyalties. (ii) The incipient development 
of a certain logic of abundance could put an end to the division of labour wherever we 
wish, without having to suffer excessive specialisation or giving up the cooperative pulse, 
so (iii) significant added value can move to later stages in the chain that goes from raw 
material to consumption, later stages which, besides being convenient for the worker, will 
end up concentrating most of the work force. This is already occurring and we can 
therefore say, without seeming odd, that we are living in the knowledge society. 
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 It would now be a good idea to explore this logic of abundance a little further, 
together with the power of the Internet which makes it possible and is the basis of the 
New Economy to which I have just referredxiv. Briefly, we could say that the use of ICTs 
can generate constant non-inflationary growth of per capita output by means of different 
effects (including the “network effect”) permitting the existence of increasing returns and 
consequently generating an increase in the productivity of the economic system. This 
increase in productivity can be achieved either by reducing the denominator or increasing 
the numerator. We learn an interesting lesson from comparing the two methods. 
 
 The systematic use of ICTs significantly reduces transaction costs and, 
consequently, the cost of generating output, that is the denominator of per capita output 
when labour is measured in terms of efficiency. We can see that this is the case when we 
realise that companies in general are now going to the market to buy what they previously 
produced themselves, and that they are even changing their nature. For an electric 
company it may be more intelligent to cease to produce and concentrate on trading the 
power produced by others. In the TMT field, we are seeing how MP3 will force record 
companies to cease producing physical CDs and limit their activities to copyright 
management, and how major software companies will probably cease to sell their 
products and merely charge for the right to download them. These examples are, I 
believe, more significant that the proliferation of B2B or B2C projects, but they are both 
the result of the reduction in the transaction costs involved in market trading. 
 
 However, productivity can also increase from a rise in the per capita output 
numerator, a very clear idea when referring to technological innovation, but not so evident 
when technological innovation is simply the Internet. This, however, is the key to this 
question. The Internet allows for Netweaving, the establishment of networks of people 
who share an identity and mutual trust. This, in turn, has immediate implications. On the 
one hand, it transforms inert communities into active agents which can act in coalition 
because they are linked by firm and credible commitments. On the other hand, since it 
connects each individual either directly or indirectly with many others, Netweaving gives 
rise to many collaboration or sharing opportunities that were either previously unknown or 
were not effective because of lack of trust. We will now see how these two things help to 
increase the output generated by an economic system. 
 
 For any reasonably educated citizen interested in the business world what is 
important is how Netweaving works and what is there to be earned during the process of 
network creation and maintenance. An economist, however, suffering from professional 
deformation, tends to track what will happen at the end of the Netweaving process when, 
so to say, all the webs are woven and form an overall web in which everyone is 
connected to everyone else. What economists have called perfect competition has been 
achieved in this extreme situation. There are two indirect pieces of evidence leading us to 
think that this is  the case. Firstly, network extension means that no trading advantage 
remains unexploited, and this is the definition of an optimal economic situation. The  price 
system sustains this optimum in conditions of… perfect competition. Secondly, since all 
the coalitions are active, they can block any assignment that is not in the core of the 
economy and, as we know, this coincides with the assignments that can be obtained from 
the workings of the price system in conditions of....... perfect competition. In other words, 
Netweaving has established the conditions guaranteeing the optimal operation of the 
price system and its stability compared with any other resource allocation mechanism, 
and we have always known that these conditions have to be related to perfect 
competition. But there is also an immediate relationship, not only between what perfect 
competition permits and Netweaving achieves, but also between the latter and what 
perfect competition is. Indeed, this is a situation in which no one has  monopolistic power. 
Someone could have it if, capable of making a positive contribution to the group to which 
they belong, which could well be a productive team, they could benefit from threatening to 
cease to make this contribution and leaving the group. However, because of the “network 
effect”, we know that the larger a network is, more do individual members gain from 
joining, but less can they contribute to the group. Therefore, when the network is 
complete, no one makes significant contributions and no one can benefit from leaving. No 
one can have the monopoly: this is perfect competition. 
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 The argument can end here for now, because I have already shown how the 
power of Netweaving defines the New Economy. This could indeed increase productivity, 
as I was attempting to show, because it progresses from a situation in which there is a 
degree of monopoly to a situation in which it has been eliminated and, consequently, 
output has increased. However, the really important lesson to be learnt is not this but an 
immediate corollary. If many ICT-based businesses fail to generate the expected value, 
and even become bankrupt, it is not because the projects are not well defined in terms of 
reducing transaction costs. They could be, but the problem is that they are unable to 
make the most of the advantages of this reduction because they are serving a customer 
base which does not trust them and it does not trust them because its customers have not 
established an identity group or series of overlapping groups. We could say that the cart 
has gone before the horse. As long as something like the limit Netweaving situation that 
we identified with perfect competition has not been reached, Internet sales projects 
cannot fully develop. But when this extreme situation has been reached and projects 
become practicable, they will no longer be attractive because they will not produce 
extraordinary profits. It is worth considering whether this paradox means that they are not 
valid. It all depends on what happens in the meantime and how the trust required for the 
market to operate can be generated. We will refer to all this in later chapters but now that 
we have established that individual agents or system users are central to production, we 
have to examine the consequences of their role as mere production factors becoming 
less clear. 

 
 

 I.2.2.    Users as  factors of production 
 
 In the light of how we understand the production I have described in the previous 
section, which is the view I believe is needed to understand the capitalism to come, we 
have to revise the current concept of this production factor that we call labour. In the 
capitalism to come, any individual agent can be an employee at any given time, an 
entrepreneur at another time or a freelancer in the meantime. How these individual 
agents should be educated is one of the subjects we will now consider, together with the 
role left for the unions. 
 
I.2.2. The self-employed and the unions 

 
 In the knowledge society, the part of the gross aggregate value of world-wide 
production corresponding to knowledge, provided by the educated work force, is 
constantly increasing. Logically, the part corresponding to non-qualified labour is 
decreasing. A rough translation of this would be that it is increasingly cheap (and easy) to 
produce physical objects and increasingly expensive and difficult to perform a series of 
tasks forming a crucial part of the generation of products. We have to differentiate them, 
make them increasingly sophisticated, associate them with a lifestyle, package them to 
compete with many others. In other words, what is now scarce and well paid is the know-
how associated to creative and intangible labour. 
 
 A second important characteristic of today’s productive system is the dislocation 
made possible by ICTs, especially in relation to the activities performed by employees 
providing a great deal of know-how. A software development expert or a team of such 
experts can be located in India and work for a company in Scotland. This is evidently not 
only dislocation, but also outsourcing, a third important aspect of today’s productive 
system. ICTs have decreased transaction costs so much that previously in-house 
operations are now contracted out to service companies. Not only are cleaning services 
outsourced, but entire departments such as data processing or call centres or complaints 
are contracted out to companies in direct contact with the user, such as telephony or 
communications in general. 
 
 We would be mistaken to take these remarks to the extreme. However powerful 
ICTs become in the information society, and however easy communication is in the 
globalised economy, it is difficult to image a world with six thousand million productive 
atoms in which one of them cheaply produces large quantities of goods and the others, 
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individually and in chain form, add increasingly sophisticated value, from the product’s 
description in several languages to the design of its packaging or its advertising, until a 
new product has been invented or a brand has been created for an existing product. This 
is not evident, but it is easy to adopt such a revolutionary image. It is like a kind of 
productive cosmos with large productive stars surrounded by planets, which in turn are 
surrounded by millions of tiny satellites. These satellites are like the self-employed 
population which is constantly growing. 
 
 These self-employed workers who can offer their specialist services to many of 
these companies that in turn produce for enormous global conglomerates, are now a very 
important part of the productive system. Although they have emerged thanks to ICTs, 
they do not necessarily operate in this sector, in which there are nevertheless a large 
number of data processing service providers. There are self-employed individuals in all 
sectors, from household repairs and personal services like coaching, to lessons in 
protocol or good manners. They may use ICTs or not, but the more sophisticated they 
are, the more they will. 
 
 We thus discover an emerging social layer inaugurating a new period of 
individualism. Its members are not subject to corporate discipline, since they are 
individual agents with no clear separation between leisure and work because the latter is 
related to highly developed human capital which partly pays for itself. In the last section, 
we shall see that this system user is starting to seem like a scientist. In the following 
section, we shall also see that this self-employed individual is educated in such a way to 
have created a pluri-specialist. But we will first make a few remarks on the residual role 
left for unions in a capitalism that is no longer based on traditional production concepts. 
 
 In the environment I have just described, we have to question the validity and 
role of the unions. I will start with what is most obvious, the role they have played in the 
pastxv. In expressive Marxist terminology, we can say that changes in production modes 
involve changes in social relations. The Industrial Revolution was a change in the 
production mode that gave rise to a “reserve army”, a mixture of what we would now call 
exploited, marginal, underemployed, unemployed, etc., who eventually formed a 
proletarian social class. This led to the birth of the unions which are, at the same time an 
institution for mutual defence (for many, they form part of the definition of democracy), a 
class solidarity ethic, and an epic corresponding to the workers’ revolution. 
 
 Although this may seem old, none of it is trivial, and it deserves a monument to 
human creativity. Without the work of the unions, capitalism as a form of creating wealth 
may not have been viable. We have a recent example of the importance of the unions in 
Spain. Without their collaboration, from the Moncloa Agreements to their current support 
for moderation in wage increases, Spain would not have had a socially uneventful 
transition (notwithstanding a few general strikes and tension associated to industrial 
reconversion) or reached a leading position in world economy. Supported by unions, 
then, capitalism has worked so well that the production mode has changed. Twenty years 
ago, we started to refer to the post-industrial era, and the end of the cold war has led to a 
global reallocation of resources. The new production mode is characterised by several 
features. In the first place, popular capitalism has made many workers shareholders, and 
this has weakened the epic of the worker’s revolution, which is being replaced by the 
anti-globalisation front. Secondly, the new technologies encourage individualism and the 
spread of the financial markets and mutual insurance brings people face to face with 
individual responsibility. Both these processes erode the solidarity ethic, which is 
defended by some NGOs and being replaced by other kinds of solidarity, less to do with 
class and more with identity (national, ethnic, of gender, etc.). Thirdly, globalisation 
questions the very existence of unions as institutions and the way in which they are 
governed, because their final purpose is no longer evident. As for working conditions, will 
they support mobility or defend wages? With regards to their members, will they defend 
employee wages or attempt to mitigate the indigence of the unemployed? 
 
 Within this new production mode there is room for two non-alternative 
possibilities. Some unions may be redefined, retaining their essence, as transversal 
institutions defending socially excluded people with an ethic based on the battle against 
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poverty, and with an epic centred on the defence of human dignity, particularly 
disregarded in some parts of the planet, especially Africa. But in this alternative, the 
unions would evidently have competition in the form of NGOs, Amnesty International and 
multilateral agencies, so it would appear that the other alternative is more plausible. 
Indeed, the unions could become one of the institutions ensuring that the production 
mode works properly, concerned with true competition (thus avoiding crony capitalism), 
with good corporate governance (giving priority to the implementation of the Stakeholder 
Society instead of merely pursuing Shareholder Value) and even with the happiness of 
western citizens (which could involve more leisure). 
  
 These two alternatives are actually complementary because the only way to save 
Africa or integrate the excluded is free trade and competition in general; but unions will 
prefer the second. In this context, the unions in the United States are now just one more 
lobby. In Europe, the only possibility at this time is for them to become part of the social 
democrat system, supporting Welfare State reforms aimed at ensuring their survival. 

 
 I.2.2.B. Pluri-specialists and education 

 
 In the second section of the first part of this chapter, I referred to Marcuse as a 
precedent of postmodern sensitivity demanding the possibility of having several 
simultaneous egos, and condemning what at that time made it impossible. This barrier 
was the modern form of production. ICTs have now enormously reduced transaction 
costs and with postmodern production it is possible to have several simultaneous egos in 
a figure that I call a pluri-specialist, an evident oxymoronxvi. 
 
 For many of us, pluri-employment is reminiscent of the period after the war, of a 
dignified misery in which, to cover the minimum needs of a normal family, there was no 
alternative but to have, legally or illegally, several jobs. At such a cruel time, pluri-
employment was merely a manifestation of an unstructured, hyper-regulated and 
inflexible labour market. Now, however, when living conditions have improved a great 
deal and production is no longer well represented by the assembly line, pluri-employment 
may not be an unfortunate accident but a possible way of developing the personality of 
some workers with specific skill profiles. 
 
 Let us now forget the assembly line and other repetitive tasks which are 
increasingly less frequent and centre our attention on tasks related to the information 
society. Imagine a university professor of Economics who, besides teaching and 
publishing, acts in an advisory capacity to the World Bank, is in charge of a collection of 
Economic texts for a well-known publishing house and owns a small dotcom firm 
specialising in Internet consultancy. I would like to say that an individual like this one, who 
divides his time between four more or less creative jobs, could be happier than in than if 
he concentrated on just one, and moreover that the University, the World Bank, the 
publishing house and the dotcom start-up would also prefer him to a combination of four 
specialists, even though they cannot have his full-time attention. 
 
 From the viewpoint of the labour supply (or demand for labour), it seems 
reasonable to think that workers will prefer the above combination to specialising in just 
one of these disciplines. Indeed, economists will tend to agree. Just as, if my preferences 
depend on work and leisure, it is normal for me, given the salary, to choose a positive 
quantity of the two “goods”, if my preferences depend on leisure and several different 
jobs, I will end up choosing, given the relative salaries, a positive quantity of each of the 
several jobs, together with leisure. In other words, if the functional forms of preferences 
are those that economists normally use, this would be the case, but this is only valid for 
professionally deformed economists. A reasoning more easily accepted by the general 
public would be an argument referring to portfolio diversification. When the professor in 
my example is unable to prove a theorem or when he discover, months later, that his 
hypothesis was false, his only consolation is that his dotcom business is a great success. 
If this is not the case, he may find consolation in the fact that he has chosen books to be 
published which show why the first wave of the new economy failed. And if these books 
are not very popular, possibly because no one believes in a second wave, he is still able 
to combat this pessimism by helping the World Bank to close the digital divide in poor 
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countries. To close the circle, of course, when he is unable to eradicate poverty, he can 
contribute a magnificent article to development theory, about multiple equilibria with 
rational expectations, ultimately explaining why some countries manage to get on their 
feet and others don’t. I realise that not everyone can hold down four jobs like these, but 
you must admit that there are more people in this situation than there were some years 
ago, and that this type of pluri-specialist can live and feel better than specialists in a 
single subject: he may not triumph in his different fields, but there is less possibility of 
failure. 
 
 The argument is also sustained by the demand for work (or supply of labour). 
Some companies may have production lines for which pluri-specialists are required. My 
example is also valid here. The World Bank may wish to hire, part-time, a university 
specialist in development who is also aware of different approaches and has first-hand 
knowledge of the Internet. An Internet consultancy firm may prefer to be managed, even 
though he works part-time, by someone who appreciates a metaphor like the market in all 
its potentiality (because the Web has features making it similar to a market). A university 
may prefer to have a certain number of part-time professors who act as consultants and a 
publishing house may prefer to leave a specific collection in the hands of someone with 
broad perspectives, even if he is unable to work on it all the time. You may think that I 
have chosen this example on purpose, and you are quite right; but not only is it true that 
we are coming closer to a society of services, but it is also true that even industrial 
companies need to know their customers better and the way to do so is to promote the 
auto-selection generated by a diverse supply and designed by people with 
interdisciplinary perspectives who understand the different lifestyles available to the 
public. We are coming closer to a world in which our choice of car, for instance, will 
depend less on its mechanical performance or its price and more on how it fits in with a 
certain lifestyle. 
 
 If companies need more pluri-specialists and we want to satisfy all the aspects of 
our personalities, we will come closer to observing the employment of people capable of 
combining the ways of thinking of different specialities and the varied aspects of multiple 
experiences. A company may be willing to pay a great deal for a person with these 
characteristics, but these pluri-specialists may also earn more by working part-time in 
several different enterprises, each one paying more than a quarter of a normal salary, 
thus rewarding the synergy provided. The labour market, unstructured in the period after 
the war when pluri-employment was the shameful norm, could possibly be structured 
today to be flexible enough to accommodate these emerging pluri-specialists. The sweet 
charm of pluri-employment is becoming increasingly possible. But not for everyone. It is 
not for specialists, who find it very costly to change wavelength, or take enormous risks in 
their search for success, and it is not for those who are experts in nothing. The latter will 
continue to have a single job, if that. It will be the pluri-specialists who can enjoy 
operating in different fields and, in the approaching postmodern world, they will have high 
aggregate income which nonetheless, considering the human capital they have had to 
accumulate, will only represent a normal return on investment. However, it will be 
obtained in exchange for a job, or set of jobs, that allow them to cultivate many, if not all, 
of their manias. 
 
 Not much imagination is required to surmise from this that these pluri-specialists 
will normally have the legal standing of self-employed, and that the two characteristics of 
contemporary capitalism, pluri-specialisation and self-employment, will be increasing. 
This trend not only undermines the notion of the role to be played by the unions and the 
notion of individualism itself, but it also creates a serious problem for the educational 
system. What education is needed in the capitalism to come? 
 
 I will make no attempt here to analyse this problem in depth because that would 
lead us to consider economic theories and policy problems that I prefer to avoid, but we 
can make some obvious remarks. In the first place, education cannot be isolated from 
general trends. The educational system cannot be blind either to globalisation, which 
requires a good knowledge of foreign languages, or to the knowledge society, which will 
end up excluding everyone who is unaware of what is happening in the world, or think 
they can solve the world’s problems with nothing more than a strong pair of hands, or to 
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ICTs, which are going to change the way we teach, and in particular, the way we learn. 
 
 This last remark leads me to something else, which reminds me of the title of a 
conference given by Gadamerxvii in his old age: "to educate is to educate oneself". This 
means, in the first place, that no one teaches and some people learn. There will still be 
teachers, but the final responsibility for the level of human capital obtained, in training and 
information, will really depend on myself. I have all the knowledge in the world at my 
disposal, and the most I can ask is for someone to teach me not so much to structure this 
information, which will end up being the output of a standard business, but to correctly 
combine different forms of structuring information. 
 
 But "to educate is to educate oneself" has another meaning. What I mean is that 
he who learns, does so in relation with other learners and the teacher. This has always 
been known, and students have always learned a great deal from other students. But this 
now has another dimension. What a self-employed pluri-specialist needs today is not a 
general formal education allowing him to adapt to whatever his working life brings, 
although that would be preferable to strict specialisation which may leave him for ever in 
a corner which economic life may not visit again. What this user of the economic system 
who is going to occupy centre stage needs is to be prepared for change, something like 
always being on the tips of his toes to be able to run in the right direction at the speed of 
light. Education, therefore, will be more informal and dipping here and there, something 
that can only be provided by ICTs and not by formal education. I learn from those who, at 
any given time, work with me to produce or distribute a new product or service. This 
group is an identity-based community which, nevertheless, overlaps with other such 
communities, so that I not only learn for my present job but also, practically without 
noticing it, for other jobs I may have in the future. 
 
 These are very general remarks and should not be interpreted as a claim that the 
educational system is obsolete. It will still be needed, but teachers will be self-employed 
pluri-specialists who go from one teaching to the next like all other individual agents. 
What will inevitably come to an end are certain features of the current system, such as 
different syllabi or specialist professional training. They are both too much like trees, and 
education will not be exempt from the inspiring figure of the climbing plant.  
 
I.2.3. Users as producers of science 
 
 We have seen how production in the capitalism to come has necessarily to be 
contemplated as subject to increasing returns, even if it is only because of the network- 
effect produced by increasing returns from the demand side when ICTs are able to use 
their enormous capacity for weaving webs. We have also seen that, in the Internet era, 
the relationship between employees and employers has radically changed, and how the 
desirable human capital changes its form, requiring a kind of education in which the 
ability to become a pluri-specialist is encouraged. What needs to be quite clear is 
whether, in the knowledge society, the production of science can maintain the same logic 
by which it has always been guided, whether this logic can be expected to prevail or 
whether, on the contrary, science will have to adapt to the new logic of the capitalist 
system. 
 
 In the first part of this section we present, consider and discuss the figure of the 
scientist as a special class of worker, attempting to discover whether a conventional 
description provides some hints for the future or is more or less something of the past. In 
the second section, we will study the pros and cons of providing science by means of a 
market system with private production and distribution leaving for later the crucial 
question of whether the capitalism to come will be slowed down by the strength of 
science or whether we can expect it to bring a radical change in how science is 
conceivedxviii. 

 
 

 I.2.3.A.   The scientist 
 



Page 43  

 In this section, I will attempt to explain how there is now convergence between 
two apparently different figures, the entrepreneur and the research scientist, or at least 
between two versions of these paradigmatic figures. I will start with the scientist. He is the 
subject of the Open Science System of the Republic of Science. This social construction 
is based on two fundamental features: (i) it is open to all competent individuals, and (ii) 
the results obtained are public and cannot be patented. But as Paul David has shown, 
this Open Science System, a legacy from feudalism to modernity, is historically 
determined. Paul David’s historic explanation can be summarised as follows. The first 
step in the argument is that, in the feudalism that preceded the emergence of Modern 
Science in the 16th century, feudal barons made use of renowned philosophers, jesters, 
castrati and wise men in general to show their magnificence; a magnificence which went 
hand in hand with power and was therefore a threat to other lords. Wise men, jesters, 
castrati and philosophers were the ideal adornment because their value could be shown 
in public to the entire world. Advice, pirouettes, musical notes and aphorisms are indeed 
universally recognisable. The second step in the argument consists of acknowledging 
that, from the 17th century on, scientists, who are now of objective use to their lords, are 
nevertheless no adornment because their skills are not easily appreciated, especially 
when expressed in mathematical form. Since courts, although more evolved, continue to 
wish to show signs of their magnificence and power, they convert science into a possible 
signal by creating a community of wise men able to judge scientific claims, and 
exclusively responsible for the acceptance of new members of the community. The third 
is the most subtle step in the argument. Although the lord continues to appreciate the 
ornamental aspect of the scientist, since he can not prevent him from serving two 
masters, he won’t pay him much. In turn, the scientist, in order to satisfy his instinctive 
love for truth, continue to discover the secrets of nature and attain fame among his 
colleagues, has no alternative but to sell himself, however cheaply. Thus Paul David’s 
argument ends. If we agree, we will not be surprised when scientists, in spite of the 
honours awarded to their community (when there are any), feels like a badly paid jester 
forced to disguise his knowledge in bad jokes for which he is at least paid. Such research 
scientists are alienated in the literal sense of the word; but the fact that historic 
circumstances may change reveals the fragility of the scientist, who can go from 
alienated jester to creative author, in the sense that he may become a passionate 
inventor of worlds who ends up protecting his copyright like a poet or a novelist, and who 
may well force the recognition of the patentability of some basic ideas. 
 
 Neither is the entrepreneur an unequivocal figure. If the research scientist can be 
either a jester or an author, the entrepreneur can be either a bureaucrat or a hero. The 
bureaucrat entrepreneur corresponds to the neoclassic concept of business, according to 
which the entrepreneur does not create market, but operates on the market. He is 
passive, does not generate wealth but only brings it to the surface. Since he does not 
really take risks, he only earns a normal profit. But the Austrian concept describes a 
much more heroic entrepreneur figure which we owe, more or less, to Schumpeter. The 
entrepreneur does not only operate on the market; he creates the market. He is an 
innovator who, based on his vision of a new product or process, reorganises resources, 
obtains financing and ends up either producing something new or producing something 
old much more cheaply. In either case, he momentarily acquires a certain monopolistic 
power. In other words, this hero conquers all resistance to new perspectives, creates 
wealth and is rewarded for his daring in the form of extraordinary profits. 
 
 The historic novelty is that the convergence between a scientist/author and an 
entrepreneur/hero is now possible. Indeed, the story of Venter and his Celera Genomics 
is something more than an anecdote. Scientists are now starting to realise that they can 
be their own entrepreneurs, and it would not be surprising if they get carried away by 
economic incentives, unhindered by "scientific ethos", or the passion for truth. But if this 
is the case, the Open Science System will close down and scientists will not share their 
results. This problem could be solved by introducing legal changes in the patent system, 
but the real problem lies in the fact that this would also introduce a clear threat to the 
other aspect of the Republic of Science: non-discrimination. Indeed, it is no longer 
evident that all competent scientists have a place guaranteed in their respective 
communities. Acknowledgement is mixed with business strategy, and a scientific 
discovery and its author can be silenced by the interests of an entire economic sector. 
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The problem is no longer that the Nobel prize is too small a reward for discovering the 
truth. The problem is that a Nobel prize can be bought at a very high price with the 
perverse intention of providing a false clue. The truth is at stake, so this is no joke. I will 
return to this epistemic problem, but first we should consider the relationship between 
science and the market. 
 
 We hardly need to insist that this convergence between the scientist and the 
entrepreneur merely reinforces the idea that self-employed pluri-specialists will flourish in 
the capitalism to come, and consequently that it is doubtful whether the production of 
science can remain a separate sub-system, especially when the growing importance of 
knowledge as a source of production will much increase the opportunity cost of 
consecrating one’s life, monk-like, to science. 
 
 However, science adapted to general capitalist logic creates problem which, 
although they are well known and traditional, are contemplated in the following section, 
leaving the possibility of privatisation for a later chapter. 
 
I.2.3.B .   Basic science and market 
 
 The importance of basic science is enormous. Besides its intrinsic interest, it is 
what supports applied science which, part of specific industrial products, represents a 
growing percentage of real added value. The knowledge society, as a recent intellectual 
construct, acknowledges this fact and the recent theory of endogenous growth singles out 
science and technology as crucial economic growth factorsxix. But precisely because of 
this growing awareness of its importance, there is a clear temptation to make private use 
of the economic returns provided by science and technology, and we should therefore 
consider whether this trend is good for either of them, and whether it could involve an 
epistemic problem. 
 
 This is precisely what I intend doing on the following pages, bearing in mind the 
recent history of human genome sequencing. This scientific success was achieved by a 
private company, Celera Genomics, developed and chaired by Craig Venter, a scientist 
with an excellent reputation among his peers. This private enterprise, equipped with 
highly powerful computers, has won the race against the North American public health 
institutes. Celera may have made use of the public nature of the partial results obtained 
in the context of the public health programme, but what is important is that Celera wanted 
to patent its discovery and thus obtain a profit for its shareholders to compensate for the 
risk they were running with a human genome sequencing project in which, initially, the 
winner takes allxx. 
 
 This case of the human genome is ideal for my purpose, because it is a very 
good example of the basic science to which I am referring. It has nothing to do with 
mathematical theorems or formal sciences. It has everything to do with discovering the 
secrets of nature and the possibilities derived from such a discovery, fields in which the 
best strategy is diversity and rebellion. This last affirmation is central for my thesis, and I 
believe it is well worth justifying. I will do so by following a series of ideas on the plenitude 
of the world which were presented some years ago by Paul Roemer in the second Barrie 
de la Maza Economic Lectures. Let us think about some really large numbers for a 
moment. 1017 is the number of seconds that have passed since the Big Bang. 1030 is the 
number of possible combinations, without including different dosages, between the 100 
basic elements of the periodical table. 101.8mill. is the number of volumes in Borges’ 
Library of Babel. And 10billion is the number of DNA chains (measured in a certain way). 
Conceptualisation errors and possible errors of measurement are not important for the 
argument. What are important are orders of magnitude. And they lead us to two very 
important considerations. In the first place, that the world is not full, as we could think if 
every conceivable thing was in it, but that it is possible to conceive things that are not in 
nature but can be constructed, such as light speed retarders, high-temperature 
superconductors or elements more stable than plutonium. Science, then, is not only 
discovery but also construction. In the second place, it also follows that there is no 
reasonable human time horizon in which we could systematically explore all possible 
matter, all imaginable stories or all conceivable life forms. In view of these considerations, 
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what is the optimal strategy for exploring undiscovered territory? Until recently, I believed 
that this optimal strategy would consists of the tireless and systematic application of 
modern instrumental rationality. I now have a different approach: the idea is to apply 
postmodern rationality, less instrumental and more intuitive. The dimension remaining to 
be explored and this new sensitivity define as optimal a less systematic and more 
diversified, more experimental and rebellious research. 
 
 The problem now is whether the market can provide this optimal research 
strategy. I will start to consider this problem by showing how, in conditions of constant (or 
decreasing) returns in the production of basic science, there can be circumstances in 
which the market fails because it does not provide an appropriate amount of basic 
science and how, in conditions of increasing returns, there is also an epistemic fault in the 
sense that there are irreversibilities and path-dependencies which weaken the rebellious 
and diversified strategy that I have defended as the optimal scientific strategy in an 
incomplete world. 
 
 It is often said that scientific production, whether basic or applied, is subject to 
increasing technological returns. Scientific laboratories, for instance, could not be divided 
into two without their productivity suffering. This argument implies that their marginal cost 
is beneath the mean cost and that, consequently, the market could not operate in perfect 
competition conditions (and thus provide the socially optimal quantity of science), 
because equality with the marginal cost is unsustainable because it implies a loss. I will 
shortly come back to this and explain what happens when there are increasing returns to 
scale; but I must now summarise the failures attributed to the provision of science by the 
market, even if it was to occur in constant or decreasing return conditions. Even in this 
case, the traditional economic argument claims that the activity of producing science, that 
is research, generates a rare good with three special characteristics. In the first place, the 
results of this activity are very uncertain, so it is not usually approached by private 
enterprise, unless the latter is very large and diversified. Secondly, the production or 
consumption of science, and the emphasis it places on reason, produces an overall 
civilising effect that can be interpreted as a positive externality, which naturally implies 
that private initiative would produce less science than would be socially desirable. Thirdly, 
it is argued that the scientific results generated by research are public goods in the sense 
that the entire results are available to everyone, with no  rivalry in consumption or 
possibility of exclusion. We know that, in these conditions, the market system with perfect 
competition systematically infra-produces the good concerned, in our case science. It 
would seem natural, then, for science to take place in public organisations such as 
universities or other public research centres. 
 

This argument can be questioned, however. Research results are often more 
predictable than we think, especially in applied science. The market can be patched up 
with grants or taxes to internalise externalities. The distortions produced by the public 
nature of research results can be mitigated by the use of patents to claim temporary 
ownership of such results, but this does not imply that there are ways of obtaining their 
optimal provision by a private company. In addition to these theoretical 
counterarguments, we have others which are more practical or empirical. Firstly, the 
possible failure of private initiative does not guarantee that public firms will be successful. 
There are many cases in which it has failed. Secondly, private firms are providing science 
which, on occasions, can be classified as basic, supported by the development of capital 
markets and the proliferation of private equity funds run by financial corporations. 
 
 For one reason or another, when research is not subject to increasing returns, 
there do not appear to be objections to its private provisioning. But it is a different story 
when there are increasing returns. It could be argued that the increasing technological 
returns to which I have earlier referred are no longer so empirically significant, especially 
in view of the brutal fall in transaction costs brought about by the new information 
technologies; but there are other ways of generating increasing returns which are 
especially relevant for scientific production, as Michel Callon has shown. Scientific 
production involves a series of non-technological externalities that can derive in 
increasing returns. On the supply side, remember the phenomenon that Arrow baptised 
as learning by doing. For example, the learning curve for aircraft production shows that 
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the cost of manufacturing a plane decreases with the number of planes manufactured. It 
is not difficult to imagine that the same phenomenon could be important for Big Science 
and possibly had something to do with the human genome sequencing case that I am 
using as an example. But these externalities do not only affect the supply side. Consider 
the “network effect” on the demand side. It is intuitive that a network is more valuable for 
a new user the larger it is, and the more users it has. This is evident in a telephone 
network or the Kazaa network, but it is also applicable to the special identity-based 
networks that we know as scientific schools. 
 
 These increasing returns which are significant for science are certainly 
incompatible with perfect competition and produce a tendency to monopolise production 
which, in turn, gives rise to two phenomena which, detected by Brian Arthur, are now 
practically commonplace. Let us consider the “network effect”, for example. When it is 
significant, we find lock-ins, with their corresponding reversibilities, and path-dependence. 
Paul David has described the persistence of the QWERTY keyboard as a form of lock-in 
of something arbitrary (since QWERTY is neither the most efficient or logical sequence) 
in which it is impossible to go back and implant another more efficient or logical keyboard: 
this would require such a brutal investment that it would be out of the question. On the 
other hand, when the economy is organised according to increasing returns, it is quite 
clear that each step taken makes it impossible to obtain some results which could have 
been achieved only with different initial decisions. In terms of science, these two 
phenomena are devastating for the rebellious and experimental scientific strategy that I 
have described as optimal in the introduction. There can be no diversity and rebellion 
when lock-ins and path-dependence reign. We could almost say that the future state of 
science (the truth, even) depends on where we start and the steps we then take. Factual 
scientific strategy, as documented by sociologists of science and described by Callon, 
suffers from lock-in and path-dependence and therefore involves a serious epistemic 
problem in addition to the problems that may arise from contact between scientific 
discovery and business strategy. 
 
 We find ourselves, then, in a situation in which science and the market continue 
to have a conflictive relationship. But not because of the traditional arguments associated 
to these supposed market failures, making it inadvisable for the provision of science: 
these can be rebated; it is because of an epistemic problem which is not so easy to solve. 
There is nothing more postmodern that the epistemic uncertainty with which the capitalist 
system will surround the creation of science. 

 
                                                
NOTES 
 
 
i I am referring to The Postmodern Condition. 
2 The conference given to inaugurate the academic year in the UPV/EHU (University of the Basque Country) Faculty of 
Economic Science, in November, 1989. See Urrutia 1989 
3 See Vatimo 1988 
4 Seer Deleuze 1988 
5 The figure of the creeping plant as a symbol of postmodernity is found in A Thousand Plateaus by Guatari and Deleuze. 
Many years later, David Ugarte used the climbing plant symbol on his Internet domain. 
6 The following description corresponds to the static description of the multisectorial growth model which, in its different 
varieties, was thoroughly analysed at the end of the 1960’s. A brief reference is Morishima, who naturally pays attention to 
the Von Neuman version which, for many technical reasons, is a highlight in economic analysis. 
7 Chanpernowne clearly establishes this relationship 
8 I am thinking, for example, of the Debreu monograph 
9 Ostroy is working in this direction, which represents a certain type of convergence between neoclassic formalism and the 
Austrian spirit, but I am unaware of anything having been published to date. 
10 I am here following my own work, where I indicated that the term New Economy is not attributable to anyone in particular. 
11 This is the endogenous growth theory due, among others, to Paul Roemer 
12 To seriously consider the main features of the New Economy, it is advisable to read the book by Shapiro and Varian 
13 See my work on the miserable revenge of sanity. 
14 See my work on The Logic of abundance I - VI 
15 See my web page: juan.urrutiaelejade.org 
16 See my work: El Dulce Encanto del Pluriempleo 
17 See  Gadamer 
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18 This entire section is based on an unpublished article of mine called “Hacia la privatización de la Ciencia", which is 
available on: juan.urrutiaelejalde.org. The rest of this chapter is just one part of this work, the basic ideas of which will be 
used later. 
19 See note 11 
20 I am referring to the Matthew effect. 
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TABLE A1A 
METHODOLOGY: ANALYSIS OF SPANISH INFLATION  BY SECTORS 
 

BASIC COMPONENTS AGGREGATES BASIC 
COMPONENTES 

BASIC COMPONENTS AGGREGATES 

 

BENE 
48.230% 
1 + 2 + 4 
 

AE 
17.175% 
1 + 4 
 

(1) AE-X 
13.731%  
processed food excluding fats and 
tobacco CPI.  

BENE-X 
43.784% 
1 + 2 
 

IPSEBENE-X-T 
77.599% 
1 + 2 +  3 
 

 

(2) MAN 
30.053% 
non-energy industrial goods CPI 

IPSEBENE 
82.284% 
1 + 2 +3 +4 + 5 
 
 

  
(3) SERV-T 
33.815% 
services excluding  packages 
tourist CPI 

   

   
(4) X 
3.046% 
fats and tobacco CPI 

  

IPC 
1 + 2 + 3 + 4 + 5 + 
6 + 7 
 

   
(5) T 
1.149%  
tourist packages CPI 

R 
22.404% 
4 + 5 + 6 + 7 
 

  

   
(6) ANE 
9.398%  
non-processed food CPI 

   

   
(7) ENE 
9.142% 
energy CPI 

   

CORE INFLATION 
IT IS CALCULATED 
ON THE IPSEBENE 
INDEX 

   
RESIDUAL INFLATION 
IT IS CALCULATED ON 
THE R INDEX 

TREND INFLATION  
IT IS CALCULATED 
ON THE IPSEBENE-X-T 
INDEX 

GLOBAL 
INFLATION 
IT IS CALCULATED 
ON THE IPC INDEX 

IPC  = 0.13731  AE-X + 0.30153 MAN + 0.33725 SERV- T + 0.03046 X + 0.01149 T + 0.09398 ANE + 0.09142 ENE                                                         (weights 03) 

Source:INE & Instituto Flores de Lemus, Universidad Carlos III 



 TABLE A1B 
 

 
Methodology: Analysis of EMU inflation by SECTORS 

 

BASIC COMPONENTS AGGREGATES BASIC COMPONENTS 

(1) AE (a) 
9.463%  
 HICP Processed Food  

 
 
 (2) TOBACCO 

2.373% 
HICP Tobacco 
(3) MAN 
31.009% 
HICP Non Energy Industrial Goods 
 

IPSEBENE 
84.178% 
1 + 2 +3 + 4 
 

 

BENE 
42.845% 
1 + 2 + 3  

(4) SERV 
41.334% 
HICP Services 
 

  

(5) ANE 
7.689%  
HICP Non processed Food 
 

  

RESIDUAL  
INFLATION 
15.822% 
5 + 6 

(6) ENE 
8.133% 
HICP Energy 
 

 

CORE INFLATION (IT IS CALCULATED ON THE IPSEBENE INDEX) 
 

IPCA  = 0.09463  AE + 0.02373 TOBACCO +  0.31009 MAN + 0.41334 SERV +  0.07689 ANE + 0.08133 ENE                                                         
(a) To date the aggregate AE, following Eurostat methodology, included tobacco prices. From now on, our definition of AE, processed food, is more accurate and does therefore not include tobacco prices. 

 Source: EUROSTAT & Instituto Flores de Lemus, Universidad Carlos III 



 TABLE A1C 
 

Methodology: Analysis of USA inflation by SECTORS 
 

BASIC COMPONENTS AGGREGATES BASICS COMPONENTS 
 
 

(1) OWNERS' EQUIVALENT RENT OF PRIMARY 
RESIDENCE 
23.38%  

 

(2) SERVICES LESS OWNER' EQUIVALENT RENT OF 
PRIMARY RESIDENCE 
32.90% 

CORE CPI 
78.54% 
1 + 2 +3+4+5 

 
(3) TOBACCO 
0.81% 

 
 

(4) NON DURABLES LESS TOBACCO 
10.17% 

(5) DURABLES 
11.28% 

  

 
 
 
 
  

(6) FOOD 
14.38% 

 
(7) GAS 
1.17% 

 

ENERGY 
7.08% 
7 + 8+9 (8) ELECTRICITY 

2.43% 

RESIDUAL 
CPI 
21.46% 
6 +7 +8 +9 

  
(9) MOTOR FUEL AND FUEL OIL 
3.48% 

HIPC =0.5628(SERV. – ENERGY) + 0.2225(COMM. - FOOD AND ENERGY) + 0.1438FOOD + 0.0708ENERGY 

Source: EUROSTAT & Instituto Flores de Lemus, Universidad Carlos III 

COMMODITIES 
LESS FOOD AND 
ENERGY 
22.25% 
3+4+5 

SERVICES 
LESS ENERGY 
56.28% 
1+2 



Table A2

Weights 2004 
MU

Weights 2004 
EU

Observed 
Monthly Rate

Forecast
Observed 

Annual Rate
Confidence 

Intervals at 80%

Spain 111.07 0.08 0.16 2.19 0.15
Germany 292.58 0.18 0.28 0.83 0.29
Austria 31.43 0.45 0.23 1.46 0.37
Belgium 33.18 1.88 1.33 1.16 0.32
Finland 15.65 0.44 0.58 0.35 0.37
France 206.97 0.45 0.36 1.91 0.20
Greece 26.55 -0.69 -0.23 2.62 0.78
Netherlands 52.9 0.58 0.68 1.33 0.33
Ireland 12.86 0.87 0.78 2.16 0.30
Italy 192.65 -0.17 -0.51 2.44 0.23
Luxembourg 2.73 1.30 0.49 2.45 0.32
Portugal 21.43 -0.16 -0.09 2.07 0.66
Denmark 11.78 0.43 0.53 0.69 0.27
United 
Kingdom

181.92 0.27 0.35 1.28 0.33

Sweden 18.65 -0.09 0.57 0.18 0.50

Source:  EUROSTAT, IFL & UC3M
Date: March 17, 2004

FORECAST ERRORS IN THE MONTHLY INFLATION RATE FOR FEBRUARY IN THE 
EUROPEAN UNION

(1) aggregation error -0.03%
(2)aggregation error -0.08%

±

±

±

±
±

±

±

±

±
±

±

±

±
±

±



Table A3

Weights 
2004

Observed 
Monthly 
Growth 

Forecast 
Annual 
Growth 

Observed

Confidence 
interval at 

80%
HICP Processed Food 94.63 0.23 0.26 1.87 ±  0.09
HICP Processed Food excluding tobacco 23.73 0.34 0.10 8.33 ±  0.13
HICP Tobacco 310.09 0.29 -0.06 0.86 ±  0.10
HICP Non Energy Industrial Goods 428.45 0.28 0.02 1.50 ±  0.09
HICP Non Energy Processed Goods 413.34 0.51 0.40 2.69 ±  0.14
HICP Services 841.78 0.44 0.21 2.08 ±  0.08
CORE INFLATION (1) 76.89 -0.67 -0.43 1.88 ±  0.46
HICP Unprocessed Food 81.33 -0.08 -0.38 -2.26 ±  0.60
HICP Energy (2) 158.22 -0.33 -0.40 -0.25 ±  0.39
RESIDUAL INFLATION (3) 1000 0.18 0.11 1.60 ±  0.09
GLOBAL INFLATION (4) 0 0.00 0.00 0.00 0
(1) aggregation error 0.02%
(2) aggregation error -0.03%
(3) aggregation error 0.04%
(4) aggregation error -0.09%
Source: EUROSTAT , IFL & UC3M
Date: March 17, 2004

FORECAST ERRORS IN THE MONTHLY INFLATION RATE FOR FEBRUARY 2004 BY SECTORS IN 
THE EMU  



Table A4A

HARMONIZED CPI (HICP) ANNUAL GROWTH FOR EMU COUNTRIES   (1)

  EMU12 I II III IV V VI VII VIII IX X XI XII  Avr  03/02(b)  Avr  04/03(c) Avr  05/04(d)

2003 3.8 4.2 4.1 3.1 2.8 2.6 2.5 2.5 2.4 2.6 2.8 2.7 3.1
Spain HICP 11.11% 2004 2.3 2.2 2.1 2.4 2.6 2.6 2.5 2.3 2.3 2.3 2.3 2.3 2.3

2005 2.5 2.5 2.5 2.1 2.3 2.3 2.4 2.4 2.5 2.5 2.5 2.5 2.4
2003 0.9 1.2 1.2 1.0 0.6 0.9 0.8 1.1 1.1 1.1 1.3 1.1 1.0

Germany HICP 29.26% 2004 1.2 0.8 0.6 1.1 1.4 1.3 1.3 1.1 1.2 1.2 1.2 1.3 1.1
2005 0.8 0.9 0.9 0.7 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8
2003 1.7 1.8 1.8 1.3 0.9 1.0 1.0 1.0 1.4 1.1 1.3 1.3 1.3

Austria HICP 3.14% 2004 1.2 1.5 1.4 1.5 1.6 1.6 1.6 1.5 1.5 1.5 1.5 1.5 1.5
2005 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5

2003 1.2 1.6 1.7 1.4 0.9 1.5 1.4 1.6 1.7 1.4 1.8 1.7 1.5
Belgium HICP 3.32% 2004 1.4 1.2 1.4 1.6 2.1 1.9 2.2 1.8 1.8 1.9 1.8 1.9 1.7

2005 2.1 2.0 1.8 1.9 1.9 1.8 1.8 1.8 1.8 1.9 1.8 1.8 1.9

2003 1.4 2.1 1.9 1.3 1.1 1.2 1.0 1.2 1.2 0.9 1.2 1.2 1.3
Finland HICP 1.57% 2004 0.8 0.4 0.3 0.3 0.4 0.5 0.8 0.7 0.6 0.7 0.7 0.8 0.6

2005 0.9 0.8 0.7 0.8 0.8 0.9 1.0 1.0 0.9 1.0 1.0 1.0 0.9
2003 1.9 2.5 2.6 1.9 1.8 1.9 1.9 2.0 2.3 2.3 2.5 2.4 2.2

France HICP 20.70% 2004 2.2 1.9 1.8 2.3 2.6 2.6 2.5 2.4 2.2 2.2 2.1 2.2 2.3
2005 1.9 1.9 1.9 1.8 1.7 1.8 1.8 1.8 1.8 1.8 1.8 1.8 1.8
2003 2.7 2.9 2.8 2.2 2.3 2.1 2.1 2.2 2.0 1.9 2.0 1.6 2.2

Netherlands HICP 5.29% 2004 1.5 1.3 1.4 1.7 1.8 1.9 1.8 1.9 1.9 2.1 2.2 2.4 1.8
2005 2.4 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5
2003 4.7 5.1 4.9 4.6 3.9 3.8 3.9 3.9 3.8 3.3 3.3 2.9 4.0

Ireland HICP 1.29% 2004 2.3 2.2 2.2 2.3 2.6 2.7 2.7 2.6 2.7 2.8 2.9 3.0 2.6
2005 3.1 3.2 3.2 3.1 3.1 3.1 3.1 3.1 3.1 3.1 3.1 3.1 3.1

2003 2.9 2.6 2.9 3.0 2.9 2.9 2.9 2.7 3.0 2.8 2.8 2.5 2.8
Italy HICP 19.26% 2004 2.2 2.4 2.0 2.0 2.1 2.1 2.1 2.2 2.0 2.1 2.2 2.3 2.1

2005 2.8 2.4 2.5 2.5 2.5 2.5 2.5 2.5 2.6 2.6 2.6 2.6 2.5

2003 3.3 3.2 3.7 3.0 2.3 2.0 1.9 2.3 2.7 1.8 2.0 2.4 2.5
Luxembourg HICP 0.27% 2004 2.3 2.4 1.5 1.6 1.8 1.9 2.5 1.9 1.5 1.8 1.6 1.7 1.9

2005 2.1 1.0 1.6 1.8 1.9 2.1 2.4 2.1 1.9 2.2 2.1 2.1 1.9

2003 4.0 4.1 3.8 3.7 3.7 3.4 2.9 2.9 3.2 2.8 2.3 2.3 3.3
Portugal HICP 2.14% 2004 2.2 2.1 2.2 2.2 2.2 2.4 2.6 2.6 2.4 2.5 2.8 2.8 2.4

2005 2.9 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0
2003 3.3 4.2 3.9 3.3 3.5 3.6 3.5 3.3 3.3 3.2 3.5 3.1 3.5

Greece HICP 2.65% 2004 3.1 2.6 2.2 2.2 2.2 2.2 2.4 2.4 2.2 2.2 2.1 2.1 2.3
2005 2.2 2.2 2.0 2.0 2.0 2.0 2.2 2.2 2.0 1.9 1.9 1.9 2.0

* The annual rate of growth reflects fundamental changes in prices with respect to monthly growth rates
(1) Figures in bold type are forecasted values.
(2)  Annual average rate of growth.

Source: EUROSTAT, IFL  & UC3M
Date: March 22,  2004



Table A4B

HARMONIZED CPI (HICP) ANNUAL GROWTH FOR EU COUNTRIES (1)

 EU15 I II III IV V VI VII VIII IX X XI XII  Avr  03/02(b)  Avr  04/03(c) Avr  05/04(d)

2003 2.6 2.9 2.8 2.5 2.1 2.0 1.8 1.5 1.7 1.1 1.4 1.2 2.0

Denmark HICP 1.18% 2004 1.0 0.7 0.5 0.7 1.2 1.3 1.4 1.6 1.4 1.7 1.6 1.7 1.2
2005 1.8 1.9 1.9 1.9 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 1.9
2003 1.4 1.6 1.6 1.5 1.2 1.1 1.3 1.4 1.4 1.4 1.3 1.3 1.4

UK HICP 18.19% 2004 1.4 1.3 1.3 1.4 1.6 1.7 1.5 1.4 1.5 1.4 1.5 1.4 1.4
2005 1.4 1.4 1.4 1.4 1.4 1.4 1.4 1.4 1.4 1.4 1.4 1.4 1.4
2003 2.6 3.3 2.9 2.3 2.0 2.0 2.4 2.2 2.3 2.0 2.0 1.8 2.3

Sweden HICP 1.87% 2004 1.3 0.2 0.1 0.5 0.6 0.7 0.7 0.8 0.6 0.7 0.8 0.8 0.7
2005 1.0 1.3 1.2 1.2 1.2 1.3 1.3 1.4 1.3 1.3 1.3 1.3 1.3

* The annual rate of growth reflects  fundamental changes in prices with 6 months lags with respect to monthly growth rates.
(1) Figures in bold type are forecasted values.
(2)  Annual average rate of growth.

Source: EUROSTAT, IFL  & UC3M
Date: March 22,  2004



Table A4C

HARMONIZED CPI (HICP) MONTHLY GROWTH FOR EMU COUNTRIES (1)

  EMU12 I II III IV V VI VII VIII IX X XI XII
 Avr 

03/02(b)
 Avr 04/03(c) Avr 05/04(d)

2003 -0.4 0.2 0.8 0.8 -0.1 0.1 -0.6 0.5 0.2 0.7 0.3 0.2 2.7

Spain HICP 11,11% 2004 -0.8 0.0 0.7 1.1 0.1 0.1 -0.6 0.2 0.3 0.7 0.2 0.2 2.3
2005 -0.6 0.1 0.7 0.8 0.3 0.1 -0.5 0.3 0.3 0.7 0.3 0.2 2.5
2003 -0.1 0.6 0.2 -0.3 -0.3 0.2 0.3 0.1 -0.2 -0.1 -0.2 0.9 1.1

Germany HICP 29.26% 2004 0.0 0.2 0.0 0.2 0.0 0.1 0.3 -0.1 -0.1 -0.1 -0.1 1.0 1.3
2005 -0.4 0.2 0.0 0.0 0.0 0.2 0.3 -0.1 -0.1 -0.1 -0.1 1.0 0.8
2003 0.2 0.2 0.3 -0.1 -0.2 0.0 -0.1 0.3 0.3 0.0 0.2 0.3 1.3

Austria HICP 3.14% 2004 0.1 0.5 0.2 0.0 -0.1 0.0 -0.1 0.2 0.2 0.1 0.1 0.3 1.5
2005 0.1 0.4 0.2 0.0 -0.1 0.0 -0.1 0.2 0.2 0.1 0.1 0.3 1.5

2003 -1.0 2.1 0.3 -0.2 -0.4 0.4 -1.2 1.7 0.2 -0.4 0.2 0.0 1.7
Belgium HICP 3.32% 2004 -1.3 1.9 0.5 0.0 0.1 0.2 -1.0 1.3 0.2 -0.3 0.1 0.1 1.9

2005 -1.1 1.7 0.4 0.1 0.1 0.2 -1.0 1.3 0.2 -0.2 0.1 0.0 1.8

2003 0.2 0.9 0.4 -0.1 -0.1 -0.1 -0.5 0.2 0.5 -0.1 -0.1 0.1 1.2
Finland HICP 1.57% 2004 -0.3 0.4 0.3 0.0 0.0 0.0 -0.3 0.2 0.4 0.0 0.0 0.1 0.8

2005 -0.1 0.3 0.2 0.0 0.0 0.0 -0.1 0.1 0.3 0.0 0.0 0.1 1.0
2003 0.3 0.7 0.5 -0.2 -0.1 0.2 -0.1 0.3 0.5 0.2 0.1 0.1 2.4

France HICP 20.70% 2004 0.1 0.4 0.4 0.3 0.2 0.1 -0.2 0.1 0.3 0.2 0.0 0.2 2.2
2005 -0.2 0.4 0.4 0.2 0.2 0.2 -0.1 0.2 0.2 0.2 0.0 0.2 1.8
2003 0.6 0.8 0.9 0.1 -0.1 -0.5 -0.1 0.2 0.8 -0.2 -0.4 -0.6 1.6

Netherlands HICP 5.29% 2004 0.5 0.6 1.0 0.4 0.0 -0.4 -0.1 0.3 0.9 0.0 -0.3 -0.4 2.4
2005 0.5 0.6 1.0 0.4 0.0 -0.4 -0.1 0.3 0.9 0.0 -0.3 -0.4 2.5
2003 0.0 1.0 0.7 0.5 -0.2 0.1 -0.4 0.6 0.2 0.0 0.0 0.4 2.9

Ireland HICP 1.29% 2004 -0.6 0.9 0.8 0.6 0.1 0.2 -0.4 0.6 0.2 0.2 0.0 0.5 3.0
2005 -0.5 0.9 0.8 0.6 0.1 0.2 -0.4 0.6 0.2 0.2 0.0 0.5 3.1

2003 -0.3 -0.4 1.2 0.8 0.2 0.1 -0.1 -0.3 0.8 0.3 0.3 0.0 2.5
Italy HICP 19.27% 2004 -0.6 -0.2 0.8 0.7 0.3 0.1 -0.1 -0.2 0.5 0.5 0.3 0.1 2.3

2005 -0.1 -0.5 0.9 0.7 0.3 0.1 -0.1 -0.2 0.5 0.5 0.3 0.1 2.6

2003 -0.3 1.1 0.5 -0.2 -0.2 0.0 -0.8 1.2 0.7 -0.4 0.4 0.2 2.4

Luxembourg HICP 0.27% 2004 -0.3 1.3 -0.4 0.0 0.1 0.1 -0.2 0.5 0.4 -0.1 0.3 0.2 1.7

2005 0.0 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 2.1

2003 0.1 0.0 0.1 0.8 0.7 0.0 -0.2 0.1 0.2 0.2 0.1 0.1 2.3
Portugal HICP 2.14% 2004 0.0 -0.2 0.2 0.8 0.7 0.2 0.1 0.1 0.1 0.3 0.4 0.1 2.8

2005 0.1 -0.1 0.2 0.8 0.7 0.2 0.1 0.1 0.1 0.3 0.4 0.1 3.0
2003 -0.8 -0.2 2.5 0.2 0.5 -0.2 -2.1 0.0 2.0 0.4 0.4 0.4 3.1

Greece HICP 2.67% 2004 -0.8 -0.7 2.2 0.2 0.4 -0.1 -1.9 0.0 1.8 0.3 0.3 0.3 2.1
2005 -0.8 -0.6 1.9 0.2 0.4 -0.1 -1.7 0.0 1.6 0.3 0.3 0.3 1.9

(1) Figures in bold type are forecasted values.
(2)  Annual average rate of growth.

Source: EUROSTAT, IFL  & UC3M
Date: March 22,  2004



Table A4D

HARMONIZED CPI (HICP) MONTHLY  GROWTH FOR EU  COUNTRIES (1) 

 EU15 I II III IV V VI VII VIII IX X XI XII
 Avr 

03/02(b)
 Avr 04/03(c) Avr 05/04(d)

2003 0.2 0.7 0.8 0.0 -0.3 0.0 -0.6 -0.1 0.8 -0.3 0.2 -0.2 1.2

Denmark HICP 1.18% 2004 -0.1 0.4 0.6 0.2 0.2 0.1 -0.4 0.0 0.6 0.1 0.1 -0.1 1.7
2005 0.0 0.5 0.6 0.2 0.2 0.1 -0.4 0.0 0.6 0.1 0.1 -0.1 2.0
2003 -0.6 0.4 0.4 0.3 0.0 -0.1 -0.1 0.4 0.3 0.2 -0.1 0.4 1.3

UK HICP 18.19% 2004 -0.5 0.3 0.4 0.4 0.3 0.0 -0.3 0.3 0.3 0.1 0.0 0.3 1.4
2005 -0.6 0.3 0.4 0.4 0.3 0.0 -0.3 0.3 0.3 0.1 0.0 0.3 1.4
2003 0.3 1.0 0.6 -0.4 -0.1 -0.2 -0.2 -0.1 0.8 0.1 -0.3 0.2 1.8

Sweden HICP 1.87% 2004 -0.3 -0.1 0.6 0.0 0.1 -0.1 -0.2 0.0 0.6 0.1 -0.1 0.2 0.8
2005 -0.1 0.2 0.5 0.0 0.1 -0.1 -0.1 0.0 0.5 0.1 -0.1 0.2 1.3

(1) Figures in bold type are forecasted values.
(2)  Annual average rate of growth.

Source: EUROSTAT, IFL  & UC3M
Date: March 22,  2004



Table A5A

HARMONIZED CPI (HICP) ANNUAL GROWTH BY SECTORS IN THE EMU 2003-2004-2005 (a)

I II III IV V VI VII VIII IX X XI XII
 Avr 

03/02(b)
 Avr 04/03(c) Avr 05/04(d)

2003 1.9 2.1 2.2 2.1 2.1 2.2 2.0 2.0 2.0 2.2 2.1 1.9 2.1

AE 9.46% 2004 1.9 1.9 1.9 1.9 2.0 2.0 2.1 2.2 2.2 2.1 2.2 2.3 2.1
2005 2.3 2.3 2.3 2.3 2.3 2.3 2.3 2.3 2.3 2.3 2.3 2.3 2.3
2003 6.7 7.7 7.5 7.9 7.9 7.6 7.7 7.5 7.8 9.3 11.7 11.7 8.4

TOBACCO 2.37% 2004 9.0 8.3 8.3 7.1 7.2 7.1 7.2 7.1 6.9 5.6 3.3 3.1 6.7
2005 5.6 5.4 5.4 5.4 5.4 5.4 5.4 5.4 5.4 5.4 5.4 5.4 5.4
2003 0.7 0.8 0.8 0.8 0.9 0.9 0.8 0.7 0.8 0.8 0.8 0.8 0.8

MAN 31.01% 2004 0.6 0.9 0.8 0.9 0.8 0.9 0.9 0.9 0.9 0.9 0.9 0.9 0.9
2005 1.0 0.9 0.9 0.9 0.9 0.9 0.9 0.9 0.9 0.9 0.9 0.9 0.9

2003 1.3 1.4 1.4 1.4 1.6 1.5 1.4 1.3 1.4 1.5 1.6 1.6 1.5
BENE 42.85% 2004 1.3 1.5 1.5 1.4 1.4 1.4 1.5 1.6 1.5 1.5 1.3 1.3 1.4

2005 1.6 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5

2003 2.9 2.7 2.7 2.9 2.5 2.6 2.3 2.5 2.5 2.5 2.4 2.3 2.6
SER 41.33% 2004 2.5 2.7 2.6 2.7 2.7 2.7 2.8 2.7 2.7 2.7 2.7 2.7 2.7

2005 2.7 2.6 2.8 2.5 2.6 2.6 2.6 2.6 2.6 2.6 2.6 2.6 2.6
2003 2.0 2.0 2.0 2.2 2.0 2.0 1.8 1.8 2.0 2.1 2.0 1.9 2.0

IPSEBENE 84.18% 2004 1.9 2.1 2.0 2.0 2.0 2.1 2.1 2.2 2.1 2.0 2.0 2.1 2.1
2005 2.2 2.0 2.1 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.1
2003 -0.7 0.3 0.8 0.9 1.1 2.6 2.8 3.3 4.2 3.8 3.8 3.2 2.2

ANE 7.69% 2004 2.9 1.9 1.5 1.3 1.2 0.5 0.4 0.2 -0.1 0.1 0.2 0.6 0.9
2005 0.8 1.3 1.5 1.7 1.8 2.1 2.2 2.3 2.5 2.3 2.3 2.1 1.9
2003 5.9 7.6 7.5 2.2 0.6 1.6 2.0 2.7 1.6 0.8 2.3 1.8 3.0

ENE 8.13% 2004 -0.3 -2.3 -1.9 1.4 3.2 3.1 2.4 1.3 1.3 1.6 1.7 2.0 1.1
2005 0.9 1.0 -0.5 -0.9 -0.5 -0.4 -0.2 -0.1 0.1 0.2 0.3 0.4 0.0

2003 2.1 2.4 2.4 2.1 1.8 1.9 1.9 2.1 2.2 2.0 2.2 2.0 2.1
HICP 100.00% 2004 1.9 1.6 1.5 1.9 2.0 2.0 2.0 1.8 1.7 1.8 1.8 1.9 1.8

2005 1.8 1.9 1.9 1.7 1.8 1.9 1.9 1.9 1.9 1.9 1.9 1.9 1.9

Source: EUROSTAT, IFL  & UC3M
Date: March 25, 2004



Table A5B

HARMONIZED CPI (HICP) MONTHLY GROWTH RATES BY SECTORS IN THE EMU 2003-2004-2005 (a)

I II III IV V VI VII VIII IX X XI XII
 Avr 

03/02(b)
 Avr 04/03(c) Avr 05/04(d)

2003 0.2 0.3 0.2 0.2 0.1 0.2 0.1 0.2 0.1 0.2 0.1 0.0 1.9

AE 9.46% 2004 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.1 0.2 0.2 0.1 2.3
2005 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.1 0.2 0.2 0.1 2.3
2003 4.2 1.0 0.1 1.2 0.1 0.1 0.1 0.1 0.3 1.4 2.3 0.3 11.7

TOBACCO 2.37% 2004 1.7 0.3 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 3.1
2005 4.2 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 5.4
2003 -1.4 0.0 1.1 0.6 0.3 -0.2 -1.4 -0.1 1.1 0.6 0.3 -0.1 0.8

MAN 31.01% 2004 -1.6 0.3 1.1 0.6 0.2 -0.2 -1.4 -0.1 1.1 0.6 0.3 -0.1 0.9
2005 -1.5 0.2 1.1 0.6 0.2 -0.2 -1.4 -0.1 1.1 0.6 0.3 -0.1 0.9

2003 -0.8 0.1 0.9 0.5 0.3 -0.1 -1.0 0.0 0.9 0.5 0.3 0.0 1.6
BENE 42.85% 2004 -1.0 0.3 0.8 0.5 0.2 -0.1 -0.9 0.0 0.8 0.5 0.2 0.0 1.3

2005 -0.8 0.2 0.9 0.5 0.2 -0.1 -0.9 0.0 0.8 0.5 0.2 0.0 1.5

2003 -0.2 0.3 0.2 0.3 0.0 0.3 0.6 0.3 -0.3 -0.1 -0.1 0.9 2.3
SER 41.33% 2004 0.0 0.5 0.1 0.4 0.0 0.3 0.7 0.2 -0.3 -0.1 -0.1 0.9 2.7

2005 -0.1 0.5 0.3 0.1 0.2 0.3 0.7 0.2 -0.3 -0.1 -0.1 0.9 2.6
2003 -0.5 0.3 0.5 0.4 0.1 0.1 -0.2 0.1 0.4 0.3 0.1 0.4 1.9

IPSEBENE 84.18% 2004 -0.5 0.4 0.5 0.4 0.1 0.1 -0.1 0.1 0.3 0.2 0.1 0.4 2.1
2005 -0.4 0.3 0.6 0.3 0.2 0.1 -0.1 0.1 0.3 0.2 0.1 0.4 2.0
2003 1.4 0.3 0.5 0.4 0.3 0.6 -0.6 -0.4 1.2 -0.3 -0.2 0.0 3.2

ANE 7.69% 2004 1.1 -0.7 0.2 0.2 0.1 -0.1 -0.6 -0.6 0.8 -0.1 -0.1 0.4 0.6
2005 1.3 -0.1 0.4 0.4 0.2 0.2 -0.6 -0.5 1.0 -0.2 -0.1 0.2 2.1
2003 3.1 1.9 1.0 -2.9 -2.1 0.0 0.5 1.1 -0.1 -0.3 -0.2 -0.2 1.8

ENE 8.13% 2004 1.0 -0.1 1.4 0.4 -0.3 -0.1 -0.1 -0.1 -0.1 0.0 0.0 0.0 2.0
2005 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.1 0.1 0.1 0.1 0.4

2003 -0.1 0.4 0.6 0.1 -0.1 0.1 -0.1 0.2 0.4 0.1 0.1 0.3 2.0
HICP 100.00% 2004 -0.2 0.2 0.5 0.4 0.1 0.1 -0.2 0.1 0.3 0.2 0.1 0.4 1.9

2005 -0.3 0.3 0.5 0.3 0.2 0.1 -0.2 0.1 0.3 0.2 0.1 0.4 1.9

Source: EUROSTAT, IFL  & UC3M
Date: March 25, 2004



Table A6A

US ANNUAL RATES OF GROWTH ON CPI AND ITS COMPONENTS(1)

I II III IV V VI VII VIII IX X XI XII
 Avr 

03/02(b)
 Avr 04/03(c) Avr 05/04(d)

2003 -1.4 -1.5 -1.4 -1.8 -1.9 -1.8 -1.8 -2.2 -2.4 -2.4 -2.6 -2.5 -2.0

Non energy commodities 2004 -2.3 -2.0 -1.8 -1.5 -1.3 -1.2 -1.2 -1.0 -0.8 -0.5 -0.2 -0.1 -1.2
less food (1) 2005 0.1 -0.2 -0.3 -0.3 -0.3 -0.2 -0.2 -0.2 -0.2 -0.2 -0.1 -0.1 -0.2

2003 3.4 3.2 3.0 2.9 3.0 2.9 2.9 2.7 2.8 2.9 2.6 2.6 2.9
Non energy services (2) 2004 2.5 2.5 2.6 2.7 2.5 2.6 2.5 2.6 2.6 2.4 2.6 2.7 2.6

2005 2.6 2.7 2.7 2.8 2.8 2.8 2.8 2.8 2.8 2.8 2.8 2.8 2.8
2003 1.9 1.7 1.7 1.5 1.6 1.5 1.5 1.3 1.2 1.3 1.1 1.1 1.5

Core inflation (3=1+2) 2004 1.2 1.2 1.4 1.5 1.4 1.5 1.5 1.5 1.6 1.6 1.8 1.9 1.5
2005 1.9 1.9 1.9 1.9 1.9 1.9 2.0 2.0 2.0 2.0 2.0 2.0 1.9

2003 1.4 1.2 1.2 1.0 1.2 1.3 1.3 1.0 0.9 1.0 0.7 0.8 1.1
Core inflation less owner's equivalent 2004 0.9 1.0 1.2 1.3 1.1 1.2 1.2 1.4 1.5 1.5 1.8 1.8 1.3

 rent of primary residence 2005 1.9 1.8 1.8 1.8 1.8 1.8 1.8 1.8 1.8 1.8 1.8 1.8 1.8

2003 1.0 1.4 1.4 1.2 1.7 2.1 2.1 2.5 2.4 2.9 3.2 3.6 2.1
Food (4) 2004 3.5 3.3 3.2 3.4 3.4 3.1 3.2 3.1 3.1 2.9 2.6 2.2 3.1

2005 2.5 2.5 2.4 2.5 2.5 2.5 2.5 2.5 2.5 2.4 2.4 2.4 2.5
2003 14.1 22.0 23.4 13.0 9.0 9.3 9.1 11.8 14.7 8.8 6.2 6.9 12.2

Energy (5) 2004 7.8 3.8 1.3 5.0 9.5 8.3 6.6 3.3 0.7 4.2 5.8 7.1 5.2
2005 2.9 0.3 -2.4 -3.0 -4.0 -3.2 -2.1 -1.9 -2.2 -2.1 -1.9 -2.1 -1.8
2003 2.6 3.0 3.0 2.2 2.1 2.1 2.1 2.2 2.3 2.0 1.8 1.9 2.3

All items (6=3+4+5) 2004 1.9 1.7 1.6 2.0 2.2 2.2 2.1 1.9 1.7 2.0 2.2 2.3 2.0
2005 2.1 1.9 1.6 1.6 1.5 1.6 1.7 1.7 1.7 1.7 1.8 1.7 1.7
2003 2.4 3.0 3.1 2.1 1.9 2.1 2.1 2.2 2.4 2.0 1.7 1.9 2.2

All items less owner's equivalent 2004 1.9 1.6 1.6 2.0 2.3 2.3 2.1 1.9 1.7 2.0 2.3 2.4 2.0
rent of primary residence 2005 2.1 1.8 1.5 1.5 1.4 1.4 1.6 1.6 1.6 1.6 1.6 1.6 1.6

 (1) Figures in bold type are forecasted values.
 (2) Mean level of 2003 over 2002 growth rate.
 (3) Mean level of 2004 over 2003 growth rate.
 (4) Mean level of 2005 over 2004 growth rate.
Source: BLS & Universidad Carlos III Madrid
Data: March 17, 2004



Table A6B

US MONTHLY RATES OF GROWTH ON CPI AND ITS COMPONENTS (1)

I II III IV V VI VII VIII IX X XI XII
 Avr 

03/02(b)
 Avr 04/03(c) Avr 05/04(d)

2003 -0.6 0.3 0.4 -0.1 -0.6 -0.7 -0.6 -0.1 0.4 0.1 -0.4 -0.6 -2.5

Non energy commodities 2004 -0.4 0.6 0.6 0.3 -0.4 -0.6 -0.6 0.1 0.5 0.4 0.0 -0.5 -0.1
less food (1) 2005 -0.3 0.4 0.4 0.3 -0.3 -0.6 -0.5 0.1 0.5 0.5 0.0 -0.5 -0.1

2003 0.5 0.4 0.2 0.0 0.3 0.2 0.4 0.3 0.0 0.4 -0.1 0.0 2.6
Non energy services (2) 2004 0.5 0.4 0.3 0.1 0.1 0.3 0.3 0.3 0.0 0.3 0.1 0.0 2.7

2005 0.4 0.5 0.3 0.2 0.0 0.3 0.3 0.3 0.0 0.3 0.1 0.0 2.8
2003 0.2 0.4 0.3 0.1 0.1 -0.1 0.1 0.2 0.1 0.3 -0.2 -0.2 1.1

Core inflation (3=1+2) 2004 0.2 0.4 0.4 0.1 -0.1 0.0 0.1 0.2 0.1 0.3 0.0 -0.1 1.9
2005 0.2 0.5 0.4 0.2 -0.1 0.0 0.1 0.2 0.1 0.3 0.0 -0.1 2.0

2003 0.2 0.5 0.3 0.1 0.0 -0.1 0.0 0.1 0.0 0.3 -0.3 -0.3 0.8
Core inflation less owner's equivalent 2004 0.2 0.6 0.5 0.2 -0.1 0.0 0.0 0.3 0.1 0.4 -0.1 -0.3 1.8

 rent of primary residence 2005 0.3 0.6 0.4 0.2 -0.1 0.0 0.1 0.3 0.1 0.4 -0.1 -0.2 1.8

2003 0.1 0.5 0.2 -0.1 0.2 0.4 0.1 0.4 0.2 0.6 0.4 0.7 3.6
Food (4) 2004 0.1 0.2 0.2 0.1 0.2 0.2 0.2 0.3 0.2 0.3 0.1 0.3 2.2

2005 0.4 0.1 0.1 0.1 0.2 0.2 0.2 0.2 0.2 0.3 0.1 0.3 2.4
2003 3.4 6.2 5.3 -3.2 -3.0 1.9 0.3 2.7 2.8 -5.3 -2.8 -1.0 6.9

Energy (5) 2004 4.2 2.3 2.7 0.4 1.2 0.8 -1.2 -0.5 0.2 -2.0 -1.3 0.2 7.1
2005 0.2 -0.3 0.0 -0.2 0.1 1.6 -0.1 -0.3 -0.1 -1.9 -1.1 -0.1 -2.1
2003 0.4 0.8 0.6 -0.2 -0.2 0.1 0.1 0.4 0.3 -0.1 -0.3 -0.1 1.9

All items (6=3+4+5) 2004 0.5 0.5 0.5 0.1 0.1 0.1 0.0 0.2 0.1 0.1 -0.1 0.0 2.3
2005 0.3 0.3 0.3 0.2 0.0 0.2 0.1 0.2 0.1 0.1 0.0 0.0 1.7
2003 0.5 1.0 0.7 -0.3 -0.2 0.1 0.1 0.4 0.3 -0.2 -0.4 -0.2 1.9

All items less owner's equivalent 2004 0.6 0.7 0.7 0.2 0.1 0.1 -0.1 0.2 0.1 0.1 -0.1 -0.1 2.4
rent of primary residence 2005 0.3 0.4 0.3 0.2 -0.1 0.2 0.1 0.2 0.1 0.1 -0.1 -0.1 1.6

 (1) Figures in bold type are forecasted values.
 (2) December 2003 over December 2002 growth rate.
 (3) December 2004 over December 2003 growth rate.
 (4) December 2005 over December 2004 growth rate.
Source: BLS & Universidad Carlos III Madrid
Data: March 17, 2004



Table A7A

''CONSUMER PRICE INDEX, ANNUAL GROWTH RATES IN SPAIN 2003-2004-2005 (a) 

I II III IV V VI VII VIII IX X XI XII
 Avr 

03/02(b)
 Avr 04/03(c) Avr 05/04(d)

2003 3.7 4.2 4.1 3.1 2.8 2.6 2.5 2.5 2.4 2.6 2.8 2.7 3.0

(1)    AE 17.17% 2004 2.5 2.4 2.6 2.8 2.9 3.0 3.1 3.1 3.1 2.9 2.9 2.9 2.9
2005 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.1 3.1 3.0 3.0 2.9 3.0
2003 2.0 2.2 2.3 2.6 2.6 2.5 2.2 2.0 2.1 1.5 1.2 1.2 2.0

(2)    MAN 30.05% 2004 0.7 0.5 0.5 0.5 0.5 0.5 0.6 0.7 0.7 0.9 1.0 1.0 0.7
2005 1.2 1.3 1.3 1.3 1.2 1.2 1.3 1.3 1.3 1.3 1.3 1.3 1.3
2003 4.0 3.9 3.6 4.0 3.5 3.5 3.6 3.7 3.5 3.7 3.7 3.6 3.7

(3)   SER 35.05% 2004 3.6 3.6 3.8 4.1 4.2 4.2 4.1 3.9 4.1 4.1 3.9 3.8 3.9
2005 3.8 3.7 4.1 3.1 3.6 3.6 3.6 3.6 3.6 3.6 3.6 3.6 3.6

IPSEBENE 2003 3.2 3.3 3.2 3.3 3.0 2.9 2.9 2.8 2.8 2.6 2.6 2.5 2.9
[(1)+(2)+(3)] 82.28% 2004 2.3 2.3 2.4 2.5 2.6 2.6 2.7 2.7 2.7 2.7 2.6 2.6 2.6

2005 2.7 2.7 2.9 2.4 2.6 2.6 2.7 2.7 2.7 2.7 2.6 2.6 2.7

2003 2.9 3.0 3.0 3.2 3.1 3.0 2.8 2.7 2.7 2.6 2.6 2.6 2.8
IPSEBENE-XT 77.21% 2004 2.4 2.4 2.3 2.3 2.3 2.3 2.5 2.6 2.5 2.5 2.5 2.5 2.4

2005 2.7 2.7 2.7 2.6 2.6 2.6 2.7 2.7 2.6 2.6 2.6 2.6 2.6
2003 7.2 5.9 5.6 4.5 4.6 4.8 5.5 6.5 7.7 7.0 6.7 6.4 6.0

(5)    ANE 8.60% 2004 6.5 6.1 6.1 6.6 6.2 5.8 4.9 3.9 2.7 3.3 3.7 3.7 4.9
2005 3.3 4.7 4.6 4.5 4.6 4.7 4.8 4.9 5.1 5.2 5.3 5.3 4.8
2003 5.5 6.7 6.1 0.8 -1.9 -0.6 0.0 1.1 -0.2 -1.8 1.1 -0.1 1.4

(6)    ENE 9.12% 2004 -1.7 -2.5 -2.7 0.5 2.7 3.0 1.9 0.4 0.8 1.8 1.5 1.7 0.6
2005 1.0 0.5 -0.8 -1.4 -1.1 -0.7 -0.5 -0.4 -0.3 -0.2 -0.1 0.0 -0.4
2003 3.7 3.8 3.7 3.1 2.7 2.7 2.8 3.0 2.9 2.6 2.8 2.6 3.0

IPC 100% 2004 2.3 2.1 2.2 2.6 2.9 2.9 2.8 2.5 2.6 2.7 2.6 2.6 2.6
2005 2.6 2.7 2.7 2.3 2.5 2.5 2.6 2.6 2.7 2.7 2.7 2.7 2.6

'* T1,12 growth rate lags fundamental changes in prices 6 months with respect to monthly growth rates. It is necessary to evaluate forecast in order to analyze current situation.
** Weights on General CPI are shown in brackets.
(a) Figures in bold type are forecasted values
(b) 2003 over 2002 mean growth
(c) 2004 over 2003 mean growth
(d) 2005 over 2004 mean growth
Source:
Date: March 23, 2004.



Table A7B

CONSUMER PRICE INDEX, MONTHLY GROWTH RATES IN SPAIN 2003-2004-2005 (a) 

I II III IV V VI VII VIII IX X XI XII
 Avr 

03/02(b)
 Avr 04/03(c) Avr 05/04(d)

2003 0.5 0.6 0.3 0.1 0.1 0.1 0.1 0.2 0.1 0.3 0.2 0.1 2.7

(1)    AE 17.17% 2004 0.4 0.5 0.4 0.3 0.2 0.2 0.1 0.2 0.1 0.1 0.2 0.1 2.9
2005 0.5 0.4 0.4 0.3 0.3 0.2 0.1 0.2 0.1 0.1 0.1 0.1 2.9
2003 -3.1 0.0 1.0 2.7 0.5 -0.2 -3.5 -0.3 1.0 2.3 1.1 -0.1 1.2

(2)    MAN 30.05% 2004 -3.6 -0.2 1.0 2.8 0.5 -0.2 -3.4 -0.2 1.0 2.5 1.2 -0.1 1.0
2005 -3.5 -0.1 1.0 2.7 0.4 -0.2 -3.4 -0.2 1.0 2.5 1.2 -0.1 1.3
2003 0.6 0.4 0.5 0.7 -0.2 0.4 0.7 0.7 -0.5 0.2 -0.2 0.4 3.6

(3)   SER 35.05% 2004 0.6 0.4 0.7 0.9 -0.1 0.4 0.6 0.4 -0.2 0.1 -0.4 0.3 3.8
2005 0.6 0.3 1.1 0.0 0.4 0.3 0.6 0.4 -0.2 0.1 -0.4 0.3 3.6

IPSEBENE 2003 -0.8 0.3 0.6 1.3 0.1 0.1 -1.0 0.2 0.2 1.0 0.4 0.1 2.5
[(1)+(2)+(3)] 82.28% 2004 -1.0 0.2 0.7 1.4 0.2 0.1 -0.9 0.2 0.3 0.9 0.3 0.1 2.6

2005 -0.9 0.2 0.9 1.0 0.4 0.1 -0.9 0.2 0.3 0.9 0.3 0.1 2.6

2003 -0.9 0.2 0.7 1.3 0.3 0.1 -1.3 0.1 0.4 1.1 0.5 0.1 2.6
IPSEBENE-XT 77.21% 2004 -1.1 0.2 0.6 1.3 0.3 0.1 -1.1 0.1 0.4 1.1 0.5 0.1 2.5

2005 -0.8 0.2 0.6 1.2 0.3 0.1 -1.1 0.1 0.3 1.1 0.5 0.1 2.6
2003 0.4 -1.5 0.5 0.0 0.6 0.3 1.5 1.9 2.2 -0.4 0.0 0.9 6.4

(5)    ANE 8.60% 2004 0.6 -1.9 0.5 0.4 0.2 -0.1 0.6 1.0 1.0 0.1 0.4 1.0 3.7
2005 0.2 -0.5 0.4 0.3 0.3 0.0 0.7 1.1 1.2 0.3 0.5 1.0 5.3
2003 2.2 1.3 1.4 -2.6 -2.5 -0.6 0.9 1.4 -0.4 -1.1 0.3 -0.3 -0.1

(6)    ENE 9.12% 2004 0.6 0.4 1.3 0.5 -0.4 -0.3 -0.2 -0.1 -0.1 -0.1 0.0 -0.1 1.7
2005 -0.1 -0.1 0.0 -0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.0 0.0
2003 -0.4 0.2 0.7 0.8 -0.1 0.1 -0.6 0.5 0.3 0.7 0.3 0.2 2.6

IPC 100% 2004 -0.7 0.0 0.7 1.3 0.1 0.1 -0.7 0.2 0.3 0.8 0.3 0.2 2.6
2005 -0.7 0.1 0.8 0.9 0.3 0.1 -0.7 0.3 0.3 0.8 0.3 0.2 2.7

** Weights on General CPI are shown in brackets.
(a) Figures in bold type are forecasted values
(b) December 2003 over December 2002.
(c) December 2004 over December 2003. 
(d) December 2005 over December 2004. 
Source:
Date: March 23, 2004.



Graph A1A

Source: Eurostat, IFL UC3M
Date: March 17, 2004
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Graph A1B

Source: UC3M
Date: March 17, 2004
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Graph A1C

Source: INE,  IFL UC3M
Date : March 13, 2004
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ANNUAL FORECASTS FOR THE EMU INFLATION 
(year-on-year rates)
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Graph A2B

ANNUAL FORECASTS FOR US INFLATION
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Graph A2C

ANNUAL FORECASTS FOR TOTAL INFLATION IN SPAIN
(year-on-year rates)
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