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Executive Summary

After more than five years of uninterrupted deep economic crisis produced by
a combination of internal, European and international factors, the Spanish
recession was over by mid-2013. During the period under examination,
domestic growth and European Central Bank policies timidly started boosting
employment, paving the way for a virtuous cycle of more domestic demand
and, subsequently, to a higher rate of job creation. In November 2013, Spain
cleanly exited an EU bailout program that was originally agreed to in 2012, in
response to the country’s deepening financial crisis, to capitalize several
savings banks. Despite continued instability in the euro zone, foreign investors
have returned in force. The now completely restructured banking system has
assured its survival and bond yields have plunged (with Spain borrowing at
similar or lower rates than the United States). Credit is also starting to return to
small companies. Growth was 1.4% in 2014 and estimates for 2015 are being
revised upwards, some as high as 2.5%. Facing a difficult election year, the
Popular Party (PP) government has taken advantage of this recovery to
promise small tax cuts and to pursue a slower reduction of the budget deficit
(which is still above 5.5% of GDP); a change made possible by a less rigid
European Commission.

In comparison to the previous SGI review period (2011 — 2013), the policy
outcomes in most economic domains are improved. It remains, however,
premature to assume that a truly sustainable path has taken hold. Exports,
which remarkably increased during the worst years of the crisis, will not
suffice to compensate for the boom of imports that may accompany the
recovery and, thus, Spain could easily slip back into a current account deficit.
The future sustainability of the economy is threatened even more by rising
public debt (which will soon exceed 100%), growing social inequalities and a
high unemployment rate (24% in autumn 2014). After several years of
recession, social unrest has eroded legitimacy and trust in public institutions,
and fueled centrifugal tensions in Catalonia and the emergence of a radical
leftist political party (Podemos, translated into English as “We can”). Podemos
went so far as to lead in some national polls at the end of 2014.

To be sure, several weaknesses persist. Investment in R&D has reached only
1.24% of GDP, while the European Union and OECD averages are above 2%.
Education policy faces problems of quality and equity (in particular, with
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regard to pre-school education access, socioeconomic segmentation, and early
school leaving). Social exclusion remains a perennial problem with 20% of
Spaniards living at risk of poverty. Public spending on social services and
family support for women combining parenting and employment has been
greatly reduced. In addition, longer life expectancies are leading to an
unsustainable population pyramid — the worst in Europe - which, in
combination with the impacts of the crisis, has reopened the debate on the
future of the Spanish Social Security system. Nonetheless, the 2013 - 2014
period saw some positive trends in other policy areas such as health care (a
very well-considered system despite recent budgetary cuts), the integration of
immigrants (Spain ranks as the most tolerant country in the EU), and safety
and security. The international position of the country has also improved since
2013, though engagement in external efforts to promote development and
other global public goods is still quite limited.

The crisis has not significantly eroded the relatively high quality of democracy
(in spite of some debates on restricting abortions). However, opaque party
financing and several corruption scandals (most cases under investigation have
their origins in the housing bubble years) materialized as significant challenges
for the future. The very limited capacity of citizens to participate through
legally binding referenda also remains a weakness of the political system.
Media pluralism and independence, in which Spain had made important
progress during the preceding years, deteriorated. On the whole, the most
significant advance was the entry into force of the country’s first freedom of
information law. Conversely, the most worrying development was the drafting
of a controversial public safety bill that, if enacted, would restrict some
political liberties.

Finally, regarding the governance capacities of the Spanish political system,
the results are very much influenced by the absolute majority enjoyed by the
Rajoy government, which entered office in late 2011. On the one hand, the
strong single-party executive has introduced a more strategic vision, reinforced
the centralization of policymaking through the prime minister and Government
Office (Ministerio de la Presidencia), and slightly improved interdepartmental
coordination, ministerial compliance, self-monitoring, and control over
regional finances. The government has also announced a strategy to improve
lawmaking through “smart regulation” and “better regulation” (which is
remarkable given the country’s scarce tradition of evidence-based
policymaking). On the other hand, the interaction with the legislature,
subnational governments and societal actors has become less balanced. The
government generally fails to build public support for its policy decisions,
circumvents close scrutiny by the opposition in the General Courts (Las Cortes
Generales), and is trying to narrow the scope of discretion formally enjoyed by
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the autonomous regions and local authorities. The state of the, extremely
strained, relationship between government and Spanish society will be tested
in general elections in December 2015.

Key Challenges

Spain was in an economic recession from 2008 to 2013 and this, combined
with significant cuts in government expenditure, resulted in poor policy
outcomes. Regarding the government’s strategic reform capacity, however, the
assessment is more positive. Even though the structural reforms were
controversial (either for being too radical or too timid), the government
launched numerous initiatives in the last years in an attempt to deal with the
crisis: a profound revision of the labor market and pension schemes, and
restructuring the banking system as well as more minor reforms in education
and public administration. Spain has undertaken these societally painful
reforms with both political encouragement and some economic support from
the EU. At the same time, Spain has also suffered from the EU’s excessive
emphasis on austerity measures, rather than growth initiatives (the new
political cycle inaugurated in Brussels during 2014 appears more balanced).
By late 2014, positive economic-performance signs suggested that the
recovery was occurring more quickly than expected.

Nonetheless, Spain still faces several challenges on the sustainability of its
policy performance and the legitimacy of its political system. To begin with,
Spaniards have come to realize that their previous economic success (1994 -
2008) was built on shaky ground. There is, however, widespread disagreement
as to how to deal with the necessary adjustments. The Rajoy government,
which enjoys an absolute majority in the bicameral General Courts since 2011,
decided that its first priority was to convince the markets that Spain would be
able to avoid a sovereign default or a prohibitively expensive bailout. For this
reason, the strategy combined actions at two levels. At the EU level, through
various attempts to gain support and flexibility and, above all, to promote
further integration by strengthening the currency both economically and
politically. At the domestic level, the strong preferences of EU institutions,
creditor member states and, to some extent, the Popular Party (Partido
Popular) was to restore economic health through fiscal austerity, reduction of
private debt, the recapitalization of ailing banks and an internal devaluation
oriented toward regaining international competitiveness. In truth the
government has largely attained these objectives — combining unpopular
internal reforms and some successes in Brussels.
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Nevertheless, the main strategic challenges for the future economic
performance of Spain are still domestic — both on the fiscal front and, above
all, in its capacity to create jobs. Despite the austerity measures implemented
since 2010, fiscal weakness persist. Unless the recovery is really fast and
sustained, the continued gap between public spending and tax receipts will
oblige Spain to either meet further borrowing requirements, implement
additional cuts or, more attractively, to collect more revenue (by combating
tax evasion, which remains high, or increasing environmental taxes, which are
currently the lowest in the EU). Regarding unemployment, the destruction of
jobs recently reversed thanks to stronger competitiveness. This, however,
cannot be eternally based on wage cuts. Therefore, greater effort is required to
promote a new growth model based on education and innovation.

Evidence suggests that the current Spanish education and R&D systems are
hindering the move toward a more knowledge-based economy. Compulsory
education and universities are not characterized by excellence: the number of
early school leavers is double the EU average (though figures are falling from
a peak during the construction boom, when students had a strong incentive to
drop out of school at 16 and start work), PISA results are poor and only three
Spanish universities rank among the world’s top 200. Spending on research
and innovation is at only 1.3% of GDP - below that of other advanced
economies. The government has repeatedly declared that more attention to
education, innovation and entrepreneurship is strategically necessary to change
an economic model too dependent on real estate and tourism. Spain has the
potential to achieve this objective (as illustrated by research showing that,
when resources are available, the country is highly attractive to foreign
students; Spain also hosts several leading graduate schools considered among
the best internationally). However, since 2011 the government has severely
reduced expenditures on schools, universities and research. The only reform
policy that can scarcely be considered structural, is a new law on the quality of
education — the outcome of which is doubtful.

The priority given to crisis management, combined with the resulting lack of
money, has had a worrying effect on other “expensive” policy domains —
social and environmental programs — that also require strategic attention.
Despite the recession, Spain’s per capita income was $31,000 in purchasing
power parity terms in 2014 (from a peak of $34,000 in 2008), but the crisis has
amplified inequality and undermined every social program. A resulting major
crisis involves maintaining social cohesion in the short term, for there is a risk
that the costs of austerity and internal devaluation may become unsustainable,
and also over the long term, since the spending cuts in health coverage,
education, inclusion and family policies may increase tensions between the
“haves” and the “have-nots.”
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The ageing population is another major challenge. The average Spaniard today
lives 81.6 years, the birth rate is extremely low (1.3) and forecasts suggest that
one-third of Spain’s population will be age 64 or over by 2050 (the proportion
was 17.4% in 2012). This is obviously connected with future immigration and
the integration of foreign workers (remarkably, Spanish society has so far
avoided intolerance, although this may change with the next generation) but
also with the sustainability of the pay-as-you-go pension system. In recent
years, the number of social security contributors per pensioner has dropped
from 2.3 to 1.8. The Rajoy government has promoted two reforms: to raise the
retirement age and to recalculate pensions based on the economic situation and
a longer period of the worker’s earnings. It remains to be seen if this will be
enough to guarantee sustainability and how these lower pensions will impact
the social well-being of older people.

Regarding environmental sustainability, the current government shows little
concern despite the country’s risky position with regard to global problems
such as desertification and climate change. Spain, which needs to import most
of its energy, has decided to reduce its earlier — wise though expensive — stake
in renewable energies. Foreign affairs policy also requires more strategic
attention. The crisis has not only undermined the external prestige of the
country, but also drastically reduced its capacity for contributing to global
governance in the areas of security, economy and development. It is also true,
however, that Spain’s international projection is still remarkable. The country
is among the top 10 to 15 countries with the most international presence (in
absolute terms) and has been elected as a member of the UN Security Council
for 2015-2016. Both the government and society, having realized during the
crisis how interdependent Spain is with the rest of the world, are now willing
to adopt a more strategic foreign policy.

Perhaps the most complex challenge that Spain must grapple with in the
aftermath of the economic crisis does not regard policy performance but,
rather, the legitimacy of its entire political system. Most Spaniards are
dissatisfied with the way their democracy works and this disaffection toward
institutions has combined with peripheral nationalism in Catalonia and with an
anti-austerity sentiment throughout the country. This anti-austerity movement
has fueled the emergence of the radical leftist political force Podemos
(translated into English as “We can”) which has shown much appeal in
opinion polls. Efforts in Catalonia to vote on the region’s future relationship
with Spain could further destabilize the country’s political system. Without
ignoring the important strengths of the Spanish party system and the stability
of the government when compared to other southern or even northern
European countries, a renewal of the constitutional pact seems unavoidable.
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Dimensions to be addressed include the appropriateness of the territorial
structure to the asymmetric demands of self-government and the
empowerment of citizens who tend to consider the policymaking process too
dominated by the political parties, EU technocrats and interest groups. Thus,
some structural reforms need to be undertaken on the institutional and
governance dimensions. The most critical ones involve the opaque party
financing system — which is the main source of corruption — and other
mechanisms of control which need improvements or safeguards (such as
intraparty democracy, resources for stricter parliamentary accountability,
guarantees of media freedom, and a more effective and neutral judicial
system). The difficulty of accessing government information and the poor
quality of regulation are two additional dimensions which, even with recent
progress, require further improvement.

Finally, a more balanced and smooth interaction between the government and
other political actors is much needed. Spanish democracy, because of the
electoral system and the operation of the executive and legislature, has tended
to be rather majoritarian, with pros and cons vis-a-vis the consensus model.
The crisis has shown the worst face of these adversarial politics. Even before
the crisis began, however, political confrontation had overshadowed any sense
of the common good and ignored the strategic reforms necessary for
sustainable policies. After the crisis hit, the government imposed key decisions
with little effort to build public support or to negotiate with the opposition,
autonomous regions or societal groups. This leadership style has contributed to
alienating citizens from the political system and now the general public
appears to demand a radical change within Spanish institutions.

Depending on the strength of emerging anti-establishment parties in the 2015
elections, the landscape of the, so far stable, Spanish political system may
change radically and this may lead to either positive or negative developments.
The public’s obvious disaffection, peacefully channeled until now, and other
mechanisms may help to improve the quality of the political system. Citizens
may become more involved and critical toward long-established governance
defects such as the excessive concentration of power in party machines, lack
of transparency in the administration and significant degree of corruption.
According to polls, Spaniards still agree on the fundamental pillars of Spanish
democracy (economic and social modernization, a sustainable welfare state, a
semi-federal state and Europeanism) but demand new institutional
arrangements that may stimulate more power-sharing and sustainable
governance.
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Policy Performance

|. Economic Policies

Economy

Beginning in 2008 and ending in 2013, Spain sunk into a deep double-dip
recession that lasted five years. This terrible period, in which unemployment
exceeded 25% and the country had the highest public deficit among EU
countries (see “Labor Markets,” “Taxes” and “Budgets”), exposed serious
internal structural weaknesses linked to a real estate bubble and massive losses
of productivity since 2000. As a member of the euro zone, has grappled with a
very difficult situation in which it has lacked flexibility in its monetary and
exchange rate policies and has been subject to strict fiscal austerity. Moreover,
the flaws in the design of the euro seriously damaged the functioning of the euro
zone interbank system, making it difficult for Spanish institutions to refinance
their debts. With sovereign risk at unsustainably high levels, social unrest on the
rise, and growing doubts about the banking system, it was not surprising that,
after Greece, Spain became a subject of considerable international concern.

However, since 2013, Spain has been undergoing a surprisingly strong recovery as
the economy has adjusted quickly. Spending cuts and some structural reforms as
part of the government’s National Reform Programme (labor market, control of
public finances, banking sector recapitalization) proceeded at a rapid pace, unit
labor costs fell significantly and productivity rose. Most encouragingly and
despite the strength of the euro, exports began booming already in 2011 and, after
2012, FDI increased as well. Once Spain’s access to finance was expanded (a
result of ECB policies) and granted by the European Commission more flexibility
in meeting its fiscal targets, the economy began to grow again. Spain’s recovery
gathered momentum in 2014 with the economy growing by 1.4%, the highest
level in more than six years (estimates for 2015 suggest an impressive 2.5% in
growth, which is much higher than that seen in other large euro zone economies).
This recovery combines net exports and, for the first time in several years,
domestic demand. However, it remains premature to assume that a truly
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sustainable economic path has taken hold, as bank lending remains limited,
inequalities are growing and unemployment is high (24% in autumn 2014).

Citation:

Charles Powell and Federico Steinberg. “The Pain in Spain: Light at the End of the Tunnel?”, The
International Spectator: Italian Journal of International Affairs (Volume 47, Issue 4, 2012).

The Economist. 2014. “Bouncing back”. www.economist.com/news/europe/21605962-surprisingly-strong-
recovery-largely-export-driven-bouncing-back

Labor Markets

Even if Spain still has one of the highest unemployment rates among OECD
countries, Spanish labor market policies have shown some success during the
period under review. The jobless rate reported by the Spanish Statistics Institute
(INE) was 23.7% at the end of 2014, having fallen from an all-time high of 27%
in the first quarter of 2013 (the rate averaged 16.3 % from 1976 until 2014).

High levels of structural unemployment affect primarily low-skilled workers,
women and young people, and in particular those individuals living in southern
regions. There is also a long-established pattern of severe mismatch between
workers’ qualifications and job availability, with many highly skilled employees
not making adequate use of their expertise and capabilities. During the years of
crisis, unemployment increased dramatically, from 2.1 million jobless workers
in December 2007 to a peak of 6 million in February 2013. Beyond the fact that
the previous real-estate bubble had popped, this painful dynamic created an
intense debate on Spanish labor-market weaknesses: the inflexibility of
employment regulations (particularly concerning layoffs), the rigidity of
collective agreements and, above all, the existence of a dual labor market in
which an enormous 35%-40% of the workforce serves under temporary
contracts and has no job protection. This stands in direct contrast to those who
are overprotected (60%-65%).

The Popular Party (Partido Popular, PP) government passed a reform (Royal
Decree Law 3/2012) containing several measures such as prioritizing enterprise
agreements over collective agreements with the aim of moderating wages;
reinforcing temporary-job companies as employment agencies; fostering the use
of training contracts and extending the age of eligibility for such programs to 30;
introducing a new permanent contract with fiscal benefits for SMEs; creating
bonuses for hiring groups hit particularly hard by the crisis, such as youth and
older people; restricting the succession of temporary contracts and modifying
part-time contracts; introducing the possibility of modifying the functions of
employees, as well as their workday and salary.

Though still quite high, unemployment began to fall beginning in early 2013,
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when the Spanish economy entered recovery. By the end of 2014, the number of
jobless workers had fallen to 5.4 million (or 4.5 million with reference to those
registered as unemployed). A quarter of the new jobs were directly connected to
a new contract modality introduced by the 2012 decree, but it is difficult to
conclude that it has been the labor market reform (rather than the broad effect of
the economic recovery) which has provided this new positive trend. If anything,
the new regulation has had an impact by minimizing dismissal protections and
decreasing salaries (as collective agreements have become more flexible)
through a process of internal devaluation that reduces labor costs. As a result,
the Spanish economy is now somewhat more competitive. And though it is
creating jobs, this comes at the expense of job security and wages.

The Spanish labor market continues to languish under problems that public
policies have been unable to solve. Perhaps the three most important ones are: a)
lack of flexibility in the labor force (insufficient mobility, few part-time
contracts), b) high numbers of undeclared work (which also means the actual
unemployment is not so extreme) and, above all, c) the aforementioned dual
labor market, which is an important source of inequality. Analysts also point to
the several contract modalities, a flawed social dialogue and expensive
compulsory social security contributions.

Finally, it has to be mentioned that public spending on labor policies now
comprises a considerable share of GDP (around 4%). This is mainly as a
consequence of unemployment benefits, although two million jobless workers,
immigrants in particular, are not entitled and do not receive any benefits
whatsoever. At the same time, public spending cuts have reduced active labor
market policies programs to help the unemployed find work (e.g., training).

Citation:

Economically Active Population Survey (EAPS-EPA) 2014 third quarter. Spanish statistics institute INE.
www.ine.es/dyngs/INEbase/es/operacion.htm?c=Estadistica_C&cid=1254736176918&menu=ultiDatos&idp=
1254735976595

Labour Cost Index. Eurostat.

http://epp.eurostat.ec.europa.eu/tgm/table.do?tab=table&init=1&language=en&pcode=teilm100&plugin=1.
http://epp.eurostat.ec.europa.eu/tgm/table.do?tab=table&init=1&language=en&pcode=tps00076&plugin=1

Taxes

Tax policy only partially achieves the objectives of equity, competitiveness and
sufficiency in Spain. The country’s currently high level of public deficit and
debt (see “Budgets”) underscores a deeply unbalanced relationship between
public revenues and spending. Although this may be attributed to the crisis that
has hit the country since 2008, previous budget surpluses (from 2005 to 2007)
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derived from the real estate boom vanished once the bubble burst and
expenditures continued to grow. Spain collects less in taxes relative to wealth
(37% GDP in 2014) than most other European countries.

Tax policy with regards to equity and competitiveness is more difficult to assess.
Vertical equity exists in principle (with strongly progressive income taxes and
different VAT rates on products and services), but horizontal equity suffers
because of (a) corporate tax engineering, (b) fraud (which is much easier for
companies and professionals to commit than it is for medium- and low-income
taxpayers) and (c) the underground economy, from which the state does not
collect taxes at all. Although the Spanish taxation agency (AEAT) is generally
efficient, it has limited resources to collect taxes (its staff rate is only 0.61 per
1,000 inhabitants which is the second lowest in the EU only after Italy). Recent
increases in indirect taxation introduced during the review period have rendered
the tax system less competitive.

The current center-right Popular Party (PP) government has passed three big
controversial tax reform packages since assuming power in late 2011. The two
first reforms were implemented in 2012, when there was a clear risk of Spanish
public debt becoming unsustainable. Thes reforms involved tax increases
(primarily VAT but also direct income taxation) and remarkable spending cuts
adopted to limit the budget deficit. The third reform package was decided in
2014 and consisted of generous tax cuts: the top rate of corporate tax fall from
30% to 25% and the top rate of income tax from 52% to 45%. According to
Spain’s finance minister, this is compatible with the goal of reducing the public
deficit at the same time (assuming that the stimulating effect on the economy
can counterbalance reductions in some taxes).

Nevertheless, decisions concerning tax policy during these years have been
strongly influenced by the economic crisis and short-term considerations,
including elections, without a comprehensive underlying logic driving the
process. A more radical reform of the taxation agency (expanding its human,
ICT and financial resources) is clearly needed.

Citation:
Queralt, D. 2013. “Una politica fiscal eficaz 'y  progresiva” Agenda  Publica
www.eldiario.es/agendapublica/blog/politica-fiscal-eficaz-progresiva_6_88601151.html

Budgets

At several points in the euro zone crisis (spring 2010, summer 2011 and again
spring 2012), Spain’s budgetary situation has been considered almost
unsustainable. As a result, and although it was a fall in revenues rather than
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uncontrolled spending that drove up the public deficit, considerable budget cuts
were increasingly introduced. The most strict austerity phase began in May 2010
and lasted until early 2013, when the risks of insolvency clearly diminished and
EU institutions began adopting a somewhat more flexible attitude toward
deadlines in the attempts to curb Spain’s public deficit.

However, throughout the period under review, austerity measures continue to
dominate Spanish budgetary policy. Considering the small margin for
implementing any other fiscal policy and the absence of autonomous monetary
policy in the context of the EMU, the budgetary cuts and two structural reforms
(reform of the labor market and saving banks recapitalization) are the three main
features of the current government’s economic policy. This fiscal restraint has
succeeded in reducing long-term public sector borrowing costs thereby
preventing Spain from being forced into a full bailout scheme. However, given
the context of the severe economic crisis, neither the deficit (approximately 6%
GDP by the end of 2014) nor public debt (97% of GDP) have been significantly
reduced. Spain has the highest deficit in the EU, and its public debt to GDP ratio
is the seventh largest in the EU (after Greece, Italy, Portugal, Ireland, Belgium
and Cyprus). Thus, it would be premature to conclude that Spanish budgetary
policy has realized the goal of fiscal sustainability.

Nevertheless, the spending cuts were achieved with great effectiveness by
central and regional governments. This fiscal policy, imposed on Spain by
Brussels and Frankfurt (and Berlin), has allowed Spain to regain credibility and,
at the end of 2014, Spain’s risk premium was at the lowest level seen since early
2010. If economic growth consolidates and the ECB continues its current
expansionary monetary policy, the long-term sustainability of Spanish public
finances will continue to improve.

The most important budgetary reform introduced in 2013 and 2014 has been the
implementation of the Organic Law 2/2012 on Budgetary Stability and Financial
Sustainability of Public Administrations (also important in the past was the 2011
constitutional reform which establishes the obligation of a balanced budget and
requires that the state give public debt payments priority over any other
expenditure). A particularly positive development was the November 2013
creation of the Independent Authority for Fiscal Responsibility (AIReF) which
has the mission of overseeing compliance with the goals of budget stability and
financial sustainability.

Citation:
Independent Authority for Fiscal Responsibility: www.airef.es/?locale=en
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Research and Innovation

Spain has never been a leading example of research and technology policy, as
evidenced by the relatively poor ranking of its universities, the reduced number
of patents registered and other indicators of public or private support to
innovation, which are far below other advanced economies. Although it is true
that there has been an increase in the public spending devoted to innovation
since the turn of the century, the crisis has hit this strategic field and the
draconian cuts implemented in the last years have worsened the earlier situation
— which was not brilliant, either. The last Eurostat figures show a deep decrease
in investment in R&D, reaching only 1.24% GDP in 2013 (from a peak of
1.35% in 2009) while the European Union and OECD averages are above 2%.
The Ministry of Science and Innovation actually disappeared in 2012 when it
merged within the Ministry of Economy.

The government’s pledge to promote a new model of economic growth based on
brainpower rather than on construction after the bursting of the housing bubble
has not been reflected in the budget. On the contrary, the national research
council CSIC (the largest Spanish scientific institution with 6,000 scientists and
more than a hundred institutes) signaled in 2013 that a “catastrophe” in its
research centers may happen if no extra money was found. Its budget has fallen
by 30% from 2008 levels, and it only offered 35 permanent positions in 2014,
compared with 263 in 2008. The budget of the largest university (Universidad
Complutense de Madrid) has also been reduced by 15% during the same period.
Since 2012, the seven public research entities (including the CSIC) linked to the
central government have been assigned a replacemt rate of only 10% of retired
scientists. The same restriction applies to all public universities with more
teaching obligations for professors, who, consequently, have less time devoted
to research. At the regional level, the promotion of research has also suffered
considerably, except in the cases of the Basque country and Andalusia, which
show some progress regarding patents registered.

Many promising young researchers are going abroad because it is difficult to
remain competitive in a climate of such uncertainty with scarce resources. A rise
in the median age of the scholarly workforce, the obsolescence of lab
instruments and an excessive bureaucracy are other mitigating factors. As a
consequence, citizens have become more aware of the relevance of R&D
policies. According to the Cotec Report on Technology and Innovation, some
positive signs regarding R&D investment were evident in 2014, largely thanks
to European Commission funding and private investment (which represents 53%
of total Spanish R&D spending).
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Citation:
http://ec.europa.eu/eurostat/tgm/table.do?tab=table&init=1&language=en&pcode=tsc00001&plugin=1

COTEC. 2014. Informe 2014 sobre Tecnologia e Innovacion en Espafia. www.cotec.es/index.php/pagina/sala-
de-prensa/notas-de-prensa/show/id/1033/titulo/cotec-presenta-su-informe-2014-sobre-tecnologia-e-
innovacion-en-espana

http://sociedad.elpais.com/sociedad/2014/04/16/actualidad/1397672744_539094.html

Global Financial System

Spain, though aware of its limitations as an economic middle weight, behaves as
an important partner in international fora and tries to contribute actively to
improve the regulation and supervision of financial markets, as one of the
countries which has been particularly hard-hit by the global economic crisis and
financial instability since 2008. It participates in the G-20 meetings as a
“permanent guest” and in the Financial Stability Board. It is also part of the IMF
system (with 1.63% of the votes) and the World Bank (1.74%). As a member
country in all five agencies of the World Bank Group, Spain holds shares in
each (including international financial institutions which offer loans to
developing countries such as the IBRD or IDA). It has also been engaged within
the OECD in the fight against tax havens and particularly active regarding its
neighboring territories of Andorra and Gibraltar.

At the European regional level (but with a global impact) Spain is a member of
the European Union and the fourth most important state of the euro zone,
pushing hard from 2013 to 2014 toward a banking union and a more active role
for the European Central Bank in strengthening the single European currency. It
has also advocated for the improved regulation of rating agencies. In the private
financial dimension, the Madrid stock exchange plays a relevant role, while
Banco Bilbao Vizcaya Argentaria (BBVA) and Santander are very important
international banks. In November 2013, Spain cleanly exited a bailout program
that was agreed to in 2012 by the European Union to capitalize Bankia and other
smaller former savings banks in response to the country’s deepening financial
crisis. The now completely restructured banking system has guaranteed its
survival (although loans will have to be paid back over the next 15 years).

Citation:
www.imf.org/external/np/sec/memdir/members.aspx#S

web.worldbank.org/WBSITE/EXTERNAL/COUNTRIES/WBEUROPEEXTN/SPAINEXTN/O,,contentMDK:
20811636~menuPK:2205720~pagePK:141137~piPK:141127~theSitePK:292395,00.html
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I1. Social Policies

Education

Since the 1980s, Spanish investment in education (number of teachers, schools,
universities, transfers and scholarships) has increased the enrollment rates and
graduate output of upper secondary and tertiary education by a considerable
margin. To be sure, there are still problems of quality (as is explained below)
and equity (in particular, regarding access to preschool education or as a
consequence of the socioeconomic class segmentation between students in
public schools and those attending public-funded private, normally Catholic,
schools). Efficiency could be improved upon as well. For example, early school
leavers make up almost 25% of the young population, and are not easily brought
into training programs. Even if there has been some recent improvement in these
figures, this problem does not facilitate the goal of creating a skilled labor force.
Anyhow, the goal of creating a relatively efficient education system that
facilitates high-quality learning for everyone has been largely achieved.

Despite this success, it is broadly perceived among Spaniards that educational
outcomes are mediocre. This perception is based in part on Spanish universities’
poor international ranking and PISA test results. This concern about the state of
the system has fostered social and political momentum for launching reforms in
recent years. However, budgetary austerity has meant that only a few and
inexpensive regulatory measures targeting quality and efficiency in resource
allocation have been implemented, but at the expense of fairness in access.

Spain’s legislature, the General Courts, passed a new law at the end of 2013
(L.O. 8/2013) to “improve the quality of education” (also known as the “Ley
Wert,” in honor of the conservative minister for education) by taking advantage
of the absolute majority enjoyed by the Popular Party (Partido Popular, PP)
since no other party supported the reform. The initiative is ambitious in
introducing competition to the system, but it lacks a wide social consensus from
parents or teachers and it is not well funded. As its title suggests, the law focuses
more on quality than on equality of opportunities. The latter has declined since
2011 as a result of education spending cuts (in 2015, education spending
accounted for 5.6% of GDP, far below the OECD average of 6.3%) and the
increase in fees and conditions for obtaining funding and scholarships, which
serves to exclude poor students from the system.
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Social Inclusion

Societal exclusion remains a perennial problem for Spain: 20% of Spaniards live
at risk of poverty (or 27% if the more exigent AROPE indicator is used). Those
at a higher risk of marginalization include immigrants, unemployed youth and
elderly people with minimal pensions. Particularly serious is the child poverty
rate of 25%-30%, according to different reports published by the Council of
Europe’s Commissioner for Human Rights or the Spanish statistical authority
(INE). Women (in particular those in precarious employment and heading a
single-parent family) are more vulnerable than men. Finally, the rate of workers
under the poverty threshold is also very high - at 12.3%, this represents the third
worst case in the EU (average is 9%).

Two back-to-back recessions (2008-2009 and 2010 — 2013) have further
impoverished vulnerable households and broadened the gap between the poorest
and wealthiest sectors of the population. Spain’s Gini coefficient (0.35 in 2014)
places the country as the 13th most unequal country in the OECD. While it
performs better than the United States and Japan on this issue, it is more unequal
than most European states. The combined impact of economic difficulties (rising
unemployment and salaries or benefit cuts) and austerity measures (in health
care, education, social services, disabled) have exacerbated marginalization.
Even private-run social organizations have not been able to provide sorely
needed services. Nonetheless, Spain is on par with the OECD average in terms
of welfare spending on pension, family, health and integration policies.

In other areas of discrimination not associated with poverty, the current
government has not been very active in combating social exclusion, but it
nevertheless respected previous policies regarding gender equality in institutions
or the rights of homosexuals (see “Non Discrimination™). Finally, it can be
mentioned that a new legislation (RDL 1/2013) on equal opportunities of people
with disabilities and their societal inclusion was passed in December 2013, at
the same time that economic assistance to care for dependent people was almost
eliminated.

Health

The Spanish national health care system is relatively well-thought out and it
largely achieves the criteria of quality, inclusiveness and cost efficiency.
According to a report published in 2014 by the OECD and the European
Commission, the data regarding high life expectancy and low mortality rates
from all causes of death (including heart diseases, cancer, transport accidents or
infant mortality) demonstrate the effectiveness of t