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Preface

With this report, the Institut de l’entreprise is launching its reflection on 

the consolidation of public finances and the economic recovery of a 

number of large European countries since the economic crisis.

We begin by looking at Spain for three separate reasons; first and foremost, the extent 
of its budgetary recovery and reforms. In 2007, before the crisis, public expenditure 

was modest (39% of GDP). During the economic crisis, it substantially increased.  Recent 

policy however, has allowed public expenditure to decrease by 8% between 2008 and 

2014. A shrinking GDP led to an increase in expenditure in terms of percentage points 

of GDP, but only by 1.5, less than the Eurozone average (2.2 percentage points) or that 

of France (3.3 percentage points). The structural reforms, which aim to improve the 

competitiveness of both the country and its industries, are impressive in nature and 

scope. They have wide-ranging applications: on the labour market, the conditions of 

competition, the pension and health systems, the education sector, and institutional 

structure.   

The second reason we consider Spain is because of Europe’s role as a driving force 
behind the reforms. Spain’s plan for modernisation merges with the European project, 

in a timeline in which the country’s accession to the European Union and its economic 

transformation succeeded its democratic transition. Despite soaring unemployment 

rates and a drop in living standards which they have faced since 2007, the Spanish, 

unlike the Greeks, continue to support the European project in their majority. They are 

aware of what they owe to it. Having acceded to the EEC in 1986 and benefited from 

its financial support, the young Spanish democracy fully embraced the market economy 

and opened up to foreign trade after a long era of state intervention and relative autarky 

of the Franco dictatorship. 1

1. In his recent History of Spain (Perrin, 2013), the historian Benoît Pellistrandi reminds us that “the convergence 
towards Europe, a proactive policy firmly laid out by all democratic governments of the continent, cannot be seen 
as merely an accession or grants process. It is first and foremost an expression of the deep ambition of a society 
in search of recognition, which conceives of its modernisation through the lens of Europeanisation, realising the 
wish expressed as early as the 1910s by Jose Ortega y Gasset, who felt that “Spain was the problem and Europe 
the solution”.
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This period, beginning in the 1980s and resembling our own thirty year post-war boom, 

lasted until the crisis of 2007: Spain’s GDP increased by 130%2, and the standard of 

living of the Spanish caught up with that of their neighbours. The Prime Minister of Spain, 

Mr. Jose Luis Zapatero, could then boast that his country was surpassing Italy in terms 

of GDP per capita (in purchasing power parity)3 when it had accounted for only 75% of 

Italy’s GDP in 1995. Using this unit of measure, in 2007 Spain’s GDP per capita in fact 

represented 101% of that of Italy, 96% of that of the Eurozone and 97% of that of France. 

Whereas in 1995, the country’s GDP per capita was only 75% of that of Italy and ac-

counted for only 79% of that of the Eurozone and of France! Admittedly, this indicator 

had been boosted by artificial growth promoters (property prices and inflation) which 

the crisis corrected4. But in 2013, Spain’s GDP per capita was still above its 2002 

levels, accounting for 88% of the GDP per capita of the Eurozone and France, and 97% 

of that of Italy. The overall assessment is positive for the Spanish. In 2013, Spain’s 

real GDP per capita remained 4.7% higher than in 2000, whilst the Eurozone as a whole 

only saw an increase of 2.4%. 

Our third reason is that some of the characteristics which Spain shares with France 
are often used to explain the difficulties in passing reforms in our country. First with 

regard to the economy, there exists structural unemployment of an even greater scale 

than ours, and a public sphere which has inherited labour market rigidities, traditions 

of economic interventionism and a certain institutional conservatism. Especially in terms 

of economic culture, we are more similar to Spain than to Anglo-Saxon or Scandinavian 

countries, or even to Germany, as illustrated by Spain’s attitude to the market economy.5 

In the classification used by economists Yann Algan and Pierre Cahuc between “societ-

ies of trust” and “societies of distrust”, Spain occupies an intermediary position, half-

way between the Scandinavian democracies and France. The current process of eco-

nomic recovery taking place beyond the Pyrenees is thus undoubtedly a chance for our 

country to take away some lessons. 

2. The average annual GDP growth, which amounted to 1.9% between 1974 and 1985, was at 4.5% between 1986 
and 1990 (vs. 3.3% in Europe), 1.3% between 1991 and 1995 (vs. 1.5% in Europe) and 3.7% between 1998 and 
2007 (vs. 2.6% for EU-15 countries).

3. The unit of measure used was the nominal GDP per capita, composed of purchasing power parities and published 
by Eurostat.   

4.  From 2007 until 2013, the nominal GDP per capita fell by 1.1% per annum in Spain and by 0.5% in Italy, and 
rose by 0.2% in the Eurozone and by 0.6% in France.

5. International surveys conducted by the Globescan Institute (in partnership with the University of Maryland) and 
by the Pew Research Center, analysed in appendix of this report, show that the Spanish tend to resemble Anglo-
Saxons and Germans when questioned in absolute terms about the virtues of the market economy, but they also 
display an interventionist reflex and an acute awareness of inequalities which can make them seem closer to the 
French.
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A monograph of exceptional quality was carried out by Adrienne Brotons. Her analysis 

of the Spanish economy and its developments is highly detailed, precise and objective. 

Her thoughtful reflections clearly identify key trends and lessons of great interest. I will 

mention four of these here:

 >  The Spanish recovery shows us first of all that it is possible to regain competi-
tiveness, and that economic decline is not inevitable. 

In 2007, right before the crisis, Spain’s fiscal deficit was 10% of GDP. Its current account 

was in deficit since 1986 and its trade balance since 1971. The economy was heavily 

maladjusted as a result of the hypertrophy of the property sector. By controlling wage 

costs, adjusting taxation to favour economic activity, and reducing public expenditure, 

Spain is today well on the way to a successful transformation of its economic model. 

In the long run, the new model could come to be based on two pillars: high-value exports 

and tourism. As of 2013, the country showed a current account surplus of 2% of GDP. 

Today its exports are growing even faster than those of Germany (+5% per annum). 

Controlling wages has made it possible to reduce the unit labour cost (by 3% in 2012 

and 1.6% in 2013). The renewed cost competitiveness does not explain everything: a 

number of sectors have also moved upmarket, such as the chemical, pharmaceutical 

and machine tool industries, in which Iberian manufacturers are moving up the value 

chain.

 >  The second lesson here is that it is possible to combine a strategy of deficit 
reduction with structural reforms. 

The most emblematic Spanish reform is that of the labour market. Historically, Spain, 

like France, was characterised by a rigid labour market whose “dualisation” was even 

more pronounced. This rigidity largely explains why Spain was historically affected by 

exceptionally high structural unemployment (15% at the beginning of the 1990s). 

This rate of unemployment then dropped during the years of euphoria: in 2007, at its 

lowest point, it was still at 9%.

In terms of employment, the consequences of the crisis were dramatic, with a rate of 

unemployment among young people which at times exceeded 50%. Like the overall 

unemployment rate, it is still at unacceptable levels. But the government has succeed-

ed in reversing the trend. Between the second quarter of 2013 and that of 2014, Spain 

Preface
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saw its first rise in employment at an annualised rate in six years (+190,000 jobs) and 

the most significant drop in unemployment since 2006. The number of job seekers thus 

fell by 310,000 to 5.6 million people, and the rate of unemployment dropped from 26% 

to 24.5%. In the third quarter of 2014, the downward trend continued, reaching 23.7%, 

a level not seen since the end of 2011. The employment intensity of growth has in-

creased, as a level of growth of less than 2% is now sufficient for job creation.

One explanation for this is the labour market reform instituted in 2012. This reform 

made it possible to improve flexibility within companies, to reduce the costs of dismiss-

al for employees with permanent contracts, and to create the right conditions for great-

er wage moderation. The social partners’ sense of responsibility was crucial: trade 

unions explicitly agreed to give up on the direct indexing of wages to inflation rates, in 

order to benefit growth and employment.

 >  The third lesson relates to Spain’s strategy for improving public finances: 
its policy is effective because it relies on the powerful leverage of reduced 
expenditure.

Spain’s public deficit certainly remains very high: it was still 7% of GDP in 2013 and 

debt could reach 100% of GDP this year. But a considerable structural effort has been 

made. The primary structural deficit decreased by 6.8 percentage points of GDP since 

2009. In terms of fiscal consolidation, Spain ranks fifth among OECD countries. Aside 

from the occasional measures applied here and there, three principal levers were em-

ployed simultaneously: management of the public workforce, control of local finances, 

and pension reforms. 

Since 2010, the Spanish Government has succeeded in reducing its personnel costs, 

cutting down the wage bill by 5% between 2010 and 2014, or 7.5% if excluding univer-

sity staff. Overall, the workforce was reduced by 7%. Moreover, within the framework of 

the labour market reform of 2012, it was decided that dismissal for economic, technical 

or organisational reasons was to be applied to public sector workers.

Spanish authorities also actively seized the challenges posed by local finances. There 

had been a worrying slide in spending by autonomous communities before the crisis, 

which rose from 10.1% of GDP in 1995 to 14.9% of GDP in 2007, without a transfer of 

functions to justify it. Control over the local authorities’ expenditure was bolstered in 
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2012 by an organic law which addressed potential risks through preventive, corrective 

and enforcement mechanisms. Since 2010, local authorities have lightened their payroll 

by 15%. It will take some time before we can judge the effectiveness of this new scheme; 

but such a reform is particularly ambitious if we take into account the country’s strong 

tradition of decentralisation. 

Finally, the pension reform is striking in its scale. The system was modified twice during 

the last four years. All parameters were utilised: the legal retirement age was increased, 

as was the length of the contribution period, and the indexation of pensions to inflation 

was abolished. With the sustainability of the system in mind, an update of the principal 

parameters is planned for every five years, in order to adjust to increases in life expec-

tancy. 

 > The fourth lesson relates to the political conditions of the reforms. 

Some of these are rather specific to Spain. Since it embraced democracy, Spain has 

been the stage of a certain consensus between governing parties and economic leaders 

regarding a common goal which relies on adherence to the European project and the 

consolidation of a social state. We also note the absence, until very recently, of populist 

parties or extremists presenting themselves as a realistic alternative to present 

government parties. Euroscepticism remains limited, in spite of the Podemos party’s 

results at the last European elections. 

The fact remains that in a country where a civil war was the most consequential 

event of the 20th century, such a consensus is remarkable. It all comes back to the 

new institutional practices established by the young Spanish democracy. One of the 

most emblematic examples of this is the regular public debate concerning the pen-

sion system organised through the “Toledo Pact”. The Pact has made it possible to 

limit mobilisation against the reform of one of the most generous public pension 

systems in the world, whose sustainability was made even more problematic by the 

accelerated ageing of the Spanish population.

The timing of the reforms played a determining part. The reform of the labour market 

was thus voted in within the first hundred days of the new government’s taking office. 

On a number of occasions nevertheless, Royal Decrees had to be used: 29 just in 2012 

against an average of 14 per year during the establishing phase of the democracy, 

and 12 per year during the decade preceding the current government. 



We must also recognise the desire of the Spanish people that their country’s recovery 

not be overly dependent on external guidelines set by the troika of the European 

Commission, the ECB and the IMF. The Spanish have wished to prove their own capacity 

and determination, by ambitiously defining and implementing the different terms of 

their recovery themselves.  

We have yet to see if the gamble will pay off. 

But for the time being, their performance has truly been exemplary.

Michel Pébereau 

Honorary chairman of BNP Paribas 

Chairman of the Working Group on European fiscal consolidation,  

at the Institut de l’entreprise
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Summary

T he current recovery of Spain’s public finances, and the structural reforms 
imposed by the country’s various governments since the economic crisis 
of 2008, are a perfect demonstration that there is no such thing as irre-

versible decline. Despite the fact that the Spanish economy and its public accounts 

were hard hit by the global economic crisis of 2008, a situation exacerbated by a 

national real estate and banking crisis, a resurgence is taking place and the 

country is showing a positive growth rate as of the second quarter of 2014. 

An economy and public accounts hit hard by the crisis of 2008

Before the economic crisis of 2008, Spain displayed a low level of public expenditure 
and a strong growth rate. In 2007, Spain assigned 39.1% of its GDP to public expen-

diture, whilst the EU-15 assigned it an average 45.8% of GDP. The average annual 

growth rate of the Spanish economy was 3.8%. Nevertheless, this strong growth was 

accompanied by consumer and corporate debt, causing a real estate bubble and 

escalating external deficits. 

The effects of the global economic crisis of 2008 were amplified in Spain by the collapse 

of the real estate bubble, and consequently of the building sector, the main driving 

force of Spanish growth. Before the crisis, the construction sector represented 13% of 

jobs (compared to 7.5% for the whole Eurozone). If we take into account all activities 

linked directly or indirectly to the property sector (housing and insurance services, 

tourism, banking activities, etc.), approximately 30% of total employment was account-

ed for6. The bursting of the real estate bubble thus explains why the rise of unemployment 

in Spain was so much greater than in the remainder of the Eurozone. Unemployment in 

Spain rose from 8.3% in 2007 to 20% in 2010, compared to an average rise from 7.6% 

to 10.1% in the Eurozone.

6. “The adjustment to employment in the building sector in Spain represents ¼ of job losses in the Eurozone”, OFCE 
(the French Economic Observatory), January 12, 2010.
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The initial stimulus plans caused a rise in public expenditure, the creation of a public 

deficit and an increasing debt burden. Between 2007 and 2012, Spanish public ex-

penditure increased by 8.7 percentage points of GDP (compared to a rise of only 4.2 

percentage points of GDP in the EU-15 over the same period). Public finances deterio-

rated sharply from 2009. With a surplus of 1.9% of GDP in 2007 (whilst Eurozone 

countries presented an average budget deficit of 0.7% of GDP), in 2009 the Spanish 

public balance showed a deficit of 11.2% of GDP. Similarly, Spanish debt went from 

36.3% of GDP in 2007 to 93.9% in 2013, or an increase of 57.6 percentage points 

of GDP in six years.

Drastic austerity measures

Starting in 2010, Spain began implementing drastic austerity measures, relying both 
on increased revenues and spending cuts. In order to reduce the public deficit, the 

main tax rates were gradually increased as of 2011 (VAT, income tax and corporate tax).

With the consistent aim of fiscal consolidation, the Spanish Government chose to 

reduce expenditure in various public policy areas and levels of administration. Since 

2010, the Spanish government has noticeably reduced its personnel costs. After an 

increase in total public sector wages of 15% between 2000 and 2008, the wage bill 

dropped by 5% between 2010 and 2014 (or 7.5% if excluding university staff). 

All in all, Spain’s public expenditure decreased by approximately 8% between 2008 and 

2014, whilst over the same period France saw a 4% increase.

Extensive structural reforms

This policy of fiscal consolidation was accompanied by a series of structural reforms, 
aiming at strengthening the competitiveness of the Spanish economy. Spain notably 

increased its control over local spending, so as to improve the shared management of 

expenditure across various administrations. Such a reform is particularly daring in a 

highly decentralised country such as Spain.

Successive governments have also sought to reform the labour market in order to in-

crease its efficiency. There as been strong praise for this reform among the OECD.
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The retirement system, whose long-term sustainability was threatened, was also re-

formed in 2011, notably by raising the retirement age and increasing the duration of 

contributions. An update of the principal parameters is planned for every five years, 

adjusting to increases in life expectancy. This reform was followed in 2013 by a law 

guaranteeing intergenerational equity and the financial integrity of pension funds, which 

abolishes the indexing of pensions to inflation as of 2014.

Lastly, various reforms were carried out in the field of competition (improvements in 

the function of markets for goods and services; incentives for entrepreneurship), 

in the financial sector and in the education sector (school system reforms aimed at 

diversifying workforce skills).

Political conditions of the reforms.

The citizens’ desire for fairness and transparency, the political legitimacy of the 
newly elected government and an alliance between major political parties all formed 
the basis for the main structural reforms. The relative consensus surrounding the 

proposed pension reforms in Spain can be explained by the frequency and transparen-

cy of the debate on the future of the pension system. Spain’s fiscal framework reform 

benefited from the support of the two major political parties and was based on the 

citizens’ firm demand for transparency. The labour market reform brought about stronger 

opposition, but it was still adopted within the first 100 days under the new government 

of Mariano Rajoy. 

Even though the main opposition party is weakened, Mariano Rajoy’s government is 
now encountering strong opposition in certain autonomous communities and a fall in 
public confidence. The Spanish Socialist Workers’ Party (PSOE) was weakened by its 

poor score at the European elections and the resulting leadership change. The adoption 

of a constrained fiscal framework for the autonomous communities has increased 

tensions between the central and regional governments. The crisis notably reinforced 

the Catalan independence movement, which has been locked in a political struggle with 

the Spanish government. Although social protest movements have died down, part of 

the electorate has been loudly expressing its opposition to fiscal austerity policies by 

voting for the Podemos party and manifesting a growing distrust in the government of 

Mariano Rajoy.
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Continuing signs of weakness make it all the more necessary to step-up the effort.

In Spain, structural reforms and budgetary rectitude seem to be bearing fruit. In the 

second quarter of 2014 the country’s growth rate was 0.6%, the best it has seen since 

the beginning of the crisis in 2008. In terms of annual variation, the GDP rose by 1.2%, 

a rate unseen in six years. In July 2014, the IMF raised its estimate of Spanish GDP 

growth for 2014 by 0.3 percentage points of GDP (to 1.2%)7. As for the Spanish govern-

ment, in September 2014 it revised its growth forecasts for 2014 and 2015, elevating 

them to 1.3% and 2% respectively. This growth relies both on exportation, increased 

due to a reduction in labour cost and an increase in upmarket exports, and also on the 

domestic market, boosted by a lower unemployment rate. 

Nevertheless, the country’s economic situation remains fragile. Although it is rapidly 

falling, the rate of unemployment is still exceptionally high. According to Eurostat, in 

2013-2014 Spain saw the biggest drop in unemployment out of all other European 

countries. Yet the rate of unemployment still remains elevated: 24.7% in autumn of 

2014 (and 53.6% among the younger generation). 

Rebalancing the growth pattern will take several years. Even though in 2013 (for the 

first time since 1986) Spain showed a current account surplus, it will take several years 

for the country to reabsorb the deficits accumulated on its current account before the 

crisis. There has been a significant deterioration of its net international investment 

position, passing from 65.8% of GDP to 91% between 2006 and 2012, when at the 

same time FDI inflows decreased.

While private sector exports have been strengthened since the crisis, the sector’s ca-

pacity to maintain a sustained growth rate in the coming years, and especially its po-

tential in terms of job creation, is questionable, notably when considering the current 

skills mismatch of the Spanish economy. In 2013, only 55% of the working-age popula-

tion had completed secondary school, compared to 70% in the Eurozone, a fact which 

is likely to slow down the upmarket move that the Spanish government is seeking for 

its economy.

Lastly, the public deficit remains high (7.1% of GDP at the end of 2013, 5.5% of GDP 

forecast for 2014), as does the national debt which will reach close to 100 % of GDP 

by the end of 2014. If a few months ago we were still unsure of the risks that pursuing 

7.  The IMF downgraded its 2014 forecasts for the United States to 1.7% (- 1.1 percentage points of GDP), for 
France to 0.7% (- 0.3 percentage points of GDP) and for Italy to 0.3% (- 0.3 percentage points of GDP).
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Summary

fiscal consolidation could pose for recovery, that situation has now been reversed. Whilst 

the financial stimulus facilitated by the ECB’s accommodative policy, renewed growth 

and decisive upcoming elections push the country toward the status quo, the pursuit of 

structural reforms remains a high-priority issue.
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