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The Spanish Economy at a Glance

This report is a brief synopsis of the Spanish economy aiming at introducing a descriptive
analysis that highlights recent developments in different aspects of the economy as well as
summarizing stylized facts related to the demographic profile of the country. The report also
presents an assessment of the performance of the Spanish economy in light of key international

indicators.

|.Introduction

= The Spanish economy accumulated Iz
imbalances during the long boom tl
endedwith the global financial cris.

= After achieving stabilityin 2010, the
economy fell back intwecesion in mid-
2011 as the euro area crisis spreas
Spain.

= Unemployment  ympeg, to an
unprecedented levah five years t reach
27%, besides,he fiscal positiorbecame
worse and unsustainable.

= Recognizing thesize of the structural

problems the Spaniskeconom' has to
confront, he government designetwo
programs for achieving stability al
economic refornthat address the major
challenges.

= The measures included in the Natio
Reform Program (NRP) 2014 ¢
targeting five priority areaas follows:
oPursuing growth- friendly fiscal
consolidation.
oRestoring lending to the econor
oPromoting
competitiveness.
oTackling unemployment and tl
social consequences of the cr
oModernizing public administratio

growth an

II.Overview of the Current Economi
Performance of the Spanish Econot

»Spain is the fourthargest country in th
Euro area concerning the gross ve
added which represents about 10.8%
the total value added in the reg. Spain
comes in ranking after Germany (28.5!
France (21.4%) and Italy (16.3¢

Figure 1.Gross value added (at basirices)
in 2013
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= Spain's economy expanded by 0.4%
the first quarter of the year topping 1
previous quarter's growth rate by i
tenths of a pointthe National Statistict
Institute, INE, confirmed. Howeve
unemployment remainsat a record
25.93%.

= Spain's GDP grew 0.6% compared to
first quarter of 2013, after declining |
0.2% in the previous quarter. That ma
Spain's first annual growth figure af
nine consecutive quarters of econol
contraction. The improved econon
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performance was due to increa:
domestic demand, offset partially by
drop in external demand, the INE s

Figure 2. Evolution of Real GDP Growitt
rate (2002-2013)
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= GDP expanded by 0.2%azq in the last
quarter of 2013. The rate oictivity is
expected to accelerate during 20
leading to an average GDP growth ratt
1.1% for the year as a whole. The posi
contribution to growth from the exterr
sector is expected to narrow progressi\
over the forecast horizon, while dome
demand takes over as the main gro
driver.

Figure 3. Contribution to Growtl (year-on
year% change)
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Figure 4 Distribution of Value added b
Sector: Share in 2013
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= The Spanish economy a service based
economy as theseven main service
activities account for 72.1% of val
added generated in the econc Industry
without construction sector accounts
(17.5%),
represents about (436) of the overal

while manufacturing alol

value added.

Figure 5. Real GDPgrowth rate- 1 year %
change in 2013
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= Among the Euro zon the positive
growth of GDP in 2013 was achiev
in Latvia (4.1%), Malta (2.4%) ar
Luxembourg (2.1%), while spain w
still suffering from negative growtt-
1.2%).
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= Early indicators for thguarte indicate
that
economic activitycontinue.

the gradual improvemer in

Figure 6. General government fixe
investment as percentage of GDP (2(-2013)
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= Gross fixed investmenwas growing in
Spain until 2009, wheit is achieved a
peak level as gercentag of GDP
(4.5%). During the growtr period,
Spain was highethar the level of
Euro area. The grogixed investment,
then declined sharply about 66%
decrease to reach.5% of GDP in
2013 which is belowvthe realized level
of the Euro area.

Figure 7. Evolution of Inflation rate annual
percentage change (1999-2014)
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Source: Eurostat.
= Inflation has been very close to zerc
2013, even negative in some mor

and prices are already falling for ath
of the items in th€CP| baske Spain’s
inflation rate is below that of the Et-
zone.

Figure 8. Evolution of Import Prices in Spair
annual percentage change (20-2012)
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Source: INE.
Performance of Fiscalndicators

= According to the latest Eurostat Statis
for the Euro eea, fiscal consolidatio
continued last vyear,
moderate pace than in 2012. The ger
government deficit reached 6.6% of G
for the full year.

but at a m

= According to the European commissi
the impact of the 2014 budget measlt
and an improving maoeconomic outloo!
are expected to reduce the deficit to 5
of GDP in 2014, mostly thanks to low
expenditure.

Figure 9. Evolution of General Governmer

Deficit/Surplus as a percentage of GI
2002-2013)
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Source: Eurostat.
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= |t is obvious from thdigure above that below the Euro arelevel by almost five

Spain was achieving éudge surplus percentage poini&9.7%)
until 2007 WhICh_Waalways higher than Figure 11 Total general government revent
the surplus achieved ithe Euro area- as percerdge of GDP (200-2013)

(2.4% and 2.1%espectively’ 49

= The government budge balance 4 —
. . . 45

witnessed a sharpecline till 2009 at 43

which the highest levebf deficit (- 2

11.1% of GDP) achieveanc was higher 297’ ‘V/f\\

than that of the Euro arée.4%). There wl \/VA
was some adjustingneasure taken to NN NI NN
reduce the deficit whictresulted in a
drop to about (-7.1%) oGDP in 2013.
Still this deficit level ishighel than the
Euro area (-3%) whictlrequires more
efforts in the fiscal policyadopte: by the

emmgums Spain  ==fil==Euro area

Source: Eurostat.

= |t is observed thathe growth in the
government revenuesn Spain was
volatile during theperioc (2002-2013).

government. _
The revenues wergrowinc gradually
Figure 10. Total general governmer until 2007 that was thpeak year (41.1%
expenditure as percentage of GDP (2(-2013) . .
53 of GDP). After the c8is a sharp decline

51 N- in the revenuegesultecin a trough point
49

47 | P —— t 7\ in 2009 (35.1%). Theevenue continued
e . . . .

/ v growing conservativel till 2013 which

ﬁ { achieved about (37.8p6f GDP.
39 A

2; Figure 12 Total general governmer
P E L E S0P expenditure and revenue as percentage
A N S QM GDP (2002-2013)

e Spain ===l Euro are:

Source: Eurostat. 47
= Regarding theyovernmer expenditure, 45 IN \

Spain’s spending waicreasin with a :‘j

high rate till 2009 whichwas the peak 30 -

year (46.2% of GDP). Athe same time 37 \/vﬁd
. . 35

this level of spendingvas below that of

& & &
N

49

EENERREN
the Euro-zone. Theneasure taken by

the government toreduct the budget
deficit led to a decline in the
expenditures to reach (486) of GDP in
2011, then it increassightly to (47.8%)
in 2012 and droppe@gair in 2013 to
reach about (44.8% oEDP. which is

e=gu= Expenditure ==fll== Revenue

Source: Eurostat.
= During the fiscal expansion phase (2-
2009), Spain was considerihe fourth
country in the Eur@one in its increase in
expenditure (6% of GDP) after Irelar
Slovenia and Finland.
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Figure 14. General government Gross Debt
percentage of GDP (1992013

100

= The fiscal consolidatioproces starting in
2009 has not been able ttose the gap

between revenues ardpenditure. 90
*The government iseducin¢ expenditure 33
mainly via the reductior of public 60
investment, which hadecrease by 60% iﬁ
since 2009. Publicemployees wages 30 L T N e O

represent the secondgbies reduction, a
total of 4% since 2009. Qthe other hand,

g SDain ===l Euro area

spending on interestpayment has Source: Eurostat.
increased by 70% sin@90¢ as a result of *The Euro area fourth largest economr
the higher level of publiddebt and the after Germany, France and Italy, Spail

one of the main contributors to t
over $11 trillion in Eirc-zone debt, along
with other bailout nations Cyprus, Gree
Ireland, and Portugal.

*The country has over $1.3 trillion
ety public debt (954.8 billion euro at the e
(;%ﬁfcf); of Q3), which is 93.4 percent total
44 GDP. After the crisis hit the Spanis
economy, the government debt jumj
from its trough level (36.3% of GDP)

increased cost of mark#hancing

Figure 13 Classification of Governmer

Expenditure by Function in 201
public
administra
tion; 12,8

defense.
military
expenses

environme
ntal

Education; protf(;tion;
householc 1, 2007 to reach (93.9%) of GDP in
Culture/rel Health comunit
igion; 2,7 insurance; servicesy years.
12, 0.
Source: Ministry of Finance. Figure 15 General government gross de

Maastricht debt) % of GDP in 201

= Regarding the allocatioof the budget, it
200

is clear that sociaprotectior programs 180
160

capture the big sharen government 120

expenditure  (37.1%). Welfare state 1090
expenditure items accoufur nearly 60% o
of the overall budget, whilthe remaining %]

funds goes to economiaffairs (16%), g g % jé § é é % § § E f‘é%g %’Eg
public administration(13%) and 11% of % R B B}

the budget is allocatedo the five Source: Eurostat.

functions  of defense  security, =In 2013 government debt accounted
environmental protection  household 93.9% for Spain which is consider
services and cultural twities. relatively less than that of Irelal

(123.7%), Portugal (128.9%), Ita
(132.6%) or Greece (175.1¢
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. . ) lowest countries in the EL-zone in its
Figure 16. Net external debt in % GDP i . .
2013 positive position(1.5%)
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Source: Eurostat.

= Net extenal debt was nearly(89.7%) s8e553
GDP in Spain, whichrepreseni the * 38 ¢ g§
second highestountry in the Eur-zone -4 =
after Greece (130.3%). 5

Figure 17. Net international investmer Source: Eurostat.

position in % of GDP in 2013 * [n 2013, Spain is ththird country in the

200

Euro-zone that haversegative growth of

the terms of trade 3:1%) that is after
Slovakia and FinlandContrary to this,
Luxembourg andPortuga are the largest
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Source: Eurostat. =Spain’s trade balanckas significantly

= |t is obvious from the figure abovthat improved in the last gear: (from -7% in
Spain still witnesses a deterioration in 2007 to 2.9% ofGDF in the second
net international investment positic quarter 2013)

since it is the fourth country in the E-
zone after Greece, Portugal and Irel
with nearly (98.2%) of GDI.

= According to theMinistry of Economy
and Competitivenesdshd main exporting
sectors in 2013 wereapita goods with a
_Figure 18 Net lending / borrowing in % GD} share of 20.7% ototal exports, food
2013 (15.2%), vehicle$14.3% and chemicals
(14.2% of total).
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Source: Eurostat.
= Concerning the net borrowing as
percentage of GDP, Spain is one of
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Figure 20. Shares of world export- % change
in 2013

Luxembaur(

d AN o N N O ®
,

Source: Eurostat.
=The export performance s been very
robust, contributing to the -balancing
of the economy.
= Exports of goods and services increg
from, respectively, 17.6% and 8.8%
GDP in 2008, to 23.5% and 10.6%
GDP in 2013.
= Export of goods as a share of GDF
still well below theshare of German
(42.7% in 2013), but compares well w
two other large Bro area economi
(21.4% of GDP and 25¢ of GDP in
France and Italy respectivel
=Moreover, the share of services
Spanish exports is well above other la
Euro area economie&sérmany, Franc
and ltaly are at 7.7% of GDP, 6.1%
GDP and 5.4% of GDP respective
=The change in Spain export share in 2
(4.2%) is twice that of Netherlands (2
and is the third in the Eurozone al
(6.6%) and

Portugal Luxembou

(4.8%).

Figure 21 Current account balance in % ¢
GDP -3 year average in 20:

2014
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Source: Eurostat.

= In 2013 there was a current acco
deficit that represented about 1.4%
GDP in Spain. While the four bigge
countries which realized surp- were
Netherlanls (9.7%), Germany (7.3%
Luxembourg (5.9%) and Irelar
(4.1%).

= The current account has turned i
surplus, as a result of a combinat
of import compression and stro
exports, supported by competiven
gains. The housing market F
approached stabilation

Figure 22 Sectoral Composition of th
Spanish Exports of Servic

ETourism ®Other Service

=Tourism exports had declined sligh
from 45.1% in 2007 to 41.6% in 201
while other services had increased fr
54.9% to 58.4% during the same per
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Labor Market Performanc Labor Market Developments in Spain

. ® Spain witnessed a five-year economic and financial crisis,
= Spain has two measures of unemploym

The stated rate is based on a quar high rate of youth unemployment which accounts for almost
survey of households and the registe 60% as Greece.

rate reflects those recorded in = Ranked as Europe's second-highest jobless rate, Spain has
embarked on an ambitious program for reforming the labor
market. The reform focused primarily on collective bargaining

which resulted in an employment crisis that is evidenced by the

government’s employment offices

jobless and actively looking for work (jc and on dismissal regulations.
seekers) at the end @ach montt = Since the onset of the crisis, Spain, had implemented labor
market reforms. The main aims of these reforms were:
*Having peaked at 27.2% in the fi 0 Increasing the internal flexibility of firms
quarter of 2013, the unemployment r 0Paving the way for companies to be able to modify
retreated to 26% at the end of 20 certain aspects of their working conditions relative to the
mainly due to the decline in the lat provisions of sectoral-level collective  bargaining
agreements

force, whereas employment kept falli
until the third quarter. However, tl
process of jolestruction bottomed out
the last quarter of 2013 and employm

OReducing employment volatility by increasing the
incentives for permanent contracts.
® The collective bargaining system was also modified to allow

firm-level collective agreements to prevail over upstream ones

is expected to grow faster 12014, and, more recently, in February 2012, a new labor market reform
prompting a moderate fall has been passed with additional measures to significantly increase
unemployment. wage bargaining decentralization and reduce employment
protection legislation for permanent workers.
Figure 23. Employment -1 year % change i ® ‘The 2012 labor market reform was one of the most successful
2013 reforms.

= The situation of young adults in Spain is particularly

worrisome since they are the segment of the population with

the highest unemployment rate. This problem is

predominantly due to a mismatch in the skill set demanded

and that supplied due to an over-qualification of the

workforce.

= To combat this, it is necessary to improve the Spanish

education system by increasing the number and appeal of

Source: Eurostat. technical schools and improving those institutions that match

the unemployed with jobs.

= Spain achieved the sarannual change
in employmentas Cyprus and Portu
(-4.2%). Spain ixzonsidere the second
country in the Euro-zonafter Greect
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Figure 24. Longterm unemployment rate- %
of active population in the same age group
2013
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Source: Eurostat.

= Spain is theacond largest country in tl
Eurozone after Greece (18.4%) long
term unemployment, since it suffe
from 13.1% of active population long
term unemployed.

Figure 25. Active population aged -64 as a
percentage of Population in the same a
roup in 201z
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Source: Eurostat.

= Currently the unemployment rates sta
at 26 percent, which the governm
hopes to trim down to 25 percent or |
by the end of 2014, which is still twice t
Euro area average of 12 perc

= Active population in Spain is ndy 74%,
which is not far from Germany (77.5¢
and Netherlands (79.7%) and almost
same as Latvia, Estonia and Finle

Figure 26. At risk of Poverty Rat- % of total
population in 2012
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» Spain is the second largest country in
vulnerability rate ofpopulation, whic is
the personsvho are at the risk of fallin
under the poverty line which is 22.2%
total population. This is a very high re
especially when it is compared to |
Netherland’s rate (10.1%

Figure 27. Youth unemployrent rate - % of
active population in the same age group
2013
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Source: Eurostat.
= Youth unemployment is the bigge

problem in the labor market in Sps
Spain is the second largest cour
(55.5%) after Greece (58.3¢
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Figure 28. Share of Yong people not ir
employment, education or trainir (NEET) by
sex (2003-2012)
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Source: Eurostat.

= |t is clear that the share of young pec
neither in employment ndn educatio or
training is increasing both for men a
women. For women, the share incsed
from 14% in 2007 to 17.8% in 2012. F
men, the share increased from 10.4%
2007 to 19.6%. fe overall sha of
young people (NEETis 18.8% in 201.

Figure 29. Young people not in employmer
education or training(NEET) (% of tota
population ) in 2013
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Source: Eurostat.

= Spainis considered the fourth country

the Euro-zoneafter ltaly, Greece ar
Cyprus with (18.8%) of young peop
(NEET).

Figure 30. Harmonized Unemployment rat
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Source: OECD (2014). Sh-term Labor
Market Statistics.

= According to OECD latest statistics, t
harmonized unemployment rate for Sg
decreased from 25.8% in the fou
quarter of 2013 to 25.3% in the fil
quarter of 2014 The Eur-zone rate is
11.8% and only Germany and France
the countries that are under {Euro-zone
rate.

= |t is also observed that the employm
rate for those aged 164 decreased froi
56.8% in the fourth quarter of 2011
54.6% in the fourth quarter of 201

Figure 31 Employment rate, Aged -64

2014
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Source: OECD (2014). Sh-term Labor
Market Statistics.

= Germany is the highest country in f
Eurozone in employment with abo
(73.5%) employment rate, followed by t

DN @
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United Kingdom (71.2%). Both countri Figure 34. Unemployment distribution by se
and categories of unemployed persc— Spain

12

are above the Eurmane rate (63.6%

. . . . 10
Figure 32Evolution of unit labour costs ir

seleced European countries, 202013 8
Germany = «= == |reland s SN 6

----- France e« ltaly Portugal
160 4

2003 2004 2005 2006 200Z00¢ 2009 2010 2011 2012

= Male -Unemployed seeking their first j
= Femaletnemployed seeking their first j

=The unemployment problem is mc
significantfor men as shown in the figu
above. Female unemployment impro

Source: OECD, Eurostat. relative to its level in 2007 while ma
=Unit labor costs rose steadily relative unemployment did not change mt

Germany —not only in Spain but also Figure 35.Share of employment by econom

all of southern Europe, and in Frar— in activity and sex (%)
- . . Male
the decade beginning in 2000, followi _
Y | . Puph_c Agricultu
the euro’s introduction. Administr re:23  Manufact

ation, uring ;
Communi

ty, Social

9,9

V

Figure 33. Incidence of FTPT employment i

Spain (2001-2012)
105 (-:onsguft
] ey o
95 A . &t
o N
= | e
80 J Administrat water.
L Seﬁ%s; sui)i)‘ly,
= Full-ime employment = Parttime employmer = According to the Labor forcsurvey, male
represent about 52.2% of total
Source: Eurostat. employmentdistributed among differel
sectors. Mle employment concentrated
= Regarding the Incidence of full time p the trade, transportation, accommodat
time employment, it is observed that th food, business and administrative ser\
is an upward trend towards part time j. (21.6%).11.9% of male employment we
This patternrepresents an increase fr in public administation and socic
(11.8%) in 200 to (14.7%) in services. 9% work in manufacturin
2012Contrary to this, the full tim sector. 5.1% in construction, 2.3%
employment is decreasing fro(88.2%) agriculture and 1.4% in electricity, g

in 2007 to (85.3%in 2012. and water supply.
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Female law have been relatively  we
Agriculture ; Maggfgcéum Construction ; i i
- maintained.
—_ mngans = Modest longterm gains, however, ma
Electiiy, the erratic path of Spain’'s econor

gas and water
supply ; 0,3

freedom over the past two decades.
ranked “moderately free” and recordi

Trade,
Transportatio

L its second lowest economic freed
on and Food, . .
and Business score in 10 years, Sin continues to
e Senaces score below the world averages in fis

20,3

freedom, government spending, ¢

*Regarding female employmy, it labor freedom.

represents (47.9%9f total employmen Figure 36. Spain Rank in 2014 Index c
distributed as follows,22.5%) in public Economic Freedom

administration sector and social servi - 50 .

as shown in the figur (20.3%) are Least / Mot
working in  trade, transportatio free O 67.2 100 free
accommodation, food, business -

administrative ~ services (3.6%) in Figure 37. Spain Rank in 2014 Ease of Doir
manufacturing. (0.5%)in constructior Business Index

and (0.7%) in agriculture. taly o
lll.Performance of the Institutional and Spain 52
Governance Indicators France 38

Portugal 31

= According to the Economic Freedc OECH average 28

Index, Spain is ranked "™ out of 43 Switzerland 2g

countries in Europe. Spain’s econot Germany

freedom score is 67.2 making I : : .

economy the 49 freest in the 201 o o s 60 80

index. Source: World Bank.

= Spain’s score is 0.8 point lower than |
year due to declines in the managen
of government spending, busint
freedom, and labor freedom ti
outweigh small improvements in tra
freedom and freedom from corrupti

= Over the 20year history of the idex,
Spain has improved its econor
freedom score by 4.4 poir

= Almost all of the 10 economic freedol
have shown some improvement, w
the greatest gains in the areas of ma
openness and freedom from corrupti
Regulatory efficiency and the rule

» Spain’s anking on the World Bank'
“Doing Business” indicator  he
deteriorated somewhat and it remains
from best performers, especially in ar
such as protecting investors, gett
credit, and paying taxe

= Spain also ranks low in starting
business and adling with constructio
permits. Indicators of education outcon
also remain less strong than among m
of its European peers.

reoea [




The Spanish Economy at a Glance

Figure 38. Spain Rank in201Z Tourism and

Travel Competitiveness Index

Figure 39. Spain Rank
Competitiveness Index

in 2013 Global

2014

Switzerland |7 1 Switzerlant |
Germany | 2 Finland |
Austria | 3 Germany |
Spair [l 4 Sweden |
United Kingdon | 5 Netherland |
Franct | 7 United Kingdon |
Sweden | 9 Norway
Netherlands | 13 Denmarl |
Finland ] 17 Austria 1
Belgiurr | 18 Bmmum-
Irelanc | 19 Luxembourg
POHUQﬁ ] 221 Franct |
Denmarl 1
NOrWay E 22 Irglpaanﬁ -_
Luxembourg | 23 Malta |
Malta | 24 Poland |
ltaly | 26 ltaly |
Cyprus | 29 T T !
Greec: : : : : . .32 0 20 40 60
0 5 10 15 2C 25 30 35 GCI2012-2013 Rank = GCI 2012014 Rank

SourceWorld Economic Forul. SourceWorld Economic Forun

Spain is ranked theofirth among the to
ten performers ithe Tourism and Travi
Competitiveness Index (TTC
Cultural resources, ranking 1st this y
contributed to improving the rank,
addition to thenumerous World Heritac
sites (2nd) and thdarge number o
interndional fairs and exhibitions (3rd),
well as the significant sports stadiul
capacity.
One of the most important factors in
tourism industry isinfrastructur: (hotel
rooms, car rental facilities, and AT]
and air transportation..Which is a key
deterninant to travel and tourism
Spain.
It is worth mentioning that Spain
considered the destination of ab
20.8% of outbound trips by E
residents. In terms of nights spent, at
644.311 thousands nights, while it
about 135.648 thousands tr
Domestic trips account for 92% of to
trips while only 8% are outbound tri
Top five destination countries f
outbound trips in Spain are Fran
Portugal, Italy, UK, Andorra. In terms
expenditure, France, Italy, USA, UK a
Portugal are at the tog the list

= In light of the Global Competitivene
Index (GCI), and dspite the currer
difficult conditions, Spain goes up o
notch in the rankings to 35th ce. The
country continues to leverage
traditional competitiveness strengths
terms of a worl-class
infrastructure (6th), a good use of IC
(23rd), and—despite  the hig
unemployment rate-a-large and skille

transport

labor force, thanks to one ofe highest

tertiary education enrollment rates in
world (8th).

Access to financing is regarded as
most problematic factor for doir
business, and the country ranks very
in terms of the ease of accessing Ic
(138th) or other sources of finang,
either through equity markets (101th)
venture capital (105th). In addition, t
reduction of both public and priva
budgets for research and innovat
could hamper the capacity of local fin
to innovate (57th) and contribute to
economic trangfrmation of the countn
Addressing these weaknesses will
crucial in order to bridge tr
competitiveness gap with Northe
European economies the cour
continues to suffer.
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Figure 40.Education Outcomes in PISA Scol
2012
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Source: OECD. “ PISA 201Results in Focus

= Regarding education outcomes, Spa
score in PISA 2012 for mathematics v
(484), reading (488) and science (4¢
which are all below other European pe
like Italy, UK, France and Germar

Figure 41. Expenditure on Research an

Development as a percentage of G (2011-
2012)

45
4
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1,5
1.
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0.
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Ooé" R & & «F
%0
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Source: Eurostat.
= The expenditure on research ¢

development in 2012 was (1.3% of GL
which is below its targeted level (2¢
This
European peers like Ireland and Portt
and far from that of France, Finlar

level is still lower than oth

Netherlands and Germany.

Figure 42. The Legatm Prosperity Index
Rankings in Europe in 201

Norway
Switzerland
Sweden
Denmark
Finland
Netherlands
Luxemborg
Ireland
Germany
Austria

UK
Belgium
France
Spain

0 5 10 15 20 25

Source:Legatum Institute. (2013). “ 2013 T
Legatum Prosperity Index”.

= The 2013 Prosperity Index reveals tt
while the majority of European countr
are becoming more prosperous, some
doing so faster than othe

*The Economy suindex
countries’ performance in four key are
macroeconomic policies,
satisfaction and expectations, foundati
for growth, and financial sect

measure

econon

efficiency.

= Many countries have struggled in the
areas during a difficult period for tl
global economy. However, nearly

regions now register a higher score on
Economy subndex than they did in 200
thus recoverig from the sharp drop

2010.
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Figure 43. Spain’s Performance i Legatum Figure 44. Do you think the governmer
Prosperity Index Sub-indices 201z should increase, maintain, or decrea
) spending?
. mDecrease Spending Maintain current levels of spend
Education 8 H|ncrease spending dont know/refuse
personal | 0 20 ac 60 80 100
Freedom | 23 Portugal | [
Health 24 France —
i Italy
G United States : =
overnance | 26 Slovak Republic : | -
Social Capital 27 Germar.]y [ —
| Spain i
Safety & S i Poland | |
afety ecurlty- 27 Netherlands | |
Enterpreneurship 29 United Kingdom : :
R ; r—
Sweden
Economy 44 l |
0 20 40
Source: Legatum Institut¢2013) “ 2013 The Figure 45. Do you think the governmen

should increase, maintain, or decrea

Legatum Prosperity Index”. .
spending on the welfare stat

. m Decrease Spending Maintain current levels of spend
- Spaln haS moved down tWO p|aC€S ® ncrease spending dont know/refuse

23rd in overall Prosperitisince 2009. ¢ 0
) Portugal
Over the past five years, the country France
. . . Italy

declined eighteen places to 44th in United States :
. Slovak Republic

Economy subndex, due to decreases Germany .
. . Spail

gross domestic saving rates, along I '

|
increases in unemployment and - Uit Koo

performing loans. i .

= The Education subxdex has risn three
places to 8th in Education since 2009 Source:OECD (2014). “Society at a Glanc

a result of increases in gross secont .
g = The demand for social support

and tertiary enrolment, and years persisted despite a public awareness
secondary education per worl something needs to be done about

, . unprecedented debt levels and struct
People’s Perception towards governme

imbalances fiscal deficits.
= Concerns about the fiscal situation
» The figures belowllustrates the finding somecountries also underline the need
from a 2013 OECD survey which sho costefficient social protection and for tl
how, in some countries, attitudes h: difficult task of “doing more with les.

shifted markedly against government d
and in favor of spending cuf
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IV.Spain Demographic Rofile

Figure 46. Spain’spopulationPyramid (2001-2014Y6 of population in the same age gro
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Source: INE.

The aging of population is ofte
measured by increases in the percen
of elderly people of retirement ages.
definition of retirement ges may vary
but a typical cutoff is 65 years, a
nowadays a society is conside

relatively old when the fraction of tt
population aged 65 and over excee-

10%.

The National Statistics Institute (IN

warns that in thenext 10 years Spa
would lose 2.6 millbn inhabitants, th:
is, a 5.6%, if the current demograp

trends continueThus, population woul

be reduced to 44.1 million persons

2023.

Following the trend started in 2009, i
number of births in Spain wou
continue to decrease in the next ye
Thus, around 3.9 million children wld

be born between 2013 and 2.

Life expectancy at birth would rea
81.8 years old in males and 87.0

females in 2022.

Likewise, life expectancy of tho:
persons turning 65 years of age wc

100+ ]
90-94 |
80-84 |
70-74 |
60-64 |
50-54 |
40-44 |
30-34 |
20-24 |
10-14 |

04 ]

Females

0 1 2 3 4 5

increase 20.2 years for males and
years for females in@22

= Despite the loss of population and
improvements in life expectancy, t
number of deaths would continue w
its growing trend, due to the progress
ageing of the populati, that will result
in a negative growtm the natural ra.

Figure47. Spain’spopulation Evolution (200-
2014)

48000000
47000000
46000000
45000000
44000000
43000000
42000000
41000000+
40000000 LTIV YL LI L P

2001

Source: INE (2014).

= The population of Spain was last
recorded in 2012 as <727 million
people.

* |n 2013, the populatic deacreased to
reach 46.50Tillion people.

= According to the National Statistic:
Institute (INE), he population decrea
occurred within the range of ages -

DN @

2014
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39 years oldand among children agt
under 5 years oldplus a decrease
observedin the group aged 75 to °
years old.

On the other hand, the
population decreased Ify.82%),owing
to the combined effect of emigration a
the acquisition of the Spani
nationality.

forei

Figure 48. Spain'sPopulation Growth (200-
2014)

-0,47

Source: INE (2014).

Spain witnessed a decrease in
growth rate of the population since 2(
which was 0.19% that continued in 2(
to be 0.47%.

Figure 49. Growth rate of the population il
selected countries of the Eurarea

1,03 | Latvia |
-0,54 Greece |
-0,38 Estonia |

-0,19 Spaifill

Slovakia | 0,12

Slovenia | 0,16
Ireland | 0,18

Germany | 0,22

Netherlands | 0,29

France | 0,45
Cyprus | 0,45
Finland | 0,47
ltaly | 0,49
Austria. | 0,52
Belgium | 0,60
Malta. | 0,91
Luxembourg , , 2,32
-2,0 -1,0 0,0 1,0 2,0 3,0

Source: Eurostat.

It is worth mentioning that Spain is o
among other three countr in the Euro
area(Latvia, Greece and Estoniwhich
suffers from a negativi growth of
population. The remainin countries in
the Eurozone are growing with
positive rate that rangebetween 0.12%
in Slovakia (the lowest and 2.32% in
Luxembourgthe highes.

Figure 50. Bvolution of dependency rati

during (2004-2013)
30

15

10

25 A

20 A

76

- 68

66

2004 2005 2006 2007 200&00¢ 2010 2011 2012 2013

= «=¢== = Old dependency ral
=@ <= Youngage dependency ra
=i Age dependency ra

Source: Eurostat.

The figure shows alternative definitio
to dependencyatio in Spair The first
indicator dependency
ratio; that ispopulation 65 and over -
population 15 to64 year. The second
indicator measures you-age
dependency ratjo that is population
aged 014 to population 1-64 years.
The third
dependency ratiojthat i population
aged 019 and 60 and more to pop. ag
20-59.

All previously- mentioned indicator
exhibit an upward trend through tit
but with a different rate of growttFor
example, the age derdency ratio
increased 5.6%rom 71% in 2009 t
75% in 2013. Onthe other handold
dependency ratiwent up from24.1% to
26.3% during the same peri Finally,

measures «

indicator measures &
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young dependency ratibad a slight
increase from 21.5%n 200¢ to 22.6%
in 2013.

Figure 51. Spain’sImmigration, Emigration
and Balance Position (2002013

600000

400000

200000 -

0

2009 2010 2011 201

-200000

-400000

®Immigration  Emigration 1Balance

Source: INE (2014).

= The evolution of Spais’ population is th
outcome of an equatiorbetween the
number of people who leave the cour
and those who enter as well as
difference between births and dee

= According to (INE),the immigration flow
in 2013 would reach #ower leve than
that prevailed in 2012y approximately
7.1%.

= INE projections refer to the expectati
that, for eaclperson coming to reside
Spain two other persons would lea

= As a result, Spain would register or
again a negative foreign migratc
balance for the fourth consecutive y.

=Between 2013 and 2012 immigrati
decreased by 4.3%, whereas emigra
registered a 22.7% incree

Figure 52.Life expectancy in 201
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Source: Eurostat.

= OECD health statistii 2014 revealed
that life expectancy at birth in Spz
increased from (79.4 years) in 2000
reach (82.5 years) in 2012 (which
higher than the OECD average (8
years). Spain ranked"4ut of 34 OECD
countries after Japan, Iceland ¢
Switzerland.

= Eurostat statistics also confirm the f;

thatSpain is ranked the first in the E-
zone in life expectancy in 20.

= Life expectancy for women is ranke™

out of 34 countriesn OECEL, since it
increased to (85 year) in 2012 (OECD
average is 82.8)

= Life expectancy for men increased fri

(75.8 years) to 9.5 year) in 2012.
Spain is ranked"outof 34 countries.

= Life expectancy at 65 for women

ranked & out of 34 countries (22.
almost the same as the OECD avel
20.9). This highlightshe phenomenon
of feminization of the elderly in Spa

reoea [N
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Figure 53. Evolution of Life expectancy ir
Spain and Euro-zone
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Source: Eurostat.

= |t is worth mentioning that the lif
expectancy indicator in Spain
always growing through time ai
always higher than that the Euro
area.

V.Social Protection

Figure 54. Health expenditure as a percenta
of GDP (revise figures)

Estonia |
Luxemba..|
Slovak . |
Irelanc |
Finlanc |
Sloveni: | .
Italy
Spain [————
Portugal |
Greece |
Austrie |
Belgiurr |
German |
Franct |
Netherland

2011 2009

Source: OECD

= The most recent OECD Health Statis
pointed out thatdtal health spendit in
Spainaccounted for 9.4% of GDP in 20
(lateg year available), slightly above t
OECD average of 9.3%.

= In the Euro-zone, dalth spending as
share of GDP is highest in Netherlal
(11.8%) followed byFrance (11.6%)

Figure 55.Public & Private Health
expenditure as a percentage of total hea
expenditure in 2011

120

14 15 21 23 23 23 24 24 25 26 27 29 32 33 35
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Slovak Republi
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Source: OECD (2014).

= The public sector is the main source
health funding OEC
countries. The highest share of hea
expenditure in the Euro area is obser
in Netherlands (86%), Luxembourg (85
and Estonia (79%).

= In Spain, 73% of health spending v
funded by public sources in 201which
is very close to the average of 72%
OECD countries.

= Before

in nearly all

the economic crisis, hea
expenditure was growing rapidly in Spe
but after the crisis, it dropped rapidly
became negative in real terms in 2010
2011. The observed decline in he
spending could be interpreted in light
the  reduction in  pharmaceutic
expenditure, which fell by more 6%

real terms in 2011.

reoea [N




The Spanish Economy at a Glance 2014

Figure 56.Young people at risk of poverty = The figure above illustrates the situat
exclusion as a percentage of total populati ) o
in 2012 compared to 2011 in the Euro areafor young people living

in households with very low wol

%0 . intensity (where adults worked less th
:2: 20% of their total work potential durir
20 - the past year).

10 | = Again, Spain in a challencg situation
0 where the share for young people living

OXT =Y T 2y E LSO DTY . . ‘
g2 (% ggg IS £ g,é 2% = R households with very low work intens
6 P35 EPILssEZ=3 8 . .
CIYTAEET BED increased 13.6% fromabout 13.2% in
=] zZ i .
=2012 #2011 - 2011 to reac5% in 2012

Figure 58.Severe material deprivation «

- . . h
Spain is ranked theé"among the membe young peoplén 2012 compared to 20!

countries in the Euro area in the yot

people who are vulnerable or at risk : ®
falling into poverty. The highest 25 -
vulnerability rates arelserve: in Greece, ig
Italy and Latvia. The situation eve 10
became worse in 2012 as the vulnerab >

rate jumped 14%rom 30.5% in 2011 t §§g§%g 55£88¢ ég EES
= ST > E2sn 2 2ESES

34.8% in 2012. O #¥edT TagTELg
z3

= It is worth mentioning thi EU poverty 22012 2011
and exclusion headline tars are
determined using three indirs; that are
at-risk-ofpoverty, the severe mater
deprivation rate and the share of pec
living in households with very low wot

= In terms of meerial deprivation of youn
people the rate increased from 5.1%
2011 to 7.6% in 2012.

= Spain, in this indicatolis performing like
France and Slovenia, while the high
rates observed in Greece, Latvia, Cyf

intensity.

Figure 57.Young people living in householi
with very low work intensityn 2012 comparet
to 2011 and ltaly.
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Source: Eurostat.
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Figure 59. Public Social exenditure
as a percentage of GDP in 20
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Source: OECD (2014).
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=New OECD social expenditure ds

shows thatSpain is ranked™ among the

member countries of the Euro area. Pu
social expenditure is about 27.4%
GDP. The top five performing counts
in the Euro area are France (33

Figure 60.Public social expenditure by broad

Belgium (30.7%), Finland (30.5%), Ita
(28.4%) and Austria (28.3%

= Social expenditure compris
support to the workir-age population,

income

spending on unemployme
compensation, andpending on sickne:
and disability.

= Cash benefits to older peo (pensions)
and public health expenditure are most
importantexpenditure iten as shown in
the figure (58).Spain allocated 9.3%
GDP for pensions and about 7% of G
for health expenditurdN 2009 which
increased d 9.4% of GDP in 201
according to the latest health statis
released by OECD.

social policyear, in percentage of GDP, in 20

- . ,
ltaly 154 P34 France |ESH0 — :

France [13,7 521 i Germany | 8,6 25 i

Austria |13,5 . 58! i Belgium 181 211 i

Greece 13,0 2,€ ! ! Netherlands | 7,9 2,7 !

Germany 11,3 4.4 | ' ltaly | 7,4 11 H
Slovenia |10,0° 3,6 i i Austria | 7,3 1.7 | i
Belgium 10,0 [ .81 ! Ireland | 7,1 18 | |

Flnlan_d 19,9 | 71 ! Spain 17.0 2,0 | !

Spain | 9.3 . 6,€ i i Slovenia | 6,8 1,0 : :

Estonia |7,9 57 i i ) 1 ' - !
Luxembourg |7,7 68! ! ! Finland | 6,8 AT H
Netherlands |5,1 63 | i i Luxembourg | 6,6 2,0 i

Ireland | 5,1 ' 87! i i Greece | 6,5 15 i i

’ ) ' ) X Slovak Republic | 6,0 12 ! !
0 5 10 15 20 25 Estonia | 5,2 10 i i
Pensions (old age and survivc 0 5 10 15
Income support to the workirage populatio Health = All social services except hez
Source: OECD
= Among the member countries of the E- determining the targeted increases

zone, Italy comedirst in social spendin
related to old age and survivors (15.4
followed by France (13.7%), Austri
(13.5%) and Greece (13¢ While in
health expenditure, France is ranked -
(9%) followed by Germany (8.6%) a
Belgium (8.1%).

=The demographic phenenon
population ageingplays a crucial role i

of

public social spendir. For example,
health care services might almost dot
from 7% in 2009 to 13% in 2050 «
average across the OEC
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Figure 61. Share of public saal & education Figure 62. Public social Expenditures an
expenditure dedicated to the elderly compa Education spending dedicated to the elderl
to their share in the total populatic in 2009 2009 a percentage of GDP
Italy 59,0 1 \ ' '
Slovenia 49, Italy . . . 18,9
France 48,4 France ' ' ' 18,1
Germany j;; Austria ' ' ' 16,4
Austria ' ) 1 J L L
Slovak. e Ge-rmany_ ; ; 155
Estonia 41,1 Finland | ) ) 14,3
Spain L 40¢ Belgium . ) 14,1
Finland 40, Slovenia ' ' 13,8
Belgium a4 o Spain NN 124
Netherlands ) Estonia 1 1 10,5
Ireland 1 i i
Netherlands . 19,4
0 20 40 60 80 N i i
Share of public social & education expenditures dedicated! Slovak Republic | i 59,4
elderly (%
lShareyo(f? e population aged 65+ (%) Irefand i 79
0 5 10 15 20

Source: OECD (2014).

=On average across the OECD, pu
social spending on the elderly amour
to 11% of GDP in 2009. The proporti

= Spain devoted about 41% of
expenditure to the elde in 2009. This
represented about 12.4% of G

of elderlyin the population is around 15 = On average across the OECD, pu
across the OECD and on average | social spending on the elderly amoun
‘receive” 40% of all public spending « to 11% of GDP in 2009. The proporti
education and social policy. In countr of elderly in the population is around 1
where only one in ten persons or les across the OECD and on average 1

over 65, only a quarter of social spend "receive” 40% of all pblic spending ol

goes to the elderly. education and social polic
= The $are of public social & educatic

expenditure dedicated to the eld in
Italy is the highest in the Euro area
accounted for 59% as the share of
elderly is about 20% of total populatic
This expenditurerepresents almost 19
of GDP in ltaly.

= Germany allocated about 48% of -
public social expenditure to the 20%
the total population. Other countrie:
among the Euro area have elderly pes
who accounted for less than 20% of tt
population, but they devoted mu
spending directed towardsis segment ¢
population such as: Austria, Slovakia
Spain and Finland.
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Figure 63.Expected growth of the elder VI. Conclusion

population & pension spending (20-2025) = The Spanish economig currentlyfacing

major challengesn the aftermath of th

Germany 54 200 economic crisis.
It Tr20 . . L.
6°Greice 281 * The main economicchalenge is job

Portugal
Austria
Spain
Belgium
0,3 France
Slovenia

- creation to absorbnempoyment and new
entrants to the labanarke.
A = Spains demographic trends indicate 1a

Lixembourg B sharp drop will occur in the number
Nethorionds s 543'5 555 people aged between 20 and 49 \
Finand, ZEa- 562(; progressive ageing and the conseq
Ireland T 659 increase in he number of elderl
© Expectedochange in fl:)e numberf; elderly (0643 ~2025 B dependents. flls means that the need
= Expected change in the percentage of public per create more jobs becomes increasit
expendiure in GOP () 2009-20¢ urgent given thathis is the main reas
Source: OECD. immigrants come in the first pla and
= Figure 63 shows OECProjected change why people leave to look for work abro
in the population aged 65 and over =Youth unemployment in Spain is
pension spendings a percentage of GI structural problem that has be
in 2009 and 2025. aggravated by the crisis. It has seri
= A significantgrowth of the population € consequences for the present and futul
and over is expected tmove faster tha young Spaniardsind limits the Spanis
the rate of growth of public pensio economy’s potential for growth in ti
spending as a percentage of C in most long term.
member countries of Euro a. = Confronting the youth employme
= Compared with growthni the elderly problems calls for more actions &
population, pension spending is projec regulationsto improve th employability
to rise most inLuxembour (35.5%) and of young people, promoting equa
Belgium  (31%) while the mos opportunities,  and encouraging
substantial decline is expected in Est entrepreneurship.

(-11.5%) and ltaly (-6%) Nevertheless
for most OECD countries pensi
spending is exped to continue to gro
This will impose much pressure on put
social expenditure and the role of welf
state that will affect the total budc
balance in the region.
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