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EXECUTIVE SUMMARY

Spain's continuing strong recovery is an The economic rebalancing progressed further,
opportunity to reinvigorate the reform  but high debt leves and unemployment still
momentum and complete earlier achievements. represent vulnerabilities. External debt is still
Economic activity and employment grew agairvery high, despite the continued reduction driven
strongly and imbalances further unwound in 2017y a sustained current account surplus. Private
However, productivity is increasing slowly due tosector debt reduction also progressed, only slowed
low innovation capacity and westment in down by new credit finally stdartg to grow again.
knowledge and skills; and strong labour markethe public debt ratio has so far declined slowly,
segmentation and uneven social policy outcomdeaving sustainability risks elevated in the medium
risk entrenching high income inequality.term. Unemployment has continued its rapid
Addressing those challenges and ensuring futlecline, but remains among the highest in the EU.
implementation of initiated reform§ such as in
product market regulationd could reduce the Spain represents a source of potential
risk of a slowdown should the external economispill-overs to the rest of the euro area.
environment and financial conditions become lesSimulations show that a decisive implementation
supportive ). of product market reforms in Spain would have a
limited but positive impact on the growth of other
The Spanish economy continued to grow above euro area countries.
expectations and the euro area average in 2017.
In its fourth yearof expansion, Spanish real GDPSpain has made overall limited progress in
surpassed its 2008 poeisis peak. Economic addressing the 2017 countryspecific
growth was driven by domestic demand, imecommendations (CSRs).Spain made some
particular private consumption, supported by higlprogress in reforming public procurement, limited
job creation. Investment, especially in equipmenprogress in strengthening the fiscal framework,
also grew robustly. Exports consoliddt their and some progress in undertaking a comprehensive
positive contribution to growth, supported by arspending review. Some progress wakieed in
increasing internationalization of Spanish firmgeinforcing  coordination between  public
and further costompetitiveness gains. Overall,employment services and social services. There
the growth of economic activity continued on awas limited progress in promoting hiring on open
more balanced pattern than before the crisis. ended contracts, addressing disparities in income
guarantee schemes and improving family support,
Growth is expected to decelerate but remain as well as n increasing the labour market
robust. Ambitious structural reforms in the relevance of tertiary education and addressing
aftermath of the crisis set the foundations for theegional disparities in educational outcomes.
strong recovery. However, other supporting factorginally, Spain made limited progress on the
- namely low oil prices and the stimulus from taxmplementation of the law on market unity and on
cuts and improving fiancing conditions are set research and innovation investment and
to gradually subside. Private consumption igovernance, although there was some
therefore set to moderate but remain a robushprovement in the latter area.
driver of growth. Investment growth is forecast to
ease only slightly. Regarding progress in reaching the national
targets under the Europe 2020 strategy, Spain
() This report assesses Spai nsoperfaming wellin reglucing greenhguse gasf
§ u2; I?Jo’\)/eiwke)lerr] 201C70Inn1tT;isjrvSei tﬁenc?)rzmis:a?bn nemissiGnsoantl bn Fack tosachieve e rercnabie
82 EU Member Stateé to implemer{{ reforms to make thgne,rgy and ?nergy _emCIenCy targets. The .
European economy more productive, resilient and€rtiary education rate is close to the target. While
inclusive. In so doing, Member States should focus theisizeable gaps remain concerning the employment
efforts on thg three e_Iemgnts of the virtu_ous triangle of5ta and early school leaving, they were again
economic policy boosting inveshent, pursuing structural . .
reforms and ensuring responsible fiscal policies. At th§UDStam'a”y reduced. By contrast, there was little

same time, the Commission published the Alertprogress towardshe targets for R&D investment
Mechanism Report (AMR) that initiated the seventh roundyng reducing poverty risk.

of the macroeconomic imbalance procedure. The AMR

found that Spain waanted an irdepth review, which is

presented in this report.

t

he



Spain faces challenges with regard to a number
of indicators of the Social Scoreboard
supporting the European Pillar of Social Rights.
As past efforts to promote employment creation
are bearing frdj the creation of permanent
employment is slowly increasing in prevalence,
but the use of temporary contracts remains
widespread. Income inequality stabilised but it
remains relatively highEarly school leaving keeps
improving but, together with a higlisk of poverty
among children, weighs on equality of
opportunities. The shares of people at risk of
poverty and social exclusion and of young people
not in employment, education and training are
decreasing but call for close monitoring. The
impact of socihtransfers (other than pensions) on
poverty reduction is weak.

1
The main findings of the idepth review
contained in this report and the related policy
challenges are as follows:

1 Spain does not face immediate risks of
fiscal stress, but mediumterm
sustanability risks remain high. The general
government debt ratio is still high. Its
reduction is projected to slightly accelerate in
20182019, also supported by strong nominal
GDP growth, but the debt ratio is expected to
remain around 9% of GDP in the mddm
term. Projected savings in agglated
expenditure attenuate fiscal sustainability
risks. The efficiency of some spending items
may benefit from the recently initiated
spending review and the implementation of a
new public procurement law.

1 Private debt reduction has continued, but
certain groups of firms and households ¢
remain highly indebted. Private debt both of
companies and households has fallen further
overall. Nominal GDP growth is increasingly
driving the debt ratio reduction, allowing
credit flowns to households and firms,
especially SMEs, to pick up in 2017. The still
high level of indebtedness of some households
and norfinancial corporations, in particular
low-income and jobless households and
companies in the construction and the real
estate setor, reduces their ability to weather
potential shocks.

Executive summary

Structural  improvements  in  trade
performance underpin the slow reduction

of Spain's external liabilities. Exports'
increasing geographical diversification and a
rising number of regularly exporting
companies have led to gains in export market
shares, indicating a structural shift in Spain's
export performance. Furthermore, the
economy's increased reliance on domestically
produced goods has restrained import growth.
As a result, in 2017, the currentcaunt
registered a surplus for the fifth consecutive
year. Current account surpluses will need to
be sustained for an extended period of time to
decisively bring down the still very high
external liabilities.

Employment continued to grow at a robust
pace and unemployment further fell
rapidly, but is still very high. The strength of
the labour market recovery is partly due to the
impact of the past reforms and wage
moderation. Both helped to increase the
responsiveness of employment to economic
growth. However, the unemployment rate
remains among the highest in the EU. This is
especially true for young people, implying a
considerable untapped skills potential. Almost
half of the unemployed have been jobless for
more than a year. Spain is stepping up
activaton policies targeting the loAgrm
unemployed, young people, and older
workers. Nevertheless, their effectiveness
largely depends on regional public
employment services' capacity and
coordination with employers and social
services, which is only slowlyriproving.

Productivity has grown in some sectors, but
weak innovation and investment entrenches
the productivity gap between the best and
worst performers. Since the recovery started,
productivity has grown more in the tradable
than  nortradable  sectors, adbth in
manufacturing and services. In some tradable
sectorsd where Spain has some competitive
advantaged productivity growth compares
favourably with other large euro area
countries. Still, the productivity performance
across firms within sectors is very
heterogeneous, which can be partly explained
by weaknesses in innovation capacity and, to a



lesser extent, investment in knowleeggsed
capital.

Other key structural issues analysed in this repof,
which point to particular challenges for Spain's
economy are the following:

1 Spanish banks continued their stabilisation,
while access to finance improved.The
banking system as a whole comfortably meets
the regulatory capital requirements and non
performing loans have been further reduced.
The successful reagion of one bank in June
2017 contributed to strengthening the stability
of the financial sector. Policies to support
equity funding are proving effective.

1 The widespread use of temporary contracts
negatively affects productivity growth and
income inequaity. While  permanent
contracts are on the rise amongst newly
employed workers, the share of employees of
temporary contracts is still high. Young and
low-skilled workers are most affected by
temporary employment, which often fails to
lead to a permanentho This outlook reduces
incentives for workers and employers to invest
in training and lifelong education, thus
eroding human capital formation, which in
turn impedes faster productivity growth.
Moreover, temporary workers are at a higher
risk of poverty ad tend to accumulate lower
entittements to social benefits. Spain is
fighting the abuse of temporary contracts with
growing success and plans to increase the
share of permanent posts in the public
administration. However, incentives to
promote opefrendedcontracts in the private
sector have so far had only small effects.

1 Skills mismatches and gaps in educational
outcomes also weigh on productivity
growth. Tertiary graduates face difficulties in
finding adequate jobs, and both ovend
underqualification are widespread in Spain.
Though decreasing, the early school leaving
rate remains amongst the highest in the EU
and educational outcomes continue to vary
considerably across regions. A high share of
teachers is recruited on temporary contracts.
The teaching and acquisition of digital skills is

Executive summary

a challenge, which recent initiatives have
started to address.

The social situation continued to improve
with economic and job growth, but income
inequality and the share of population at
risk of poverty remain high. The
employment situation of household members
plays an important role in this context. In
2016, the share of people at risk of poverty
and social exclusn again decreased slightly,
but remains high especially for jobless and
singleearner households, as well as for
children. In addition, family policies and
social benefits, notably income guarantee
schemes, suffer from uneven coverage and
low effectivenes. High levels of income
inequality, early school leaving and child
poverty may negatively affect the equality of
opportunities.

While public procurement and the fight
against corruption saw progress, advances
to improve the business environment have
slowed down. The law on market unity,
subject of several rulings by the Constitutional
Court in 2017, is still to be fully implemented.
Regulatory disparities and restrictions keep
markups high, geographical mobility of
companies and workers low, and produitfiv
growth restrained. By contrast, a new law on
public procurement, if implemented well, is
likely to improve the efficiency and
transparency of public procurement. The
justice system's efficiency is being increased
and the implementation of argorrupton
laws is making the business environment more
attractive. The perception of the justice
system's independence has improved.

The innovation performance remains weak,
despite governance improvementsPublic
and private investment in R&D remains
subdued. Lo capacity of small and medium
enterprises to adopt innovations and take
advantage of digitisation is a drag on Spain's
longerterm productivity growth. Governance
of research and innovation has been
streamlined and made more inclusive, but
coordination b&wveen government levels is
stil uneven and the lack of systematic
evaluations prevents policy learning.



Crossborder transport and energy
connections, as well as water infrastructure,
face investment gapsBottlenecks at Spain's
borders impede a closentégration in the EU
electricity and gas markets and slow down
trade flows. Water governance is being
improved, but there is underinvestment in
supply and wastewater infrastructure.

Executive summary



1 « ECONOMIC SITUATION AND OUTLOOK

Economic growth improving financial conditions abate. However,

Economic rowth  continued  exceedin private consumption is still projected to remain the
9 9 main contributor to growth until 2019, as

expectations in 2017The volume of GDP finally . ; ; .
. .y . disposable income continues to increase and the
surpassed its prerisis peak in the second quarter,

of 2017, and growth remained robust in the thir({;gzgﬁ;iﬂ%os'?]n ;glgous;a:\;\),:gs ()I][mi)r:\?g:tshgwf:ezs
quarter, at 0.86 ¢o-q. According to the GDP 9 » 9

flash estimate, growth slightly decreased to 0_70%xp_ecte<_j to have re_bounde_d in 2017, driven by
tie3|dent|al construction. It is then set to ease

g-o-q during the fourth quarter, brlnglngtheannuaSlightly in 2018 and 2019, as equipment

growth rate for 2017 to 3.1%. The expansion i$ o .
. investment growth moderates in line witmdl
underpinned by amore balanced growth pattern

- . emand. Downward risks to the outlook

than before the crisis. Domestic demand, an . . .
- . . : .nevertheless exist, as uncertainty linked to the
specifically private consumption, remains the main

: Holitical situation in Catalonia could have a
driver of growth, but net exports have also beene ative impact on arowth. the size of which
contributing firmly to growth since 2016. The 9 P g '

. : cannot be anticipated at this stage. At the same
strength of the recovery and of jopeation partly time, a stronger than p&cted recovery in other

reflects the impact of the structural reforms T : )
euro area countries is an upside risk for export

implemented in the early years of the crisis, in

: . . rowth.
particular the financial sector and labour marke?
reforms. — ,
Graph 1.2:  Contributions to potential growth
Graph 1.1:  Composition of GDP growth 4.0
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Source: European Economic Forecast, autumn 2017 Potential growth is projected to increase
o _ ~slightly. After plummeting during the crisis years,
As favourable tailwinds subside, growth is potential output growth has started to recover, and
expected to decelerate but remain robustReal s estimated to reach 198 in 2019, but still
GDP growth is forecast to moderate to %6'2” remaining below the euro area average ¥4)5
2018 and 2.% in 2019 (see Graphl).() (see Graph.2. More than half of this increase
Private consumption is expected to slow down &gan be explained by a higher contribution of labour
job creation decelerates and the tailwinds thag potential output growth. Whereas the
supported the growth of disposable income iRontribution of capital and total factor productivity
recentyears- i.e. declining oil prices, tax cuts and(-n:p) to potential output is now in line with the
& cop b and nfiation 1 . based theuro aea average, the contribution of labour is still
grow and Inflation ftorecasts are based on P
Commission 2018 interim winter forecast. All otherFOWer on account of a slowly declining, structural

variables and GDP components are based on tHénemployment rate (NAWRU).
Commission 2017 autumn forecast

Real GDP (y-0-y%)




1. Economic situation and outlook

External position public debt), can mitigate some of the
vulnerabilities associated with a highly negative
NIIP. Going forward, the strong GDP grdwt

pickup in inflation and net external surpluses

égiei,telrzfrgrr: grcr)c\)/vv;t/?h r:} :jeor?nizgg dC:erAgeinrojected until 2019 should facilitate further
P 99 iImprovements of the NIIP (See Secti®R).

accelerating exports, pointing to a reduction in
import propensity (see Bok4.1). At the same
time, structural improvements in  export
performance, underpinned by cestmpetitiveness The reduction in private sector debt is
gairs and an increase in the number of regulgrogressing but has slowed downDespite its
exporters, have contributed to sizeable gains impiddecline, private sector debt remains high and
market shares in recent years. Both exports amttleveraging needs remain for both corporates and
imports are expected to have accelerated in 20hbuseholds (see Section 4.2). Nominal GDP
as Spain's export markets recovered, befogrowth has now become the main driver of the
moderating in 2018 and2019. Exports are reduction in debt ratios. The deleveraging process
expected to continue outpacing imports, and ndéias slowed down as newredit is growing
trade should make a positive contribution testrongly, especially for households and SMEs.
growth until 2019. Debt reduction, however, is taking place at a faster
speed than suggested by fundamentals for both
In 2017, the Spanish economy registered a companies and households, indicating the excess
current account surplus for the fifth year in a of debt accumulated in the past is unwindatga
row. The current account surpludtes increasing sufficient pace (European Commission 2017) (see
in 2016, is expected to remain broadly stable &hapter 4.2).
almost 2% over the period 201¥9, as swings in
the terms of trade due to oil price increases afEhe reduction of public sector debt is expected
largely offset by changes in export and importo gather pace.The general government debt ratio
volumes. Given its large net stock of extémbebt, is expected to decline from 98 in 2016 to about
reductions in the cost of debt in recent years had%.5% in 2019. After narrowing to 4% of GDP
positive impact on Spain's income balance. n 2016, Spainoés gener al go
However, the scope for additional improvementsontinued to decrease in the first three quarters of
seems contained, as interest rates are not expec®®d7, by 1.4 pps (see Grapl8). This reduction
to reduce further. In cyclicalbpdjusted terms, the has relied on the improved macroeconomic
current account has continued to improve, agaioutlook but also on restraint on public expenditure
suggesting that the external surplus is increasingtrowth. For the year as a whole, a general
driven by structural factors. government deficit of 3.% of GDP is expected.
At unchanged policies, the deficit is expected to
Current account surpluses are slowly narrowto 2.4% and 1.%6 of GDP in 2018 and
translating into a reduction of Spain's net 2019, respectively. The structural deficit is
external liabilities. Despite the current aount expected to narrow from 3.3% of GDP in 2016 to
surpluses registered since 2013, negative valuati@il% of GDP in 2017 and then remain almost
effects (partly reflecting improvements inunchanged in the two subsequent years.
confidence and higher value of Spanish assets) are
limiting the improvements in the net internationalnflation
investment position (NIIP). Still, the NIIP has

improved by more than 16 pps of GDP since iti : . . i
. . fter negative growth in the harmonised index of
- 0,
peak, but at-83.2% of GDP in Q32017 it cpnsumer prices (HICP) in 2016, inflation

remains vgry_nggatl_ve. Changes in th_e structure Pebounded strongly in the first half of 2017 due to
external liabilities in recent years in terms o . . . . . :
N i the increase in oil prices. HICP inflation
sectors (e.g. being increasingly composed of public .
27 moderated in the second half of last year to an
sector and central ank liabilities), type of

instruments (e.g. a higher share of equity than iamual average of % in 2017, and is expected to
the past) andghaturﬁ (e.g. longer qma)t/urit 0".?ecline further in 2018 and 2019 on account of oil
past), y (&9 9 y price developments. Core inflation should recover

The external sector is expected to continue
contributing to GDP growth until 2019. Since

Private and public debt

Core inflation is expected togradually increase.



1. Economic situation and outlook

gradually over 2018 and 2019 as wages pick upaph 1.4:  Analysis of unit labour costs (ULC)
and the output gap turns firmly positive.

8

Graph 1.3:  Net le nding / borrowing by sector 6 |
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A high level of labour market segmentation and
long-term unemployment act as a drag on
potential growth. The youth unemployment rate
has progressively decreased (from%3n 2014 to
37.5 % in Q42017), and so has the lotgrm
unemployment rate (from 129 in 2014 to 7.24
Labour market in Q32017) (Grapil.5. However, both rates
continue to be among the highest in the EU,
) X suggesting that unemployment has become
improve, supported by wage moderation a.nd entrenched at least for some among these groups.
the labour market reforms implemented in At the same time, the proportion of employees
previous years Employment _is expecte_d to havetemporary contracts relative to the total
expanded by 2.% in .20]7' It is then projected to employment has continued to rise by 0.3 pps-year
de_celerate but remain robust at %1ar_1d 1. on-year up to 26.86 in Q42017, and is amongst
this year and in 2019, respeqtlvely. Thethe largest in the EU. However, the share of epen
unemployment rate keeps decreasing, down ded contracts in net employment growth

16'6% in Q42017 from 18.8% one year earlier, i, reased to 58 on aerage in 2017, although the
and is expected to fall to about %&by 2019. Tie longer term impact on the overall share of

recovery in the labour market has also allowed fotremporary employment cannot be assessed yet
a reduction of disparities in GDP per head across '

Spanish - regions  (Bok6). After remining Poverty, inequality and social inclusion
subdued until 2017, nominal wage growth is '
expected to gradually increase in 2018 and 201%hough declining, the share of the population at
as the cyclical slack in the economy narrowsisk of poverty or social exclusion remains high.
Productivity is expected to grow only moderately,The proportion of people at risk of poverty or
leading to modest increases in nominal unit labowwocial exclusion declined for the second
costs (ULC) until 2019 (Graph.4). However, consecutive year in 2016 (based on 2015 income
further cost competitiveness gains are expected, &Y, reaching 27.96 of the total population, but it
ULC are projected to grow more slowly than in theemains well above the 2008 level of 2368 The
red of the euro area. decrease owes t@ drop in severe material
deprivation and in the share of people living in
households with very low or low work intensity,

0102030405060708091011121314151617%18*

Households and NPISH
Il General government

Source: AMECO

The labour market situation continues to

(® Income data from ELBILC in a given release refer to the
previous year for all Member States except IE and UK.



1. Economic situation and outlook

which despite having improved, remains very highthe recovery started, real gross household
The share of people at risk of monetary povertgdisposable incomébetween 2014 and 2017) has
remained stable in 2015 at 22 ard much higher grown more slowly than GDP and social indicators
than the EU average. Flash estimgfesndicate point at various vulnerabilities. Income inequality,
that for Spain no significant changes in thims measured by the income quintile ratio,
indicator are expected for the income year 2016egistered a slight decline in 2016 (based on
Although improving, challenges remain in theincome from 2015), but continues to twee of the
situation of children and young people as reflecteldighest in the EU, as the richestZ0share of the
by the high shares of early school leavers, youngppulation earns about 6.6 times more income than
people not in employment, education, or trainingthe bottom 2®%. Inequality is mainly driven by a
and children in poverty. Work intensity is one ofhigh unemployment rate, skills polarisation and
the most important drivers of poverty andlabour market segmentation. It is especiallyh at

inequality. the bottom of the income distribution. The
redistributive power of the tax and benefits system

Graph 1.5:  Activity, unemployment, long  -term is relatively low compared to other EU Member
unemplo yment, youth unemployment, NEET States. It reduces income inequality by only

% %  34.6%, as measured by comparing the Gini
60 coefficients ) of market income (i.e. before taxes

and transfers) and disposable income (i.e. after

%0 taxes and transfers), below the EU average of 40%.

40

30 () The Gini coefficient ranges between 0 and 1. Lower values

indicate higher equality. Take into account differences in
household size and composition, the total disposable
household income is "equivalised".

20
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m— Activity rate 20-64 (rhs)
Unemployment rate 15-74 (lhs)

= | ONg-term unemployment rate 15-74 (lhs)
Youth unemployment rate 15-24 (lhs)

== = = NEET rate 15-24 (lhs)

(1) Activity rate and Employment rate(% of population),

ages 20 -64. (2) Unemployment rate and long  -term
unemployment rate (% of labour force), ages 15 -74. (3)
Youth unemployment rate (% of labour force), ages 15 -24.
(4) NEET: Not in employment, education or training (% of
population), total, ages 15 -24

Source: Eurostat, LFS.

Income inequalities remain high and real
income growth is lower than GDP growth.Since

(") To provide timelier data on the effectiveness of social
policies, Eurostat has produced experimental flash
estimates for income reference year 2016. These
complement the EUSILC data and can be used in
preliminary analysis untithe final EUSILC data becomes
available.



1. Economic situation and outlook

Box 1.6: Spain. Regional disparities in GDP per head

GDP per head is unevenly distributed across region®isparities in GDP per head in Spain fell steadily
before the start of the 2008 global crisis, increased after 2008eatided again slightly in 2015. Despite
the post2008 increase, regional disparities are lower than in ltaly and France and broadly similar to tho
Germany (Graph 1.6.1.a)%) (Especially for France, dispersion in GDP per capita as measured by f{
weighted coefficient of variation is driven by the capital region, which is richer and more populated t
other regions.

The contribution of employment and productivity to disparities in GDP per head varies across
countries. GDP per head is the product oftput per worker (i.e., productivity) times the ratio of
employment to total population (i.e., the employment rate), which can be broken down into the share ©
working population, the activity rate and the share of the active population that is empidyeld is
inversely related to the unemployment rate). While productivity plays a big role in explaining disparitie
GDP per head between regions in Germany, France and the Netherlands, the employment rate is
influential in Spain and Ital{Graph1.6.1.b).

Graph 1.6.1.a: Regional disparities GDP per head 1! Graph 1.6.1.b:Drivers of regional disparities GDP per head 2
0.35 100% I I I
033 e I I I I I I
80%
0.31
70%
0.29 50%
027 50%
0.25 40%

30%

b v 2o

10%
0.19

‘/\’\/__’\A 0%
017

0001 02 03 04 0506 07 08 09 10 11 1213 14 15

= Labour productivity Share of working population
—ES DE =——FR IT e=—NL ® Activity rate ® 1 - unemployment rate

1) Coefficient of variation weighted by the population in each region, i.e., the ratio of the weighted standard
deviation to the mean. A downward trend in the coefficient of variation stands for reduced dispersion in GDP per
head across regions over time.

(2) Based on the Theil(0) index, which is qualitatively very similar to the weighted coefficient of variation and strongly
correlated with it over time within countries, while allowing decomposing inequality into its determinants. Here, the
following deco mposition of GDP per capita is performed: labour productivity (ALP), the share of working age
population (SWP), the activity rate (AR) and the share of the active population that is employed (1 -U).

Source: European Commission

Differences in employmentrates across Spanish regions are the main driver of disparities in GDP per
head The lower dispersion in GDP per capita in 2008 compared to 2000, as shown in Graph 1.6.1
largely due to some regional convergence in the employment rate, and in pathieushare of the active
population that is employed. Similarly, the higher dispersion in GDP per capita after 2008 is attributab
the asymmetric impact of labour shedding across regions (Graph Tkee2)ecovery in the labour market
started in 204 has led to the small decline of disparities in GDP per capita in Spain, which remain lar
than in the prerisis period.




1. Economic situation and outlook

Graph 1.6.2:

Spain i Breakdown of regional
disparities in GDP per head (Theil index)

In most Spanish regions, productivity was
relatively low and unemployment relatively
high in 2014. Severalregions in Spain recorded

0.03

some of the lowest values for total factor

0.025 productivity, with no region appearing in the
group of high productivity regions (Graph 1.6.3).

002 Even more strikingly, no region recorded a below
0015 | o | BB EU average unemployment rate. In addition,
EEERE EER 1l unemployment rates are highly dispersed acros

0.01 regions in  Spain: the largest regional
0,005 unemployment rate is more than twice the rate ofi
the region with the lowest unemployment.

0 Regional disparities in the labour market are

00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15

— 1-u
Activity Rate
mmmm Share of Working Population
Apparent Labour Productivity
e GDP pC

mirrored by disparities in othewelfare variables
such as the share of people at risk of poverty of
social exclusion.

1) Coefficient of variation (CV) weighted by the
population in each region. See note 1 of Graph 1a.
Source: Eurostat and European Commission

Graph 1.6.3: GDP per head and total factor productivity, the activity and the unemployment rates for NUTS -2

regions from DE, ES, IT, FR and NL. 2014 data®- 2

70 000

60 000

50 000

40 000

30 000

20 000

GDP per head (PPS)

10 000

70 000

60 000

50 000

S
S
o
3
3

30 000

N
S
o
3
3

GDP per head (PPS)

10 000

70 000

60 000

& 50 000

40 000

30 000

GDP per head

20 000 . o

10 000

0
20000 30000 40000 50000 60000

Total Factor Productivity (PPS)

0
40% 50% 60% 70% 80% 90% 100%
Activity rate

0% 10% 20% 30%

Unemployment rate

40%

(1) The blue dots show the regions for DE, FR, IT and NL. In yellow, the 17 Spanish regions. The dotted lines show the
average of the variables.
(2) For the purposes of this Graph, the labour productivity component of GDP per head (see note 2 to Graph 1b) is
further broken down into total factor productivity (TFP) and capital deepening (K/L).

Source: Eurostat and European Commission

() In this box, regional dispersion is measured for the 17 regions in Spain and for the2Ntég®ns of DE, FR
(including the overseas departments and territories), IT and NL.
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1. Economic situation and outlook

Table 1.1: Key economic and financial indicators i Spain
forecast
2004-07 2008-12 2013-14 2015 2016 2017 2018 2019

Real GDP (y-0-y) 3.7 -1.3 -0.2 3.4 3.3 3.1 2.6 2.1
Potential growth (y-0-y) 3.6 0.9 -0.5 0.3 0.7 0.9 1.0 1.2
Private consumption (y-o0-y) 3.8 -2.0 -0.8 3.0 3.0
Public consumption (y-0-y) 5.8 1.3 -1.2 2.1 0.8
Gross fixed capital formation (y-o-y) 6.1 -8.4 0.5 6.5 3.3
Exports of goods and senices (y-0-y) 4.8 0.9 4.3 4.2 4.8
Imports of goods and senices (y-0-y) 8.5 -5.2 3.0 5.9 2.7
Contribution to GDP growth:

Domestic demand (y-o-y) 4.9 -3.1 -0.6 3.4 2.6

Inventories (y-0-y) 0.0 0.0 0.0 0.4 0.0

Net exports (y-0-y) -1.3 1.8 0.5 -0.4 0.7
Contribution to potential GDP growth:

Total Labour (hours) (y-0-y) 1.6 -0.2 -0.7 -0.2 0.0 0.1 0.1 0.1

Capital accumulation (y-o-y) 1.7 0.7 0.1 0.2 0.3 0.3 0.4 0.5

Total factor productivity (y-o-y) 0.2 0.4 0.1 0.3 0.4 0.5 0.6 0.6
Output gap 2.7 -4.0 -8.2 -4.6 -2.2 -0.1 14 2.3
Unemployment rate 9.2 19.1 253 221 19.6 17.4  15.6 14.3
GDP deflator (y-0-y) 3.8 0.5 0.1 0.6 0.3 0.9 1.6 1.4
Harmonised index of consumer prices (HICP, y-0-y) 3.2 2.3 0.7 -0.6 -0.3 2.0 1.6 15
Nominal compensation per employee (y-0-y) 3.9 25 0.7 1.6 -0.3 0.5 1.2 14
Labour productivity (real, person employed, y-0-y) -0.2 1.7 0.6 0.7 0.7 . . .
Unit labour costs (ULC, whole economy, y-0-y) 3.5 0.4 -0.3 1.4 06 0.2 0.7 0.8
Real unit labour costs (y-0-y) -0.3 -0.1 -0.4 0.7 -0.9 -0.7 -0.9 -0.5
Real effective exchange rate (ULC, y-0-y) 2.5 -1.7 0.0 -2.3 -0.9 0.4 1.0 -0.9
Real effective exchange rate (HICP, y-0-y) 1.2 -0.5 0.7 4.2 0.7 1.1 15 .
Savings rate of households (net saving as percentage of net
disposable income) 2.2 3.9 3.7 2.8 1.7
Private credit flow, consolidated (% of GDP) 26.9 -0.7 -8.7 -1.7 -1.1
Private sector debt, consolidated (% of GDP) 165.0 196.3 171.2 154.8 146.7

of which household debt, consolidated (% of GDP) 72.9 82.3 749 676 641

of which non-financial corporate debt, consolidated (% of GDP) 92.1 1139 96.4 87.2 826
Gross non-performing debt (% of total debt instruments and total
loans and advances) (2) . 4.4 7.3 5.3 4.8
Corporations, net lending (+) or net borrowing (-) (% of GDP) -5.4 3.9 4.6 4.7 5.1 4.6 4.3 35
Corporations, gross operating surplus (% of GDP) 20.5 23.9 240 239 245 246 248 246
Households, net lending (+) or net borrowing (-) (% of GDP) -3.3 1.3 3.7 2.3 1.6 0.6 0.3 0.3
Deflated house price index (y-0-y) 9.6 -8.3 -5.1 3.7 4.7
Residential investment (% of GDP) 11.6 7.2 4.3 4.4 4.6
Current account balance (% of GDP), balance of payments -7.9 -4.2 1.3 11 1.9 1.7 1.9 1.9
Trade balance (% of GDP), balance of payments 5.2 -1.2 2.9 2.3 3.0 . . .
Terms of trade of goods and senvices (y-o-y) 0.3 -1.1 0.1 1.1 0.5 -2.2 0.7 -0.6
Capital account balance (% of GDP) 0.7 0.4 0.6 0.7 0.2
Net international investment position (% of GDP) -65.5 -88.8 -96.5 -89.7 -83.9
Net marketable external debt (% of GDP) (1) . -75.2 -71.4  -66.2 -62.0
Gross marketable external debt (% of GDP) (1) 115.8 150.6 154.6 158.6 156.9
Export performance vs. advanced countries (% change over 5 years) 7.1 -3.8 5.2 -2.4 -0.7
Export market share, goods and senices (y-o-y) -2.7 -3.9 2.3 -1.3 5.0
Net FDI flows (% of GDP) 3.9 -0.3 -0.6 2.6 1.5
General government balance (% of GDP) 1.3 -9.0 -6.5 -5.3 -4.5 -3.1 -2.4 -1.7
Structural budget balance (% of GDP) . -5.5 -1.7 -2.5 -3.3 -3.1 -3.1 -3.0
General government gross debt (% of GDP) 40.5 61.5 97.9 994 99.0 984 969 955
Tax-to-GDP ratio (%) 36.2 32.1 342 345 333 344 344 345
Tax rate for a single person earning the average wage (%) 20.4 21.1 23.0 21.3 214 .
Tax rate for a single person earning 50% of the average wage (%) 10.6 9.5 11.9 9.9 10.2

(1) NIIP excluding direct investment and portfolio equity shares

(2) Domestic banking groups and stand  -alone banks, EU and non -EU foreign -controlled subsidiaries and EU and non -EU
foreign -controlled branches.

Source: Eurostat and ECB as of 30 Jan 2018, where available; European Commission for forecast figures (Winter f orecast 2018
for real GDP and HICP, Autumn forecast 2017 otherwise)
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2. Progress with country -specific recommendations

2 « PROGRESS WITKOUNTRY-SPECIFIC RECOMMENDATONS

Progress with the implementation of the to address the high segmentation in the labour
recommendations addressed to Spain in 2017 market have remained limited and have not
has to be seen in a longer term perspective sinceprevented the share of temporary congatbm

the introduction of the European Semester in increasing. Progress has also been less prominent
2011 Since then, Spain has overall advancemh social policies, notably concerning income
comparatively well in implementing CSRs.support schemes and family policies, and in
Looking at the multannual assessment of theeducation.

implementation of the Country Specific
Recommendations (CSRs) since these were firstaph 2.1:  Overall multiannual implementation of 2011

adopted, 426 of all the CSRs addressed to Spain 2017 CSRs by February 2018
have seen 'some progress' in th@iplementation. No progress
On 35%, Spain made 'substantial progress' or full

e

implemented them. 2& of the CSRs recorded ///;';;le,ﬁi'n'lalion
limited' or 'no progress' (see Grapi). Reforms 14%
carried out during economically challenging times

contributed to the Spanish economy's stron
performance since its emergence from the crisi
The decisiveness and speed of implementatic [
have however weakened somewhat since 201 | Prouess
The current minority government seems tc “
concentrate its political capital on few selecte :
policy issues, as well as on preventing-tidck of
earlier reforms. In several policy areas subject t
CSRs, both the national and regional levels ¢
government e involved in reform

Limited progress
22%

Some progress
42%

-

implementation. In those areas, coordination an —
accountability remain challenges for CSR(1) The multiannual assessment looks at the implementation
implementation. progress since a CSR was first adopted until February 2018.

(2) The assessment of CSRs related to fiscal policy excludes
compliance with the Stability and Growth Pact.

Recommendations concerning the financial (3)Assessment categories in 2011 -2012 differed from those in
: the following years.
sector, the' msc.JI'vency frameyvork and the long o/ .. European Commission
term sustainability of public finances hare been
addressed to a Iarg(_a extenfrhe_re_structunng of Progress has been more muted in implementing
banks that had received state aid is well advancefﬂ,

. oduct market reforms and improving
and the successful resolution of Banco Popular ILsearch and innovation. also seen from a mutti

June 2017 reinforced confidence in the Stabilit%nnual perspective. Over the past few years

ar;]dlres_:_l;]enczz 101f thz Szp()ﬁr;lsh ba_nkmgfsectoa aif ain has received recommendations to address
whole. The an pension reforms ma gulatory fragmentation in its internal market and

public finances more sustainable in the long term, strengthen research and innovation, a

The fiscal framework has seen variou . . . -
. . rerequisite for sustainable productivity growth.
improvements since 2012. The reform of th d P y 9

) Ithough the law on market unity has been in
corporate and personal insolvency frameworks h?8rce for four years, the agtation of sectoral
facilitated private debt eduction and made '

legislation to its principles has been slow. The
company defaults less onerous. renewed commitment of regions and the central
government in January 2017 to strengthen
cooperation on market unity has so far not

gapl_s remain T?wesf)ltbe substall(nt;al fprogress n dtranslated into tangible results. No policy measures
earlier years. The labour market reforms carried, - " "\ oo taken to  reform sizentingent

out since 2012 have made employment creatio

more responsive t@conomic arowth. Increased r%gulation or liberalise professional services,
P 9 : which had been the subject of previous years'

flexibility and continuing wage moderation has : :
been aiding this development. Stil, policy efforte-> s SOt Public support and promotion of

In labour market and social policies, significant
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2. Progress with country -specific recommendations

Table 2.1: Overall assessment of progress with 2017 CSRs

Spain- 2017 CSRs Overall ssessment of progres&imited
CSR 1Ensure compliance with the Council  Someprogress

Decision of 8 August 2016, including also  { Limitedprogress irstrengthening the fisc:
measures to strengthen the fiscal and public  framework

procurement frameworks. Undertake a 1 Someprogress irstrengthening the public
comprehensive expenditureview in order to procurement framework

identify possible areas for improving spendil § Someprogressin undertakinga

efficiency (MIP-relevant) comprehensive spending review

CSR 2Reinforce the coordination between  Limitedprogress

regional employment services, social servici § Someprogress irreinforcing coordination
FYR SYLX 28SNARZ G2 between employment services, social
FYR SYLX 28SNBRQ ySS services and employers

promote hiring on opemnded contracts. 1 Limitedprogress irpromoting hiringon
Address regional disparities and fragmentat  open-ended contracts

in income guarantee schemes and improve q Limitedprogress in addressing

0 ¢
R ¢

family support, including access to quality fragmentationin income guarantee
childcare. Increase the labour market releva  schemes animproving family support
of tertiary education. Address regional 1 Limitedprogress in increasing labour
disparities in educational outcomes, market relevance of tertiary education
particular by strengthening teacher training  q Limitedprogress in addressing regional
and support for individual students. disparitiesin educational outcomes

(MIP-relevant)

CSR ZEnsure adequate and sustained Limited progress
investment in research and innovation and  § Limitedprogress on investmerih researcl
strengthen its governance across governme  and innovation with some progress ¢

levels. Ensure a thorough and timely governance in this area
implementation of the law on market unity fc q Limited progress inimplementing the lay
existng and forthcomingdgislation. on marketunity

(MIP-relevant)

1 This overall assessment of CSR1 does not include an assessment of compliance with the Stability and Growth Pact.
Source: European Commission

private funding for research and innovation hav®ecommendations (see Tabl@.1). In fiscal
seen only modest increases. fehwere only a few policy and governance (CSH, a new law on
isolated advances in innovation governance amulblic procurement has been adopted which
public-private cooperation in research and tertiarymproves transparency andntrol mechanisms. Its
education, although some measures taken majyfectiveness, in particular at regional and local
need more time to generate measurable impact. level, will however depend on proper. While no
legislative initiatives have been taken to strengthen
Spain has made limited Q) progress in the fiscal framework in 2017, the government has
addressing the 2017 Countnyspecific  continued implementing the meses already set

(® Information on the level of progress and actions taken to

address the policy advice in each respective subpart of a gyerall assessment does not include an assessment of
CSR is presenteih the Overview Table in the Annex. This compliance with the Stability and Growth Pact.
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2. Progress with country -specific recommendations

out in the law. An expenditure review, focusing orfor Education" had notesulted in decisions as of
subsidies in several policy areas, was kicked off iRebruary 2018. Overall, progress on CESRas
2017. Some progress has thus been made been limited, implying few achievements on the
implementing CSR, thereby also addressingEuro Area Recommendation to promote social
aspects of the 2017 Council Recommendations féairness and convergence.
the Euro Area to ensure sustainable public
finances. Innovation funding saw modest increases, but this
has so far noled to increased investment in terms
In labour market, social and education policieef GDP share. However, Spain took a number of
(CSR2), some regions have advanced towardsteps towards making the governance of research
better coordination between public employmenand innovation more inclusive (CSRRl). There
and social services. Spain reinforced labowvere few advances in the further implementation
inspectorates to fighmore effectively against the of the law on market unity. Ehconsequences of
abuse of temporary contracts. Initial steps werthe constitutional court rulings declaring some of
taken to reduce the number of interim contracts iits articles null and void remain to be seen
the public administration. Measures to promotéCSR3.2). This results in limited progress on
operrended contracts in the private sectorCSR3, which also means few substantial
however, have shown limited effaeness so far achievements concerning the Euro Area
or have not yet moved to the implementation stagecommendation to prioritise reforms that
The rollout of the Universal Social Card in 2018increase productivity and improve the business and
will make the receipt of social benefits moreinvestment environment.
transparent, but will not necessarily improve the
effectiveness of income guarantee schemed a&uropean Structural and Investment Funds are
family support across the country. Some measurg@évotal for addressing key challenges to
to increase labour market relevance of tertiarinclusive growth and convergence in Spain.
education have been initiated or pursued furtheAmong others, they suppdBME competitiveness,
but are still too recent to have a noticeable effestrengthening of digital skills and vocational
on outcomes. Efforts to improve educationatraining, and women's labour market participation.
outcomes hve not reduced the persisting regional'hey are also instrumental for fostering investment
disparities. Some measures to strengthen teachierregions' relative strengths in the framework of
training and to support students, notably those atmart specialisation and for redug regional
risk of leaving school early, were approved irdisparities in the medium term (see Box 2.2).
2017. Work in Parliament on the "National Pact
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2. Progress with country -specific recommendations

Box 2.2: Tangible results delivered through EU support to structural change in Spain

Spain is a beneficiary of significant European Structural and Investment Funds (ESI Funds) support
and can receive up to EUR39.8 billion until 2020. This represents around’a of GDP annually ovethe
period 20142018 and 126 of public investment. By 31 December 2017, an estimated EWR billion
(30% of the total) had been allocated to projects on the ground. So far, this has paved the way for ai
39300 enterprises to receive support, dfielh more than 1200 are startips. By the end of 2016 almost
1.6 million participations in European Social Fund (ESF)/Youth Employment Initiative (YEI) activities we
recorded, from which close to 900 000 &% involved unemployed people (including ¢eterm
unemployed). Some 44 000 participants gained a qualification upon leaving and 43 800 wer¢
employment, including seémployment. EUR 1.7 billion from the total amount is to be delivered vig
financial instruments, a twipld increase compared thet 20072013 period.

ESI Funds help address structural policy challenges and implement countgpecific
recommendations.Actions financed cover, among others, promoting private R&D and innovation capaci
improving the competitiveness of SMEs and theovwgh and internationalisation potential; the creation of
new enterprises through financial and #imancial support; strengthening digital skills and improving the
efficiency of the administration through the development-gbeernment; improving the efttiveness of
the justice system; supporting womens' participation in the labour market particularly through develo
childcare facilities; and strengthening the links between vocational training and the labour market. Fund
also contributingto bestr r espond to jobseekersd needs in a
and quality jobs promoting opemnded contracts. The funds are also used to support the fight against e
school leaving and the upskilling of the older populationwadl as to strengthen the links between
vocational training and lifelong learning opportunities, in line with the Skills Agenda priorities.

Spain has already undertaken various reforms to fulfil the preconditions for ESI Funds support.
Smart SpecialisatioStrategies for research and innovation were developed to concentrate investment
regions' relative strengths and foster specialisation on products with strong market potential. This hag
improved cooperation between enterprises and public resesstitutions, and promoted the usage of
evaluations of R&D support. The national and regional transport plans have allowed the timely prepar:
of projects, implemented not only with support from ESI Funds, but also from the Connecting Eur
Facility (CEF), European Investment Bank (EIB) loans and national funding. Reform of public procurem
will increase the efficiency of public spending. After a slow start, the YEI implementation has mg
significant progress in 2017. Spain is the largest recipiénhis Initiative, and will receive EUR18
million for 20172020 in addition to the EUR43 million allocated for 2022015 to continue investing in
the young people and ensure their sustainable integration in the labour market.

Spain is advancing the the up of the European Fund for Strategic Investments (EFSI)As of
December 2017, overall financing volume of operations approved under EFSI amounted FobHdR,
which is expected to trigger total private and public investment of BUR billion. 54projects involving
Spain have been approved so far under the Infrastructure and Innovation Window (including 144 m
country projects), amounting to EURS billion in EIB financing under EFSI. This is expected to trigger a
total investment of about EUR.9 billion. Under the SME Window, 16 agreements with financial
intermediaries have been approved so far. These amount to/BRillion financed by the European
Investment Fund and enabled by EFSI, which is expected to mobilise aroun®.&Wkion in total
investment. Some 96 500 smaller companies orgprwill benefit from this support.

Funding under Horizon 2020, the Connecting Europe Facility and other directly managed EU funds is
additional to the ESI Funds.By the end of 2017, Spain had stghagreements for EUR 976 million for
projects under the Connecting Europe Facility. From 28046 Spain has been the 4th beneficiary of
Horizon 2020 with a share of 8.8% of the total Horizon 2020 EU contribution.

https://cohesiondata.ec.europa.eu/countries/ES
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3 « SUMMARY OF THE MAINFINDINGS FROM THE

MACROECONOMIC IMBALA NCE PROCEDURE INDEPTH
REVIEW

3.1. INTRODUCTION the corporate side, the debt reduction process has
taken place simultaneously with new credit
The in-depth review for the Spanish economy is flowing towards the less indebted and most
presented in this report. In spring 2017, Spain productive firms, supporting investment (Banco de
was identified as having macroeconomidEspafia, 2017d). Despite its significant decline, the
imbalances, in particular relating to high levels obutstanding debt of nefinancial corporations
external and internal debt, both public and privateemains above what prudential and fundamentals
in a context of high unemployment. The 201&ased benchmarks warranéésSection 4.2.3).
Alert Mechanism Report (European Commission,
2017i) corluded that a new idepth review The general government debt ratio is expected
should be undertaken for Spain to assegs have decreased slightly further in 2017, albeit
developments relating to the identified imbalancesemaining at a very high level. The Commission
Analyses relevant for the ddepth review can be 2017 autumn forecast projects a decrease by 0.6
found in the following sections: Public financespercentage points (pps) in 2017, to 94f GDP.
(Section 4.1.1); Financial sectand private sector Despite this downward trend, the high stock of
debt (Sections 4.2.1 and 4.2.3); Labour markeqiublic debt continues to be a vulnerability in the
(Section 4.3.1); and Investment (Section 4.4¥ace of potential changes in market sentiment and
Potential spillovers to the rest of the euro area athe prevailing low interest rate environment.
discussed in Box 3.4.1.
Unemployment, though still very high, has
3.2.  IMBALANCES AND THEIRGRAVITY continued its rapid decline. Unemployment is
estimated at 17.% for the whole of 2017 and is
Spain's net international investment position forecast to decline to 15% in 2018. This
(NIIP) remains very negative The large stock of constitutes a fall of more than 10 pps since its peak
net external liabilities-83.2 % of GDP in Q3 in 2013. Longterm and, especially, youth
2017) leaves the country exposed to adversenemployment saw a similarly steeallfduring
shocks or shifts in market confidence. Favourablgis period, but more than one third of the active
changes in their composition somewhat mitigatpopulation under 25 years of age did still not have
the associated vulnerabilities. a job in Q42017. 34% of the increase in
employment between Q2016 and Q4017 has
Despite a significant reduction, private sector taken the form of temporary contracts. This
indebtedness is still well above prudential and increase is hwever lower than the increase in the
fundamental-based levelsPrivate sector debt, in share of permanent contracts.
non-consolidated terms, amounted to 15%%f
GDP in Q32017 (of which 61.86 of GDP was The relatively large size and economic
household debt and 98% of GDP norfinancial integration of the Spanish economy with the
corporate debt). A high level of debt increasesest of the EU make it a potentially significant
vulnerability to interest rate shocks, and itsource of spillovers to other member states
associated financial burden constrains domest&speciallythose with which Spain has significant
demand. The financial position of Spanisttrade, financial and/or banking linkages. Box 3.4.1
households &s  strengthened thanks toillustrates how structural reform measures in Spain
improvements in the labour market and lowecan carry both a positive domestic and cross border
income taxes. Furthermore, the financial burden affect. The simulations presented therein follow
household debt has been reduced by the prevailitige spirit d the 2017 Council Recommendations
low interest rates. With sustained GDP growthfor the Euro Area, in particular as regards
household debt reduction is likely tontinue, but increasing productivity and potential growth, and
prudential and fundamentbhsed benchmarks improving the institutional and business
show that household debt remains high andnvironment.
deleveraging needs persist (see Section 4.2.3). On
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3. Summary of the main findings from the MIP In-Depth Review

3.3. EVOLUTION, PROSPECTAND POLICY Graph 3.1:  Current account balance and net international
RESPONSES investment position
% of GDP % of GDP

The persistent current acount surplus is

increasingly driven by structural factors. 2 el | 20

Despite the key role of domestic demand in driving 0

the economic recovery, Spain has been recording a

current account surplus since 2013. Also, between:

2013 and 2017, Spain's net lending capacég h

remained relatively stable at almos¢®of GDP, -

despite the shrinking output gap. Initially, cyclical .

and transitory factors (such as low oil prices or low

interest rates) drove the improvement in the.

current account balance, but, more recently,

strucural factors are playing an important role in-10
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preserving the improved external position. Current account (Ihs)

Accordingly, in cycIicaIIy adeSted terms, the = = = Cyclically adjusted current account(lhs)

current account balance has continued to improve Net international investment position (hs)

(see Grapl?o.l), exceeding the level Suggested bya) Current account required to stabilise the NIIP at the

curtent account norms, that is, the one explainednl bty S 020 C0"

by fundamentals (close to 4 of GDP in (c) Prudential Nllgberr:chmark: -Gl%ofGIjP

2017)("). Export market share increases and sigrsurce: Eurostat.

of import substution (whereby foreign imports

are replaced with domestic production), confirnThe change in the composition of Spain's

the perception that a structural change has takemternal liabilities in terms of asset type helps to

place in the Spanish economy (see Box 4.4.1). mitigate the vulnerability risks. Since 2013he
proportion of equity instruments in total external

Current account surpluses are slowly liabilities has been increasing, although from a

translating into a reduction of Spain's net very low level. Equity does not carry the same

debtor international investment position. risks as debt for external sustainability, as its

Complemented by high nominal GDP growth, theemuneration, i.e. dividend payments, can be

surpluses are driving a slow but steady reductioadjustedduring economic downturns. The change

of Spain's negative NIIP (s&@raph3.2 (}). in the composition of external indebtedness

Negative valuation effects prevented a largetowards public and central bank liabilities, with

improvement in 2013 and 2014, and again in 2013enerally lower refinancing and liquidity risk, also

with the appreciation of the euro. Continuednitigates to some extent the external vulnerability

current account surpluses and high nominal GD&f the Spanish ecoamy (see GrapB.3).

growth projected until2019 are expected to Additionally, most of the external debt has

facilitate a further improvement of the NIIP. maturities of one year or more (about %4of

general government and prieasector external

debt, excluding intercompany loans).

(') The current account 'norm' benchmark is derived from

regressions capturing the main fundamental determinan . . .
of the savinginvestment balance (e.g. demographics,§paln would need to maintain current account

resources), as well as policy factors and global financiggurpluses over a sustained period of time to
conditions. See also European Commission, 2017gecisively improve its still large external
Empirical current account benchmarks: modelling thqi5pjjities. While the current account surpluses
impact of demographic variables', LIME Wanki Group, .
24 April 2017. recorded since 2B have put the NIIP onto a
(® The recent widening of Target 2 balances is mainly due tdeclining path, the amount of Spain's net external
the impact of quantitative easing, rather than to capitaigpjjities is still far from having achieved a level
flight, as was the case in 2012. . . - .
that could be considered prudential or in line with

fundamentals. This gap warrants further and
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3. Summary of the main findings from the MIP In-Depth Review

sustained adjustmentseeGraph 3.2) (°). Even nominal GDP growth, the private defotGDP
under a relatively benign growth scenarioyatio is expected to continue decreasing, even as
maintaining current account surpluses over a longank lending resumes. Indeed, although the
period of time would berequired to decisively outstanding volume of credit to the private sector
bring down the large NIIP (see Table 3.1). It ixontinues to shrink, new bank Ilending to
therefore crucial for Spain to pursue fiscahouseholds and tthe most productive and/or less
consolidation and preserve the competitivenesadebted firms continues to increase, underpinning
gains made in the past years. While the latter ha®pain's strong economic growth (Banco de Espafia,
so far been largely driven by wage rasit, 2017d).
advances based on productivity growth and-non
cost competitiveness more generally continue teraph 3.3:  External liabilities by sector -type of financial
pose a chaIIenge. assets: change 2013 -2017

40 pps GDP

Graph 3.2:  Analysis of the rate of change of NIIP /i Spain 30
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Valuation changes m Equity (including intercompany loans)
mmmm Net transaction effect (rest FA bal.) -
= Investment income effect Source: Eurostat, own calculations.

=== Nominal growth effect
==¢==Change in NIIP (y-0-y)

Source: Eurostat In 2017, the quality of bank assets improved
further. The stock of nosperforming loans went
Private sector deleveraging is increasingly down further to 8.1 % as of November 2017, and is
driven by GDP growth as new credit continues "NOW close to the euro area average. On aggregate,
to grow. Private sector debt has been reduced §)¢ banking system comfortably ate the
about 58 pps of GDP since its peak in 2010. Modggulatory capital requirements. The resolution of
of this reduction is due to a decline in corporat&anco Popular on 7 June 2017 has strengthened
debt (about 35 pps of GDP), but progress ithe Spanish banking sector at large, with no losses
household debt reduction (@v23 pps of GDP) for taxpayers and depositors.
has also been significant. Even so, deleveragir;gf .
needs remain for both households and companiédter the sharp adjustment that largely
as debt of both institutional sectors remains abowompted the financial secto crises, the
their estimated prudential and fundamentsised Nousing market and construction sector have
levels (see Section 4.2.3). Thanks b trobust consolidated their recovery.Housing prices have
risen for almost four years in a row. However,
() The countryspecific prudential threshold for the NIIP is there remains a large stock of unsold houses,

derived from a wnivariate signalling approach that notably in some regions, and the recovery does not
identifies at which NIIP level an external crisis is likely to show potentially harmful price

begin. The NIIP level explained by fundamentals . e ..
represents the NIIP that would result if a country had ruslynamics(Philiponnet and Turrini, 2017). The

its current account in line with fundamentals sid@®5. development of the real estate market remains

See European Commission, 2016, 'Refining theC ruci al for banks o pr ofitabil

methodology for NIIP benchmarks', LIME Working
Group, 21 Nov 2016.
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3. Summary of the main findings from the MIP In-Depth Review

Table 3.1: Current account balance and net international investment position sensitivity analysis
Low nominal GDP growth Baseline scenario High nominal GDP growth
(1.7% awge. 2017-25) (2.7% awge. 2017-25) (3.7% awge. 2017-25)
NIIP Stabilisation -1.9 2.7 -3.5
NIIP at -75% of GDP -0.8 -1.6 -2.3
NIIP at -61% of GDP 0.9 0.2 -0.5
NIIP at -35% of GDP 3.9 3.3 2.7

(1) The table above shows the average current account required to reach a certain NIIP by 2025, based on the different

stated assumptions for nominal GDP growth, assuming no NIIP valuation effects on average, and a stable capital account
balance at its median level over 2016  -18 (0.3 % of GDP). See also European Commission, 2015, 'Refining the methodology for
NIIP-based current account benchmarks', LIME Working Group 17 June 2015.

Source: European Commission's calculations

The insolvency reforms over the past years have been underpinned by wage moderation and the
facilitated private debt reduction. The use of labour market reforms implemented in 2€A@12.
pre-insolvency proceedings has increased by abotitowever, it still occurs to a large extent through
50% and ouf-court agreements have becomdemporary contracts, the proportion of which in
common for natural persons. The overall numbeptal employment is significantly higher than the
of insolvency proceedings has started to increagd) average, and has increased further throughout
in the first two quarters of 2017, by 3® and 2017 (to 26.8% in Q2017). This has a potential
4.3% quartefon-quarter, respectively. In the negative impact on productivity growth and social
prevailing context of high economic growth andcohesion. Spain is taking measures to strengthen
improving access to finance, such figures indicatedividual support to the longerm unemployed,
that insolvency procedures have become motmut their impact relies on the capacity of the
conducive to deleveraging (see Section 4.2.2). regional public employment services. This has
remained limited despite increases in resources and
The reduction of public sector debt is expeerd improved coordination with social services in
to gather pace. Despite strong nominal GDP some regions (see Section34). Addressing
growth and debtlecreasing stoekow education and skills gaps is critical to reducing
adjustments in 2015 and 2016, the decline in th&ructural unemployment and supporting the
debt ratio has been muted, totalling 1.4% of GDIReallocation of human resources towards more
between 2014 and 2016. This is due to the stiffroductive activities.
high, though declining, geeral government deficit.
Since 2014, the reduction of the deficit has relied
to a large extent on the positive macroeconomig4. OVERALL ASSESSMENT
outlook and the improving financing conditions.
As the deficit is forecast to continue narrowing inThe reduction of macroeconomic imbalances in
2017 and 2018 (to 3% and 24% of GDP, Spain has progressed further, but the still high
respectively) thanks to the continuation of thestocks of external, public and private debt mean
economic upswing as well as some expendituthat significant vulnerabilities remain. Private
restraint, the debt ratio is forecast to decreasector debt reduction has continued to adean
further to just below 9% of GDP in 2018. While and the slower debt reduction pace in 2017 is due
there appears to be no immediate risk of fiscab credit flows turning positive. Public sector debt
stress, risks to fiscal sustainability remainhas been slightly reduced, a process that is
significant in the medium term (see Section 4.1.1)expected to accelerate somewhat as government
deficits are forecast to narrow further.
The labour market has continued to improve, Improvements in he external balance are
but unemployment and segmentation remain increasingly sustained by structural factors
high. Strong job creation has continued throughowupporting the growth of exports and limiting that
2017, and is expected tdow down but remain of imports. Nevertheless, in order to decisively
robust through 2019. Employment growth ha$ring down its stock of external liabilities, Spain
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3. Summary of the main findings from the MIP In-Depth Review

will have to record current accoustirpluses over remains very high with a large proportion of it
an extended period of time. Althoughbeing longterm, and the share of temporary
unemployment has been declining rapidly, iemployment remains high.
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3. Summary of the main findings from the MIP In  -Depth Review

Table 3.2: MIP Matrix

Gravity of the challenge Evolution and prospects Policy response

Imbalances (unsustainable trends, vulnerabilities and associated risks)

External position As a result of the prerisis The current account has been in sur Measures have been taken
expansion, Spain has a high st since 2013, and is expected to remelose redore  cost  competitivene:
of net external liabilities to 2% of GDP until 2019. Part of this Investnent in research ar
amourting to -83.2 % of GDP ir improvement has been due to tempa innovation, as well asmproving
20178, mainly composed 1 factors, but export market share increa: labour skills, would be kefactor
debt instruments. This expo: and initial signs of import substitution, to raise norcost competitivenes
Spain to adverse shocks shiftc spite of accelerating domestic dem Measures to address those is:
in market sentiment. growth, suggest that a structural change have been modest so far (

- taken place in the Spanish economy Sections 4.3.2, 4.4.3).
Vulnerabilites are somewh

mitigated by a bias towar Current account surpluses are slo
mediumterm and longterm translating into a rediion of Spain's n
maturity assets, and a large st debtor international investment posit
of the external debt issued by (NIIP). Complemented by high nomit
public sector or backed by t growth, they are driving a slow but stei
Bank of Spain. reduction of Spain's negative net
international investment position The
appreciation of the Eurcause valuatior
effects preventing an even great
improvementin 2017. Continued curret
account surpluses and high nominal C
growth projected until 2019 are expecte
facilitate a further improvement of the NI

Public debt Spain has a high level of puk Despite strong nominal GDP growth ¢ The Commission concluded tl
debt, which was estimated debtdecreasing stoekow adjustments i the 2018 Draft Budgetary Plan
98.4% of GDPin 2017. 2015 and 2016, the decline in the debt | Spain is broadly compliant wi

) . has been muted, given the still high heac the provisions of the Stability a
A large stock of public debt is yeficit in those years. However, as Growth Pact.The required fisci
burden on the economy and ma efjcit is forecast to continue narrowing effort is projected to be met
Spain vulnerable to changes 5017 and 2018 (to 3.1% and 2.4% of G both 2017 and in cumulative ter
financial or economic conditiol egpectively) and nominal GDP growth over 2016 and 2017. Whiléhe
andincreasing financing costs. remain relatively strong, the debt ratic policy fiscal measures taken so
The coutry faces deb forecgst to decrease further to 96.9% have §ignificantly i_ncreased 1
sustainability risks in the medit GDP in 2018 proba_blllty Of. _meetlng the 2@
term (see Sectiod.1.1). Eeadl!ne deflqt_ targetthe_ 20B
eadline deficit target is nc
projected to be mefThe excessiv
deficit procedure is currently ke

in abeyance.

(Continued on the next page)

Table (continued)
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Private debt

3. Summary of the main findings from the MIP In

The total stock of private ne The debt stock of the privasector has bet The reforms of the insolven
financial sector debt stood reduced by about8&pps of GDP since i regulation framework in
1599% of GDP in @@-2017 peak (about3pps for corporate debt and 2014/2015 have facilitated del
terms. pps for household debtHowever,a neet restructuring and mal
) . for further debt reductionremairs. Rea insolvencies less onerous The
Household debt remains high, Gpp growth has become the main drive government is planning to
61.8 % of GDP in (8-2017, while i\ ate sector debt reduction as new cr some  finetuning on  thos
corporate debt now stands &E 55 gtarted to flow fomainly, SMEs ani reforms, notably to  improy

-Depth Review

% of GDP, after a brisk reducti households.

in recent years.

While Spanish householdinancial positiol
remairs vulnerable,it hasbeenstrengthene
by the prevailing low interest rates ¢
improved economic conditior
Nevertheless, there are segments 1
exposed to market changes, such as
incomefamiliesandthose where no memt
is employed

Banks have restructured th
activity and cleaned up th
balance sheets, and the n
performing loans ratio has
continued to decrease. This
now close to the euro ar
average (8.1% in Novembe
2017).

regulation on second chances
entrepreneurs.

Adjustment issues

Unemployment

The unemployment rate stood Unemployment has been declining rapidl
16.4% in Q32017, of which but it remains very high, especially for the
43.6 % was long-term youth and longerm unenployed.

unemployment, and you ) ) .
unemployment was at 3. Both Wage moderation has continued despite

ratesareamong the highest in t pickup in inflation,whereagroductivity
EU (see Section.3.1). Thi growth has remained modest.

persistence of high unemploym ik |evels of labour market segmenta
reflects frictions in the adjustme (permanent vs. temporary employme

process to eXIStil continue to affect negatively productiv
macroeconomic imbalances.  5.q workingconditions.

Labour marketadjustment is ke
to prevent high unemploymer
becoming entrenchedensure
lasting improvement il
competitiveness and  mitige
social distress.

Coordination  between pub
employment and social servic
has been somewhat improved
relaunching a network fo
information ~ exchange, joi
training and joint planning
including plans to develop a soc
card

A new activation strategy foses
on enhancing support measures
unemployed youth, people over
years, and the lontprm
unemployed.

Incentives to reduce labour mar
segmentation have not had
substantial impact so far, btite
government has presen
proposals for additionaheasures

Conclusions from IDR analysis

1  Spain is characterised by a combination of still large stock imbalances in the form of external and internal debt, datic
private. These constitute significant vulnerabilities as they exBpai to adverse shocks or shifts in market sentiment '
would have harmful implications for the real economy, especially given the context of still very high unemployment.

1  The current account balance and cost competitiveness have continued to impraowet, external liabilities are only decreas
slowly. Progress continues to be made on private sector debt reduction and strong GDP growth provides increasing
the reduction of dekib-GDP ratios. Public debt has decreased slightly, witltiteforecast to narrow in future. Unemploym
remains very high, despite a substantial, and continued, reduction.

1  Policy progress has been made especially between 2012 and 2015 regarding the financial sector, the corporate
insolvency framewrks, and employment protection legislation. However, challenges remain, in particular concerning ir
innovation and skills in order to boost noost competitiveness, in increasing the share of -epeled employment contrac
and in ensuring comglce with thdiscal rules.Policy progress to address remaining imbalances has slowed down since

Source: European Commission
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3. Summary of the main findings from the MIP In  -Depth Review

Box 3.4.1: Euro area spillovers

Given its economy's relatively large size, structural reforms in Spain could havevepikffects on other
euro area countries. CSRs to improve the business environment by implementing product market ref
have beenddressed to Spain since 2011. This box illustrates the potentiabwgilleffects from the full
implementation of the Law on Market Unity (LMU), aimed at reducing regulatory disparities across regif
in Spain, and of a liberalisation of professionaviesss. Both supphside reforms are expected to lead to a
more efficient reallocation of resources and to boost competitiveness gains in Spain. Using
Commission's QUEST mod€l), the impact of reforms in Spain on real GDP in Spain and other euro ar
countries is simulated (see Graph 3.4.1). Monetary policy rates in the euro area are assumed to r
unchanged during the first two years.

Under the scenario of full LMU implementati¢®, the administrative burden on Spanish firms declines
making themmore competitive, both in domestic and in foreign markets. As a result, the Spanish real @
after 5 years is about% higher than in the baseline scenario. The impact on real GDP of other euro 3
countries is a fraction of the former, but persistsr dlve simulation period. The effect is larger in countries
with strong economic ties to Spain, such as France.

Graph 3.4. 1.1 Simulations results: Impact on real GDP Liberalising professionakervices
also vyields a positive, albeit
% smaller, impact on Spanish real
0.14 35 GDP. This scenario assumes that
012 5 the Spanish product market

A regulation (PMR) indicator in
o1 28 professional services approaches
0.08 2 the values of the best performers
in the EU §). This reform, by

Market Unity Law implementation and professional services liberalizatio

0.06 15
improving competitiveness in
e L product markets, leads to a slow
0.02 05 and modest increase in Spanish
0 0 real GDP of about 0.2% after 10
1 2 3 4 5 6 7 8 9 10 years. The impact on real GDP of
bE R AL - EA ES (Right) (.)th.er euro area countries is
Years after the shock |Imlt9d, but pOSItIVQ.
(1) EA: Euro area In addition, the two reforms may
Source: European Commission have a psitive impact on

economic agent's confidence,

which is captured by adding a
positive confidence shock to the model. Positive confidence effects that lead to a strengthening of pri
sector demand can amplify the positive spillovers to other euro aneareies. The confidence shock is
simulated as a reduction of the sovereilgit spread between Spain and Germany (currently at about 1
basis points) to zero, of which 80 is passed on to firm lending rat@ssumption based on Zoli, 2013).
This improvenent in financial conditions boosts Spanish investment and increases real GDP by atout O
after 10 years. The spitiver effect on other euro area countries' real GDP is greater but still limited.

() Detailed information on the QUEST model and applications is available at:
http://ec.europa.eu/economy_finance/research/macroeconomic_models_en.htm.

(® Total administrative costs (fixed costs) are immediately and permanently reduced by 1.3% of GDP. Calibration jpased
on Mas Rodrigueand Herrero Garcia (2013).

(® See ThundThysen and Canton (2015), and Canton et al. (2015). The simulated size of the reduction rolighly
corresponds to a reduction of the OECD PMR indicator in professional services from 2.1 to 1.3, which translates|into a
permanent economyide reduction of markips by 0.27 pps.
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4 « REFORM PRIORITIES

4.1. PUBLIC FINANCES ANDTAXATION

4.1.1. GENERAL GOVERNMENT BBT * that under normal economic catidns and
assuming a constant structural primary balance
Spainds gener al g 0 v e r nafter the lastCGomnissiondorecast yearg20E9), thes
high. After rising sharply in the years following Spanish general government debt is expected to
the financialcrisis, the general government debtemain at around 9% of GDP by 2028 (last
ratio peaked at slightly over 180 of GDP in projection year). This projection is driven by the
2014, about 65 pps above its low point of 2007gradwal improvement in the primary balance over
The Commission 2017 autumn forecast projecthe projection period offsetting an increasing
that the debt ratio will decrease from 98o4of interest rategrowth differential, especially in the
GDP in 2017 to 95.3 of GDP in 2019, as last part of the period. The analysis also shows that
relatively strong nominal GDP growth increasinglythe level of the debt ratio is highly sensitive to
offsets the narrowing deficits. As the private debshocks ¢ee Box4.1.]) . Further mor e, Sp
ratio has declined faster than the government destructural primary balance would need to improve
ratio, general government debt now makes up lay as much as 5% of GDP in cumulative terms
much larger share of the total indebtednesshef tover a fiveyear period (from 2019 until 2024)
economyi at around 3P6 in 2016 relative to relative to the baseline #@scal policy change
around 20% in 2010, the year in which private scenario to reach the 80 public debtto-GDP
debt peaked (See Grapi2.3). ratio reference value by 2032. In the Commission's
assessment of debt sustainability, this increase is
Spain does not appear to face immediate risks well above the threshold that qualifies a country as
of afisc @Y This tisr thasiks dto the facing high risks in the medium term.
improved macrdinancial situation, wite the
shortterm challenges from the fiscal side are noln the longer term, risks to fiscal sustainability
sufficiently severe to generate shtetm fiscal due to the unfavourable initial budgetary
stress at the aggregate level. In particular, Spaposition are mitigated by savings in ageelated
stil has a sizeable negative net internationaxpenditure. Savings on notealth ageing related
investment position and low household savingspending (pensions and unemployment benefits)
rate. However, risks are mitigated by the strongmount to about 2.% of GDP, due to the 2011
real GDP growth, positive current account balancand 2013 pension reforms darother factors. By
and regained cost competitiveness, as well as thentrast, public expenditure on health care and
low proportion of shorterm debt among nen longterm care adds 1% of GDP to the fiscal
financial corporations and households and subduedstainability gap. This projection is based on
private sector credit flow. Shorterm risks current expenditure trends and the expected
stemming from the fiscal side are larger and ardemographic changes.
mainly related to the high general government debt
ratio and relatively high gross financing needsThe persistent deficit of the social security
These elements are mitigated by an improvesystem and the continued application of the
headline balance, a relativelpw share of short minimum pension revaluation rate are
term debt (as % of GDP), a low interest/growttreceiving policy attention. While two successive
rate  difference and subdued governmemeforms of the pension system, in 2011 and 2013,
expenditure growth. will help contain pension expenditure in the long
term, thg are also likely to result in less generous
Spain faces high fiscal sustainability risks in the pensions. The parliamentary committee dedicated
medium term. Debt sustainability analysis showsto pension issues held meetings in 2017 to discuss
possible further reforms. To date, these have not

(* For details on the European Commission's assessment [gfd to a consensus. For a summary of the current
fiscal sustainability risks in the sharmedium and long

term, see Europea Commi ssi on ( 258%99”,3”“3%'5“@9 Cha”enges’ see Béx.2
Sustainability Mo n-General for2 017 6 Directorate

Economic and Financial Affairs, European Economy,

Institutional Paper 071/2018.
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4.1. Public finances and taxation

Box 4.1.1: Medium -term projections of general government debt

The public debt trajectory has been simulated under different scenarios. Under the baseline scenari
general government debt is forecastecrease slightly during the projection period to reach abou®®5.1
of GDP in 2028 (the end of the projection hor
2017 autumn forecast, consistent with the forecast implicit interest rate arsthahes of sheterm and
long-term public debt. It makes a number of technical assumptions. First, over tHerpoast period, the
structural primary balance is set constant at the value projected for 2019. The cyclical component @
primary balane is calculated using (countgpecific) budget balance sensitivities over the period unti
output gap closure is assumed (2022). Second, thetéonginterest rate on new and roHeder debt is
assumed to be % in real terms by the end of the projentiperiod, while the shoterm real interest rate
reaches an erof-projection value that is consistent with th&3ongterm real interest rate and the value
of the euro area yield curve. Third, the GDP deflator is assumed to change linearly unthéisrgk in
2022 and remain constant thereafter. Fourth, the dtoekadjustment is set to zero after 2019. Finally,
mediumterm real GDP growth projections are based on the T+10 methodology agreed with the Econ
Policy Committee and implies that mediterm real GDP growth is assumed to averageXd is 2017
2022 and to slow to 1% on average in 2023028.

Graph 4.1.1.1: Gross public debt i Spain
% of GDP
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== Baseline no-policy change scenario

=g Standardized (permanent) negative shock (-0.5p.p.) on GDP growth

=== Standardized (permanent) positive shock (+0.5p.p.) on GDP growth

= Standardized (permanent) positive shock (+1p.p.) to the short- and long-term interest rates on newly issued and rolled over debt

Source: European Commission.

More favourable assumptions on real growth would lead the debtodttaw a lower path to reach 9%
of GDP in 2028. By contrast, under more unfavourable assumptions on real GDP growth or interest f
the debt ratio would increase to 1006 0of GDP or 101.4% of GDP by 2028, respectively.
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4.1. Public finances and taxation

Box 4.1.2: The Spanish pension system f reforms and challenges

The continuing large deficit in the social security sector balance and the gradual erosion of the S
Security Reserve Fund built up with surpluses of theasaecurity system during the boom years have
prompted a debate about the need to further reform the pension system in Spain, following the
substantial reforms of 2011 and 2013. Since October 2016, the parliamentary committee dealing
pension refam has held discussions about a new set of recommendations (the so called "Toledo F
process), but the committee has still not reached a conclusion.

Spain's Social Security System has moved from a position of comfortable surpluses in the years prec
the financial crisis to widening deficits, with the latter reaching %.®f GDP in 2016. This is the result of
nominal GDP stagnating and contributory pension expenditures, in particular, continuing to grow du
demographic factors and a rising averagension. In the face of deteriorating fundamentals, Spai
undertook two major reforms (adopted in 2011 and 2013, respectively) to improve the fiscal sustainabili
the pension system. The 2011 reform aimed to restrict access to pensions by grachealfing the legal
pensionable age and reduce the generosity of pensions. The 2013 reform introduced a mechanism ac
the |l evel of the initial pension to the evol ut
f act or & ¢hansm chlled thenpension revaluation index (PRI), which aims to adapt the expenditur
the pension system so as to ensure its-teng sustainability. This is achieved by, within certain limits,
setting the annual revaluation of existing pensionsiet & level so as to gradually bring expenditure in line
with revenue. Hence, if the system is in deficit, the PRI acts by gradually reducing the generosity of exis
pensions. As a result, the sustainability of the pension system in its current feimuatly ensured by
design as long as its various mechanisms are allowed to work as intended.

Despite the minimum 0.25% revaluation having been applied for the last four years, the subdued infl:
has so far implied that the real value of pensionsmbabeen eroded. However, as inflation has picked up ir
2017, this may no longer be the case and continued application of the minimum revaluation may leac
gradual decline in the real value of existing pensions.

Based on a number of demographic antheeic assumptions and including the impact of the two reforms
the European Commission 2015 Ageing Report projects public pension expenditure td¥bef0GDP
lower in 2060 compared to its 2013 level. The ratio is first expected to rise frorfoldf. &P in 2013 to
12.5% of GDP in 2045 as the retiring baby boom generation is driving up the dependency ratio, and the
come down to 1% of GDP by 2060, as this baby boom effect fades out. In this baseline scenario,
benefit ratio- i.e. average puld pensions in relation to average wageeclines by about 20 pps to around
40% by 2060, generating savings amounting to%.4f GDP. A further 0.86 of GDP is saved by changes
to the coverage ratio, i.e. who is eligible for a pension. Reflectingathe process, the replacement rate (i.e,
the average first public pension as a share of the average wage at retirement) is also expected to fall b
30 pps to slightly below 5%. These reductions are among the largest in the EU, with a potential strg
negative impact on the living standards of the elderly Spanish population, although Spain would still |
benefit and replacement ratios around the EU average level in"20868 most recent projections for Spain
confirm that, due to a large fall in tienefit ratio, pension expenditure will remain contained relative to thi
euro area and the E(@G Economic and Financial Affairs, 2018).

The adequacy of future pensions will also crucially depend on the capacity to address current labour n
challengessuch as the widespread use of temporary contracts (and especially those shorter than 3 mg
the incidence of patime employment (in particular involuntary pdirne employment), the incidence of
short professional careers, especially among wafeand the need to improve working conditions and
adapt the work place to allow for longer working life.

Other institutions have reached similar conclusions, e.g. Fedea (Fuente, Garcia Diaz and Sanchez, 2017) and the Bank
of Spain (Hernandez de Cos, Francisco Jimeno and Ramos, 2017).

According b analysis carried out for the 2018 Pension Adequacy Report (forthcoming), average earnings may differ by
35.3pp. between a full 49ear career and a shorter-g€ar career.
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would increase revenudsy 0.21.4% of GDP,
4.1.2. TAXATION depending on the scope and extent of the

reduction. Negative distributional effects can be
Spain has a relatively low taxto-GDP ratio and reduced or avoided by giving priority to items
relies less on labour taxes than other EU where the reduced rate has a regressive effect or be
countries.l n 2016, Spai nds tompensatedrthidoagh otleec rmeans,nstick dalsoc
for 33.3% of GDP, compared to an EU average ofransfers.
about 38.9% and euro area average of 4%l
Spain raises roughly equal shares of revenues frdm some cases, reduced VAT rates tend to have
indirect taxes, direct taxes and social contributions. regressive impact. All VAT rate reductions
Following a steepfall during the crisis (from potentially benefit all consumers regardless of their
12.4% of GDP in 2006 to 8.% in 2009), the income level. As such they are not an effective tool
share of indirect taxes has largely recovered (tr income redistribution. While, on avee the
11.8% of GDP in 2016) as a result of higher VATreduced rates in Spain have some progressive
rates, improved VAT compliance and theeffect, which is almost entirely due to foodstuff,
economic recovery. Personal income taxes arfdr many items they have a strongly regressive
social contributions have seen more limiteceffect. For instance, this is the case of the reduced
changes, while corporate income taxes have variedte for restaurants and hotels.
significantly with the cycle and were still much
below their precrisis level as a share of GDP. InThe VAT compliance gap continued to
2015 and 2016, both personal and corporatecrease.The gapi calculated as the difference
income taxes weraffected by legislated tax cuts. between the theoretical VAT liability and the
Some of the reduction of the corporate income tavevenue actually received as a percent of the
was reversed in 2017, as the corporate tax bakemeri amounted to 3.%6 in 2015 (down from a
was broadened by reducing the deductibility opeak of 136 in 2011), which is significantly
some items. In 2015, the implicit tax rate on laboubbdow the EU average of 1%. In July 2017, Spain
stood at 31.36, below tle EU average of 35%, put in place a new information system (Sll) that
and the tax wedge'j in 2016 for an average requires medium and large enterprises to inform
single wage earner was 3%bcompared to an EU the tax administration about their commercial
average of 40.66. Empl oyer s@ s otrarisactionsevithra much sharteridedag. s
make up a relatively large part of the tax burden,
particularly at low wage levels, rdéng in a less Environmental taxes are still below the EU
progressive system. average, despite increases in recent years.

Environmental taxes in Spain amounted to about
Despite a standard VAT rate in line with the 1.9% of GDP in 2016, compared to an EU average
EU average (21% vs EU average of 21.86), of about 2.4%6 of GDP. In particular, energy taxes
Spain has a relatively large VAT policy gap. (including transport fuel taxes) vyielded Ilittle
The ‘actionable policy gapi the policy gap revenue, which reflects the low level of excise
remaining after excluding those items wher duties on both unleaded petrol and diesel. This is
charging VAT would be either impractical or isparticularly the case for diesel, on which Spain
beyond the control o f appties the miaimumaenciséh aduty,i despie sliesel
at 27% in 2015, of which just over half was due tohaving a higher carbon and energy content than
the use of reduced and supeduced rates. unleaded peol. Finally, taxes on transport, such as
Simulations conducted by the Europearvehicle taxes, only yield half as much revenue in
Commission based onealEUROMOD model (See Spain as the EU average (0@ compared with
Box 4.1.2in the 2017 Country Report) show that0.5% of GDP).
reducing the incidence of these reduced rates
Spain relies to a relatively low extent on

(*) The tax wedge on labour represents the difference betweeacurrent taxes in the area of property taxation.
the total labour cost of employna worker and the

stood

wor kerds net earnings. It Wll”e Jeevgp%sefﬁoma%mp&gyr Té’iéqﬁlgﬂ in; %P@'Q me t ax

and employer and employee social contributions (net ofe slightly above the EU average (28
family benefits) as a percentage of total labour costs (theompared with 2.66 of GDP in 2015), the

wage and employer social contributions). recurrent element is below the EU average %.3
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4.1. Public finances and taxation

of GDP compared with 1% in 2015), while nine regions complied with the deficit target, the
transaction taxes exceed the EU average %il.6 highest number since 2013. Over 220RL6, fiscal
compared with 26 of GDP). Recurrent property rules were irgeneral more frequently observed by
taxes are considered among the taxes leaggions falling within the medium GDP per head
detrimental to growth and preferable to transactiogroups (Grapt.14).
taxes, as the former allow a more efficient
allocation of assets and higher labour mobility. N@raph 4.1.4: Share of regions having complied with fiscal
major policy chages have been introduced in the rules over 2013 -2016 by GDP per head and by

R . year (100% = 17 regions)
area of property taxation in recent years, except for
the gradual phasing out of mortgage deductibility.

100%

Graph 4.1.3: Government revenue by category 80%
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Current taxes on income and wealth (corporations) Source: Ministry of Finance and European Commission
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Source: Ameco.
Local governments have on aggregate,

overachieved their budget balance targets over

20132016 Unlike regional governments, they

ave missed more frequently the public debt target.

he improvementni t he | ocal entities
alance has been driven by reductions in the

interest and current expenditure to GDP ratios

(Graph4.15 Iéft-hand side), although current

expenditure has increased when measured in real

and per capita terms (Graghl 5 righthand side).

The Spanish tax system features elements
hindering investment. A high debt bias hampers
developments in equity markets (see Box 4.4.1 i
the 2017 Country Report). The difference in th%
cost of capital for new equifunded investment,
on the one hand, and ddbhded investment, on
the other, was still onef the largest in the EU in
2016, despite having improved somewhat.

4.1.3. FISCAL FRAMEWORK . .
The recovery in tax revenues and the increase

Spainds fiscal framewo gf KEVerug Erflgs;%pféfjaﬁirllitat[eshdgficitor%?y_c}iogla tion
for subnational governments to comply every y regions in » the improvement in - the

year with a deficit, debt and expenditure rule budget balan(_:e was explained _by reductions in the
share of capital, current and interest expense in

target. At regional ével, compliance with fiscal ) .
targets improved  considerably  in 2016GDP, but also byhte increase in revenue transfers,

(Graph4.14). Over 2012016, the debt target was on account of the tax settlement of the 2014 fiscal
met most frequent| followed by the expenditure yﬁ?r, Wg'Ch h)gellie? f:iglogs .‘de't":nal dEiJ'R 7|'6
rule target. However, deficit targets have had thgI lon (Grapha. efthand st e).. n addifiona

worst compliance record, even though the region&'lse in revenues from the regional financing system
public deficit has goné down over 202816 Was observed in the first ten months of 2017,

(Graph4.14 left-hand side). Nevertheless, in 2016implying that the regiorladeficit target for that
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year is likely to have been complied with (AIReF Selected featue s i n t he St abi

2017).

Graph 4.1.5: Improvement in regional and local
governmentsd budget
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4.1. Public finances and taxation

expenditure rule remain unregulated For
example, the law does not call on roempliant
governments to make up for spending slippages
within a predefined time frame. Linked to that, the
law does not clarify whether the referenage of
eligible expenditure should be applied to the-end
of-theyear level of eligible expenditure or to the
level compliant with the rule. This can reduce the
impact of the rule on fiscal consolidation
depending on the interpretation given to the legal
provisions.

The circumstances leading to the activation of
measures to prevent the risk of norcompliance
with the domestic fiscal rules are not defined.
While this gives the authorities more discretion in
the activation of those measures, it can redhee t
automaticity in their implementation. In early
December 2017, shortly after the publication of the
quarterly budget execution data, the Ministry of
Finance sent letters to selected regions calling on

Source: IGAE (Ministry of Finance) and European

them to address the risks of rRoompliance with

Commission the expenditure rule. However, the timing of the

letters reduced the chances for regions to take
Expenditure rules can be an effective tool to remedial action still in 2017.

underpin the sustainability of public finances as

revenue recovery sets inBy capping growth in Other policies have been put in place to assist
the expenditure falling under the control of theegional consolidation and enhance spending
government with reference to a medi®nm efficiency. A spending review was launeth in
growth ratei as is the case in the 3psh June 2017 covering public subsidies with a view to
legislation- they help fiscal consolidation in goodimproving procedures, eliminating duplications
economic times, while in times of recession theynd evaluating impacts. An action plan was
do not hinder fiscal policy playing a stabilizingadopted by the Spanish government on 26 January

role. Expenditure rules therefore reduce -pro2018. The first phase of the review is planned to be
cyclicality in fiscal policy. In fact, the economic completel by end2018.

literature associates expenditure rules with
improved fiscal performance (IMF, 2015). Over
20132016, regions having complied with the
expenditure rule have, on average, recorded higher
primary balances. However, regional governments
may have opted to reducediscretionary
expenditure, such as on public investment, to seek
compliance with the rule rather than pursuing more
structural forms of consolidation. For local
governments, which on aggregate are in a better
budgetary situation, special provisions apphg,
those with sound public finances can, under certain
conditions, use their budget surplus to fund
financially-sustainable investment, with this
spending not qualifying as eligible spending for
the purposes of the domestic spending rule.
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4.2. FINANCIAL SECTOR ANDPRIVATE SECTOR DEBT

The Spanish economy continues to relgeavily Resolution Authority) divestment from Bankia as
on the banking sector In 2016, total bank loans well as the divestment of SAREB's portfolio, the

in the economy represented about¥45f GDP Spanish asset management company, have made
(see Grapm.2.]) vs an EU average of aroundfurther progress but remain to be completed.

36 %, while nonbank financial intermediation via
equity markets, debt issuance and venture capitalige 4.2.1:  Financial soundness indicators, all banks.

below the EU average. The outstanding level c&;
loans to the Spanish private sector has continued
decline but at a sloweate than in the past year

S Coverage ratio

2010 2011 2012 2013 2014 2015 2016 17Q2
Non-performina debt (NPD) © 41 52 64 79 67 53 48 45
Non-performina loans (NPL) @ - - - - 81 63 57 53
65.8 57.3 68.1 46.6 46.4 46.8 45.0 449

Loan to deposit ratio © 108.8 108.7 108.1 98.7 93.3 91.4 883 88.6

On aggregate’ prlvate SeCtor dEbt deleveraglng hgi:L;i%a:aa‘:ioequacv ratio 123 igg 1?2 gg Eg 1121; 14313 1121431
H ity @ 85 02 -249 58 67 66 50 =
progressed, but certain groups of households ayzetm on easios T e L

firms remain vulnerable.

Graph 4.2.1: Sources of financing of the Spanish economy
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4.2.1. FINANCIAL SECTOR *

Banks have further adjusted their business
models and cost structures, paving the way to

new loans to the economy’f). On aggregate
banks comfortably meet the regulatory capitg

(1) NPD: Non -performing loans and advances and fixed
income securities. Consolidated data. (2) NPL: Non

performing loans and advances. Consolidated data. (3)

ECB aggregated balance sheet: loans ex cl to gov and MFI /
deposits excl from gov and MFI. (4) For comparability only
annual values are presented.

Source: ECB CBD.

Excluding losses due to one resolved bank,
banks' profitability improved in the first half of
2017. Profits increased by about% y-o-y for
domestic operations and by about%9y-o0-y if
operations abroad are included. The improvement
was mainly driven by lower impairment
provisions. The capital buffers of Spanish banks
remained comfortable in the firdalf of 2017,
although the resolution of Banco Popular in June
2017 led to the reduction of the average common
equity tier 1 ratio from 12.866 at end2016 to
11.6% at endJune 2017, as its equity was written
off (see Tablel.2.). Nonetheless, Banco
Popul arés acquirer, Banco
EURY7 billion capital increase in July to restore its
capital ratios. Thus, at the end $&ptember the
average common equity tier 1 ratio stood at
12.4%.

In 2017, Spanish banks continued to clean up

their balance sheets and reduce the share of
' crisis legacy loans.The overall norperforming

oan (NPL) share in total loans in Spain went down

requirements, and the quality of their assets hqg 8.1% as of November 2017, from 92 a year

further strengtherte The successful resolution Ofbefore. However

Banco Popular in June 2017 further strengthen
the stability of the banking sector and put pressur@my 5.3% in second quarter of 2017, close to the

on some small banks to accelerate the elgaof

once banks' activity outside
ain is taken into account, the share of NPLs is

EU average (see Table2.l). SAREB made

their balance sheets. In 2017, Spanish banks hayfiher progress in divesting the large amount of
continued to be profitde.

background, FROB's (the Spanish Executivgnetheless, its financial results remained negative

Against

this

(*» The European Comission conducts the monitoring of the
Spanish  financial  sector

Surveillance (PPS), in liaison with the ECB (DG Economicin  particular in regions where SAREB is
and Financial Affairs, 2017).

under

R&sbgramme

30

legacy assets stemming from the crisis.

in both 2016and the first half of 2017, due to the
slower than expected recovery of real estate prices,

overexposed.
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4.2. Financial sector and  private sector debt

The housing market consolidates its recovery, new and growing firms, payment delays, and
easing progress in cleaning up banks legacy venture capital (European Commission 2016b).
assets.After the shgp adjustment that followed

the crisis, the housing market and the constructionaph 4.2.2: Loans to the private sector

sector are recovering. Housing prices increased hy ...,

6.7% yearonyear in the third quarter of 2017. 40
Prices of new dwellings went up by &% and
those of used dwellings by 6%. Moreover, 30
during the threemonth period ending in November
2017, the number of transactions on dwellings2o
increased by 17.% yearonyear (). However,
residential investment is still much lower than 10
before the crisis, and the stock of houses for sale
remains high in some regions, which explains ©
crossregional differences in the evolution of
housing prices. -10

e Total non-MFI private sector
Non-financial corporates
e HOuseholds & NPISH

The outstanding volume of credit is still %

decreasing, but new bank lending to SMEs and
households, especially consumer credit, has *° ;; 6 0o 10 11 12 13 14 15 15 17
picked up strongly. In November, banks'
domestic assets increased by abodb Yyearo-
year, d(_asp|te the add|.t|onal depllne n thG’i/enture capital continues to grow but remains
outstanding volume of private credit. Lending tounderdeveloped (see Graph 4.2.). While
E%use?:gédrs zgigreasﬁ(lje tge da.ltk)C)tLét n?:‘ig'rﬁgzc'lgl remaining a niche option compared to traditional
cor\é)oraions (NFés;Ivdleclined Ib 3% earoln financing venues, this source of funding is
Grapht 2 by 2 104 y oy h particularly important for higher risk and
year (Graptt.2.2 (by 2.1% yeaonyear when innovative projects and companies. Investment on

external borrowing and issuance of bonds arg . . . ;
) . : I 201 h
included). According to the Bank Lending Survey enture capital continued to grow in 2016 reaching

~ . » a volume of EUR 385 million in 436 investments,
(Banco de Espafia, 2018), credit conditions fo\R}/Jth an increasing weight of national investors (42
0

company loans remained stable while they easg in 2016) ). However, this represents only 0.5
for household lending in the last quarter of 2017. % of Spanish.SrE[s (vs ’1 3% in the EUXECB |

SAFE Survey, 2017). Around % of SMEs
consider venture capital relevant for their funding
needs (vs 10 in the EU), and equity funding is

Access fo finance is nqt con_sidered an the preferred option for 3.8 % of them (vs. %4
important problem by SMEs in Spain anymore in the EU). Meanwhile, bank loansmain by large

(ECB SAFE Survey, 2017). Several measures Weleir primary financing source for planned growth

introduced in 2014015 to ease SME access to-. , . 1 0 . .
finance, notably fundf-funds, regulation of (719 vs 63.8% in the EU)(®) 1 % of innovative

: " ME ital ignifi I
crowdfunding, and a specific legal form forS S use venture capital, not significantly more

venture capital funds specialised imvesting in than the overall SME population. Beyond mere
SMEs Morg ime is nee%ed however. to %easu?ccess to finance, the underdeveloped venture
theil’fL'J” impact. The availabi]ity of banl’< loans has(%‘pitaI market affects also-the low level of
. " X innovation in Spain (Section 4.4.3).
improved (Section 4.2.1) and business angel pain ( )
funding for new and fagirowing firms has also
acceleratec_" Still, qup'te significant pmgrme (*% Source: Associacién espafiote capital, crecimiento e
2008, Spain continues to underperform in some inversién (ASCRI)

indicators in this area such as on equity funding fdr) Source: SAFE Survey

Source: Bank of Spain, own calculations

4.2.2. ACCESS TO FINANCE

(*% Source: Instituto Nacional de Estadistica (INE)
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4.2. Financial sector and  private sector debt

Graph 4.2.3: Composition of debt i ES mortgage loans, which banks write off less often
than corporate loans. The debt reduction process
was initially driven by negative credit fis, but is
increasingly being supported by the recovering
GDP growth (GrapHd.2.4. New credit to
households is growing, in both segnenb house
purchases and consumption. With sustained GDP
growth, debt reduction is likely to continue while
prudential and fundamentatmsed benchmarks
reveal that household deleveraging needs still
persist (Grap.2.5. Nevertheless the adjustment
is taking faster than suggested by fundamentals,
0 indicating a sufficient deleveraging speed. Even

01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 so, in the long term, household saviagerlevels

% of GDP
350
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— GG should adjust slightly upward to guarantee
s HHs and NPISHs . . L
NECs household debt's sustainability at aggregate

level(*). What is more, debt is unevenly
distributed across households, and some -over
indebted householdsoften low income or jobless
households are paticularly vulnerable to changes
in the economic and financial outlook.

= = = = Total private non financial sector

Source: Eurostat

4.2.3. PRIVATE SECTOR DEBT

Graph 4.2.4: Decomposition of y -0-y changes in debt -to-

Private sector indebtedness continues declining, GDP ratios, households (ESA 2010) i Spain

but remains high, especially for cetain groups
of corporations and households.The stock of 14
private norfinancial sector debt amounted to 12
159.9% of GDP, in norconsolidated terms, in the 10
Q32017 (61.8% of GDP by households anc
98.1% of GDP by NFCs), about 58 pps of GDF
lower than at its ek in Q22010 (Grapht.2.3).
Despite this significant reduction, prudential ancs
fundamentalbased benchmarks for private deb ¢
indicate that Spain still faces deleveraging neec -
(*9. This is the case in particular for companies il
the construction and reastate services sectors,
and for lowincome and jobless households (IMF
Chapter IV Report, October 2017). Nonetheles:
debt reduction has been faster than
fundamentals would suggest.

y change
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¥ Other changes + D/GDP, change

Real GDP growth has become the main driver S°U® Eurostt

of househol dis.6Housahdlds havee d u ¢

reduced debt more gradually than the corporate® financial burden of Spanish households
sector, as most household loans are continued to decline in2017. With low interest

rates and variable rate loans, although declining,

(*% Fundamentabased benchmarks are derived fromprevailing in the Spanish mortgage market, the
regressions capturing the main determinants of credit

growth and taking into account a given initial stock of debt(1") pebt sustainability indicators correspond to the permanent

Prudential thresholdeepresent the debt threshold beyond
which the probability of a banking crisis is high,
minimising the probability of missed crisis and that of false

alerts. See European Commission, 2017, 'Benchmarks for

the assessment of private debt', Note for the Ecamnom
Policy Committee (not publicly available).
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adjustment in the savings rate to (i) reach the fundamental
benchmark for debt within 15 years (S1) and (ii) ensure
that net financial liabilitiesre eventually reimbursed (S2).
See European Commission, 2017, 'Benchmarks for the
assessment of private debt', Note for the Economic Policy
Committee (not publicly available).



4.2. Financial sector and  private sector debt

financial burden borne by households to servickenchmark (Graph.2.5, but deleveraging is
their debt has been falling rapidly. Neverthelesgrogressing at a sufficient pace.

and despite labour market improvems and

growing gross disposable income, the ratio ofhe financial position of the corporate sector
NPLs from household debt has remained broadlyas continued to improve in 2017.The net
stable at 5.8%6 in the first three quarters of 2017. financial wealth of firms, although remaining
negative, increased for a fourth consecutive year,

Graph 4.2.5: Gap to the fundamental -based and prudential from 1%ld &DP6in 2013 to a forecasted
benchmarks, HH and NFC T 11 %.ir82017. This improvement was driven
0 by reductions on the liabilities side that more than

offset those on the assets side.hi® assets
decreased across almost all asset classes, the drop
in liabilities was mostly driven by reductions in
corporate loans.

% of GDP

Graph 4.2.6: Decomposition of y -0-y changes in debt -to-
GDP ratios, quarterly non -consolidate data,
non -financial corporations  (ESA 2010)fi ES

-10 25

969798990001020304050607080910111213141516 20

e = = Prydential threshold - HH

e [undamental benchmark - HH
Prudential threshold - NFC
Fundamental benchmark - NFC

(1) Gap based on the consolidated debt ratio by sector. A
positive value means that deleveraging needs persist
Source: European Commission

y-0-y change

Debt reduction in the corporate sector as a
whole is taking place simultaneously with new -2

. . - - - - - - - - - — -
borrowing by the most solvent and productve g g8 T FgTLYIR
. . o o o — - — - — - - -
firms. Between 2012 and 2016 negative net cred _ _
fl the main driver of the fall in the crecit flow Red growth # Inflaton
ows were I v ! B Other changes <©DIGDP, change

corporate  debto-GDP  ratio. However, g, .ce: Eurosat
deleveraging is now mainly driven by real GDP

grow_th, while the improvemeqt in _economicReformS to the insolvency regulation
conditions has gone hamarhandwith an incréase ., mework in 2014 and 2015 have facilitated

in new credit. New lending to ) _SMES debt restructuring and made insolvencies less
(approximated by loans under EURillion)  ,her0s. The use of prénsolvency proceedings
continued to rise in 2017 (a &8 yearonyear paq increased strongly, from 86 of insolvency
growth the three months moving average um\broceedings in 2013 to 8 in 2016. Oubf-court
November), as well as the voolume of new loang reements for natural persons have increased
above EURLmillion (a 2.5% yearonyear gom 3204 of total proceedings in 2015 to 84in
increase). As a _result, the delev_eraglng procesg) g partly because ehapplicability of such
slowed down during 2017. According to the Bank,; cements was extended to debt not related to
of Spain's Central Credit Register, while the total .;nomic activity. The number of corporate

stock of outstanding credit to ndmancial j,qo1vency proceedings decreased by %8.6n
corporations has decreased, the properidfirms — ,ajised terms in the first three quarters of 2017.

that increased or maintained their borrowing levelg,,\aver given that in 2017 economic growths

has risen (Banco de Espafia, 2017d). As is the cage,ng and access to finance improving, this slight
for households, corporate indebtedness remaigg, ine can still be seen as a sign that insolvency
above the prudential and fundamerdadsed ,coqures have become more conducive to debt
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4.2. Financial sector and  private sector debt

reduction and preventing capital from being tied
up in unproductive companies. Proceedings with
an aricipated insolvency plan still took a
relatively long time in 2015 (most recent available
data), but their average length (408 days)
represents a significant improvement compared to
ordinary insolvency procedures (544 dayg) (

(*® Source: Spanish Official Body of Registrars.
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4.3. LABOUR MARKET, EDUCAION AND SOCIAL POLICIES

4.3.1. LABOUR MARKET * 2009. Wage growth started to adjust to overall
labour market conditions in 2010, when
Efforts undertaken to promote employment unemployment approached 20  Wage
creation are bearing fruit, but unemployment adjustment accelerated after the 201&bolur
and segmentation still remain high. Robust market reforms, which, among others, increased
economic growth supported strong net job creatiohi r ms 6 internal flexibility
in 2017, which in turn supported domestic demanbargaining system's responsiveness to business
and growth. In Q4017 the employment rate cycle developments (European Commission,
reached 66.%, and the uemployment rate 2017a). During the economic recovery, wage
continued to decline steadily to 18&% Both moderation has contribed to the rapid
indicators remain nevertheless far from their-preunemployment declineThis wage moderation is
crisis levels (70% and 8% in @307, consistent with the still high unemployment rate
respectively). Unemployment affects in particulaand, also, with the labour market slack in the
the young (37.8 for 1524 years old), low economy, including a high share of people who are
skilled (*) workers (23.86) and thirdcountry marginally attached to the labour market or
nationals (25.96; all figures for Q4017). Long underemployed®). In Q32017, labour market
term unemployment is decreasing (fn#lion slack in Spain was estimated at a sizeable @&7.1
people, compared to 2niillion one year before), of the labour force (54 years). In addition, the
but still accounts for 43.% of all unemployed. collective agreements with recorded economic
The temporary employment tea is very high effects in 2017 have shown signs of moderate
(26.8% in Q42017). However, the share of open wage increases (1.45 on average).
ended contracts in net employment growth has
increased to 54% on average in 2017. The 2017 rise in the minimum wage did not
affect employment significantly. Its increase by
The four-year recovery continues to benefit 8% has had a limited impact on aggregate
from past reforms and wage moderation.The employment and the wage distribution (Bank of
labour market reformsagried out between 2010 Spain, 2017). For 2018, a further increase &6 4
and 2012 helped increase employment elasticity ftas been appved and the government has
real GDP, bringing it closer to parisis levels announced plans to define a growth path for
(from 0.8 in 2015 to 0.86 in 2017, compared toncreasing the minimum wage up to a monthly
0.98 in 20062007). Whereas real wages increaseBEUR 850 in 2020 (up from EUR36 today),
in 2015 and 2016 due to negative latibn, conditional upon a certain minimum GDP and
nominal wage growth is projected to haveemployment growth. This may put pressure on the
remained contained in 2017 (0.5%), below HICRower pat of the wage structure and thus have a
inflation (2%), but broadly in line with more noticeable negative effect on employment,
productivity (0.3%). notably for young and lowgkilled workers.

Wages have become gradually more aligned
with labour market conditions. Before the crisis,
wages wee relatively insensitive to unemployment
changes, and were still rising at a rate abo%eid

(*® Workers marginally attached to the labour market include
persons available to work but not seeking work and those

. — - ) seeking work but not immediatelyavailable; while

(*) Level of qualification raging from (pre) primary to lower underemployed workerare those working patime but
secondary educatiqiiSCED 02). wishing to work longer hours.

35



4.3. Labour market, education and social policies

Box 4.3.1: Monitoring performance in light of the European Pillar of Social Rights

The European Pillar of Social Rights, proclaimed on 17 November 2017 by the European Parliamen
Council and the European Carission, sets out 20 principles and rights to benefit citizens in thdrEU.
light of the legacy of the crisis and changes in our societies driven by population ageing, digitalisation
new ways of working, the Pillar serves as a compass for a reneasgsprof convergence towards better
working and living conditions.

Spain faces challenges with regard to a number of indicators of the Social Scoreboat)l gupporting

the European Pillar of Social Rights especially in the area of "equal opportunities ackess to the labour
market". The labour market situation remains difficult, although quickly improving. Still, a large share
young people (14.6% in 2016) is neither in employment nor in education or training.

Early school leaving rates are relativelyhigh. In spite

of recent improvements, the share of early schoo
leavers was 1% of the population aged 48! in 2016.
Low education levels greatly increase the risk of future,
poverty and social exclusion. Spain also has large level
of income inequalityThe income quintile ratio S80/S20

Early leavers from education|
and training (% of population
aged 18-24)

Equal
opportunities| ~Gender employment gap
and access t

On average

Income quintile ratio (S80/S2(

the labour ; i i
market T e o vy @ GeE To watch increased 0.1 pps in 2016. High labour market
- emggg;"/? | segmentation, stagnating incomes in the lower part o
outl of total . . . g g o
popl:,ation aged°15_24) To watch the distribution and a low redistributive effect of the tax
Dynarmic Employment rate (% |\ byt improving and benefits system are among the reasons for thi
population aged 20-64) outcome
labour T : - .
markets and pgsmapﬂgfgzg;ri:;“; Weak but improving|
fair working Spain took steps to fight the abuse of temporary
conditions | GDHI per capita growth To watch contracts on "secure and adaptable employment".
Impact of social transfers : . The government increased the labour inspectorate’
(Dt':)i'v;hr‘:‘;r‘;‘zfc'g;:) on o wate resources and the integration of administrative database
- _ . .
A Chilcren aged less than 3 ye SRR boosted their efficiency, notably through a bette
protection in formal childcare targeting of controls
and inclusion| Self-reported unmet need fo g g )
" Better than average]
medical care
Individuals' level of digital skil$ ~ On average Some Spanish regions are developing innovative
Members Statesare c ordingto a methodologyag approaches to better support the most vulnerable

the EMCCGand SPGommittees.Themethodologylooksjointly atlevelsandchanges . - . a
of the indicators in comparisonwith the respective EU averagesand classifies JObseekerS'For InStancev the reg|0n Of MUrC|a recently

Member Statesin sevencategories(from "best performers"to “critical situations"). imp'emented an EU emnded project from Wthh
Forinstance,a country can be flaggedas "better than average'if the level of the . !

indicatoris closeto EUaverage but it isimprovingfast. For methodologicaletails, more than 3,500 women benefdt%nd over 59/0 Of
please consult the draft Joint Employment Report 2018, COM (2017) 674 final. . - - -
NEETneither in employmentnor in educationor training; GDHI:grossdisposable partICIpants already found JObS' The prOJGCt Comblnes
household income. employment and social services as well as incentives fo
employers. It aims to empower victims of gentlesed violence, mostly women, by giving them the

required support and skilts obtain economic independence by getting a job

() The Social Scoreboard includes 14 headline indicators, of which 12 aretiyutreed to compare Member States
performance. The indicators "participants in active labour market policies per 100 persons wanting to work| and
"compensation of employees per hour worked (in EUR)" are not used due to technical concerns by Member States.
Possible alternatives will be discussed in the relevant Committees. GDHI: gross disposable household income.

Wage developments have become moreincreased by more than pPps between 2007 and
conducive to labour market adjustment across 2013. Before and during the first years of the
regions All regions have benefited from thecrisis, wages increased more in high
recovery, but the decline in unemployment haanemploynent regions. After the 2012 labour
been larger in regions where it increased mosharket reforms and the intprofessional
during the crisis. For example, between-ZIA3 agreements between the social partners for 2012
and Q22017, the unemplayent rate dropped by 14 and 20158L7, wage developments have aligned
more than 1Dpps in Andalucia, Canarias, Castillato some extent with regional differences in
y Leén, Extremadura and Murcia, where it hadinemployment (Graph 4.3.2).
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Wage develqnments have been only Weak|y Graph 4.3.3: Responsiveness of wages to productivity

H ; i developments and regional changes in
aligned with sec_toral productivity unemployment by sector (2012 -2016)
developments  According to European
Commission analysis, between 2012 and 2016, a Agriculture
1% increase in real productivity in a given region .

. Manufacturing
and sector results on average in a @®6crease
in realwages in that region and sector, whereas a 1 Construction
pp increase in the unemployment in that region
. . Trade, trans., hosp.
results in a 0.2 decrease in real wages. However,
these estimates differ substantially from sector to ICT
sector (Grapi.3.3). _
Finance
Graph 4.3.2: Responsiveness of wagest o unemployment by Real estate
region
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A number of policy initiatives aim at enhancing
labour activation and insertion of young people.
The share of youmpeople neither in employment,
nor in education or training is decreasing (from
18.6% in 2013 to 14.66 in 2016) but remains
high. Following the reform adopted in December
2016 and increased outreach efforts, the number of
newly registered young peoplen ithe Youth
Guarantee continues to increase, particularly for
those 2830 years old (around 1 million in
December 2017). Moreover, the share of young
beneficiaries still in employment six months after
leaving the Youth Guarantee has increased
significantly from 38% in 2015 to 526 in 2016.
The increase is partly explained by an improved
statistical tracking of former beneficiaries™)(
However, implementation challenges remain,
including reaching the most vulnerable young
NEETs, Ilimited capacity of the Plib
Employment Services (PES) to ensure delivery of

The solid line depicts the regression coefficient of labour cost
growth on the unemployment rate by region (controlling for
the consumer price index and a common time dummy).
Regressions are estimated on rolling windows of 18
Positive values indicate higher wage growth in regions
where unemployment is higher. Negative values indicate
lower wage growth in regions where unemployment is

higher. Dotted lines representthe 95 % confidence interval.
Source: Own computation  on data by Instituto Nacional de
Estadistica 2017.

quarters.

(*» A key change in the Youth Guarantee (YG) is the
simplification of the registration process that allowed more
jobseekers to participate, including those who were already
enrolled inactivities compatible with the YG scheme.
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personalised action plans and quality offer®dNew measures have been adopted to encourage

matching the benefi ci aselfaenpld/magntr io fai domtext. of Mo liméed v e r ,

existing partnerships with education and trainingqumber of newly registered sefemployed. The
providers have not yet allowed an effective- upapproval of a new Sedémployed Lawin October
skilling of part of the young people registered in2017 seeks to eourage job creation through
the Youth Guarantee. entrepreneurship %j. It includes a ongear
extension of the monthly flat rate EUER social
Spain extended the existing support measures security contributions for new setimployed
for the long-term unemployed. The PREPARA workers, a 1006 bonus on social security fees for
(Professional Retraining Programme) Plan hamaternity leave, the deduction of cemt expenses
been extended until April 2018. Following aif working from home, and flexible administrative
Constitutional Cart ruling, there are plans to procedures (such as the registration in the- self
integrate the three national noantributory employed register and changes in the contribution
unemployment assistance schemes (PREPARAase). So far these measures have had a limited
RAI, i.e. Active Insertion Income, and PAE, i.e.impact on the number of registered satfiployed
Activation Programme for Employment) into oneworkers and on the creation of additional jobs
single scheme that would be financed tiglodhe through selfemployment(®)
national social security system, but administered
by the regionslIf approved and implemented, thisLack of resources and weak coordination
plan would partly address the fragmentation of theontinue to weigh on Public Employment
national income guarantee schemes and reinfor&ervices' (PES) effectivenessin Spain, active
their activation component. The joint action pladabour market policies are managed at regional
signed in December 2016 to support regiondkvel and passive measures at national level. In
Public Employment Services (PES) in financin2017, Spain increased the economic and human
activation of the longerm unemployed (LTU) is resources of regional PES and set up new measures
being implemented (budget: to improve their effectiveness, including an
EUR515million). LTU's exit rate  from intermediation model based on competency
unemployment increased from 86to 10.7% in management, a common systeal statistical
20132015 (Fedea, 2017/073till, only 8.7% of profiling for jobseekers, better functionality of the
all registered LTU had a job integration agreemeringle Job Portal, and a legal framework for
in 2016 (against an EU average of 5&Q2 public-private collaborationHowever, total PES
Among them, the share of those who regainestaff is still 3% lower than in 2015, and PES
employment is close to the EU average (26.6s. expenditure is 3% (EUR12000million) lower
14.2%; European Commigm, 2017c). than in 2012. The number of vacancies managed
remains small (2.86 of total vacancies against
The Employment Activation Strategy 20172020 10% on average in the EU). Besides, the Spanish
aims to improve the impact of measures already unemployed are less inclined than their European
in place, with a stronger focus on resultsThe peers to use the PES (2445 in 2017 against
Strategy includes guidance, training and suppo#t.2% in the EU28, lowest share in the EU;
for LTU, people over 50 years of age and {owbased on Labour Force Survey data). This figure
skilled young people. In addition, it will promote has steadily decreased from a peak of 44.Hh
the modernisation and coordination of the PES009.
including a resulthased evaluation, and an
improvement of the Vocational Education andAfter a long negotiation, Spain approved new
Training System (VET), especially the Dualvocational training —measures for the
Training. This strategy has a budgd EUR 5.6 unemployed in July 2017.The initiative, knevn
billion for 2017 (6% more than in 2016). Around as 'Cheque formacidh will be implemented at
37% of this amount will be transferred to theregional level and is expected to enhance training
Spanish regions. These resources will be
conditonal on the results and performancé? In 2017, a total of 10 500 new selfiployed were
achieved by the regions, especially for LTU. Irgv%'j;f:fgddr:’g:ﬁzerggrleffmsa”Et increase of %.4Ge
However, the amourof funds per unemployed is (33 Source: Ministry of Employment and Social Security
still below the levels of 2011. (Register of Seiemployed)
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of unemployed people in order to improve theiGraph 4.3.4: Employment by type

employability. 1500
Strong labour market segmentation and § 1000
widespread involuntary part-time employment g

persist in Spain. Spain continues to rank among 5 5%

the countries in the EU with the highest shares o
employees in temporary contracts (2&8in the
Q4-2017, Graph 4.3.4)Nevertheless, the share of
operrended contracts in netmployment growth
increased to 5% on aveage in 2017 (from 3%
on average in 2015While the share of pattme
employment started to decline (to 1460in 2016, 1500

orryear ¢

-500

-1000

thousands, year

4pps below the EU average), 60 of it is 5000000000000 DD

; 83883885333 333319859

involuntary (compared to an average of Z&in

the EU-28). = Permanent employees Temporary employees
mmmm Self employment Overall

The abov_e EUa_verage share of te_mporary (1) Ages 20 -64, based on non -seasonally adjusted data.
contracts in Spain cannot be explained by a source: Eurostat.
different sectoral structure of the economy
Segmentation remains a key feature of the Spani%mporary emp|0yment affects most|y young,
labour market (see the 2017 Country Report for gw-skilled workers and third -country nationals
detailed analysis). The share of temporary74.5%, 39%, and 39.86, respectively®))).
employeesri total employment is almost 10.7 ppsContracts shorter than three months remain
higher than the EU average, and only a very smallidespread. Evidence for Spain shows that the
fraction of this difference (about 1.5 pps) isshorter the duration of the contract, the less likely
explained by a higher weight of sectors where thgorkers are to move to a permanent contract
use of temporary contracts is more widespreagcCaixaBank Research, 2017). Short contracts also
The share of employeesittv a temporary contract give few incentives for both workers and
in Spain is higher than in the EU in all sectors, nadmployers to invest in continuous education and
only those with strong seasonal or cyclical naturpb-specific training, thus hampering investment in
such as agriculture, tourism and constructioRuman capital. Temporary workers face
(Bank of Spain, 2017) (Grapgh36). significantly higher riskof poverty and tend to be
more exposed to detrimental physical and
psychosocial ~working  conditions, weaker
occupational health, and lower safety measures
(Eurofound 2016) (Graph 4.3.5). They also tend to
be undeiprotected by unemployment and
disability insurance and have lower pension
entitlements.

(** Source: Eurostat. Figures for Q817.
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Graph 4.3.5: Characteristics of temporary employment Graph 4.3.6: Share of temporary contracts in total
% employment by sector, ES v. EU
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(1) Latest available data are used (Q3  -2017 for the share of Source: Eurostat

temporary contracts, 2014 for wage premium, 2016 for the
other indicators).

(2) "Transition to very short term" means transition from The involvement of social partners in pO“Cy

unemployment to contracts of 3 months or less. design has been strengthened recently, but
Source: Eurostat, Labour Force Survey, SILC. The wage there is still room for improvement. The current
premium is calculated in European Commission (2017a) . .
based on the EU Structure of Earnings Survey 2014. framework allows social partners to aCtlver

participate in the European Semester, although
plannirg is not always timely and consultation

temporary contracts are bearing fruit. In 2016, Often not focused on content. Through the
some 37300 temporary contracts were Comprehensive agenda of quality in employment

investigated (22 more than in 2015), resulting in (Agenda integral de calidad en el emplethe
22% of them being transformed into indefinite90Vernment launched four tripartite roundtables in
contracts ¥). The new legal frmework for labour February 2017 on employmentcajobs quality,
inspectorates and increased resources seem to hg@ning,  longterm  unemployment,  social
led to increased efficiency and capacity (includingrotéction and the social card, and health and
IT tools) and improved coordination with otherSafety.Bipartite  negotiations  on  collective
institutions, while the fight against the abuse of@rgaining (i.e. on a national wage pact) faced

temporary contracts in certain seetds receiving S€veral delays in 2017 due to the difficulty in

priority. There are plans to reduce the reliance di¢aching anagreement satisfying both parties.
fixed-term employment in the Spanish pub"CNevertheIess, an agreement was reached on the

sector through recruitment competitions forncrease of the minimum wage.
permanent posts.

Policy initiatives aimed at fighting abuse of

4.3.2. EDUCATION AND SKILLS

(*® Source: Ministry of Employment and Social Security. Although improving, gaps in education and
skills mismatches persistin a context of overall
low employability of tetiary graduates (Section
4.3.1), the share of tertiary graduates employed in
jobs that do not require higher education was
39.7% in 2016 (EU average: 23%). Over
skilling is particularly frequent in Spain, with 25
of workers being oveskilled in boh literacy and
numeracy (OECD average: 1684). Overskilling
rates among nekU-born workers reach 6%.
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Underskilling is also widespread, ranging fromeducational sectors were invited to appear in
15% of workers in numeracy to 23 in literacy Parliament. In 2018, parliamentary groups are
competencies (OECD average?d. At the same drafting a proposal to refm the Spanish
time, low-skilled workers still face significant educational system expected to be ready halfway
difficulties in accessing the labour market. Theahrough the year.
unemployment rate in the group aged62Dwas
23.5% in Q42017, 14pps higher than for highly Reforms in teachers' professional development
skilled workers. and career opportunities are not envisaged
before conclusion of the Pact. The initial
Despite having improved, early school leaving practical training of teachers and the pedly to
(ESL) rates are still high and regional the teacher profession are planned to be reformed.
disparities persist. The ESL rate decreased fromTeachers' unions consider that budget cuts during
23.6% in 2013 to 18.30 in 2017 but is still the crisis have deteriorated their working
around 8 pps above the EU average (see Baonditions (increase of teaching hours, fewer
4.3.1). Moreover, the rate increases to 38.for opportunities for lifelong learning courses and
third-country nationals and 3% for people with tightenedrequirements for leaves). The high share
disabilities in 2016, the latter being among thef interim contracts affects the career perspectives
highest rate in the EU. The situation still varieof many teachers. However, in a survey by the
greatly across regions. Regional ESL rates rand@éinistry of Education, 736 of teachers report to
between P60 and 26.3%6 (2017), though the be satisfied in their profession, much above the
difference has been falling since 2013 (Ministry oOECD and EU avege (51% and 46%

Education, Culture and Sports, 2017a). respectively). In 2017, EUR15million were
allocated to training and improving competences
Regi onal di fferences andanotiity of teachers at al edudhtomlevelHand

performance in terms of skills.In the 2015 PISA there are plans to reduce the naonversity
study Spanish students obtained results similar teachers' temporary employment rates with
the EU average. While PISA results in reading andecrutment competitions for permanent posts in
maths have improved in rabregions, disparities the public sector (see Section 4.3.1).
across regions ar e still significant. Studentsé
performance differs across autonomous regions I8pending on education increased over the last
between 46 and 66 poinitsequivalent to one full decade but remains below the EU average, at
school yeari in the three tested fields (reading,4.3% of GDP in 2015.From 2012 to 2015, the
maths and science). This dividenche explained share of total public expenditure desdt to
by GDP per head, employment and poverty ratesducation increased to 98, still below EU
level of education expenditure per family,average. Set against a steadily growing student
student ds economi c a npbpulasoa ¢by &3l36 betweant 2005 .and 2015)) ¢ e
education is a regional competence, policies algmblic expenditure for education in real terms
differ considerably. The institutional sep allows increased by just 9% over the past decade.
for coordination through the exchange of best
practices and peer review amongst regions, but the 2017 budget law envisaged additional
practice it is not used systematically. Targetetunding for the education system and an
measures to help regions improve educationaicreased replacement rate of retired teachers
outcomes have so far only had a small effect i€@urrently one out of four teachers has an interim
reducing differencesdiween them. contract, the highest rate since 2009. To reduce
this high share, the government decidedda&®to
The National Pact on Education is facing delays replace 1086 of permanenthemployed retiring
in its negotiation in Parliament The Parliament teachers (rather than 86 as in the previous years)
has already agreed on a National Strategy fand steps towards this goal were taken in early
University Education but it still has to agree a&2018. Furthermore, in 2017 EUI®2million was
National Pact on (neaoniversity levels of) allocated by the Ministry of Education to regional
Educaion. The process was launched in Decembeneaures for new initial vocational education and
2016 by creating a parliamentary subcommissiorraining (VET) programmes. These are intended to
All along 2017, representatives from differentopen up new pathways in lower secondary
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education and help vulnerable households witRecommendation to foster cooperation between
children of school age. EURDmillion was universities and businesses. Yet, stakeholders
allocated to the territorial operation programme identify a lack of funding, limited capagitof
PROEDUCAR, whose goal is to retain students iSMEs to take in interns or researchers, and
the school system and bring back early leavers. excessive bureaucracy as the main obstacles for
cooperation.
Spain's tertiary education attainment rate
exceeds the EU average and differs strongly by Enrolment in vocational education and training
gender. 47.5% of women have a tertiary degree(VET) has decreased slightlyfrom 35.2% in
compred to 34.86 of men. The overall tertiary 2014 to 34.8 in 2016. By contrast, adult
educational attainment rate for people®Dyears participationrate in learning has decreased from
old (41.2%) remains above the EU average, but i$1.4% in 2013 to 9.46 in 2016 below the EU
still below the national Europe 2020 target ofaverage of 10.8%. Spain completed the
44%. Furthermore, the gap between Spaiisin  reorganization of the "training for employment"
and noREU-born students is large (45% versus subsystem gubsistema de formacién para el
25.1%), as is the gap between people with andmpled in July 2017 and plans to improve the
without disabilities (19.9ps versus an EU averageevaluation and validation of professional skills,
of 13.6pps.). ) including those in the education sector.

Tertiary graduates face difficulties in finding Some steps have been taken to improve the
jobs matching their education level.Since 2013, teaching of digital skills. Despite an increasing
the empbyment rate of tertiary graduates increasedumber of Spaniards going online, raising digital
by 5.5 pps to 72.% in 2016, which is still below skills levels remains &ey issue for supporting
the EU average and the national-prisis rate of longerterm productivity growth. 4% of
85.3%. In 2015 Spain designed an employabilityndividuals between 16 and 74 years old had no or
map for tertiary graduates with the aim of raisindow digital skills in 2017. ICT specialists represent
st u d ewnterse$s ofatheir future employmenta low share of the workforce (8 compared to
prospects, which currently is being updated. 3.7% in the EU). Spain has a high shaof

graduates holding a STEM (Science, Technology
Several challenges in higher education remain and Mathematics) degree with 21.6 graduates per
unsolved In December 2016 the governmentlOO0O0 individuals. The use of ICT in teaching is one
adopted a strategy for higher education, whicbf the issues to be addressed by the proposed
envisages the modernization of the goesice National Pact on Education. In October 2017, the
structures, including further autonomy to assegpovernmentadopted the latest Spanish Digital
their performance and institutional capacityCompetence Framework for Teachers to improve
Besides, plans are to address thgom training teaching skills in ICT and has designed a Digital
challenges and reinforce cooperation with th€ompetence Portfolio for teachers to register and
private sector. It is too early to assess itsmprove their digital competences through
effectiveness continuous selhissessment.

University-business cooperation on education Digital skills training for young unemployed is
has improved, but barriers remain. The key to improve their labour market access.In
Industrial PhD programme for training researchersrder to match the demand for specialists in digital
in companies is seen as a positive policyechnologies, the Government (through the public
development by all actors involved. In 2015, theentity red.es) has launched a grant program to
Torres Quevedo programme supported 200 placpsomote trainingand employment of young people
for students or graduates in private companies with the Digital Economy called Profesionales
EUR15million. Some regional administrationsdigitales’ (Ministry of Energy, Tourism and
and universities are particularly proactive inDigital Agenda, 2017). The programme offers on
responding to the 2016 CourdBpecific the one hand training that meets the requirements
of the digital industry and new busisemodels,
*9 Source: European Union statistics on income and livinggnd on the other hand facilitates young people's
conditions (EUSILC) access to jobs in this sector. EWR75million
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(about 98% of the total budget) have been alreadraph 4.3.7: Atrisk of poverty and social exclusion and its

allocated to projects in 15 regions. Furthermore, subcomponents
the Spanish National Coalition for Digital Skil a5 %ol
and Jobs became operational in 2017. population

30
4.3.3. SOCIAL POLICIES 25
As the social situation continues to improve 20
thanks to the steady economic and job growth,
a challenge is to ensure that positive impacts
reach all groups.In 2016, the share of people at10
risk of poverty or social exclusion further
decreased to 27% (accounting for almost 13
million people) from 28.6% in 2015, but remains ©
4.1pps above the 2008 rate and abopp5 above , . .

27 R mmmmmm At-risk-of-poverty-or-social-exclusion rate

the EU average “{). The economic recovery At-isk-of-poverty rate
translated into less peopleitig in severe material Severe material deprivation
deprivation and in jobless households (Graph = = == People living in low work intensity households
4.3.7). However, the atsk of poverty rate source: Eurostat, EU-SILC.
(measured on 2015 income dafd))( remained
almost stable since 2014 (22’/(3|n 2016) and is In-wor k poverty i s cl os el y l i nk
expected to continue to do so in 208%.(The rsk  work-intensity, with strong labour market
of poverty or social exclusion is especially high fosegmentation playing a big roleln 2016, 13.%%6
children, the unemployed, people living in singleof employed people were at risk of poverty, 0.6
earner households and people with disabilitieps higher than in 2014. 4mork poverty was
Migrants are also disproportionately affected, agspecially high for noEU-born (33.5%), people
51.4% of norEU-born people were at risk of with low-educational aainment (21.26), and
povery and social exclusion in 2016 (a 2Ppgs  with less stable jobs, such as pamers (24.3%)
gap compared to the natizern). and temporary workers (20%) (Graph 4.3.9).

Workers with children, and especially single
The depth of poverty shows signs of parents, were the most likely group to suffer from
improvement for all age groups.The average in-work poverty. Social policies do notater

income of people living below the povertyspecifically for this group as there are no social
threshold - typically the longterm unemployed assistance topps.

and theirchildren- slightly increased in 2016. For
the first time in ten year;, the difference_in povertyrhe poverty_reducing impact of social transfers
gaps between the working age population€28 (other than pensions) for the overall population
and the elderly (65 and older) started to decreasgsntinues to declinelt decreased by 7.6 pps since
The share of people affected by persistentaisk 2013 to reach 24.4% in 201Bat is 8.5 pps below
DQVEYW(O) decreased to 14% in 2016, but is the EU average. This reflects, among other things,
still 4 pps above the 2008 levels and the Elthe low effectiveness of workirage social
average. benefits (due in particular to low coverage), and
the fact that during the economic recovery, the
- _ median income of employed people hageéased
(,) Source: ELSILC o faster than for benefit recipients. The adequacy of
(® Income data from EASILC in a given releaseefer to the . .
previous year for all Member States except IE and UK. ~ Minimum Income schemgEuropean
(*) Eurostat flash estimates, see Chapter 1. Commission, 2017b) and family benefits in
(®) The share of people with an equivalised disposable inconﬁarticmar is low. As concerns unemployment
below the riskof-poverty threshold in the current year and . . )
in at least two of thpreceding three years. The threshold isbenef'tS' Spain ranks close to or above the EU
set at 60% of the national median equivalised disposableaverage on adequacy and coverag shorterm
income. Source: Eurostat (ESILC). unemployed people, although their duration (with
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a work record of at least one year) idarge. Most regions capped the minimum income

comparatively low". at the IPREM ¥) level, while some reach the level
of the minimum wage and just a few (such as
Graph 4.3.8: At-risk-of-poverty gap Navarra and the Basque Country) go above it.
5 o Europegn Commission's Jgint Resea_rch Centre
calculations based on simulatis with the
40 /‘\ Euromod model indicate a large gap between the
35 ===’ ) potential number of beneficiaries that could
30 | so ’,\/,-—’ receive income support under the current regional
S==c minimum income schemes and the actual number

25 .. . . .
of beneficiaries. This gap varies across regions and

20 —'\_\__\ is partly due to nottakeup and to budgetary
15 constraints applied to these schemes in most
10 regions, which result in eligible individuals not
receiving support. Andalucia, Balearic Islands,
Catalonia and Navarmacently reviewed their

0 minimum income schemeswith a potential
05 06 07 08 09 10 11 12 13 14 15 16 L. . .
positive impact on their coverage and adequacy.

5

- e e - < -

(E:Eg:jrzésjf & r::;ll(mg e (1569 The degree of coordination between
The relative median at  -risk-of -poverty rate gap is calculated employment_ and S_OCIaI servpes varies acr‘?ss
as the difference between the  median equivalised regions. Social services are still largely working
disposableincomeofpgople below the at -risk-of -poverty outside the scope of employment services and
threshold and the at  -riskof-poverty threshold, expressed as .
a percentage of the at  -riskof -poverty threshold (cut -off vice-versa, ahoth SOme progress was made at
point: 60% of median equivalised income). the regional level. The Social Inclusion Network

Saurce: Eurostat, EUSILC. aims to enhance collaboration among different

o _ o levels of the administration. Cooperation
Initiatives  intended  to  address  limited  agreements between public employment and social
effectiveness, fragmentation and disparities in services have been signed in a feweagiin 2017.
income guarantee schemes are progressing very
slowly. The study to map income guarant€€rhe relative child poverty rate is one of the
schemes at national and regional level conductggynest in the EU, although it is declining.
in 2016 is not yet published and the follw  social protection for families remains low and
action plan is still in preparation. Apart from thefragmented. Public spending on family benefits in
planned integration of the three unemploymenso14 was 1.36 of the GDP, compared to 24 at
assistance schemes managed national level gy |evd. The impact of social transfers on
(Section 4.3.1), the government announced th@qucing child poverty is below the EU average
launch of a "social card” meant to integrai§17 59 in 2016 in comparison to 38 in the EU
information on cash benefits received from alln 2015) and deteriorates since 2013. This partly
administrations at national, regional, and possiblyasyits from a low level of spending on family
local level. The card is intended to ensurgenefits. Improving labourmarket conditions
trangparency of benefits received and facilitatgontributed to a decline in the share of children
participation in associated activation measures, blfing in jobless households, from 142 in 2014
will not per se address the fragmentation of thgy 11.6% in 2016. Among children whose
existing schemes. parent(s) work risk of poverty is among the highest

in the EU28 (22.84), in particular if only om of

Differences in the coverage and adequacy of the the parents is working (42.7 % in 2016, 3.2 pps
regional minimum income schemes remain more than in 2015).

31 According to the benchmarking exercise in the area of
unemployment benefits and active labour market policie . e . .
conductedwithin the EMCO Committee. See the draft ?32) Indicador Publico de Renta de Efectos MultipiePublic

Joint Employment Report 2018 for details (European Indicator of Income for Multiple Purposes, used since 2004
Commission, 2017b). as a reference of incanfor social protection programmes.
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The share of children below 3 years enrolled in rate(*®) for the lowest income quintile was 3%
formal childcare has steadily increased and is in 2016, compared to 36% in the EU (in 2015).
above the EU average (39.% vs. 30.3%). This is despite the establishment of the Social
However, participation rates are low in publicHousing Fund in 2013 to relieve the situation of
centres, and regional disparities persist. Ththos unable to pay their mortgage, housing bills
National Schools Council has highlighted the needr rent, for which eligibility exceeds half a million
to create more places for children aged 0 to Bouseholds (Bank of Spain 2014, 2016). Access to
(Ministry of Education, Culture and Sport, 2017b).social housing is limited and less than (%0 lof
GDP is devoted to housirrglated social
Graph 4.3.9: In-work poverty by employment type protection, whib in 2017 decreased by 90 from
2016 in nominal terms.

30 % of
employed

Energy efficiency measures have alleviated

energy poverty as a side effectThe share of

people at risk of poverty who are unable to keep
their homes adequately warm increased from
17.1% to 23.3% bdaween 2005 and 2015 (above
the EU average) mainly due to the economic
downturn. However, economic recovery and
measures launched have brought down this

25

20

15

10

5 indicator by 5% in the year 2016. As of 2017
amended criteria to obtain the so called social tariff

0 ("bono social") seek to better target the low
05 06 07 08 09 10 11 12 13 14 15 16 income households and to strengthen the

protection of vulnerable consumers. For the period
_ e _ 20142020, Spain allocated significant amounts of
() oy secle i n equnaised dsgosabe neome U cohesion policy funds o energy eficiency
Source: Eurostat, EU-SILC. measures, in particular ithe residential sector.
This is expected to enable more people to
High rates of early school leaving and child adequately heat their homes, a positive side effect
poverty are a risk for equality of opportunities.  from Spain’s efforts to fulfil its EU 2020 energy
Spain's Gini coefficient edged down 0.1 pp in 2016&fficiency commitments (Section 4.5.2).
but with 34.5 was still one of the highest in the
EU. The polarisation of skills and the high rate offhe provision of longterm care services keeps
early school leavers reflect inequalites ofmproving, but needs are unevenly met across
opportunities (Doménech 2016, Castelend regions The number of people receiving leng
Doménech 2014). The high share of children witkerm care services increases steadily, with 1%44
parents at risk of poverty or social exclusiomore people receiving such care in 2017 than in
weighs on the capacity of Spain to reduc@016. However, about a quarter of people
inequalities in the long term, as the seciorecognised as dependent 1§00 out of
economic background of children has a negativd-26million) were on a waiting list in November
impact on their chances do well in school. The 2017. In 2017 all regions reduced their waiting list
impact of socieeconomic status on PISA sciencelo different degrees. The cost per care recipient is
results for the l&ear olds is close to the EU slowly decreasing and job creation in letegm
average, but had slightly deteriorated in 2015are services was stable in the firsmester of
compared to 2006. 2017. Untrained informal careils mostly female
relativesi still provide a substantial part of the
Finding affordable housing is a challenge for care. In December 2017 the government increased
the most  vulnerable, aspite some
improvements. The housing costs overburden”)

= = = = Total Temporary Part-time

Share of people living in households where total housing
costs make up over 4@ of the total disposable household
income (both figures net of housing allowances). Source:
EU-SILC.
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its funding for the provision of lonterm care by
5.3%.

Inequalities in access to health carera low
compared to the EU average, although they
have slightly increased.Spain has one of the
lowest rates of reported unmet needs for medical
care in the EU. The difference in sdiclared
unmet need for medical examination between the
lowest and highaésincome groups has however
increased from 0.@ps in 2008 to 1.6ps in 2014.
While this gap remains below the EU average, it
constitutes a significant change (OECD, 2017c).
Furthermore, oubf-pocket medical spending
exceeds the EU average by %0(3.5% of overall
expenditure against 29 in the EU)4.4% of the
population stopped taking prescribed medications
because they were too expensitfe Disparities in
access to healthcare are also sizeable. For instance,
waiting times for surgery vary betwegf and 160
days across regions, and there are between 2.7 and
5.3 doctors per 1000 populatior®)( Although
competences for healthcare organisation and
delivery are devolved to the regional health
ministries, there is an Inteéerritorial Council that
canserve as a forum for coordination.

(*) Source: National Health Baromee (2016)
(*® 2015 Atlas on Variations in Medical Practice
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4.4. INVESTMENT

4.4.1. EXTERNAL COMPETITIWESS * Graph 4.4.1: Change in the balance of trade goods and
services: exports and imports contribution

Increasing exports of goods and services have 12 | %ofGDP
supported a continued current account surplus. 10
In 2017, the Spanish current account is expected te
have been in surplus for the fifth year in a row, s
which is wunprecedented for Spain in ang4
expansionary phase. &h cyclically adjusted ,
current account (estimated at 290 of GDP in
2017) is now above both the level suggested by th_%
fundamentals (0.% of GDP) and the level 4
required to stabilise the net international

investment position (NIIP) at prudential levels in 2000-2007 20082017

the medium term 3f) (about 0.26 of GDP)

(European Commission, 2017e). Around%Qof  "!mports of services Non-energy goods imports
the current account improvement between 2007 senergy goods imports Exports of services

and 2017 is explained by the improvement of the | _
) ) Exports of goods Goods and services balance
balance of trade in goods and services, of about
. (1)A negative (positive) contribution indicates an increase
10 pps of .GDP' Export_s resgbout three times as (decrease) in imports or a decrease (increase) in exports.
much as imports declined in absolute terms (S@Rurce: Eurostat and own calculations.
Graph4.4.]). Although transitory factors, such as

low oil prices,contributed to the improvement of The  economy's increased reliance on
the trade balance, structural factors have becorg@mestically produced goods hasrestrained
increasingly important drivers. import growth. The sectoral rebalancing since the
crisis has resulted in a higher weight of export
An increase in the number of regular exporting oriented activities in the Spanish economy (see
firms and their geographical diversification Box4.4.2). This has taken place in the context of
mark a structural improvement in export increasing participation of Spain in Global Ive
performance. The internationalization of Spanish Chains (GVC) (Prades and Villanueva, 2017).
firms has continued, encouraged by the collapse gfiven the traditionally high import content of
domestic demand in the early stages of the crisigxports, this should have gone hand in hand with
and backed by the cost competitiveness gaiffigher import intensity. However, Spanish imports
accumulated since then (see Bb&.1). According are growing below what their fundamental
to ICEX, the Spanish Institute for Foreign Tradegdeterminants would sigest (see Bo#.4.J).
the number of regular exporters grew by 263 Although the import content of Spanish GDP
between 2007 and 2016, and the geographicédmponents increased at the beginning of the
diversificationof exports to fasgrowing emerging recovery, it remains below the peesis levels,
markets has increased. Moreover, the compositi&specially for private consumption (see Graph
of exports shifted towards more medimgh 4.4.9). Firmlevel data suggest that imported inputs
technology goods (especially vehicles) and higgeem to be increasingly replaced with cheaper
value added services (by abou¥2of GDP since domestic ones by Spanish firms (Banco de Espafia,
2014). These structural factonave led to a steady 2017, pp. 8a107). Overall, the impact of Spain's
increase in real export market shares since 201gternal devaluation since the beginning of the
Despite their positive performance, Spaniskrisis on households and firms spending decisions

exports are still concentrated on goods competingeems to explain the modest rebound in imports.
mainly on price.

(*® l.e. at-36 % of GDP by 2025.
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Graph 4.4.2: Import content of GDP components in Spain
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(1) Import content is defined as the directly or indirectl y
imported portion of each GDP demand (Bussiere et al.
2013).

4.4. Investment

are projected to grow more slowly than in the rest
of the eurcarea.

Sectoral wage and productivity developments
have not been fully aligned, leading to unit
labour costs diverging substantially across
sectors. Intense job destruction during the crisis
resulted in a marked increase in apparent
productivity across &lsectors, but during the
recovery productivity has continued to increase
mostly in "tradable" sectors (i.e. sectors
predominantly producing goods and services that
can be traded internationallysee Box4.4.2). At

the same time, wages have not been aligned with
productivity at the sectoral level. In particular,
wages have grown faster than productivity since
2013Q2 mostly in "nottradable"sectors, whereas
the opposite has happened in "tradable" sectors.
This has resulted in an uneven development of unit
labour costs across sectors (Grdph3.

Source: Banco de Espafia, based on WIODs 2016.

Graph 4.4.3: ULC by sector

Wage moderation continues to drive cost

competitiveness gains. From 2009 to 2017,

Spain's cost competitiveness compared to thé EU
as measured bthe real effective exchange rdte

improved by around 11% based on unit labou
costs and around 4% based on export price
Despite the pickup in inflation, wage moderatior
has continued in 2017 further to the structure
reforms implemented in previous ysaand, more

recently, due to a negative wage drift anc
composition effects. This evolution is consisten
with a wider trend of subdued wage growth amon
advanced economies. Wages are expected to pi
up as the output gap turns positive. Together wit
aggegate low productivity growth, this is set to
lead to modest increases in unit labour cos
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gains are still expected until 2019 as ULC in Spain
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Box 4.4.7: Assessing structural changes in Spanish exports and imports of goods and
services: long -run elasticities to demand and competitiveness

Since the crisis, Spanish exports have grown above what their traditional determinants (growth in e
markets and priceompetitivenessyvould suggest. At the same time, imports have evolved at a slower pa
than implied by their fundamentals (final demand and prarepetitiveness). These developments indicate
that there has been a structural change in the external performance of treh $oanomy. In order to

identify the drivers of Spanish imports and exports as well as changes in their historic relationship, dyn
import and export equations have been estimated (based on the methodology in Christodoulopoulol
Tkal evs, Hethdirdsylts arerprbsented in this bbx. (

According to these estimated,(export growth is mostly explained by growth in Spaéxport markets
(Graphla). The impact oprice competitivenesson export growth was negative in the joresis period
(19992007), but turned positive during the recovery (20T At the same time, the elasticity to price
competitiveness is less than or6.81), suggesting the responsiveness of Spanish exports to changes
prices has decreased over the last decdd® previously estimated). This suggettat Spanish exports
have become less reliant on price competitivenesghich can be explained by the change in the
composition of Spanish exports towards goods and services with higheradaleg, which are less
sensitive to price developmer(idF, 2017, pp. 2234; Prades and Garcia, 201%) . addition, Spain's
relatively high participation in Global Value Chains (GVC) helps insulating export performance frg
exchange rate movements.

Graph 4.4.7.a: Main determ inants of Spanish exports Graph 4.4.7.b: Long term elasticities of imports (2)
and imports performance(1)
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(1) Contributions to exports and imports of goods and services annual growth. Statistically significant
(2) The rolling -window estimate uses fixed windows of 40 quarters starting in 1980 and ending in 2016.
Source: Own calculations on National Accounts data Eurostat, OECD and Banco de Espafia.

The collapse of domestic demandiuring the crisis encouraged Spanisim8rto internationalize and look
for other markets, therefore supporting export growth. This process does not appear to have been re
during the recovery, as the recovery in private consumption does not have a significant negative impa
exports (se Graph4.4.7.a), confirming that exporters have consolidated their presence in foreign rharke
as also highlighted by thedreasing geographical diversification of Spanish exports and the increase in
number of regular exporter§inally, the positive residuals indicate that exports have been growing
systematically above their fundamentals, supporting théaypothesis of a structural change in export
performance.

A dynamic equation is also estimated for imports of goods and serfjcesd it emergethat domestic
demand has been the main driver of import growth since 1999 while the contribution of
competitiveness has been limitedGraph4.4.7.a). During the crisis, only exports had a positive
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contribution to import growth. The negative residualthimrecovery years indicate that, contrary to exports
imports are growing less than implied by their fundamentals, again indicating a structural change in
relationship. This has taken place in a context of an increase in exports, which shouldimay boosted
import growth, given their high impedontent. Indeed, firm level data reveal a certain degree of impo
substitution during the current recovery (Banco Elpafia, 2017, pp. 529). At aggregate levelthe
sensitivity of Spanish imports toincome seems to have declined since the crisis, whereas price
elasticity has remained relatively stabléGraph4.4.7.b).

(9 The specification of imports equation is givensiy |

7

“ Y08

| 00
r ¥6 € an . To take into account the different import content of domestic deniabyl §nd exportsX), both
variables are included separately in the equation, as well as a competitiveness indicator.

o

. , WhereX represents Spanish exports

(M The estimated sample period extends fromlQ25 to Q42015. As the series are netationary in levels, but they are
in first differences, aerror correction model is estimated, usingiaerar least squares in a single step.
A Y & |00 rséan 1 Ym [ Y6 ¢ an
of goods and serviceBD foreign demad, Compcompetitiveness anélC private consumption.
(® By contrast, the longun elasticity of Spanish exports to foreign demand is close to one.

réégan 1 Yoo Vo

4.4.2. PRODUCTIVITY

and communication sector (see Grdph.9. This

suggests that digitisation is an important factor at
Some subsectors have recorded sizeableplay in this evolution, and points to the existence
productivity increases since the crisis, largely of obstacles hampering the diffusion ohavation
due to intra-sectoral resource reallocation.In  (Adalet McGowan et al., 2017). This interpretation
aggregate terms, apparent productivity (i.e. valuis supported by the relatively low share of firms
added per person employed) in Spain is below thatith product, process, or marketing innovations in
of other large euro area countries. HowevelSpain, and undenvestment on average in ICT
agriculture, construction, accommodation and foodssets and intangible capital. Those asset types
services, as well as temmmunications (a have been shown to differentiate firms at the
subsector of ICT) are areas which make up a higflobal productivity frontier from those lagging
share of Spanish gross value added (GVA), araehind (ThuriThysen et al., 2017).

where in 2016 productivity was higher than in

other euro area peers (GrapH.4. In addition, Graph 4.4.4: Spain's productivity gap vs. average of
the productivity gap between Spain and other large

Germany, France and Italy, 2010 EUR/hour

euro area countries has been reduced in sor
subsectors. These include electrical equipmer
legal, management and engineering se.iice
furniture and jewellery; transportation and storage
business services; and manufacturing of transpc
equipment. Some of these subsectors hay
recorded significant employment growth since th
crisis, pointing to an improvement in allocative
efficiency. However, for the total economy
sectoral reallocation of labour towards more
productive sectors has had a limited role it
explaining aggregate productivity growth (Box
4.4.8).

The productivity gap between the most
productive firms and the others seems pdly
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due to differences in innovation capacity and source: Eurostat

investment in knowledgebased capital. The

productivity gap increased during the crisis, with
the largest divergence occurring in the information
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Box 4.4.8: Sectoral rebalancing in Spain

Since the onset of the crisisadable (*) sectors have increased their overall shari@ gross value added
(GVA) of the Spanish economy. During the crisis (2Q083),the collapse of constructiqa nontradable)
wasaccompaniedby a sharp fall in manufacturin@ tradable At the same time, thehare in total GVA of
non-market services (also a ntradable) increased, as its output remained relatively stable in a period wh
most other sectors shrank. As a result, thereamfisa small increase in threverall weight of tradables in
the economyin those years (Graph 4.4.8.1.a). But since the recovery started, most tradable sectors
grown faster than netradable, increasing their weight in total GVA. The manufacturing sector he
rebounded strongly since 2013, although its share of GVA idstibw the precrisis level. Other tradable
sectors, such as wholesale and retail trade, transportation and storage, and ICT have also increase
share in GVA in the same period. Interestingly, touristated activities (food and accommodation
services) had in 2016 a lower share in GVA than in 2008. At the same time, sectors such as profess
services, that are traditionally branded as-tradable but now export an increasing share of their output
have also expanded strongly during the recoveontributing to the internal rebalancing process. The
increasing trade openness since the crisis has been a common phenomenon for both tradable an
tradable sectors, and has been particularly marked in agriculture, manufacturing, and professicesl se
(Graph 4.4.8.1.h).

Graph 4.4.8.1: Change in share of GVA (1.a) and exports as % of gross output (1.b) by sector
3% 1.a: Change in share of GVA, 2010 prices o 1.b: Exports as % of gross output
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Source: INE, Eurostat, European Commission

The relative share of tradable and nortradable sectors in total employment has remainedelatively
stable since the crisisalthough there have been substantial changes in some sectors. The largest chang
shares of total employment between 2008 and 2016 took place in construction, manufaataringn
market services. The latter (mospyblic services) increased their share in total employment as headcol
remained relatively stable during the crisis at a time when most other sectors downsized (Graph 4.4.§
However, the evolution of total employment by sector is somewhat diffeéémte 2013, the largest
increases in total FTE employment (as opposed to changes in shares) have taken place in hospitality,
administration, trade, administrative and support activities, manufacturing, and professional services.

The different evoltion of value added and employment underlisabstantial divergences in apparent
productivity growth across sectors.Whereas productivity increased due to job destruction in most secto
during the crisis, both tradables and fiadables, it has contindgo grow mostly in the tradable sectors
since the recovery started (Graph 2.b), and notably so in some sectors. For instance, productivi
manufacturing is now more than 25above its prerisis levels (Graph 4.4.8.2.b).

However, sectoral rebalancinghas not been an important driver of aggregate productivity growth.
Only 17% of productivity growth in 20086 can be attributed to sectoral reallocation of labour resource
with the remaining 83% being explained mostly by productivity growth within eaebtor
(Graph4.4.8.3.b). However, since 2013, sectoral reallocation has had a positive effect on producti
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growth. Although only 24% of the increase in employment since 2013 has taken place iraadrage
productivity sectors, there has been a changthe relative employment weight of sectors with below
average productivity that has nevertheless resulted in a modest increase in aggregate productivity
instance, household services, with very low productivity, have lost weight to food and acatiomaaith
higher but below average productivity (GrahH.8.3.a). Intrasectoral resource reallocation seems to
account for a large share of within sector productivity growth, with entry and exit of firms playing
important role in this proce¢Bancode Espafia, 2014). Structural and institutional barriers, such as financ
barriers, labour market institutions, skills mismatches, or product market regulations that hinder the ¢
and exit of firms can therefore have negative effects on resouraecegih and productivity.

Graph 4.4.8.2: Change in FTE employment (2.a), and change in productivity (2.b), by sector
1000 2.a: Change in FTE employment (‘'000s) 50% 2.b: Change in productivity (2010 EUR/hour)
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Graph 4.4.8.3: Change in share of employment and productivity (3.a), and productivity and sectoral reallocation
(3-b)
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3.a: Methodology based on Antipa (2008), "Productivity decomposition and sectoral dynamics", Banque de France
Source: Eurostat, European Commission

1 Tradable sectorAgriculture, manufacturing, energy and related, trade, transport, food and accommodation, ICT. Non

tradable sectors: Construction, financial services, real estate, professional services, administrative services,
entertainment and household services,-market services.
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Graph 4.4.5: Distribution of labour productivity growth in penetration, international scientific-pablications
Spain (real value added by employee) and trademark applications. Relative weaknesses

~Mean = P10 - Mediana P90 A P99 are in innovative SMEs, publprivate
160% 4 collaborations and finance and support. In terms of
s ‘ human resources, Spain has a shortage of ICT

120%

100% specialists that is linked with the low digitisation

0% ~ of SME in sectors such as retail and wholes&)e (

EZ:, [ T and general lack of digital skills in the pdation
I T

|1

(Section 4.3.2.).

20%

0%

-20%

Persistently subdued levels of R&D investment

o » » affect Spain's innovation performance and

; ; productivity growth. Public R&D investment in
§ f £ 2016 was at the same level as in 2007 (Q®H6f

ﬁ r§g°° g ﬁ GDP) after a peak in 2068010 (at 0.6%0).

] §° Despite the strong acceleration in economic

i f activity, current public R&D intensity remains
N well below the EU average (0.856 vs. 0.6%% of

Average annual productivity growth rate between 2011 and GDP)- R&D intenSity (1-1% of GDP in 2016) is

2013. Values shown are for firms at the 99th, 90th, 50th, and on a decreasing trend since 2009 (25 This is

égt:ré’;rcggm;\fgd the mean, of productivity in the sector. strongly affected byhe low and decreasing level

of execution of the public research and innovation

(R&I) budget (56.26 in 2015). In the current

context, reaching the national EU2020 R&D

intensity target of 26 appears highly unlikely.

Misallocation of capital also contributed to the
productivity gap across firms, but there are
signs of improvement in recent yearsSpain had

a relatively high share of ovémdebted firms at the .
y o The new State Research Agency for manay

beginning of the recovery (see Section 4.2.1), ~. S .
which in 2013 held over 1% of the capital stock public research funding is now operational.The
(Adalet McGowan etla 2017). Such firms could multi-annual framework that secures the resources

o ; . of the agency ("contrato de gestion") is pending.
hamper productivity growth by tying up capltal0 . ) :
and labour resources that could be allocated evertheless, in 2017 the agency constituted its
more productive firms, including staups. There cientific and Technical Committee, established an
is also evidence that ir’u the peésis years, capital annual work plan and started to develop evaluation
tended in general not to kelocated to tr,1e more methodologies. Furthermore, Spain increased the

innovative firms (Haugh et al., 2017). Recent firm a”.“o”'f‘F of funding gllocated on the basis of
level data show that new credit is now flowing tosmentmc performance in 2017.
the more productive and less indebted firm
(Banco de Espafa, 2017d), supporting investme

growth in productive capital (see Sectib2.2).

hereas Spain's production of highlyqualified
researchers is good, their career pepectives
and sciencebusiness mobility are limited
Although Spain produces an average number of
new doctoral graduates and an above average
number of STEM graduates (European
Spain remains a moderate innovator with a Commlssmn,_ 2018b), 'tTQ‘ total _nL_meer of
limited share of higher valueadded activities in researchers is low, showing .the Im_nteaibour
demand for researcher®)( Spain has introduced

its economic structure. Innovation performance . .
declined from 80.1% of the EU average in 2010 tBsolated incremental measures to address the most
78.3% in D16.6) Relative strengths of the pressing challenges linked to the segmentation of

innovation system are in new doctorate graduatetg,e academic labour market (civil servants versus
tertiary  education  attainment, broadbanq

4.4.3. RESEARCH, INNOVATIONAND DIGITAL
ECONOMY

) ttD//dIQItal-aqe dedata.eu/charts/al aIV‘m eindicator
(37) . I . a dC.O parecountries
Source: Eu opean novation Scoreboard 2017. ( ) Data: Eurostat.
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shortterm contracts) and the low employment raté.2 and 4.4.2), and developed fiscal incentives for
for young PhDs. Public research organisationsusiness R&D expenditures. Nevertheless,
have been allowed to replace all researchers whisinessscience links remain weak. Public
retire and postloctoral support programmes suchexpenditure on R&D financed by the business
as Juan de la Cierva and Ramén y Cajal have besector continues its decreasing trend since 2010
reinforced. Programmes for PhD graduates such aad withjust 0.034% of GDP is much lower than
Torres Queveddelp incentivise scieneeadustry the EU average of 0.098 (*%. Revamped public
links and address the limited mobility ofschemes such as the "NEOTEC" programme
researchers to businesses. In contrast, the sharesopporting the creation of teddfased companies
public-private scientific cepublications in total have contributed to strengthening entrepreneurship

scientific publications is below EU average. and knowledge transfer. The tit has also been
supported by the "CIEN" programme that funds
Graph 4.4.6: R&D intensity projections, 2000 -2020 strategic innovative projects jointly involving
SMEs, public bodies and universities. Tax
35 . . .
incentives for business R&D are generous on
3.0 paper, with implied R&D tax subsidy rates among
/ the highestin the OECD. However, their use
g 25 P / remains modest in Spain, notably for SMEs, and
250 ~/_/___/ ...... , amounted to EUR23million in 2017 (OECD,
EU; P 2017d). Their incremental nature and a long time
15 7 span between application and reimbursement
& 1o _//\’ ------- decision may partly explain the low upéak
05 Governance of nationallevel R&l policy is
being streamlined. In 2017 the nationdkvel
0.0 competences for policies and private R&I support

00 02 04 06 08 10 12 14 16 18 20 . L g
instruments were unified under one department.

""" ES-trend = = ES-ftarget(3) The new National Plan for Science, Technology

""" BU-trend = = EU-target(2) and Innovation 2012020 includes for the first
(1) The R&D intensity projections based on trends are time a mapping of all support schemes from
derived from compound annual growth in R&D intensity different funding bodies. The action plans on
2007-2016. s :
(2) EU: The projection is based on the R&D intensity target of |I’.1dl..IStI'y 4_'0 and dlgltal economy. and SOCIet.y
3.0% for 2020. similarly aim to strengthen synergies and avoid
(3) ES: The projection is based on a tentative R&D intensity duplications of efforts.

target of 2.0% for 2020.
Source: DG Research and Innovation, Eurostat, Member ) ] ) ]
State. Despite recent improvenents, nationatregional

coordination in the design, implementation and
Businesses' innovation capacity remains frail evaluation of R&l policy remains weak A
despite some policy actionkKnowledgeintensive National Coalition for Jobs and Digital Skills has
services have a relatively low share of empleptn b e e n created and t he
among services in Spain (522 of the Net wor ko ( REDI DI ) has
employment in the service sector vs.%8as EU interded to create synergies in the implementation
average). High and mediuhightech  of the national and regional smart specialisation
manufacturing represented only @il of strategies, improve the use of ESIF funds and
employment in manufacturing vs. 384 as EU avoid duplications. Its thematic committees (on
average over the same period. Business R&B&I in energy, health, water, tourism, design and
intensity has been decreasing from its highest pe&kaluation and wnitoring systems) have achieved
of 0.72% of GDP in 2008 and reached 0%dof first results. 2017 also witnessed the birth of the
GDP in 2016. To increase business R&Dnew CERVERA network to boost the transfer of
investments, Spain launched a number dfnowledge and sciendmusiness links between
initiatives and support schemes improving acces¥credited institutions. Other examples for
to finance and the business eoviment (Sections

(* Source: Eurostat
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successful nationakgional coordingon are the 4.4.4. BUSINESS ENVIRONMENT
second map of Unique Scientific and Technical
Infrastructures and crossgional initiatives on Reforms to the business environment have
public procurement for innovation. stalled over the past three vyears. Spain
introduced importantegulatory reforms in recent
An under-developed evaluation culture years to enhance the business environment. Yet,
hampers policy learning to improve R&l Spain continues to underperform in
support. Quality, impact and effieincy of public entrepreneurship and other business environment
funding are not systematically assessed witndicators (European Commission 2017d). Despite
comparable methodologies, which translates intthese challenges, there has been a noticeable
forgone opportunities to improve the quality andslowdown in the adoption of reforms in this area
competitiveness of the Spanish R&l systenover the past few years.
(FernandeZubieta et al.,, 2018). Positive
exceptions arsome sciencbusiness cooperation Regulatory disparities across regions continue
schemes (such as CENIT or Torres Quevedo) amal constitute a burden for businesses
grants for excellent researchers (such as RamérDyfferences and overlaps in regulations governing
Cajal). The evaluation of successful programmethe access to and exercise of economic aietévih
aligned to international peer review standardsspain can hamper the free movement of goods and
such as Severo Ochoa and Made Maeztu, or services, as well as the establishment of firms in all
relevant schemes to reinforce human resources agectors, from traditional retail to the collaborative
sciencebusiness links such as the Industrial PhDeconomy. The Law on Market Unity aims at
programme, constitute a solid basis for extendinfacilitating access to economic activities and thei
systematic evaluation approaches to othexpansion throughout Spain. While the
programmes. government has taken steps, for example, by
requiring an ex ante assessment of impact of draft
High fast broadband connectivity stengthens legislation on market unity and by publishing a
Spain's readiness for the digital economy. catalogue of good and bad practices, its
Growth in coverage is particularly strong inimplementation has been slow,pesially at the
networks that support access at Mifips or more, regional level. Between June and November 2017,
available to 83.86 of the population. The the Spanish Constitutional Court delivered four
deployment of fibre networks (FTTP) constitutegudgements on the Law on Market Unity. While
an important asseof the Spanish digital society, the Court has endorsed the law, it has declared null
covering 71.4% of population. Yet this percentageand void selected articles, among others the
is only 20.9% in the more sparsely populated ruraprovisions setting out the principle of natiande
areas. 5% of subscriptions offer speeds of at leastffectiveness of licences and prior declarations
30Mbps and 244 are providing 100/bps or granted by or submitted to any given region. The
more. The vigorous impmentation of policies to practical consequences of the rulings for the
improve take up of higlspeed broadband application of the law remain to be seen, since
connections will strengthen the position of Spaimther principes laid down thereiri namely, the

in the Digital Economy. principles of inecessity

actions of the emmbeasek nt
Spain  has made progress in business by economic operators affected by barriers to
digitisation but does not yet fully exploit its achieve outcomes similar to that of the "nation
potential. The comparativelyolw digitisation level wide effectiveness".
of Spanish SMEs, with 2% of small firms selling
online, contrasts with 3% for big firms The Government is considering measures to
(European Commission, 2018b), and appears temove obstacles to business growthThe
constrain their potential for innovation absorptiorprevalence of small firms in Spain is a factor
and growth. A new digital strategy ("Estraieg explaining the low productivity of the economy
Digital para una Espafia Inteligente") is currentlf{European Commission, 2016¢c and Huertas
being developed by the Ministry of Energy,Arribas and Salas Fumas 2017). A goveenin
Tourism and Digital Agenda. report discusses regulatory barriers to business

growth (Ministry of Economy, 2017) and identifies
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three areas for potential policy interventiona professional association may hamper the free
removing regulatory thresholds, improving themovement and efficient allocation of these services
business environment, and enhancing thehroughout the territory. A law is pending since
implementation of th law of market unity. At the 2010, as mandated by the fourth transitory
time of writing, no followup to this report is being provision of Law 25/2009. The rationalisation of
given. membership to professional bodies is one of the
goals of the stitto-be-adopted reform.
Lowering service restrictions would increase
productivity beyond the services sectofvan der Restrictions to the collaborative economy vary
Marel et al., 2016). In Spain, the value addedcross regions. This is the case in the
originating from the services sectors which isasccommodation sector. The Canarnslahds
incorporated in manufacturing accounts for%83 legislation required prior authorisation and
of the latter sector's value added (DG Joinprohibited the renting out of "single rooms" within
Research Centre, 2017). Tackling restrictions itholiday dwellings/lettings". This legislation was
the servies sector would thus increase the addechallenged in court, and the ruling declared null
value and productivity in manufacturing. Namely,and void provisions such as the interdiction tdren
it is estimated that eliminating regulatory barrier®ut a room only, the prohibition to offer shoerm
in services would increase the productivity ofental accommodation services in touristic
several manufacturing industries in Spain by moreones/areas and the obligation of registration.
than 10% (Curnisand Manjén Antolin, 2017). However, the regulation of shedrm rental
market in other regions (such as Valencia and the
Restrictions in retail services remain high. Balearic Island) remains restrictive, with specific
Regulatory restrictions are high both for theequirements imposed on the services offered by
establishment and operation of retail outletsndividuals and on the activities of collaborative
labour productivity is very low and matips are economy platforms. Regional authorisation
relatively high. Previous legislative mems requirements for transportation services restrict the
removed the requirement for retail outlets to havbusiness of collaborat platforms organising the
both local and regional licences and introducedharing of private transport (Frazzani et al., 2016).
more flexible opening hours. However, theThe Spanish competition authority challenged
measures to simplify establishment are not fullyational and regional regulations on transport and
implemented yet in all regions. accommodation services several times (the last
time in September 2017), arggirthat it hinders
Restrictions in professionalservices exceed the competition by creating unnecessary and
EU levels for various professions e.g. civil discriminatory barriers.
engineers and architects (European Commission,
2017j). While certain regulated professions have
modified their statutes, no progress has been made
on the regulatory reform of professionahsees.
In particular, regional disparities on membership to
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Box 4.4.9: Investment challenges and reforms in Spain

1. Macroeconomic perspective

After a sharp reduction during the crisis, led by the collapse of the construction sector in Spain, invest
has rebounded strongly during the recovery, led by business investment, and is now sligktihaleuro
area average. Neconstruction investment (10.5% of GDP in 2017) now represents a higher share of G
than at its prerisis peak, led by the strength of equipment investment. Construction investment has |
growing strongly since 2014 but frovery low levels, and is still only at 60% of its 2008-prisis peak.
However, investment in intangibles remains below the euro area average, despite steady growth even
the crisis. Only public investment did not contribute to the overall rebouim/estment, and has instead
kept declining during the recovery. It now stands at 2.2% of GDP, less than halfdtssg@eak level.

2. Assessment of barriers to investment and ongoing reforms

Financial Ve
Sector /
B ilelae ) Access to finance

Cooperation btw academia, research and business
R&D&I
Financing of R&D&I

Business services / Regulated professions

Regulatory/ administrative burden

Public administration
Public

Business

% Judicial system
environment

Insolvency framework

Competition and regulatory framework Retail
SELIE Construction
specific
-h i Digital Economy / Telecom

EPL & framework for labour contracts
Labour

market/ Wages & wage setting
Education

Education Energy

Transport

Legend

No barrier to investment identified

CSR Investment barriers that are also subject to a CSl Some progress
No progress Substantial progress
Limited progress Fully addressed

Whereas the macroeconomic outlook for investmeriirigdly favourable, its framework conditions in

Spain suffer from various barriers. Some reforms have been implemented or adopted, notably o
insolvency framework (see Section 4.2.2) and of public procurement (see Section 4.4.4), but other ba
arestill to be addressed.

1. Skills mismatches in the form of both ovand undesskilling constrain labour productivity growth and
work quality (see Sections 4.3.1, 4.3.2). The high share of temporary employment reduces both worker
employers' incenties to invest in training and improving jepecific skills. Labour market relevance of
tertiary education in particular is weak, both because universities do not frequently consult the private s
and because SMEs have a limited capacity to take énmnismitand engage with the higher education system
Whereas secondary vocational educational training is being strengthened and promoted, enrolment ra
still low. In the tertiary education system, puhtidvate programmes such as the Industrial PhRher
Torres Quevedo scheme have not yet been replicated on a wider basis.

2. Restrictive business regulations continue to discourage investment (see Section 4.4.4). While the
impact of the constitutional court's ruling on some articles of the lamvarket unity remains to be seen, the
2017 commitment of regions and the national government to push forward its implementation has prod
few tangible results. Regulatory disparities thus still hamper -ceagsnal economic activityThere are no
intertions to reform professional services during the current legislature, keepingupsaakd entry barriers
in those professions highrhe government is studying how to mitigate unnecessaryceizéngent

regulations that prevent firms from growing, butaamcrete proposals have been put forward yet.
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A new law on public sector contracts has been the creation of numerous Administrati@eurts for
adopted The new law intends to address the needublic Procurement at local level.
for a consistent framework ensuring transparency
and effective control meamisms. It also aims to The latest data show modest improvements on
strengthen coordination across government levelee efficiency of justice. The Ilength of
in the field of public procurement, as snétional proceedings in first instance civil and commercial
procur ement account s fcases hastheen reduaed atcordirg loahe 2018 EU
total value and number of procuremeniScoreboard, but Spain rams in the lower third of
contractg*}. Member States as regards the length of those
proceedings. It is also ranks low in terms of length
The law sets up a new procunment governance of proceedings to solve cases in the specified fields
structure. The Junta Consultivaj.e., the central of EU legislation for electronic communications.
government 6s advi s or yOntregaesitve side, thetmaof resovingolitigiows
procurement will host a Cooperation Committee ofivil and commercial cases has for the first time
central, regional and local public authorities orexceeded the rate of incoming cases, as it is above
procurement matters. This committee willL0O0%. To help improve the court system's
elaboratea National Public Procurement Strategyefficiency, 54 Courts of First Instance have been
which is intended to reflect a common strategigiven exclusive competence in litiga related to
vision for all administrative levels, with a view tothe general conditions of financing agreements
combating corruption, improving with real estate guarantee rights when the borrower
professionalization, promoting economicis an individual person and additional human and
efficiency, enhancing the use of electoni material resources for them have been allocated.
procurement and strategic procurement, andlore generally, the government intends to
boosting the participation of SMEs. increase the number of posts in the justice system
by 2019.
The law also aims to enhance eante and ex
post controls on contracting authorities A new The perceived independence of the judiciary
Independent Office for Regulation and Supervisiohas improved coming, however, from a rather
will carry out investigations ahissue instructions low level. According to the 2018 EU Justice
that are binding for contracting authorities of theScoreboard, during the past year the perceived
central government. However, it will not beindependence of thgudiciary improved both
competent to lodge legal actions, annul decisiormmongst companies and among the general public
or impose sanctions. in Spain. It still remains though below the EU
average, as confirmed by a survey among judges
The effectiveness of the measures included in carried out by the European Network of Councils
the law will dependon the degree of ambition at for the Judiciary (ENCJ). With a view to
the implementation phase A considerable addressing this concern, the General Council for
amount of detail in defining the strategy, includinghe Judiciary endorsed "principles of judicial
the controls to be carried out, is left to the decisioathics”, including on independence, impartiality,
of the Cooperation Committee and the Independemttegrity and transparency in December 2016. The
Office for Regulation and $ervision. At the Consultative Council of European Judges
same time, the way the new governance structuexpressed concerns d¢ime appointment regime of
is set up and operates is crucial for deliveringhe judgesmembers of the General Council for the
effective results. Moreover, the effectiveness of théudiciary. The planned reform of the Organic Law
current system of remedies could be hampered loyn the Judiciary could address this issue.

(*) According to the Spanish Public Procurement RegistnSpain ranks at the EU average on quality of
shows that in 2016, the central administration accounteclJstice On some indicators. such as theuge for
for 13.90% of the phlic contracts awarded and 29.87% of) ’ ! .
the value of those contracts, regions for 54.43% of th€ase Mmanagement and arrangements for online
public contracts awarded and 47.41% of the their value arpubncation of judgments, Spain is above the EU
municipalities for 23.59% and 18.54%, respectivelyaverage The "Justicia Digital" project allowing the
(universities and social security mutual societiesoaanted ; f . L
for the remaining values). electronic treatment of information by judicial

offices enables them to move towards zero paper.
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The 28 EU Justice Scoreboard also showsanctions for noitompliance with the law in 2018.
belowaverage indicators such as the number dfhe Office of Conflicts of Interest is competent to
judges per 10000 inhabitants (which could investigate alleged incompatibilities of higgvel
however increase given the announced increaseodfficials, mainly related to revolvingoors
overall posts, see above). practices. While the Office does not have the
power to apply sanctions, it can propose them to
Citizens' and business perceptions of corruption the competent authorities, which has already
have improved compared to 2013, but remain resulted in eleven sanctioning procedures under the
among the highest in the EU 89% of new law, with a clearance rate of 8 Currently
respondents in a Eurobarometer survey think théttere are no plans textend the law to other
corruption is widespread in Spain (EU averageategories of public officials. Many regions have
72%) (European Commission, 2017f). Corruptiorequivalent systems but there is no formal
is considered a problem for doing mess by cooperation framework between them and the
44% of Spanish business representatives (Ebational Office.
average 340). The proportions of Spanish citizens
who believe that bribéaking is widespread among New legislative initiatives to improve whistle
politicians and political parties are the highest ifblower protection and to regulatelobbying are
the EU (78% and 80% respectively compared to currently examined by the Parliament. While
53% and 58% in the EU average). Whereas thesome provisions do exist to protect whistle
prosecution of corruption cases continues at llowers in Spain, they are scattered across various
sustained pace, the percentage of citizens wisectorial and regional laws and do not ensure full
believe that higHevel corruption cases are notprotection at the pr&ial investigation phase. @n
sufficiently pursued remains one of the highest inf the draft initiatives includes a lobby register
the EU (81%). An important issue in Spain hascovering public administration bodies, while
been the protracted judicial procedure for suchnother proposal concerns setting up a dedicated
cases. A revision of the Criminal Procedure law imegister for the Parliament. Some institutions or
2015 limited the time allocated to criminalregional authorities have set up their own lobbying
investigations to reduce undue procedural delaysegisty. A goodpractice example is the registry of
The Constitutional Court confirde the the National Competition Authority, which
constitutionality of these new time limits in Julypublishes all meetings of board members, provides
2017. So far the new rules have not impededoluntary integrity questionnaires for businesses
investigations by the Specialised Service for thand has set up an electronic channel for
Prosecution of Corruption and Organised Crimanonymously reporting brelaes of competition
but it is too early to assess their impact on compldaw.
corruption cases.
Improvements in institutional quality would
The implementation of the recently adopted amplify the gains from removing restrictions in
provisions on transparency and the fight services The benefits from structural reforms are
against corruption is now in full motion. The smaller if governance is poor and the quality of
Council of Transparency noted a significantegislation and institutions is not of &igh
reduction in the share of requests for informatiostandard. Raising governance indicator values to
that are left unaswered by public institutions. The the level of the best performing EU Member State
government announced implementing rules for therould multiply productivity gains from structural
law on transparency to address a high number offorms (Curnis and Manjén Antolin, 2017). This
exceptions to justify refusal of access tdighlights the complementarity of regulatory and
information. The Council of Transparency is alsonstitutional reforms in maximising their economic
elaborating a methodology to emate compliance. and social impact.
The implementation of the law on political party
financing shows clear signs of improvements in
financial accountability and the disclosure of
relevant financial information by political parties.
The Court of Auditors has completed several
verifications and expects to produce the first
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4.6.1. TRANSPORT provides a EURS59,7 million in funding partially
under the EFSI program framework.
Transport and energy infrastructure plays an
essential role in ensuring territorial cohesion The implementation of rail projects supported
and economic development of Spaifinvestment by the Connecting Europe Facility and
in physical infrastructure facilitates firms' busines$tructural Funds has been delayedTimelines
activities and workers' mobility, therebyfor several projects were reszhuled. While
contributing to prodctivity growth. The quality of further delays could affect the allocated EU
Spain's transport infrastructure endowment isontribution, cooperation between the relevant
above EU average. Efforts to improve itsnational authorities and the European Commission
efficiency are guided by the "Infrastructuresjs ongoing and should help detect shortcomings
Transport and Housing Plan" 202024. early and identify solutions to meet targets by end
of the period.
Plans to open the rail passenger market for
competiion before the prescribed deadline have The treatment of several insolvent toll
not been pursued in 2017Spain has decided to motorways is still to be solved.The Spanish
wait until the statutory deadline laid down in thegovernment has defined a solution for the
4" Railway Package. Work on the transposition ofnsolvent toll motorways and a roadmap te re
the market pillar of the 4 Railway Package is tender them in 2018 is in progress. The State will
underway: a draftaw with amendments to thetake over their opation temporarily through
current railway sector legislative framework is inSEITTSA, in case it is necessary, until the tender
public consultation and its adoption is expected iis successfully completed.
2018. The completion of Spain's rail core network
by 2030 could raise concerns if the pace oA new regulation for airport charges was
implementation is not stepped ulevertheless, adopted in January 2017 to implement the
progress has been made with the completion of tlérport Charges Directive. The new Regulation
Atlantic and the Mediterranean Corridors,aims at improving effiency and competitiveness
supported by EUR24million of EU contributions in the management of Spanish airports by the listed
from the Connecting Europe Facility. Cressrder state company Aena. It is based on regulatory best
rail traffic of freight trains from Spain into Frae practices and should create a more predictable,
and Portugal remains a bottleneck. The twatable and flexible framework based on -gear
different gauges (UIC and lberian) coexisting imaction plan. The framework ingmorates a new
Spain, and the difference of gauges betweedariff model with more incentives for efficient
Portugal and France, constitute a key barrier fananagement of the airport infrastructure.
better rail connectivity, although new sections
using the intern&nally prevalent UIC gauge have Increasing competition in port services can
been completed recently. Increased cooperatignise ports' efficiency and competitiveness.
between Spain, France and Portugal in pursuirigaritime transport contributes significantly to the
rail interoperability would help to overcome suchSpanish esnomy. In May 2017, the Spanish
obstacles. government adopted a Royal Decree Law
reforming the Spanish port labour system with a
As regards network connectivity, investment view to complying with a 2014 judgement by the
actions aim at improving the land connections European Court of Justice, but the implementing
of the stateowned port system in the short and law is still pending adoption.
medium term. The Port Accessibility Investment
Plan consists of a provision for the next five yearSpain's National Policy Framework sets
of EUR 1.418 milion of public investment. This moderate targets for low emission mobility.It
Plan is supported by a Port Land Accessibilitenvisages a comparatively low share of 0.5%
Financial Fund, an innovative financial tool whichelectric vehicles on the road by 2020. Furthermore,
has brought additional resources from PorBpain has not defined targets for publicly
Authorities to the improvement and developmenaccessible recharging points for 2020. The
of port rail and road hinterland coections. It Framework however estimates a significant growth
in vehicles running with natural or petroleum gas,

60



4.6. Sectoral policies

and establishes appropriate refuellingsince mid2014, which sets the cost of producing
infrastructure targets for these fuels. For maritimelectricity in a fair ad transparent way (it directly
transport, LNG mobile refuelling is available fortakes the electricity cost from the wholesale
all maritime prts in the TENT Core Network and market). This is contributing to save money to
in several ports of the Comprehensive Networlgonsumers intheir electricity bills compared to
and additional bunkering terminals and stop other types of contracts (as the NRA has stated in
ship refuelling are planned. The deployment of 2@ecent reports). The PVPC is ieasing clarity and
publicly accessible hydrogen refuelling points bytransparency of supply contracting processes since
2020 is also planned. contract alternatives comparison is made simpler
to consumers.
4.6.2. ENERGY AND CLIMATE GIANGE
Investment in energy infrastructure is expected
Insufficient connectivity prevents Spain from to peak in 201920 and then continue on a
fully reaping the benefits of the EU's internal sustained level.The main indivilual projects are
electricity market. In 2017, Spain's electricity two gas Projects of Common Interest
interconnection level was 5.8 %, well below thecommissioned for after 2020 ("STEP", "Midcat"
2020 target of 10%; impeding for expla the and the 3rd interconnection between Spain and
reduction of dayahead electricity prices that arePortugal), the three crod®rder interconnections
high by EU comparison®) and the optimization mentioned above and three hygromped
of renewable energy. Low connectivity alsoelectricity storagédacilities.
prevents the rest of the European grid from tapping
Spain's vast renewable energy sources. Despite WW&th a renewable energy share of 17.3 % in
opering of additional crosorder power lines, the 2016, Spain is on track towards its 2020 target
electricity interconnection capacity with France ig*). The tenders organised in 2016 and 2017 for
only 2.8 GW. New interconnections with Portugakllocating support to renewable electricity projects
will increase the interconnection capacity with thisare seen as a step forward in fostering sustainable
neighbouring country to 3.2 GW by the end ofnvestment in renewables and meeting the 2020
2020. Thre projects (across the Biscay Bay andarget. They are expected to counteract the 2014
the Pyrenees) committed to in the 2015 Madri@015 slowdown in renewables' share growth.
declaration should significantly increase the
interconnection level by 2026. The Biscay BayBetween 2005 and 2016, Spain decreased its
Project is planned to be commissioned by 202@rimary energy consumption by 13.8 % to
and its completion will contributelecisively to 117.2 million tons of oil equivaleh (Mtoe). Over
better plugging the Iberian Peninsula into théhe same period, final energy consumption also
internal electricity market. decreased by 18.1 % to 82.5 Mtoe in 2016.
However, the 2016 figures show an increase in
The integration of gas markets on the Iberian both primary and final energy consumption as
Peninsula is advancing, if only slowly.The compared to 2014 levels. This highlights the
Iberian Gas Market MIBGAS is intended toimportance of raintaining the commitment to
eventually create one single markéth Portugal. energy efficiency policies to ensure that targets are
During 2016, its first full year of operation, marketmet also during the current period of high
activity expanded. Although MIBGAS's liquidity economic growth.
is below that of the main European gas hubs,
several measures implemented since then haVle Spanish government expects positive side
resulted in increasi ngeffetisBdaAetpleymdnti fjomi investmgnt in
energy efficiency. The empbyment potential of
Transparency and clarity for consumers as improving energy efficiency in buildings is
regards the cost of electricity is increasingThe estimated at about 55 jobs for every million euros
Spanish electricity market has implemented thef public investment (assuming a 300% multiplier
6Voluntary Price for t fordeveRagig private@oestmentner 6 ( PVPC)

(*» The interconnection level is the ratio between import
interconnection and net generation capacities. (*) Source: Eurostat SHARES
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4.6. Sectoral policies

Spain is on track towards its EU2020 years. Decoupling economic growth from water
CO2 emissions targés. Emissions from sectors use remains a challenge $pain, since sectors like
not covered by the EU Emission Trading Systeragriculture, tourism, and energy are heavily
were reduced by 16.2% between 2005 and 2018ependent on water supply.

which is above Spain's target df0%. According

to the latest national projections taking intoThe current water-pricing policy gives few
account existing measures, the 2020 tariget incentives for efficient use, and the supply and
expected to be met by a margin of 9.1 pps. Theastewater infrastructure faces investment
challenge is to keep emissions decoupled from thgaps.Current pricing does not ensure the recovery
current strong economic growth. Work on the drafof the cost of all water services, and prices and
Law of Climate Change and Energy Transition hasubsidies are not always transparent. This

started in April 2017. encourages water waste, especially in the
agriculture sector, the largest consumer of water.
4.6.3. ENVIRONMENT The problem is compoundéy outdated irrigation

systems and loose control of water abstraction.
Spain still faces considerable environmental Moreover, even though wastewater reuse is
challenges, mainly in water and waste relatively high in Spain, its potential is not fully
management as well as air qualityRegarding exploited. Gaps in urban wastewater treatment
governance, the potential for coordination amonguggest undenvestment in the water
the different competent levels of government isnfrastructure (European Commission, 2017h).
sometimes not exploited, and sustainabl€urthermore, floogrevention measures are
devebpment is not strongly mainstreamed intsometimes disregarded, although flooding is a
other policy areas (European Commission, 2017gjecurrent problem and prevention cheaper than the
The transition to a green, circular and {oarbon cost of flood recovery.
economy holds the potential of opening up
significant new sources of employment in SpailSteps are being taken to improve water
*4). governance. To address the main water
management challenges in Spain the Ministry for
Circular economy issies are starting to receive Agriculture, Fisheries, Food and Environment has
greater policy attention. Spain is still far from launched a process in 2017 to reach a "National
the EU recycling target of 50% of municipal wastéNVater Deal" Pacto Nacional por el Agyawhich
by 2020. The concept of circular economy iss now under consultation with regidna
generally embedded in national and regionajovernments and stakeholders.
policies targeting resource efficiency,
environmental innovations, clean technologies, and
sustainable development. In addition, the
government has started to prepare a national
circular economy strategy in 2017.

Certain areas in Spain are waterstressed,
meaning that water demand exceeds the
available water resources under sustainable
conditions. Water management challenges have
increased and become more prominent during the
severe drought Spain has been suffering in the last

(*Y http:/ec.europa.eu/environment/circular
economy/index_en.htm
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4.6. Sectoral policies

Box 4.6.1: Policy highlights

The availability of subnational governments'budget execution data has increased considerably in
Spain. Since 2013, IGAE, the state general controller, publishes on a monthly basis, budget execution
in national accounts terms for all 17 regions and for the total state sector. It also pulrlishgsavterly
basis budget execution data in national accounts terms for the local government sector. Since April ;
IGAE publishes on a monthly basis data to allow verification of compliance with the domestic expendi
rule at central and regional wgErnment levels, and every quarter for the central, regional and loc
governments.

Spain has the highest number among EU Member States of successful applicant projects financed in
the first three years (20152017) of the highly competitive Horizon 2020 SHE Instrument, which funds
innovative projects of SMEs throughout the EU. Firms can apply for support in two different phases:
initial feasibility studies, and for supporting the implementation of the project. The success of Spanish f
has also beefacilitated by the national support scheme "Horizon Pyme" within the programme "Busine
leadership in research and innovation”. It finances the feasibility studies of SMEs that have reached g
score in their application to the first phase of the SM&rument, but still were not selected for funding.
This enables them to submit an application for the second phase of the SME Ins&runrantfind another
funding source for implementing their project. Whereas raising the innovation capacity of Sfiiish
overall remains a challenge, this example shows the effectiveness afesiglhed support measures in
boosting SME innovation capacity.
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ANNEX A

OVERVIEW TABLE

Commitments Summary assessmei(t)

2017 Country -specific recommendations (CSRS)

CSRL: Ensure compliance with the Count Spain has madeSome Progressn addressing
Decision of 8 August 2016, including also meast CSR.

to strengthen the fiscal and public procureme

frameworks.  Undertake a  comprehensi

expenditure review in order to identify possib

areas for improving spending eféocy.

1 Ensure compliance with the Council Decisior § This overall assessment of compliance with (
8 August 2016, 1 does not include an assessment
compliance with the Stability and Growth Pac

1 including also measures to strengthen tl § Limited ProgressWhile the government ha:
fiscal kept implementing measures set out in tt
domestic law to prevent and correct deviatior
from fiscal targets, no regulatory measur
have been taken in 2017 to irease their
automaticity and to strengthen the
contribution of the Stability Law's spendir
rule to public finance sustainability.

1 and public procurement frameworks. 1 Some Progress A new law on public
procurement was adopted and will enter int
force on 9 March 2018. It provides for thi
establishment of a consultative body,
committee to promote cooperation across th

(* The following categories are used to assess progress in implementing the 201 7spmaifiy recommendations (CSRs):

No progress:

The Member State has not credibly announced nor adopted anyregeés address the CSR. This category covers a number of

typical situations, to be interpreted on a ebgease basis taking into account courgpecific conditions. They include the

following:

no legal, administrative, or budgetary measures havedeeunced

in the national reform programme,

in any other official communication to the national Parliament/relevant parliamentary committees or the European Commission,

publicly (e.g. in a press statement or on the government's website);

no nonlegislative acts have been presented by the governing or legislative body;

the Member State has taken initial steps in addressing the CSR, such as commissioning a study or setting up a study group to

analyse possible measures to be taken (unlesSSkeexplicitly asks for orientations or exploratory actions). However, it has

not proposed any clearbpecified measure(s) to address the CSR.

Limited progress:

The Member State has:

A announced certain measures but these only address the CSR to aghteitechnd/or

A presented legislative acts in the governing or legislator body but these have not been adopted yet and substaisiatinen
further work is needed before the CSR will be implemented;

A presented notegislative acts, yet with no ftirer follow-up in terms of implementation which is needed to address the CSR.

Some progress:

The Member State has adopted measures

A that partly address the CSR and/or

A the Member State has adopted measures that address the CSR, but a fair amount of work is still needed to fully adBress the CS
as only a few of the adopted measures have been implemented. For instance: adopted by national parliament; by ministerial
decisio; but no implementing decisions are in place.

Substantial progress:

The Member State has adopted measures that go a long way in addressing the CSR and most of which have been implemented.

Full implementation:

The Member State has implemented all measnegded to address the CSR appropriately.

Too oo o Jo To To
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1 Undertake a comprehensive expenditu
review in order to identify possible areas fi
improving spending efficiency.

B. MIP Scoreboard

various tiers of government, and a ne
supervisory authority. For the first time,
stipulates the obligation to adopt, within eigf
months following the entry into force of the
law, a natioawide public procurement
strategy. Much of the success of the new I
will depend on the ambition of decisions take
at the time of implementation.

Some Progress A review of central anc
regional government expenditure has bet
launched in 2017 to identify areas whe
spending allocatio can be made more
efficient. The first phase of the review
planned to be completed by eR2018.

CSR: Reinforce the coordination betweel
regional employment services, social services i
SYLX 28 SNB: G2 o0S3GGSNI

SY L) 2 & SddhTake ynSaSures to promot
hiring on operended contracts. Address region
disparities and fragmentation in income guarant
schemes and improve family support, includi
access to quality childcare. Increase the lab:
market relevance of tertiary edation. Address
regional disparities in educational outcomes,
particular by strengthening teacher training ar
support for individual students.

1 Reinforce the coordination between region |
employment services, social services al
SYLX 28SNERx G2 oSadast
FYR SYLX 28SNEQ ySSRa

I Take measures to promote hiring on ope |
ended contracts.
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Spain has madé.imited Progressin addressing
CSR

Some Progress Some regions advance

moderately towards better coordinatior
between public employment and soci
services. However,  cooperation  wil

employersstill presents important deficiencies
The Network for Social Inclusion has t
potential to effectively enhance coordinatio
between employment and social services
the national and regional level. The rollit of
the Universal Social Card starting 018
should also facilitate closer coordinatio
Overall the scope of measures is limited a
their effect can only be assessed on
implementation has begun.

Limited Progress While Spain becamenore
successful in fighting the abuse of tempore
contracts, most efforts to promote hiring o
openended contracts have shown limite
effectiveness so far or have not yet moved
implementation stage.



B. MIP Scoreboard

1 Address regional disparities and fragmentati § Limited Progress While fragmentation has
in income guarantee schemes and impro been mitigated to some extent, initiative
family support, including access to quali intended to address limited effectiveness
childcare. national income guarantee schemesre

progressing very slowly

1 Increase the Ilabour market relevance 9§ Limited ProgressMeasures to increase labot
tertiary education. market relevance of tertiary education are ¢
far largely limited to provision of informatiol
and advice, or too rect to measure effects or

graduate cohorts.

1 Address regional disparities in educatior § Limited ProgressRegional disparities persist i
outcomes, in particular by strengthenin early school leavingrates and student
teacher training and support for individui performance, although some improvemen
students. have been made to close the gap between b

and worst performing regions.

CSR 3Ensure adequate and sustained investme Spain has madé.imited Progressin addressing
in research and innovation and strengthen CSR3

governance across government levels. Ensur

thorough and timely implementation of the law o

market unity for existing and forthcomin

legislation.

1 Ensure adequate and sustained investment § Limited ProgressPublic funding for innovatior
research and innovation and strengthen | in SMEs somewhat increased, but fisi
governance across government levels. measues put in place during the crisis appe

to limit the adequate execution of R&I budg
lines. Administrative procedures are beit
modified to encourage uptake of suppo
measures. Involvement and interaction
relevant actors in the design of innovatic
policy is being intensified. Examples
initiatives include the work to increase th
efficiency of "Unique Scientific and Techni
Infrastructures” (ICTS) through a seco
mapping, and increased support for the R+I[
Public Policy Network (REDIDI), whitgs the
potential to improve nationaftegional
coordination of R&l policy. Systemat
programme evaluations, however, have not y
become the rule despite some good practi
examples.

1 Ensure a thorough and timely implementatic § Limited Progress Supporting guidelines fo
of the law on market unjt for existing and implementing the law on market unity hav
forthcoming legislation. been issued, but the renewed commitment

regions and the central government to mutu
cooperation on market unity and bette
regulation in Spain has so far not translat
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B. MIP Scoreboard

into tangible results. The Constitutional Cot
rulings on the Law on Market Unity might lirr
effective progress in this area for the tirr
being. National authorities have give
reassurances that it will bpossible to achieve
the objectives of the law using the provisiol
unaffected by the rulings.

Europe 2020 (national targets and progress)

Employment rate target set in the NRP: 74 %.

66.2 % in Q2017. Far from target despit
improvement.

R&D target set in the NRP: 2 % of GDP

1.19 % of GDP (2016). Far from target.

Greenhouse gas emissions, national targ&f %
in 2020 compared to 2005 (in ndfTS sectors)

-17.2 % (2016)

According to the national projections submitted
the Commission its expected that the target wil
be achieved.

2020 renewable energy target: 20

With a renewable energy share of 17.3 % (20]
Spain is on track to reach the 2020 target

Energy efficiency,
targets:

2020 energy consumpti

1 122.6 Mtoe (primary energgonsumption);

1 87.23 Mtoe (final energy consumption).

1 Primary energy consumption: 117.2 Mtoe
1 Final energy consumption: 82.5 Mtoe

Spain should keep its commitment to the ener
efficiency policies in order to make sure th
demand remains below bothargets during the
next years, when a GDP growth rate is expectec

Early school leaving (ESL) target: 15 %.

183 % (2017) Far from

improvement.

target desp

Tertiary education target: 44 %.

41.2 % (2017). Close to target.

Target on the reduction opopulation at risk of
poverty or social exclusion compared to 2008
thousands of personsi 400

The number of people at risk of poverty or soq
decreased in 2015 and 2016. With 2 040 thous
people at risk of poverty or social exclusion mg
than in 2008, however, the EU2020 target is f
from reach.
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ANNEX B

MACROECONOMIC IMBALA NCE PROCEDURE SCOREBARD

B. MIP Scoreboard

Table B.1: The Macroeconomic Imbalance Procedure scoreboard for Spain ( AMR 2018)

Thresholds 2011 2012 2013 2014 2015 2016
Current account balance, % of GDP 3 year average -4%/6% -3.8 -2.4 -0.6 0.8 12 14
2
o
c
o
=
3 Net international investment position % of GDP -35% -91.9 -89.9 -95.2 -97.8 -89.7 -83.9
o
£
o
)
2 | eff h d (EA)
Real effective exchange rate - 42 trading +5% (EA,
< 9 R d ~ R E -
3 partners, HICP deflator 3 year % change +11% (Non-EA) 25 & 03 10 31 43
2
©
©
Qo
E Export market share - % of world exports 5 year % change -6% -8.4 -17.9 -10.8 -11.9 -3.8 22
g
o
&
Nominal unit labour cost index 9% (EA)
9 R R » E
(2010=100) 3 year % change 129 (Non-EA) 1.0 5.1 4.1 3.4 0.5p 0.4p
House price index (2015=100), deflated 1 year % change 6% -9.8 -16.8 -10.0 0.1 3.7 4.7
Private sector credit flow, consolidated % of GDP 14% -3.7 -11.2 -10.3 -7.0 -1.8p -1.0p
4]
1=
c
©
g
E Private sector debt, consolidated % of GDP 133% 196.2 187.8 176.9 165.5 154.6p 146.7p
©
£
Q
£
General government gross debt % of GDP 60% 69.5 85.7 95.5 100.4 99.4 99.0
Unemployment rate 3 year average 10% 19.7 22.0 24.1 25.1 242 221
Total flpanclal sector liabilities, non- 1 year % change 16.5% 30 29 109 04 13 09
consolidated
-0
o Activityrate - %of total population aged 5 o honcein pp 02pp 12 12 08 03 0.0 0.1
g 1564
®
2
g
= Long-term unemployment rate - % of .
é active population aged 15-74 3 year change in pp 0.5 pp 6.9 6.7 5.7 4.0 0.4 -35
>
k=]
g
9 i
@ Youthunemployment rate -6 of active 5 o hange in pp 2pp 217 152 140 7.0 -46 111

population aged 15-24

Flags: p:Provisional.

1) This table provides data as published under the Alert Mechanism Report 2018, which reports data as of 24 Oct 2017.

Please note that figures reported in this table may therefore differ from more recent data elsewhere in this document.

2) Figures highlighted are those falling  outside the threshold established in the European Commission's Alert Mechanism

Report.

Source: European Commission 2017, Statistical Annex to the Alert Mechanism Report 2018, SWD(2017) 661.
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ANNEX C

STANDARD TABLES

Table C.1: Financial market indicators
2012 2013 2014 2015 2016 2017
Total assets of the banking sector (% of GBP) 3444 | 307.3 | 2865 | 261.9 | 243.9 | 2328
Share of assets of the five largest banks (% of total assets) 514 54.4 58.3 60.2 61.8 -
Foreign ownership of banking system (% of total asékts) 7.4 6.2 6.5 5.3 3.9 43
Financial soundness indicatdts:
- non-performing loans (% of total lo&fs) 6.4 7.9 6.7 5.3 4.8 4.5
- capital adequacy ratio (%) 11.5 13.3 13.6 14.5 14.7 14.4
- return on equity (%) -24.9 5.8 6.7 6.6 5.0 4.1
Bank loans to the private sector (year-on-year % ch4hge) -7.4 -8.6 -4.8 -2.3 -1.6 -0.1
Lending for house purchase (year-on-year % chéfﬁge) -3.3 -4.1 -3.7 -4.2 -2.8 -2.4
Loan to deposit ratft) 108.1 | 987 93.3 91.4 88.3 87.9
Central Bank liquidity as % of liabilities - - 6.2 6.1 6.9 8.0
Private debt (% of GDP) 187.8 176.9 165.5 154.6 146.7 -
Gross external debt (% of GOP) public 243 | 412 | 485 | 509 | 494 | 483
- private 40.6 52.4 52.8 48.6 46.5 45.3
Long-term interest rate spread versus Bund (basis points)* 435.1 299.2 156.0 124.0 130.3 124.7
Credit default swap spreads for sovereign securities (5-year)* 325.7 185.5 71.4 72.6 68.1 37.8

(1) Latest data Q3 2017. . Includes not only banks but all monetary financial institutions excluding

(2) Latest data Q2 2017.

(3) As per ECB definition of gross non -performing debt instruments

(4) Quarterly values are not annualised
* Measured in basis points.

Source: European Commission (long -term interest rates); World Bank (gross external

other indicators).

central banks

debt); Eurostat (private debt); ECB (all
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C. Standard Tables

Table C.2: Headline Social Scoreboard indicators
2012 2013 2014 2015 2016 2017°

Equal opportunities and access to the labour market
Early leavers from education and training
(% of population aged 18-24) 24.7 23.6 21.9 20.0 19.0
Gender employment gap (pps) 10.0 9.6 10.2 11.2 11.5 11.8
Income inequality, measured as quintie share ratio (S80/520) 6.5 6.3 6.8 6.9 6.6
At-risk-of-poverty or social exclusion rdtéAROPE) 27.2 27.3 29.2 28.6 27.9
Young people neither in employment nor in education and
training (% of population aged 15-24) 18.6 186 171 156 14.6
Dynamic labour markets and fair working conditions”
Employment rate (20-64 years) 59.6 58.6 59.9 62.0 63.9 65.5
Unemployment rafe(15-74 years) 24.8 26.1 245 22.1 19.6 17.2
Gross disposable income of households in real terms pe|3 : : 903 925 043
(Index 2008=100)
Public support / Social protection and inclusion
Impact of social transfers (excluding pensions) on pove

P . ¢ 9P ) on poverty 28.5 32.0 28.6 26.6 24.4
reductioit
Chidren aged less than 3 years in formal chidcare 36.0 35.0 36.9 39.7 39.3
Self-reported unmet need for medical care 0.7 0.8 0.6 0.6 0.5
Individuals who have basic or above basic overall digital sk
(% of population aged 16-74) 54.0 53.0 55.0

The Social Scoreboard includes 14 headline indicators, of which 12 are currently used to compare Member States

performance. The indicators "participants in active labour market policies per 100 persons wanting to work" and

"compensation of employees per hour worked (in EUR)" are not used due to technical concerns by Member States. Possible
alternatives will be discussed in the rele  vant Committees.

(1) People at risk of poverty or social exclusion (AROPE): individuals who are at risk of poverty (AROP) and/or suffering fro m
severe material deprivation (SMD) and/or living in households with zero or very low work intensity (LWI).

(2) Unemployed persons are all those who were not employed but had actively sought work and were ready to begin

working immediately or within two weeks.

(3) Gross disposable household income is defined in unadjusted terms, according to the draft Join t Employment Report 2018.
(4) Reduction in percentage of the risk of poverty rate, due to social transfers (calculated comparing at -risk-of poverty rates
before social transfers with those after transfers; pensions are not considered as social transf ers in the calculation).

(5) Average of first three quarters of 2017 for the employment rate and gender employment gap.
Source: Eurostat.
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C. Standard Tables

Table C.3: Labour market and education indicators

(% of people aged 25-64 participating in education and training]

Underachievement in educafion 23.6 : : 22.2
. ) ) o . )

Tertiary educational analnment (% of populatlon aged 30-34 ha 1.5 223 223 20.9 201

successfully completed tertiary education)

Variation in performance explained by students' socio-economic 158 ) ) 13.4
statud ) ' ) )

Labour market indicators 2012 2013 2014 2015 2016 2017°
Activity rate (15-64) 74.3 74.3 74.2 74.3 74.2 :
Employment in current job by duration

From 0 to 11 months 13.9 14.1 15.6 16.5 16.9

From 12 to 23 months 7.2 6.7 6.8 7.4 8.3

From 24 to 59 months 14.9 13.4 13.3 12.3 12.1

60 months or over 64.0 65.8 64.3 63.8 62.6
Employment growth*
(% change from previous year) -4.0 -2.6 1.0 2.7 25 2.6
Employment rate of women
(% of female population aged 20-64) 54.6 53.8 54.8 56.4 58.1 59.7
Employment rate of men
(% of male popuiation aged 20-64) 64.6 63.4 65.0 67.6 69.6 715
Employment rate of older workers*
(% of popuiation aged 55-64) 43.9 43.2 443 46.9 49.1 50.5
Part-time employment*
(% of total employment, aged 15-64) 14.4 157 158 156 151 150
Fixed-term employment*
(% of employees with a fixed term contract, aged 15-64) 234 232 240 252 261 268
Transition rate from temporary to permanent employment 13.7 132 136 122
(3-year average)
Long-term unemployment rdt¢% of labour force) 11.0 13.0 12.9 11.4 9.5 7.9
Youth unemployment rate
(% active population aged 15-24) 529 555 532 48.3 444 386
Gender gap in part-time employment 175 17.5 17.8 17.3 16.5 17.0
Gender pay gdi(in undadjusted form) 18.7 17.8 14.9 14.9 : :
Education and training indicators 2012 2013 2014 2015 2016 2017
Adult participation in learning 112 114 101 9.9 94

* Non -scoreboard indicator

(1) Long -term unemployed are people who have been unemployed for at least 12 months.

(2) Difference between the average gross hourly earnings of male paid employees and of female paid employees as a
percentage of average gross hourly earnings of male paid employees. It is defined as "unadjusted”, as it does not correct for
the distribution of individual characteristics (and thus gives an overall picture of gender inequalities in terms of pay). Al |
employees working in firms with ten or more employees, without restrictions for age and hours worked, are included.

(3) PISA (OECD) results for low achievement in mathematics for 15 year -olds.

(4) Impact of socio -economic and cultural status on PISA (OECD) scores. Values for 2012 and 2015 refer re spectively to
mathematics and science.

(5) Average of first three quarters of 2017, unless for the youth unemployment rate (annual figure).

Source: Eurostat, OECD.
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C. Standard Tables

Table C.4: Social inclusion and health indicators

2012 2013 2014 2015 2016 2017

Expenditure on social protection benefits* (% of GDP)

Sickness/healthcare 6.6 6.5 6.5 6.6

Disability 1.8 1.9 1.8 17

Old age and survivors 114 12.0 12.3 12.0

Family/children 1.3 14 13 1.3

Unemployment 3.4 3.3 2.7 2.2

Housing 0.1 0.1 0.1 0.1

Social exclusion n.e.c. 0.2 0.2 0.2 0.2

Total 25.0 253 24.9 24.2

of which: means-tested benefits 3.7 3.7 35 3.2
General government expenditure by function (% of GDP, COFOG)

Social protection 17.6 18.0 17.7 17.1

Health 6.2 6.2 6.1 6.2

Education 4.2 4.1 4.1 4.1
Out-of-pocket expenditure on healthcare (% of total health expendiiure) 22.8 23.9 24.6 24.2
Chidren at risk of poverty or social exclusion (% of people 324 226 35.8 34.4 32,9
aged 0-17)*
At-risk-of-poverty raté (% of total population) 20.8 20.4 22.2 22.1 22.3
In-work at-risk-of-poverty rate (% of persons employed) 10.8 10.5 12.5 13.1 13.1
Severe material deprivation rat€% of total population) 5.8 6.2 7.1 6.4 5.8
Severe housing deprivation ratby tenure status

Owner, with mortgage or loan 1.0 1.0 0.9 1.0 0.7

Tenant, rent at market price 35 3.8 3.3 3.0 3.1
Proportion of people living in low work intensity househblids 14.3 15.7 171 15.4 14.9
(% of people aged 0-59)
Poverty thresholds, expressed in national currency at constant pricgs* 7407 7050 6813 6869 7084
Healthy life years (at the age of 65)

Females 9.0 9.0 9.4 8.9

Males 9.2 9.7 10.1 9.5 :
Aggregate replacement ratio for pensioga the age of 65) 0.6 0.6 0.6 0.7 0.7
Conneectlvrty dimension of the Digital Economy and Society Inedex 445 53.2 541 59.5
(DESI)
GINI coefficient before taxes and transfers* 50.8 51.5 52.7 52.9 52.8
GINI coefficient after taxes and transfers* 34.2 33.7 34.7 34.6 34.5
* Non -scoreboard indicator
(1) At -risk-of -poverty rate (AROP): proportion of people with an equivalised disposable income below 60 % of the national
equivalised median income.
(2) Proportion of people who experience at least four of the following forms of deprivation: not being able to afford to i) pay
their rent or utility bills, ii) keep their home adequately warm, iii) face unexpected expenses, iv) eat meat, fish or a prot ein
equivalent every second day, v) enjoy a week of holiday away from home once a year, vi) have a car, vii) have a washing

machine, viii) have a colour TV, or ix) have a telephone.
(3) Percentage of total population living in overcrowded dwellings and exhibiting housing deprivation.

(4) People living in households with very low work intensity: proport ion of people aged 0  -59 living in households where the
adults (excluding dependent children) worked less than 20 % of their total work -time potential in the previous 12 months.
(5) Ratio of the median individual gross pensions of people aged 65 -74 relative to the median individual gross earnings of

people aged 50 -59.

(6) Fixed broadband take up (33%), mobile broadband take up (22%), speed (33%) and affordability (11%), from the Digital
Scoreboard.

Source: Eurostat, OECD.
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C. Standard Tables

Table C.5: Product market performance and policy indicators

Performance Indicators 2010 2011 2012 2013 2014 2015 2016
Labour productivity (real, per person employed, year-on-year %
change)

Labour productivity in Industry 5.50 2.78 2.29 0.49 2.53 2.49 0.32

Labour productivity in Construction -1.05 2.20 12.30 2.18 -0.21 -5.43 0.53

Labour productivity in Market Services 1.76 1.52 1.70 1.22 0.73 0.11 1.07
Unit labour costs (ULC) (whole economy, year-on-year % changg)

ULC in Industry -4.11 -1.63 -0.24 0.72 -2.44 -1.49 -0.50

ULC in Construction 1.03 -4.12 -12.38 -4.09 -0.49 3.71 -1.79

ULC in Market Services -0.90 0.23 -2.07 -1.17 -0.10 3.18 -0.33
Business Environment 2010 2011 2012 2013 2014 2015 2016
Time needed to enforce contrdtt@ays) 515.0 515.0 510.0 510.0 510.0 510.0 510.0
Time needed to start a busin@salays) 52.0 29.0 30.0 24.0 14.0 14.0 13.0
Outcome of applications by SMEs for bank Id&ns 0.99 0.94 1.15 0.98 0.97 0.66 0.56
Research and innovation 2010 2011 2012 2013 2014 2015 2016
R&D intensity 1.35 1.33 1.29 1.27 1.24 1.22 1.19
General government expenditure on education as % of GDP 4.50 4.40 4.20 4.10 4.10 4.10 na
Persons with tertiary education and/or employed in science and a1 a2 43 a4 15 15 25
technology as % of total employment
Population having completed tertiary educafion 28 29 30 31 32 32 33
Young people with upper secondary level educétion 62 62 63 64 66 69 71
Trade balance of high technology products as % of GDP -1.24 -1.05 -0.86 -0.70 -0.87 -1.06 na
Product and service markets and competition 2003 2008 2013
OECD product market regulation (PMR)overall 1.79 1.59 1.44
OECD PMRS, retail 3.67 3.48 2.88
OECD PMRS5, professional services 2.92 2.74 2.43
OECD PMR5, network industri€s 2.27 1.65 1.59

(1) The methodologies, including the assumptions, for this indicator are shown in detail here:

http://www.doingbusiness.org/methodology.

(2) Average of the answer to question Q7B_a. "[Bank loan]: If you applied

and tried to negotiate for this type of financing

over the past six months, what was the outcome?". Answers were codified as follows: zero if received everything, one if
received most of it, two if only received a limited part of it, three if refused or re

application is still pending or don't know.

(3) Percentage population aged 15 -64 having completed tertiary education.

jected and treated as missing values if the

(4) Percentage population aged 20 -24 having attained at least upper secondary educ ation.

(5) Index: 0 = not regulated; 6 = most regulated. The methodologies of the OECD product market regulation indicators are

shown in detail here: http://www.oecd.org/competition/reform/indicatorsofproductmarketregulationhomepage.htm

(6) Agg regate OECD indicators of regulation in energy, transport and communications (ETCR).

Source: European Commission; World Bank fi Doing Business (for enforcing contracts and time to start a business); OECD (for
the product market regulation indicators); SAFE (for outcome of SMEs' applications for bank loans).
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C. Standard Tables

Table C.6: Green growth

Green growth performance 2011 2012 2013 2014 2015 2016
Macroeconomic
Energy intensity kgoe |/ Q.12 0.12 0.12 0.11 0.11 0.11
Carbon intensity kg /| G 0.33 0.34 0.32 0.3 0.31 -
Resource intensity (reciprocal of resource productiity)k g /| G 0.49 0.40 0.38 0.38 0.36 0.35
Waste intensity kg /| a - 0.11 - 0.11 - -
Energy balance of trade % GDP -3.7 -3.7 -3.4 -2.9 -2.0 -1.5
Weighting of energy in HICP % 10.78 11.60 12.39 12.30 12.38 11.65
Difference between energy price change and inflatign % 12.7 7.4 -1.9 2.6 -4.5 -10.2
. % of value
Real unit of energy cost added 13.4 14.5 14.9 15.0 - -
Ratio of environmental taxes to labour taxes ratio 0.09 0.09 0.11 0.11 0.12 -
Environmental taxes % GDP 1.6 1.6 1.9 1.9 1.9 1.9
Sectoral
Industry energy intensity kgoe |/ Q13 0.13 0.13 0.13 0.11 0.11
Rea.l unit energy cost for manufacturing industry exc| % of value 20.9 21 11 20.7 20.8 ) i
refining added
Share of energy-intensive industries in the economy % GDP 8.73 8.59 8.27 8.58 8.92 -
Electricity prices for medium-sized industrial users a |/ Wh 0.11 0.12 0.12 0.12 0.12 0.11
Gas prices for medium-sized industrial users a |/ Wh 0.03 0.04 0.04 0.04 0.03 0.03
Public R&D for energy % GDP 0.03 0.0 0.01 0.01 0.01 0.01
Public R&D for environmental protection % GDP 0.03 0.02 0.02 0.02 0.02 0.02
Municipal waste recycling rate % 26.7 29.8 32.5 30.8 30.0 29.7
Share of GHG emissions covered by ETS* % 39.5 40.8 37.8 38.3 40.5 39.0
Transport energy intensity kgoe| / 0.82 0.77 0.78 0.75 0.76 0.75
Transport carbon intensity kg /| G 1.94 1.85 1.95 1.88 1.88 -
Security of energy supply
Energy import dependency % 76.3 73.1 70.4 72.9 73.3 71.9
Aggregated supplier concentration index HHI 14.1 14.9 19.8 25.2 20.5 -
Diversification of energy mix HHI 0.29 0.27 0.27 0.27 0.27 0.28

All macro intensity indicators are expressed as a ratio of a physical quantity to GDP (in 2010 prices)
Energy intensity: gross inland energy consumption (in kgoe) divided by GDP (in EUR)
Carbon intensity: greenhouse gas emissions (in kg CO2 equivalents) divided by GDP (in EUR)
Resource intensity: domestic material consumption (in kg) divided by GDP (in EUR)
Waste intensity: waste (in kg) divided by GDP (in EUR)
Energy balance of trade: the balance of energy exports and imports, expressed as % of GDP
Weighting of energy in HICP: the proportion of 'energy’ items i n the consumption basket used for the construction of the HICP
Difference between energy price change and inflation: energy component of HICP, and total HICP inflation (annual %
change)
Real unit energy cost: real energy costs as % of total value added f or the economy
Industry energy intensity: final energy consumption of industry (in kgoe) divided by gross value added of industry (in 2010 E UR)
Real unit energy costs for manufacturing industry excluding refining : real costs as % of value added for ma nufacturing
sectors
Share of energy -intensive industries in the economy: share of gross value added of the energy -intensive industries in GDP
Electricity and gas prices for medium  -sized industrial users: consumption band 500 820 00MWh and 10 000 3100 000 GJ; figures
excl. VAT.
Recycling rate of municipal waste: ratio of recycled and composted municipal waste to total municipal waste
Public R&D for energy or for the environment: government spending on R&D for these categories as % of GDP
Proportion of GHG emissions covered by EU emissions trading system (ETS) (excluding aviation): based on GHG emissions
(excl. land use, land use change and forestry) as reported by Member States to the European Environment Agency.
Transport energy intensity: final energy ~ consumption of transport activity (kgoe) divided by transport industry gross value
added (in 2010 EUR)
Transport carbon intensity: GHG emissions in transport activity divided by gross value added of the transport sector
Energy import dependency: net ener gy imports divided by gross inland energy consumption incl. consumption of
international bunker fuels
Aggregated supplier concentration index: covers oil, gas and coal. Smaller values indicate larger diversification and hence
lower risk.
Diversification of the energy mix: Herfindahl index covering natural gas, total petrol products, nuclear heat, renewable
energies and solid fuels
* European Commission and European Environment Agency
Source: European Commission and European Environment Agency (Share of GHG emissions covered by ETS); European
Commission (Environmental taxes over labour taxes and GDP); Eurostat (all other indicators)
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