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' Introduction

while the Seventies i Sc
and change in the poiiticai s
the world econgrmc Ccrigys t

2N were years of far-reaching transformation
tuation, agaravated by the reoercussions of
he Eighties have seen 4 areat mary of the

Country’'s econornic proplems OVercome and 1ts refative isolation from the

rest of the worid ended

During these years Spain has moved from a dictatorship which had
iasted forty years to a state of dernocracy, which 1s the longest in its

history. we can safely say t

hat this dermocracy is solidly implanted. The

very internal structure of the country has changed No fonger is Spain a

thoroughiy centralist state
reqions, formed in the wake

fnstead, it now consists of |7 autonomous
of the new Constitution. atl of which are to a

certain extent seif-governing Furthermore, after centuries of isolation,
of margination, Spain is now z fember of the EEC and has broadened its
defence policies and its athiance with foreign powers from a simple

bilateral relationship with t
and delicate probiems) to be

Last but not ieast the o

he United States {by no means free of tricky
corming a fully integrated member of NATO,

xtremely serious economic situation triggered

by simuttaneous poiitics: transition and woridg eCONOMIC recession, in

which priority was Qiven to

30iving political problers and iaying the

foundation of the new dericcracy has beer iaraely overcome. Businesses

have bequn registering prof:

tsin simitar proportions to the returns they

enjoyed prior to the 1373 energy crisis and the GOF js increasing at a rate
higher than that of any other country in Europe Thanks to increased

tourism (over SO miltion vis
foreign capital, Spain's fore

itors in 1987) and the massive infiux of
lan reserves account s reassuringly solig,

Even infiation has been brought down to more than acceptable levels. Stitl,
economic recovery has not aone hand-in-hand with a proportionate

increase in jobs, and Jobs ar

€ what is needed to soive Spain's exceedingly

serious unemployment probiem. which officially affects 26% of the active ,

popuiation. Neither has z <o
deficit accumulateg during ¢
j0viess is seriousiy underrn
qovernment and the labor yn
and agreements which heine.
contain infiation

utron been found to the troblern of the pubiic
nese past years The existence of 3 miition
ning the refationship between the Socialist
fons, break ing a lona tradition of social pacts
T heep wage increases ty moderate levels ang

—— s — -



Furthermore, entry in the EEC has triggered a considerabie increase in
Spain's trade deficit with the EEC countries as a whote This could prove a
crushing biow to the economy when the Sngie European Act slated to
unify the EEC market, qoes into effect in 1997

ATl th1S proves that so ruch has happened during this past decage that
we can safely speak of radical change in Span'sh poiitics and pubiic
polvctes

TAR_E 1 ECONOMIC FIBURES. SPAIN-DECD. 19460-~1987

196072 1974-87 1984-87

Sova:n - OECD Scain - QECD Soa:n - DECD
Srowth
of GNP % 7.2 3 1.6 2,3 3.1 3.1
Tnéla- -
Ttor % 6.7 .9 156.3 9.2 6.9 5.9
Unemolo-
vement % 2,7 3.4 18.1 9 21’ 8.3

Source: Statistigues retrospectives OCDE 1940-19872. Perspectives
Economiques de 1°0OCDE, dec.1984, Anuario El Pais, 1986, Own
calcul ations

we Rave Chosen Lo anatyze this past decade by examining changes in
the structure of Spanish state income and expenses as reflected by the
budgets of the past ten years

2. The Budget Folicy: Major Jptions and Poiicy Evolution

The major options of Spanish budget policy in the period from 1977 to
1987 should be viewed in the framework of the economic recession in the
developed countries and Spain's own peculiar economic and political
Sttuation.

&) The cornparative framework.

As 1s well known, guring the Fifties and particularly the Sixties,
pubiic powers increasingly intervened in eConomic and soc st 3ff i
Causing a considerabie increase in public spending. This took piace at 2
time of great stability and hian rates of economic growth in these
conditions, budget poiicies were expansionist. Conservatives and Sociai
Democrats qoverned on this basis. There W23 no disagreement as ty
whether public spending was a q0¢d thing the only discussion was apout
how to spend more.
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With the onset of the crisis vears in the Seventies. some doudts about this
policy began to be expressed (Damgaard-Gerlich-Richardson, 1988)

The growing gap between spending ard incorne registered between
1973 and 1575 was the starting point for a pubiic deficit situation which
has graduaiiy become chronic the deficit continues to grow simply by
virtue cf the need to pay interest and mare amortization payments on the
Public Debt which was issued as a way to finance the deficit in the first
place The increase in interest rates only served to fnake things worse.

In a situation tike this, neo-liberais and conservatives alike began
criticizing the effects of pubiic spending and tax pressure - considered
excessive - on the atiocation of resources. econormic stimulation,
consumer choice and individual liberty. Despite these warnings, public
spending refmained stubborniy high.

At the beginning of the Eighties, with the conservative powers safely
back in the saddie in most of the Western world. 0ECD and the EEC
Commission set priority goais of reducing the public deficit and keeping
down the public debt. in order to make deficit reduction cornpatible with
the goal of increased arowth, the deficit had to be reduced by controlling
spending and not by Increasing taxes. As aresult. it was absolutely
essential that inflation be reduced This meant that wage Increases had to
be kept to moderate levels, which in turn meant that purchasing power
would, at ieast initially, decline.

As of 1986, the drop in the prices of o1} and other raw materials
caused this policy to be relatively successfui, especiaily as regards
Cutling down inflation and interest rates. But though the size of the
deficit has been reduced, the deficit has by no means been eliminated
(Tornos Zubiria. 1988}

Within this new framework, the policies designed in the countries
which have been most successfyt in reducing inflation and correcting
budget 1mwalances (Great Britain, France and West Germany) are aimed at
continuing to contain the deficit by tightening the tax burden in an attempt
to stirmuiate production and create employment while simultaneously
transferring ownership of public companies to private hands (Gallego
Sanchez, 1988) The uitimate goal is to reduce the State's role in the
econorny and tet market mechanisms have freer play.



b) The peculiarities of the Spanish process

Srain has iageed behind the other western European countries in taking @
3teps to control the pubiic deficit. The pobicy of public debt in Spain Ques
back only as far as the advent of derrocracy and the important jump in
expenses contained in the 1478 Budaet The new dermocracy qave rise to
areat expectations in broad sectors of Society and led to the first attempt
at” concertation” {the Moncioa Pacts) between poiitical forces in order to
establish econornic and socyal agreernents which would paraliel the
consensus politics appiied in drafting the Constitution and alleviate the
problems inherent in a transition that of recessity had to be economic as

weli as politicai(carcm Dv.h}nclo, lage )

However, economic Lonsensus was not as successfuyl as its political
counterpart. PSOE's hesitation to play this card for all it was worth, the
discontent expressed by considerable sectars of Lapgr and the business
world's radical opposition to the pacts meant that they were not fully
adhered to.

It should be remembered here that Spain is more dependent than other
industrialized countries on imported oil for primary sources of enerqy. As
a resuit, from 1973 on ail Spain's efforts to deai with the economic crisis
were almed at keeping the increase in eneray prices in refation to capital
and labor lower than in other industriaiized countries. The reason for this
was purely politicai, at a time when the France regime was already in its
death throes. And so while other countries worked to reduce the fina|
dernand for energy per product unit - ang WEre very successful at doing
50 - in Spain the difference between the costs of energy, capital and labor
evolved in such a way that it stimulated {or at least did not discourage)
the use of energy and reduction of empioyment {Blasco-Cruz, 1981)

In 2 situation like this, increased unempioyment and inflation became
the main problems and reducing them was the primary goal of the budget
poficy  The UCD qovernment attempted to enact measures to fight /
unempioyrment and inflation that would be compatibie, atthough the effects
0f such measures are by nature largeiy contradictory. in order to
overcore this contradiction, social pacts were defined as essentiaj if an
order of priorities on which to base budyet decisions was to be
estabiished The ANE (Nationai Empioyment Agreement) betweern Buziness
and Labor was an attempt to confront the probiem of unemplioyment with ,‘
poth sides making sacrifices as regards form and content. The ANE Qave a
reiative push to public investment, hoping to dynamize the economy. f
Furthermore, Business was given incentives to hire new employees, and l



SoCial Security Coverage for unempioyrnent was InCreased. in exchange, °
EMDIOYErs were given a cut in their contributions to the Social Secur-it'y
systemn, which was made up for by larger pupiic contributions and a policy

of moderate wage increases was aphiied

These measures were designed to support employment. Together with
the fledgiing industrial reconverson oohicy, they meant increased oublic
sbending - at least in the short teryn This Increase was ostensibly to be
cortrotied by greater effic iency in managing such spending and by a
reasonabie tax increase The 1987 Budget - drawn yp by the last of the UCD
‘eaisiatures, which was aiready incrisis -was a first atternpt. in 1983
nd 1984 PSOE budgets carried on in the same vein in an attempt to bring
Pain's macreeconomic and budget policy ODjectives in line with those of
their trading partners abroad.who played an important role in the country's
economic, political and social life (Fuentes Quintana 1QR83) Thus, when
the econornic policy of France's Sociaiist government proved to be a
resounding failure, PSOE quickly decided to follow the guideiines
recornmended by the OFCD Before that, the Spanish Socialist government
had favored a budget poiicy based on Mcreasing taxes in order to be agle
to increase public spending (intended to act a3 an enqine in the process of
ELONOIMY recovery), and reduce the effects of the wag'e moderation poiicy
bacted in the ANE and later in the AES (Economic and Social Agreerment
Bizsco-Truz, 1GR1) )

Supporting job creation, reducing infiation and the deficit {through
keeping wage increases and spending down), changing the system of
financing the deficit, greater efficiency in budget management through
budgeting by programs from 1984 on, are all aspects of PSOE's economic
policy to which must be added the impact of Spain's decentralization
pelicy and the country's entry into the Common Market in 1986 All of
these things form the axis on which Spain's budget policy has revolved in

recent years, /

This poficy, which has not been successful n controfling the increase
inunempioyment, has managed to erode rejations Detween the Socialist
auvernment and the labor orqanizations. The Communist-oriented Workers'
Cermssions (CC.00. ) opposed the qovernment s poiicy from the outset and
2= Lime went on even the Sociaiist UGT began distancing itself from the
covernment and finally reached a point of open confrontation,



tn 5pain, as in ali other Western countries, the situatron 1s now
compietely opposite to what it was back 'n the S:xties. Today's goal is to
contamn spending And, as was the czse twenty vears ago, everyone agrees
the quai 15 2 good one  The oniy differences in opinion are on fow it is to
L= reached

it Shiouid be remermnbered here, however, that the decision to contain
sperding was made when the volume of “committed” spending was already
great and leaves littie room for manouevering {16-17% of total spending)
when it comes to setting figures for Expenses and Income (Blasco-Cruz,
1981).

3) income Policy

Public income is not simply money to be used for paying expenses, it
IS aiso a powerful instrument for achieving specific objectives

Pubiic incorne comes from taxes {about 40% of the total) social fees
fabout 30%) and miscellanequs types of incorme (rates returns on assets
and, above ail, financiat operations such as oublic debt 155yes)

Budget and tax poiicies operate on these three jevels in order to obtain
the level of income desired and specific social and econormic effects

On State {central) level fiscal resources come exclusively from taxes
and rates The percentages collected through direct and indirect taxes are
almost equal. although indirect taxes account for a shightly higher
percentage (45% of all tax income).

The main source of direct taxes is the personal income tax which
accounts for 1/3 of tax income. Corporate income tax is much less
inoortant - accounting for semewhat less than 10% of the total - bt in
recent years taxes from this source have been growing far faster than the
averadge as Corporate taxes rise and tax inspection becormnes Increasingly
cormmon. The share of other, smaller direct taxes ¢capital gains taxes,
iniheritance taxes and taxes on net worthy in State income has arown
Stiaiier as the proceeds from many of these taxes are now turned over to
the individuzi regions



VAT 1S Dy far the most important indirect tax, accounting for 21 5% of the
totas

Last'y. rates account for about 8% of ail taxes coilerted and recent policy
favars tncreasin arates untit they more «iosety a[-orox*r-mte the cost of
the services orovided by the State (Boyer 1583

The tax burder in 3pain continues to De one of the lowest of ajl western
industriahized countries,

Table 2. Comparative Tax Burden

Pualsss 4 wn
Estados Unides 298 an
Japin am an
Svin 2 n»
Bdigica an aaq
Dinemarcs an Hs
Franch 50 »a
Sroch B zn
rhady ns )
Noln a4 an
Halonde 6,54 aM
Portugal e a5
Palne Unity £_1h BM
WA n an
Espade g nwh
OCDE wial on RnR
OCDE Ewpa e 58
Comunidad Eurspen fan e

Source. OECD. Anuario El Pals.Macrid. 1987

in 1978 taxes rose sharply only to remain practicaily stabie during t
remaining years of UCD government.

With the ddvent of tke socialist gavermment tases were increased twice,
In 1583 and 1984. The 1983 increase was in the rates of Personal Income
Tax while 1964 brought increased tax income as the result of adrive to
fight income tax evasion. ;

Table 3. The Spanish State Fiscal Income (Source: Own Caiculations)

1978 102 (% of GTPs

1681 1147
1982 1145
1983 12.75
1964 147
15385 4.6

1986 147



The most recent trend is to increase State ncome from taxes without
Farsing taxes themselves in other words, the policy now is based on the
Qoal of “everyone who has tg bay taxes paying the armount he or she ought
to bay™ This invoives g coNtinuous fight against tax evasion and an
Improvement in fow tax cotiection 1s Mmanaged it aiso means making the
tax authorities more accesible to taxpayers both physicaliy tthrough
vbenina more offices) and by Simplifying the forms taxpayers must fij
out. But the fight against tax evasion rmust become even more effective
without tempting people to avoid their obiigations. Tax coilection must be
carried out 1n a rore open and abovewoard rianner and the pubiic must be
more clearly informed as to what tax rmoney is used for Last out not least,
Spending priorities must be brought in Tine with the often difficuit
combination of social dernands and general interest

Even if this new orientation should prove effeciive economicaliy
Speaking - a possibility which is being questioned primarily by Labor - it
Can scarcely be successful unless some definite progress is rrade towards
the goals mentioned above Thig will not be easy qiven the Way Spaniards
view their fiscal system Stil, it is true that recent surveys have shown
2N ncreasing trend towards meeting one's obliqation as a taxevaver and an
equaiiv growing beiiefl that tax evasion 1S 0n the dectine. due not only tg
tighter contros but aiso because most Citizens are convinced that tax
€vasion 1< being more severely punished.

As regards the tax structure, up until 1977 indirect taxes were more
important than direct ores The 1978 budget - the first of the democratic
years - included & major leap in direct taxes, biinging them more in line
with indirect ones. The same budget also reaistered a considerable
Increase in public spending. The reason for the shift towards a system of
taxation according to income was the thange in the political framework,
and the impertacce of Leftist political parties

Things were reiatively stable, with stight ups and downs. until 1983,
when the first Secialist budaet increased the tmportance of direct taxes
yel adain The Sociahists arrval to power meant a slight breas in the
trend towards InCreasing indirect taxes and the acvernment defined this
Measure as "accentuating the proaressive nature of the tax system”



However. as of 1634 the trend reversed and indirect taxes began again
LTeEing By 1983 whee VAT was 'ntroduced, they once more accounted
for 2 dreater snare of tax 1come than did direct taxes iNote do direct
and redirect taxes patance oyt if you dont count province-leve; taxes such
a5 3a'es taxes and canons which Were ot collected by the State ang have
now been repiaced by VAT 7

The Sociaiist government lustifies, and is atternpting to compensate
for. this change, which armounts to a setback for braogressive taxation, by
redistributing its spending (bigger State contributions to the Social
Security system - instead of employer payments! - and rmore
unempioyment coverage). At the same time, they are adjusting tax rates
and income tax deductions to favor lower income groups.

SHIL, up until 1986, two-thirds of the Spanish public feit that the tax
system was unfair because Lhe burden was badly distributed,

There is an impression that State administration of InCcorme has

improved since the earijest days of dernocracy Pubtic opinion reqistered a

marer change for the better when the Sociaiists came to power The
Sociaitst ifmage has now becomne stightiy tarnished - No doubt simpiy by
virtue of being in power.

The man in the street increasingly tends to relate the idea of taxes
with services. The dominant opinion is that the services provided by the
State don't correspond to the needs of Society. The more conservative
sectors are naturally the most reluctant to raise taxes in order to improve
services. However, the majority of political forces favor cutting defense
spending in order to improve public health and education services and aid,
agricuitere Stili, and in lire with the aovernment phiigsoohy the
oreferred way tu increase tax income and Improve services is by fighting
tax evasion and administecing the taxes collected in a more efficient way

®



4 The increase in Puplic spending

Ure of the most noteworthy phenomena of this past decade is the Qreat
nerEase 10 pubhic spending registered as of 1977 As 's well known, the
LerT pub e spending” empraces ai pubhic sector spending . This makes it
BFficuit to ciearly derarcate the different categories of spenaing,
particuiariy in a country like Spatn. where a radical change 1n the systerm
has meant a redistribution of power in order to be able to make relatively
coherent comparisons, we shali considerpubiic spending” here to mean the
tetal corbined expenses of centrai. regionat and local Public
Adrninistrations, not including atlocations to autonomious agencies of a
more commercial nature or expenses of a public institution tike the Post
Office which is imphicitly covered by the State Budget (Borrell, 1985),

in 1977 pubtic spending accounted for 24 9% of Spain's Lruss uomestic
Product. In the course of a decade it rose to almost 44% This increase of
alrnost 20 percentage points in ten years is above the average increase in
public spending registered in the OECD countries and brings Spain
sormewhat closer to the ievels of pubiic spending registered in the rmost
highiy developed European countries (35%) (La Vanguardia, i March. 1968)

we should aisc make special mention here of the tremendous increase
'n overhead, which accounts for over 90% of the totai increase in pupiic
spending. Rising overhead piayed an Important role in the key years of the
poiitical transition {1576, 1377, 1978). when social benefits alieviated
sorne of the strain caused by the dramatic potitical change. Socia
benefits accounted for the lion's share of Increased overhead, atthough
faior Increases were aisc registered in the Sc-calted “operating
subsidies” and effective interest rates, the former largely due
toincreasing efforts to promote and financially support the private sector
and the latter due to the increase in financial costs caused by the pubiic

deficit. ;



Hf we anaiyze State expenses, the most spectacular changes were
reqistered in Soctal Security spending (0'5% of the GDP in 1977 vs Z29% in
1987). Une of the major reasons for this increase was the fact that
Employer centributions to Social Security were reduced. State funds
destined for unemployrment benefits rose from an almost syraboiic amount
In 1977 to i 2% of the GDP In 1987, Furthermore, there was a considerabie
increase in the transfer of State funds to the autonornous reqions ard
fliunicipat gqovernments.

How can these major changes in the structure of public spending be
explained? Aside from the inflationist effect which might justify a
certain increase in monetary terms, it seems obvious that political and
Institulional changes and the impact of the economic Crisis in Spain are
the causes of increased spending. Neither can we overlook the fact that the
structure of public spending has been affected by Spain's redistribution in
autonormous regions and the country’s rnembership in the EEC.

) Lhe political change

Political changes have had an important impact on both society and
pubilc Institutions, triggering an increase in public spending. The basic
reasons for this are to be frund in the expiosion of a series of grievances
which had been suffocated for many years by the dictatorship. When in
i977 it became possibie to participate in Spain's political life, these
arievances were voiced louder and more ciearly - at a time when the
weakness of the State, riddied with internal contradictions and hobbied by
resistance to change, made it more vuinerable. These grievances were
quickly translated into improvements in pubiic health, education, culture
and sociat welfare services For example, between 1973 and 1981 pubtic
spending on old age pensions rose from 3.7% of the GDP to7.9% (by 1987 it
accounted for 30% of total public spending). During the same period
unempioyment costs rose from 0.2% to 2.5% of the GDP (Lagares Caivo,

1982} /

Because changes in government institutions and subsegquent
alterations in administrative structures were not accornpanied by a change
in the systern of financing, they aiso contributed to the increase in pubtic
sbending. Administrative structures of the dictatorship (the National
Movernent or singie political party, vertical union organizations, the
so-Called Movement press, etc ) disappeared but the fixed costs of their
operations lived on, albeit dispersed, under different names and with



di*ferent destinations Ny siantficant decrease in spending was noted as a
result of the demise of the dictatorship in fact, personnel costs rose
from 6 6% of the GDP in 1973 to 9.5% in 1981

The new democratic institutions and the political renewal that took
place ir focal governments also trigeered considerable increases in public
spending Particularly worthy of note here 15 the trermendous increase In
public soending by local qovernments. Directiy pressured by the public.
local governments were obliged to deal with serious problems of
infrastructure, urban public works. public schooi imnprovernents, etc. This
Caused the State to considerably increase the funds transferred to tocai
governments which were unabie to generate their own short-term funding.

Furthermore, what have been called the “costs of nationai
reconciliation” (Borreil, 1985), i.e. expenses occasioned by the new
gemocracy's atternpt to redress Wrongs caused by the fratricidal Civil War
of the Thirties, also contributed, though to 2 lesser extent, to the increase
In public spending by recognizing the passsive rights of exiles or those
who had suffered retaliation at the hands of the Franco regime.

b)_the economic change

he economic recession whicn began with the increase in oii prices
aiso had an infivence on the structure of Spanisn State spending. Naturaity,
the deterioriation of the economic situation imrnediately transiated to an
Increase n social needs, such as unemployment benefits, subsidies to
public or private business, etc. Furthermore, a public investment policy
designed to compensate for the inertia of the private sector was appiied.
Although this policy did not Qo into effect immediately, it led to a major
tncrease in public spending as of 1980-1961 This spending took the form
of transfers to public companies with large deficits and to costly policies
designed to reconvert the industrial sectors hardest hit by the crisis (the
textile, heavy metal, construction and shipbuilding industries)

During the early part of the democratic period (at least up untii 1984)
major errors were made in budgeting for pubiic spending. During the
dictatorship, the State Budget had been an instrument suitable for an
Administration which did almost nothing and whese public was more
Interested in avoiding taxes than in dernanding public services.

Nor can we overlook the tremendous increase in financial charges
which rose from 8.37 biilion pesetas in 1975 to 654 bitiion in 1985 and to

®



9% of total pubiic spending '» 1987 This increase in financial charges
occurred when 1t was decided not toresort to the official bank tn order to
Frrance a defiCit which was pushing infiatron ever higrer byt to instead
use the more orthodox systern of State treasury rotes.

The economic situation aiso triggered an important change in the
dpantsh qovernment poilCy on public compantes. During the Franco years
the tendency was towards creating a sort of "national corpany”, following
the italian example of the IR (its counterpart in Spain was - and stiil is -
calied the INI/Nationat institute of industry) which would later serve as a
way to subsidize private businesses in crisis (particulariy in the mining
and heavy metai industries). With the advent of democracy potitical
problems took priority and the issue of the public companies in Spain and
their true economic situation was, like so many other things, ternporarily
sheived.

As of 1982 there began to be important developments in this sector.
The exceedingly serious financial situation of Rumasa left the Socialist
government no other choice but to expropriate this huge company whose
holdings inciuded industries and banks. Rumasa was expropriated just two
months after the Sociaiists formed their first government and ied many
observers to see simiiarities between the nationaitzations of the French
Socialists during their first year of government and the advent of
Sociatist government in 5pain. They could not, however. have been further
from the truth Six years later we can clearly see that the the successive
Gonzalez qovernments have always been not only opposed to
nationalizations and expropriations but have returned a number of
publicly-owned companies to private hands, starting with the the ones
“acquired” from Rumasa in February 1983 The reasons are largely the
same as those Cited in other European countries: financial
considerations,and the organizational fiexibiiity required by the new
economic circumstances. However, in Spain, logically enough, no mention
has been made of those political reasons (less Government influence)
which were so important ‘nother Countries.
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The Socialist government's official position is that reprivatization®
does not take place in Spain. Instead, attermots are being rade to
‘rationalize and change the dimension” of State hoidings (Cuervo, 1986)
Ustng this rationale. the State has sold off companies as important as the
SEAT autornebiie marufacturer and the great majority of the Rumasa
companies and has dissolved or shut down rrany other pubitcly owned
firms.

¢) the change 'n autonornies

Naturally enough, the process of politicai transition coincided with an
increasing demand for self-government by certain parts of the Spanish
state which had historically aspired to some degree of autonomy. The
1978 Constitution atterpted to satisfy these dermands without closing the
door to other regions which might eventuaiiy wish to opt for autonormy as
well. This process more or iess ended in 1987 when the transfer of ai]
powers slated for the regional governments was completed. As a result.
there has been a certain shift in funds from the State to the individual
regions so that the can satisfy the commitments inherent in their
newly-acquired powers Sirnilarly, and as aiready mentioned, local
qovernments were pressured by their constituencies and because there
were atl rranner of deficiencies in structure and service that dated far
back into the past, the State was further obiiged to transfer considerabte
gmeunts to the focal qovernments in order to remedy this situation,

By 1585, when most of the transfers had taken place, the breakdown
of pubiic spending was as follows. 73% was accounted for by the State,
11% by regionai governments and 16% by locat governments (Colom. 1985).
These figures are far from the ones contained in the "Pacts on Autonorny”
in which the ideal breakdown was set at S0% for the State, 25% for the
regional governments and 25% for the municipal governments. This ideal
breakdown was recormmended in a report drafted by a committee of i
experts, following a comparative study of the structure of spending and
't distribution among the various fevels of pavernment i a number of
Europear countries (Toforme_ Comisicn Exgertos, 131)

Nonetheiess, ar imoortant change has taken piace in these past years.
PG when regienat governmerts did not vet exist and the volume of
transfers to locai governments had not increased, the breakdown of public
spending was 88 % for the central government and 12% for local
qovernrments,



d; the curopean Cf‘a,"n;?

Afthoudn the estabiishment ang consoiidation of Spain as a State of
ALLONOMOUS Regions was important, the country's entry into the Cornmon
Market was - and continges to be - no less 50 On January |, 1586 Spain
entered the EEC after a ferathy process of negotiations, thereby satisfying
a fong-felt desire to put an eng to the country's roie of “odg man out"after
i years of dictatorship ang centuries of isotation Probably because of
this, Spaniards vaijued the historical and poiitical advantages of
rernbershio in the FEC higher than the economic ones

Now over two years afrar 1GinIng the EEC and with the Singie Europe

of 1552 on the horizon, the vCoONomic aspects of Common Market
membership are in the foreground As Spains forernost EEC authority,
Manuei Marin, Vice~President of the EEC and Commissioner of Social Policy
adrmitted, referring to Spain's economic competitiveness, "Spain stii
hasn't reached the approprizte Cruising speed for WOrk o in the FEC”
(Deciarations to €1 Fais. December 73, 1686) FActors such as facrirtating
foreian investment ip dpain, searching for adequate fmeasures to of fset
the opening of a market 1n WIICh Some Specific sectors wiil have trouhie
REeCING Competitive, concern over the fact that Spain is not g net
contributor to the £EC are constant motives of preocupation for Spanish
poiitical powers The baiance sheets of the first two years as an EEC
MEMDer reveai, in fact that S0ain had a deficit each year of approximately
570 million ECU, and this wiil fo doubt also have an effect on the
structure of our public spending.

Recent zoreements made at the Furopean summit of Heads of State irf
Brusseis seem to have set the course to follow towards the Single Europe
0f 1982 They aiso seerm to have definitely recognized that Spain's
industrial and financial sectors will play a secondary rote in the Europe of
f992 and resoonded by designat N generous amounts for social funds and
the country’s regionat development.



5) The change 1 the budget rmode

'f the reiationship between the State ang s tax 0ayers was to
morove a3 a result of more efficient fmanagernent of the budget and
areater ciamty in the choice of spending options, then a change in the
budget rnedet was eszential. Thus, the 1984 Budget- the first of the
Socraiist period- introduced reforme in the way the State Budget is
elaborated, presentea and executed The forrmer Budget by Resources was
replaced with a Budget by Objectives (or Goals), gereraily referred to as
the Budget by Programs.

Under the oid syztem hadget alloc ations were in no way finked to specific
obiectives in other words, the budget estapiished who could spend. how
much coutd be szent and how it could be spent, but there was no clear
expianation as to why a particular expense was budgeted Thus, there did
not exist & budget system which made it possible to group together the
results of the megzures embioyed by different agencles In pursuit of
sirgie 2021 The matter of perspnned costs was thorouchly unciear There
Was it way Lo get 2 preakdown of personnel costs by activities The
Budaet by Rescurces was a mishrash of scarceiy inteiiiqibie information

The 1984 Budaet iby Prograrsi was devised in such a way that,
formaily at feast, the tmportant thing was not so much knowing the kind of
spending that took place {on personre!, operations, etc) as Knowing what
was the objective of this sbending and to later be able to see whether or
not this objective had been met. The budget was structured by programs
and these had to be formally adhered to. Any decision as to the distribution

of public funds was to be based on this breakdown by programs.

Thic rew tyoe of budget was alsg presented as essential in terms bf
POHEICS +f was 5a1d Lo respond tu the taxpayers curiosity about how
funds were distributed for different burposes. The new budget modei
aimed to much more Cleariy identify and evaiuate bovernfrent priorities
and the goods and services received by the pubiic in exchange for taxes
Daid



Still. 2 new budget model is not introduced in a vacuum, but in a context @
where there are bound to be remnants of the eartier situation (technicai
background, institutional organization, etc.), no matter how rouch poiiticas
quod wiil exIsts Such a change 15 further complicated by the mnpact of

major institutional changes such as decentraiization into autonomous

reqons and mnemberstip in the EEC (addition of the Interterritorrai
Compensation Fund (FT) and other European funds such as FEDER, FEDGA

and F3E)

Budgeting by programs is stiil in the process of taking root in Spain
and will become “apparent as policymakers increasingly adopt the
nornenclature and cateqories of the Budget by Proarams in order to explain
their decisions and aiternatives. and as the Administration itself becomes
structured in these cateqories in arder to administer the corresponding
funds“(Ministry of Econormy, 1987). At the present tirme, the change is stiil
fargely a simple change in nzme

conclusions

1. Without risk of exaggeration we can Say that Spain is the Western
European country that has changed most in the past ten years. Everyone
kNows about the politica! Change In Spain, but there have also been
changes in the field of econormics and in the way public policy decisions
are designed and made The 5tate has been obliged to adapt its
adrninistrative and bureaucratic processes to a new situation which
inCiudes such authentic novelt)es for Spain as derrocratic etections,
Paritamentary negotiations on the content of requiatory bills, outspoken
declaration and subsequent regotiation of social needs, fragmentation of
power and new importance of the individua reqons, or internal and forrnal
Infiuence on decisions related to supranational norms.

2. The transition to democracy had an impact on Spain that is too well
known to warrant further discussion here (Subirats, 1588, 1987 )
Canals-Pailares-vanss 1988 bt it s obvious that the change froma
centraiist structure te a decentraiized System of autonomous regions his
caused - and continues to cause - major changes in the political process
of decisionmaking This can be ciearly seen in the budget structure and in
the distribution of pubiic incorme and spending. Furthermore, Spain's entry
Into the EEC has caused economic means and dec sionmaring to be
transferred on yet another ievei -outside of Spain - with resuits that are
thus far contradictory.



3 Following initial hesitation due to the delicate political situation, the
malor options of the Spanish budget Poiicy have gradually been brougnt
more in iine with those of comparabie countries abroad  Spain's
inCreasing integration into the Western world has dore a good deat to
censolidate the position of dermocracy. bur 1t has limited the range of
Doty aiternatives to be deveioped The 'NCreasing economic movernent
between Soain and the other EEC and QFCD Countries makes 1t ever more
aIfficuit for Spanish poiicymakers to make independent decisions of a
macroeconornic nature

4. in this context, the change in the ruling polrtical party has had onty a
refative impact on Spain's rmajor budget options. The country has gone frorm
& situatton dorninated by the need for dermocracy to put down roots ang by
a qovernment which functioned on the basis of Parliarnentary pacts and
was backed by a party that tacked inner cohesion (UCD) to a situation
where democracy is firmly entrenched and the aovernment has the support
of a Paritamentary majority and a tightly knit political party. This
Situation and the Socialist government's idenlogical proximity to the labor
organizations rmade it possible to firmly impiement a poticy of
reconversion and adiustment {(in tine with OECD recommendations), byt
ultirnately led to a breakdown in cormmuntcations petween Labor and
Government, Qiving rise to a new period of tension which can oniy be
alieviated by a general imorovernent in the ecoromy, such as seems to have
begun during the past vear. ESOE's arriva to the governrrient and the
progress made in fighting tax evasion has imoroved the Administration's
Irmage without correcting the widespread public irmpression that the State
does not orovide the social services that correspond to existing needs or
to the burden borne by the taxpayers.

S. The result of all the foregoing is a complicated mixture of change and
continuity. Change to the extent that ali outside points of reference are
now different. There are new leaders, new rutes of the game. Continuity
because despite the change in scenario and in the leading actors, the
peculiar way of retating State power to traditionally powerful social /
Qroups tto which there are now fMany more aspirants; siilt lives on in
fact, since 1982, the éxtraordinary hegemony of the Socialist party on
State, regionai and locai levels, has caused a reappearance (we cannot
safely state that it had ever been thoroughiy eliminated) of the special
direct connection between the State and Society that was long a
Characteristic of contemporary Spain In this relationship, mutual
weakness is shored up by personai networks of influence and
‘paliticking”, networks that have broven far rore efficient than the



Doirbical institotions formaity charged witih decisionmak INQ The new
eLonormc and poiitical sityation bas caysed standard gqovernment routing
10 be readapted, so that deaiings are generaily more open and aboveboard
and the governrment 1tseif 1s more accessible However, numerous vestiges
of the past still ex1st and because of this the past ten years i Spain can
pe described as a prodiqious decade of continutty and change

Universitat Autonoma de Barcelona
March 13988
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