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Abstract
Spain was not admitted to the then European Econd@eimmunity during the Franco’s regime for
political reasons. Joining the EU on January 1886 the last and final step forward towards théndife
consolidation of democracy in Spain and the cadatibn of the opening of the Spanish Economy.
The results over the first twenty five years of nbenship have translated into an unprecedented lodost
modernization and progress. Spain adopted the “ibc@ommunautaire” and received considerable
benefits from EU membership, eliminating barridadlowing the common policies , re ceiving European
funds and adopting the European common currenoyman index of 60 per cent of the European income
average in 1986, today’s income —even after thescthat started in 2008- is in the range of 105ceat.
The last three years have been different and diffdue to the severe economic and financial crlsishis
context, this paper analyses how the successiveiS$pgovernments organized the economic governance
to adapt to the quantitative and qualitative charrggistered in the European Integration.

Resumen
Espafia no fue admitida en la Comunidad Econémicapgea durante el régimen de Franco por razones
politicas. Integrarse a la Comunidad Europea egroemle 1986 fue el dltimo peldafio hacia la
consolidacién definitiva de la democracia en Espaile la apertura de su economia..
Los resultados de los veinticinco afios como miemd@da UE se han traducido en un impulso sin
precedentes de modernizacién y progreso. Espafidéadb“Acervo Comunitario” y recibié considerables
beneficios de su integracién a la Comunidad, elmito barreras, siguiendo las politicas comunes,
recibiendo fondos europeos y adoptando la monedapea comun. A partir de un nivel del 60% del
promedio europeo de renta per capita en 1986yel actual —incluso con la crisis que estallé ed&0
se sitlla en torno al 105 por ciento.
Los dltimos tres afios han sido diferentes y dé&itomo consecuencia de la severa crisis econgmica
financiera.En este contexto este trabajo analim@ocdos sucesivos gobiernos de Espafia han organizado
gobernanza econdémica para adaptarla a los canthiastitativos y cualitativos que se han ido
produciendo en la integracion europea.
Codes JEL: F15, F36, H12, H50, K33, L74, N94

Keywords:European Integration, European Uniondirspalations, European Economic and Monetary
Union, , National Government Expenditure and Ddbiro-crisis



Introduction: The 1970 Spain-EEC agreement

The EEC was a crucial partner for the Spanish@ognAs early as 1962. Franco’s
Government expressed interest in an associatidntivét EEC, possibly leading to eventual full
membership. Integration was not possible for gaitreasons, but a Preferential Trade
Agreement Spain-EEC, similar to the EC-Israel Agrest, was signed on June 29, 1970.

This Agreement known as Ullastres Agreement (naafied the then Spanish
ambassador to the EC and former Minister for Tradeyided the framework for the
asymmetrical progressive elimination of trade lesisrbetween Spain and the six member
countries of the EEC at that time (Belgium, Frarigermany, Italy, Luxemburg, Netherlands)
(Granell 1973). This Agreement was challenged byinitroduction of the Generalized System of
Preferences by the EEC in 1971(Donges 1976) andxtasded to the new EC members after
the First Enlargement of the EC (in 1973) and tbec®d Enlargement (Greece in1981). Between
1970 and 1984, the volume of Spanish exports teE@grew in real terms by 355% paving the
way for Spain's formal accession when the polititalelopments in Spain made it possible: after

Franco’s death in 1975 and after the first demimcedgctions.

The logic of the membership to the European Commlity

Since the fall of their respective dictatorshipshia middle of the 1970s, countries such as
Greece, Portugal and Spain experienced a speataianiaformation into democracies that
enabled them to apply for membership in the EemopCommunity, which they regarded as the
final step on the road back to the heart of Eu@eculo de Economia 1973). Greece applied for
membership in the EC on June 12, 1975; Portugdieappn March 28, 1977 and Spain on July
28 of the same year. In order to consolidate deawydn Greece, Portugal and Spain, the EC

approved a Second Enlargement (the first one oedunr1973 and comprised Denmark, Ireland

! Francesc Granell, "A los 25 afios del Plan de Higtatién”, El Pais July 27,1984
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and UK) based on article 98 of the ECSC Treaty, @3¥e EEC Treaty, and 205 of the
EURATOM Treaty.

Negotiations for membership with Greece openediiyn 1976, Portugal followed in
October 1978, and Spain in February 1979. Greecanhe a full member of the EC in 1981 but
the EC-Spain and EC-Portugal negotiations expegidiacdelay, and membership was only
possible in 1986, following the ratification of taecession Treaty signed in Lisbon and Madrid

on June 12, 1985 (Granell 1985).

In Spain, the negotiations for entry were suppowtéh enthusiastic political
determination in spite of the skepticism amongateréconomic sectors concerning the lack of
competitiveness of Spanish industry to face thenimgeof the economy. Sustained growth in the
Sixties defused social conflict with the credibtemise of higher incomes and better social
mobility in the future. It is likely that the posdity of European integration reinforced the
expectations of Spaniards about sustained growttieifuture. In 1974, Spain attained a per
capita income above US$7,000 compared to US$2r00030. The rapid transformation of
Spain in the Sixties had generated a strong migldkes that secured popular support for
democratization and membership of the EC afterde’ardeath (Gunther, Montero, Botella
2004).

On the eve of membership in 1984, Spain had dvebalow level of foreign trade. The
value of Spain’s exports amounted to some US$2Bi&rband her imports to some 28.8 billion.
Imports per capita amounted to US$764 while thevedgnt figures were US$1,919 for France,
US$1,414 for Italy, US$1,775 for United Kingdom dng$1,061 for Japan. The situation in
terms of exports per capita was less favorableastibunting to US$519 while Italy had
US$1,281 and France US$1,667. In terms of secttmadture, Spain presented an image of an
underdeveloped country regarding the compositioexpbrts to developed countries and it
presented the image of a developed country corisgidre trade flows to developing countries.
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In 1984, 33.4% of Spanish imports came from the teke members of the EC while the ten
members of the EC imported 49.1 of Spanish expoittse same year. During the same year 50%
of foreign investment attracted by Spain came ftbenEC’s ten members and most of the
US$1.2 billion remittances of Spanish migrants waglkabroad came from the EC. In addition,
80% of the yearly tourist income of US$7 billiorreed by Spain was spent by EC nationals
(Granell 1985). In 1984 the number of foreignerskivg in Spain was relatively small. Spanish
companies had a very low level of investments aberal the tourist expenditure made by

Spaniards abroad was very low.

The Terms of Membership to the EC

In order to start membership negotiations (1979-8t) Spanish Government accepted the
principle of adopting Community rules, principkasd institutionsAcquis Communautaiye
recognizing that the negotiations should focusranditional arrangements (Nin 1980). For the
purpose of the negotiations and the adoption aingements for the transitional period, the
Acquis Communautairead been divided into 19 chapters. As a resut@ficcession
negotiations, a period of seven years was est&dli&lr dismantling industrial trade barriers.
During this period Spain also adopted the EC’s EtieCustoms Tariff and the EC Foreign
Commercial Policy including the Lomé Convention dnel Generalized System of Trade
Preferences (Navarro, Alberto in Westendorp 198K transitional period allowed for
agricultural products was ten years, following mpticated negotiation largely because French
farmers who feared competition from Spain's Mediteean agricultural products. During the
negotiations, Spain accepted to put its State naliegpin line with EC requirements and also
accepted the EC's competition rules. Spaniardadre/orking in the EC countries received the
same rights as nationals of EC countries. Spaiptadahe Value Added Tax from 1986. Spain

also accepted that Spanish trucks and buses weuwthliged under tachometric controls in three



to four years. More freedom for capital movemenmis iaternational settlements had also been
agreed. Spain also accepted the EC's environmeitgal (Tamames 1999).

The adoption of the EEC's Common Customs Tas&tfuced to one-fifth the protection
granted by the Spanish Customs Tariff. The redodtidariff protection passed from 20% to 4%.
The EC's Tariff combined with the GSP, the ACP &leelations and other agreements opened
Spain not only to the European market but to teeagthe world as well, having an impact on
some domestic sectors of production that was nmopeitant than the impact produced by the
high added value products from other EC memberslinettly competing with Spanish
production. The introduction of VAT changed thedttmnal Spain’s system of export subsidies
and forced central and regional governments aret dithdies, like the Chambers of Commerce,
to be much more active in promoting exports to imvprthe performance of the Spanish
economy, and to try to reduce the trade gap. S@ulknihg and non-competitive industries
suffered from the enhanced competition from forggoducts due to cheaper imports.

In the field of external relations, a specificlisghat Spain sought to introduce into the
accession negotiations was the need for the EGtédlésh special relations with the Latin-
American countries with which Spain had no spedeigff or trade policy arrangements at that
time (Granell 1985). The question of the relatiwith Latin America dramatically changed
years later not only because of an increase i traldtions, but because of the vastly increased
number of Latin-American immigrants that come trkvin Spain and the enormous amount of
investment in Latin America by Spanish multinatibc@mpanies created by privatization of
old monopoly companies in the field of utiliti€¥elefénica, Repsol, Iberia, Endesa...) or by
diversification of banking business (Santander-@emtispano, BBVA). Most of these
investments were at least in part a consequentteoincreased competition, the bigger firms
resulting from the mergers and acquisitions toeahieconomies of scale and later in order to
complete effectively following in the introductiaf the euro. Spain also became involved in EC
development assistance to poor countries (Gra@6ll And Navarro in Westendorp 1994).
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The initial effects of joining the EC in statiaes were unfavorable to Spain in terms of
balance of trade, even if in the Treaty of Accas$panish industry obtained advantageous
treatment, except in certain sensitive sectors asatar production and iron and steel. With the
phasing out of tariffs, there was both trade cogatind the trade diversion which affected
agricultural imports from United States and Latimérica. This led the EC to compensate the
countries affected in the framework of the ruleshef GATT.

Nevertheless, the overall effect on Spain ofijmjirthe EC was highly positive in
dynamic terms. One factor was the integration @&rBgh Industry into the European networking
of intra-industry trade in added value productsother factor was the flow of foreign investment
into Spain both from Europe and from other coustrmainly USA and Japan, as well as the
European transfers of funds to increase the revehtie farmers and for investment in
infrastructure. But some of the dynamic effectsensill to come, resulting from the European
growth after the 1983-85 economic crisis, and fthecreation of new European instruments and
policies for developing European regions that viett®duced after Jacques Delors became

president of the European Commission in 1985.

The consequences of membership for Spain

Comparing with the low growth in 1983-85, the 19881 years had been globally positive for
the Spanish economy making it easier for the cguntadapt to EC rules (Almarcha 1993). The
Socialist Party came to power at the end of 1&8&Pat the time of presenting the
Macroeconomic Convergence Program with the EC inlAP92 there was much pride in the
economic performance of the Spanish Economy and ievine new policy of privatization in
1983 (Rumasa). This success came at the priceioterase in the public debt from 31.4% of
GNP to 47.1% in the period 1982-95, increasing8@% in the last year of Socialist Party rule

(1996).



Since EC membership, Spain has actively partieghat the Community policy process
guiding the process of European integration dufing six-month periods of Spanish Presidency
(three under the socialist government: January/1986; July/December 1995 and January/June
2010 and one under the Popular Party governmemtad@gJune 2002) (Granell 2010). At the
same time, Spanish representatives occupied teppaihe EU's institutions and Spain
supported the development of the EC integratiauiantitative terms (enlargements), qualitative
terms (for development of community policies) @mthe efficiency of the European institutions
(Vifias 2006).

Since 1986, Spain has been one of the most prop€an countries and it has always
been in favor of deeper EU integration. In thissserelipe Gonzalez cooperated closely with
Helmut Kohl, Frangois Miterrand and Jacques Deloedping to make possible one of the most
creative periods in the history of European integra(Gonzalez 2010). At the same time, Spain
did not oppose enlargement where new members wepaied to share the entire Bldquis,
and if European Member States were prepared tgpaaoencrease in the European Budget for
financing underdeveloped European regions (Solbég)2

Prime Minister Felipe Gonzalez attended the Euanp@ouncil meeting held in Milan in
June 1985 as his first important European engageafiem the signing of the Accession Treaty
and before the ratification of membership. Gonzadeziorsed the White Paper of Jacques
Delors introducing the idea of creating a Singleinal Market by 1992 eliminating non tariff,
legal and administrative obstacles still impeding free movement of labor and capital, goods
and services in the "Twelve" (including Spain amdtiyal). The Single European Act that the
Single Market program included provisions on Euesppolitical cooperation, developed the idea
of economic and social cohesion and further advattoe European Monetary System (EMS)
which the Spanish peseta joined under its firssiBescy of the Council in June 19, 1989.

The decision for the peseta to join the Exchangie Rlechanism - with a central parity
of pesetas 65 per deutschemark and a fluctuaiod of 6% - was linked to the need to show to

8



other countries that Spain was a credible partiithr an effective anti-inflation policy. The move
strengthened the peseta due to an increase imicayfibws which were responding to the high
Spanish interest rate differentials with other ERMrencies. However, as a result of persistent
inflation and a fixed exchange rate inside the ERMnpanies became less competitive,
negatively affecting competitiveness and leadinguocessive devaluations in September 1992
(5%), November 1992 (6%), May 1993 (8%) and Mar@@5L(7%).

After the ratification of the European Single Act July 1, 1987 Spain sought to
introduce more flexibility into its economy and watde to introduce three hundred measures
required to increase freedom of movement undeBihgle Market program (Vifials 1992). The
adoption of EU regulations or transposing the diives has been a continuous process not always
easy on Spanish companies, especially as a comssxjo€ the economic recession that began in
1992-93, immediately after the Barcelona Olympantgs, the Seville World Expo and the
award of European Cultural Capital to Madrid.

As well as the Single Market, other factors helfedromote Spanish convergence with
the European average income levels: the introductfi@ommon currency and low interest rates,
the increase of the budgetary appropriations ad$ifor the poorer regions of the member States
in order to enable them to cope better with thegased competition that was expected from the
removal of internal barriers in the EC, resourceResearch, Education, etc.

The step in the integration process that came th@hTreaty on the European Union
(TEUV) signed in Maastricht in February 1992 enldrgabstantially the scope of the European
integration introducing new economic policies, &étmal second pillar and a Justice and Internal
affairs pillar. Spanish Ambassador Carlos Westgma@s a key player in the negotiation of the
TEU (Westendorp 1994). Among other things the Tpgred the way to Economic and
Monetary Union with a European Central Bank, esthbH the criteria for new membership and
the macroeconomic convergence criteria requireth@iintroduction of a common currency (the
“euro” according to the decision taken at the EeeopCouncil held in Madrid in December
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1995). Spain was concerned to beexcluded as afide Economic and Monetary Union since
its inception. For that reason, Spain requesteithguhe Intergovernmental Conference on EMU,
a long transition period and insisted on the pplecthat the largest possible number of Member
States should participate from the start. Spaietet! the Maastricht Treaty provisions on
macroeconomic convergence criteria having in mivad the most likely date for the third stage
of EMU (the introduction of the euro) to start woidde 1999. During this period, Spain’s record
regarding the macroeconomic convergence critetabkshed by the Maastricht Treaty was not
satisfactory. Spain faced the risk of not partiijin the third stage of EMU.

Spain also supported other elements of the new: Tielconcept of “subsidiary”, the
notion of an EU citizenship and the establishméh® new Committee of the Regions to
formalize consultation with the local and regioaathorities. The creation of the Committee of
Regions was especially welcomed by Spanish lochregional Governments. They also
welcomed the explicit definition of subsidiary eviethe concept written in Article 3b of the
TEU referred only to relations between the EU tostins and national governments. This
concept was only more precisely defined, togeth#r thie principle of proportionality, in the
European Council meeting held in Edinburgh in Deoeni992 (then incorporated to the
Amsterdam Treaty signed on June 1997). In thisesénis important to recall that almost in
parallel with EU membership, Spain’s Constitutidri®78 formally recognized 17 Autonomous
Communities. The devolution of powers to regiomalarnments has changed the balance of
power between the central and regional government.

At the same time, the new political environmerat fiollowed the collapse of the Berlin
Wall in 1989 led to a process of German unificafimmwhich Helmut Kohl found in Felipe
Gonzalez a strong ally at the EC lévé@lartly as a result of this support, Kohl accehed

Spanish request for more resources for cohesiaoypahd for the establishment of a cohesion

2Commission des Communautés Européennes (1990 6hamunauté Européenne et l'unification allemande”
in Bulletin des Communautés Européeni@&spplément 4/90
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fund under the so-called Delors Il Financial Paekdmat was agreed in the European Council
held in Edinburgh in December 1992 (Molle 2007).

Regarding a possible enlargement of the EC, aicegipito the EC certain EFTA/EEE
countries, the first mention of this possibility sumade by the EC's European Council held in
Maastricht in December 1991. Spain accepted frab#yinning the request presented by EFTA
countries, provided that they were ready to actefutll the European Acquithat also included
the acceptance by the candidates not only of #titionalEC acquisbut also of the extensions
deriving from the Single European Act and the TyeditEuropean Union. Spain insisted in two
other pre-conditions: the ratification of the TU&dre enlargement and the approval of the
Financial Perspectives 1993-99 needed for Spaiecwive important EU funds . Regarding
voting rules in the Council in their initial positi, both Spain and the UK wanted to maintain the
number of votes required for a blocking minoritydetisions to 23 instead of raising it to 27.
The issue was only settled by the so-called lon@iompromise of March 1994. The Greek
presidency said:"The EU should not have undertalesnresponsibilities before the Community
structure deepens, before we proceed to necedsaciusal and economic changes, before we
satisfy the preconditions set by the Maastrichify’e(Granell 1995). During the subsequent
enlargement negotiations, Spain feared that wigrathival of new member states in 1995, the
likelihood of starting a third stage of EMU befdr@99 would have been increased and
consequently Spain would face a higher risk ofb@iing ready to join the first group of countries.
If Spain had been left outside the leading groupanintries, it would have appeared as a major
failure for the Socialist government. In this cottet the EU Foreign Affairs Council of
December 1993, Spain requested that the candidatdries (at that time Austria, Finland,
Sweden and Norway) should be excluded from de@siamcerning the passage to the third stage
of EMU due to be taken in 1996.

After the 1995 enlargement that brought Austriajdfid and Sweden into the EU, with
the full support of Spain, some concerns aroseddl present during the second Spanish
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Presidency of the Council in the second semest&89%) about the efficacy of the EU’s
institutions and about migration policy which werdsequently addressed, among others, in the
Treaty of Amsterdam, signed on October 2, 1997. Wthe Treaty came into effect on May 1,
1999, it provided several amendments to the Treabaastricht. To resolve personal security
and immigration issues, the EU was allowed to laggson civil law. The Treaty also bestowed
more power upon the Parliament in the legislatiegss, and it raised the possibility—albeit
under strict conditions—for “closer cooperationtween selected member states. Links between
criminal justice systems in the member states wks® intensified. A High Representative for

EU Foreign Policy was introduced, in a bid to baighe Union’s international profile, and to

help to project European values in the outsidedvdrhe former Spanish Foreign Minister and
former NATO General Secretary, Javier Solana wasiaped as the first High Representative

for the CFSP (Solana 2010). However, the majoffithe Amsterdam Treaty amendments served
to tighten the political bond between the Union #rlcitizen. Perhaps resulting from these
measures, in a late 2000 survey, 76% of the Spawoishlation admitted to feeling “European,”
compared to 60% in the rest of the EU.

The question of the conduct of the economy torentEMU had been important in the
last years of the Gonzalez Socialist governmentth@dirst years of the Aznar conservative
government after the March 1996 legislative eletifCuadrado 1996 and Muns 1997). In fact,
Aznar came to power promising to fight corruptiarallegal practices and to fight against ETA
terrorism (GAL) while promising more economic liaéism including tax cufs However, only a
few months after he became prime minister manyirttentions were abandoned because of
the need to prepare for the Single European cwrehnhis was at a time of high unemployment

(23%) and both domestic demand and consumer sgengire stagnant. There was a general

3 The Economist The World in 1997”, December 1996.
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fear that austerity policies demanded by macroenimoonvergence criteria could push the
country into recession.

Due to some improvement in the economic situaBpain in the end met the
convergence criteria, making it possible to joia ksading group of countries entering into the
euro on January 1, 1999. Although interest rate®g we longer to be set in Madrid in a Spanish
economic policy context, full participation in teero has never been a divisive issue even during
the euro crisis of 2009-2010. In fact, the adoptbthe euro has been described as creating a
virtuous circle for the Spanish economy (Elias 2001the Davos meeting of 2000, Aznar called
the euro "a great European success that had bretadfility, integration and prosperify"

In the assessment of the updated convergencegpndgr Spain in February 2000, it was
pointed out that the macroeconomic projections1889-2003 were in line with the
requirements of the Stability and Growth Pact dredBroad Economic Policy Guidelines agreed
at the Cardiff European Council (June 1998). Affter successful application by the Popular
Party of the Convergence Program 1994-97, Spaiieaath international recognition of success
in economic management in December 2001 by beingidered as a country with the highest
debt rating "AAA” by Moody's Investors serviceshd Aznar government introduced a Fiscal
Stability Law in 2003 that was stricter than the Btability and Growth Pact and together with
more fiscal austerity the Debt/GDP ratio fell ta®% in 2003 with economic growth near 4%,
thus helping in the effort to reduce the GDP gaftnwther EU countries. Only the inflation rate
exceeded the required target of 2% (Garmendia 2004)

Against a backdrop of an world economy growingn&r enhanced the Spanish position
in the EU through a series of reforms that tramséa Spain into one of the more robust
economies. This included reforms in the tax sysaeochlabor market and the privatization of

public companies (Telefénica, Endesa, Repsol, Tabex; Argentaria, Iberia) generating

4 Alan Friedman:” Fear of the Future in Europe? $ghateader attacks economic Intervention Policies”,
International Herald TribungJanuary 31,2000.
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revenues to reduce the debt burden while redubimgveight of the state companies in the stock
market to a less than 0.5%.

Bolstered by Spain's strong economy, Aznar urge@tropean neighbors to abandon
government intervention in the economy (increasedd, 35-hour working week and so on) and
called for building an "economically powerful EusdpTogether with Tony Blair he emerged
triumphant from the EU European Council in NiceRmcember 2000 because, in the
reweighting of votes decided in view of the Nicedty, Britain and Spain gained more weight
while succeeding in protecting their national vetoethe key areas: for UK, taxes and social
security, and, for Spain in decisions governingaht&cation of future “cohesion funds", the
source of some €11 billion in EU subsidies per yeaépain between 2000 and 2006.

Even if the budgetary flows between Brussels aadid probably have a marginal
importance in the framework of the EU/Spain relagibecause the EU budget is relatively small
compared to National and Regional budgets in Sptiia question is highly political, however,
in view of the fact that public opinion considetédt Spain had to be financially compensated for
opening its market to imports from more advancewfgean partners, for supporting the
significant effort in investment in infrastructuraer accession, for converting regions and
sectors affected by globalization, for fighting exghd unemployment and for adapting Spanish
Agriculture under the Common Agricultural Policy.

The next Treaty of Accession signed in Athens (A2003), which admitted ten new
countries in the EU on 2005 (Estonia, Latvia, Léhia, Poland, Czech Republic, Slovakia,
Slovenia, Cyprus and Malta) and the Luxemburg Tré&pril 2005) bringing Bulgaria and
Romania to the Union on 2007, called for anotheiopeof adjustments.

Regarding the management of the Spanish Economgriargement to 27 meant that

Spain saw certain industries delocalizing. Spaso atoved to become a net contributor to the EU

5 Aurora Gallego, “Saldo financiero Espafia-UE en@0®oletin Informacion Comercial Espafiplaum. 3002,
December 2010
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budget (Roy 2006). This did not seem to concegrSghanish public opinion convinced by Prime
Minister Rodriguez Zapatero that the Spanish ecgnwas going up and up and did not need the
same level of European regional and cohesion funds.

After the non-ratification of the Constitutional€gty, the Berlin Declaration of March
25, 2007, on the occasion of théh%\niversary of the Treaty of Rome, renewed thesiompfor
major institutional and policy reform, which wowddon be realized in the Treaty of LisBon
Spain, together with Luxemburg, had a pivotal inléhe transposition of the un-ratified
Constitutional Treaty into the new Treaty of Lish¢mat was agreed by the member states on
December 13, 2007, effective on December 1, 20@@nding the existing treaties and
dismantling the three pillars structure (Piris 20#though Spain was the 28fourth to last)
country to ratify the Treaty, it did so with an owhelming majority in both the Senate and lower
house of Parliament, and this in a context of eotoarisis. The Treaty received the backing of
Prime Minister Zapatero and his PSOE party, as agthat of the Popular Party. The Treaty of
Lisbon also declared the Charter of FundamentdaitRigf the European (previously ratified on
December 7, 2000) legally sound. The Charter pioed the rights of all EU citizens in areas
such as equality, solidarity, rights and justiceaimove that PSOE considered very close to their
interests and electoral social promises.

Finally, it is necessary to recall that Spain abaithe rotating presidency of the Council
of the EU (the 4 presidency since membership) during the first stenef 2010 (Granell 2010).
This meant that during their presidency Spain weapansible for implementing, along with the
other European institutions, all the changes irginernance of the UE introduced by the Treaty
of Lisbon in a very stormy period, characterizeel thebt crisis in Greece, Ireland, Portugal and

in other countries. During the Presidency, life wamplicated for Spain because of some

® Francesc Granell, “Del intento de Constituciomdpea al Tratado de Reform&conomisExterior, num 42,
Autumn 2007.

" Navarro, Alberto and Schmit,N., “Por una Europaarte El Pais January 27,2007
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apparent decline in the image and prestige of thdirtked to the euro crisisThe full impact on
Spain’s position regarding the EU in this periodif§icult to assess, but observers around Europe
feel that the Spain’s place in Europe looks wedkan before at the eve of general elections of

November 20.2011 in which the Socialist Party wefeated.

The economic impact of membership
Between 1985 and 2007, Spain's output growth wasfast (except in the period that followed
the 1992 Olympics in Barcelona, the World Exhilitia Sevilla and the Madrid European
Cultural capital) due to various factors only intp@ssociated with membership to EU. Between
1986 and the year before the creation of the €l968), Spain had an average yearly growth of
3.1% rising in some years to nearly 5%, the fasteste OECD. The initial twenty-one years of
Spain’s involvement in the European Union weredfae a period of economic good fortune,
leading to many improvements in the country fronjaneonstruction in infrastructure, to the
unemployment rate falling from 18% to 10%. Spaécdme the '8largest economy in the world
(Piedrafita 2007). Between 1985 and 1990 , wheinSpaeived a massive inflow of foreign
investments and EU funds , the country had thedsgtate of job creation in the OECD, the
industrial base was broadened and Spain rank&tdrfithe OECD in terms of per capita GDP
growth.In 1991 Spain’s per capita GDP was 79r&pat of the EU average. Spain came third —
after Switzerland and Germany — in The Economid®93 ranking of the most attractive
countries to live in.

Spain also improved its weight within the EU eamyanoving from 8% of the Union’s

GDP t0 9.7%. Between 2000 and 2006, Spain providec than half of the new jobs within the

8 Stelzer,Irwin, Euro-zone song is an ode to insléoj The Wall Street JournaDecember 20,2010
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25 Years of Spain in Europe: governments of
F. Gonzalez(1986-96), J.M. Aznar (1996-2004)cd.L.R. Zapatero (2004-2011)
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EU. Spain, in the past a country of emigration anee a net receiver of millions of foreign
workers. Spanish multinational companies and barkanded around the World, mainly Latin
America. The Spanish economy expanded by 64.6%eiffinst twenty years of its membership,
while the rest of the EU averaged an increase @47 Incomes in Spain rose from 71% of the
average income in the EU 15, to more than 90% @6 2hflation fell to only one point above
that of the euro zone, an impressive feat considetiwas originally six points above the
average. Public spending experienced a majoraser&éom 25% of Spain's GDP in 1978, to
reach 40% in 2006. Motorways developed as wealnfR,000 kilometers in 1985 to 10,000
kilometers in 2002. This greatly improved commatiimn and cut costs in goods and services.
The beneficial additions to the infrastructure seetso greatly improved the tourism industry,
which in 2006 accounted for 12% of GDP and 10%apleyment. Still, despite this growth,
Spain did not benefit in all aspects of its econamthe initial years of membership. Some
sectors remained stagnant and in need of improverdagh-technology production is one of the
fields where Spain has had a notable stagnation.

Further signs of stagnation can be found in thelyctvity rate. Though employment
had increased, productivity remained constant.s Tii@ans that less work in terms of added value
was being done per person. Two contributing fadimtlis stagnation were the greater use of
temporary and more precarious contracts for worlaerd an insufficient use of new
technologies. Temporary contracts can boost emmoy; however, with staff rotating
frequently, workers may not receive proper trairongntegrate fully into the work force and are
thus unable to use newer, more complicated techesdo The question of unemployment is a
constant issue to be solved in Spain. Jacques$)é¢he former President of the European
Commission drove home this point when he told theogean Council in Copenhagen in June
1993 that while the EU’s economy expanded 73%ahterms between 1970 and 1992 and
employment rose 7 per cent, Spain registereditfebt growth (93 per cent) although its level
of employment declined 2 per cent (Chislett,1994).
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Technological development has tended to lag bethimdest of the European Union: for
every 100 patents filed by the average EU natipajr&files only 18. This is largely due to the
fact that Spain falls far behind the rest of Europspending on Research and Development.
Spain’s investment in R&D accounted for only 1.0@f4ts GDP, whereas the European Union’s
average was 1.95% of GDP. Technological developmensignificant challenge against the
background of the Lisbon strategy and the Eurof@® Zrategy in which the EU aimed to make
the EU’s economy “the most dynamic and competitivewledge-based economy in the world,
capable of sustaining economic growth with more laettier jobs and greater social cohesion.”

More recently much of the favorable statisticslominitial twenty-one years of
membership have shifted within Spain. The recedsas exposed some of the weaknesses in
Spanish development, some of which can be tracetiédvement within the European Union.
Certain industries have suffered greatly as a re$tihe recession, and Spain’s ties to the
European Union through the euro are probably itihipia recovery. Some Spanish savings
banks — which account for 42% of the country’s aglassets — are in difficulty following the
collapse of the decade-long housing boom, whichHdfathem a large volume of bad loans and
potentially heavy losses Wo?ld

At the same time the Vicepresident and MinistedEcdnomy of the Zapatero’s
government Elena Salgado pointed out erroneouaty3pain’s Banks arent’t going Bust and on
the Contrary, Madrid’s financial sector reforms anmodel for Europe and for the Wdfld

The construction industry symbolizes the probleifthe Spanish economy. Between
1995 and 2008 Spanish house prices tripled in nainténms, and doubled in real terms. This was
explained by young people leaving the parental lsogeglier, a rise in immigration, the country's

popularity among European buyers of secondaryeasies, low interest rates for mortgages and

® Sara Schaeffer Mufioz,S and Jonathan House,” Spegps in again to help savings bankdie Wall Street
Journal, January 20, 2011.

10 Elena Salgado: “Spain’s Banks are going BuBltie Wall Street Journalune 22, 2011.
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generous fiscal incentives to buy a house. Spabrstruction industry accounted for 12% of its
Gross Domestic Product. It brought in immigramtsksng work and provided lending and
borrowing opportunities in the private sector. Oaelecade, land prices rose by 500%; in 2007
construction led to an addition of 800,000 housings. However, when the bubble burst, this
contributed to an unemployment rate of around 26&kfarced some immigrants that had
originally found work in Spain to return home

The first reaction of the Socialist governmenthe trisis was to spend more in order to
stimulate the economy and to continue social exih@mdto preserve social peace. This effort in
expenditure and the reduction of tax revenues altieet decrease of economic activity led to an
increase in the public deficit for the central aadional governments. Financing the debt on the
international markets was a challenge against lgnaond of indecision and uncertainty in the
handling of the European euro cridig his led to an increase in prices to be paiditht issued
by the Ministry of Finance of the Government of tKéngdom of Spain” and by the Regional
GovernmentS. However, according to the analysis of GoldmachSan a recent study, Spanish
public debt is unlikely to exceed 90% at the péekdly a case of insolvency and reducing the
risk of a liquidity crisis that might force Spaim $eek external assistance similar to the so-called
bailouts of Greece. Portugal and Ireland. In addjtconcluded that Spain's gross government
debt stood at 64% of GDP, well below the level®oftugal (83%), Ireland (97%) and Greece
(140%), with a "prospective burden debt" similathose of "safe” France and Germany tdfay

In May 2010 Prime Minister José Luis Rodriguez Zepg at last, changed economic

policy and declared that painful cuts would be eekid the Spanish Welfare State

11 Suzanne Daley and Raphael Minder: “Newly builtsvihaunt banks in Spairilew York TimesDec, 17,2010.
2 Marcus Walker and Neil Shah. "Spain hit with Cteftiwngrade"The Wall Street JournaApril 29, 2010

13 Joseph Stiglitz,“Stiglitz alerta a Espafia de posible crisis a la argentina”, El Economista, 4 210

1 Irwin Stelzer : Spain can still avoid financialain The Wall Street Journal, January 24,2011.

15 Financial Times Special Report. “Spain.After thsst, a time for adjustment”, June 11, 2010
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Taking account of budgetary legal limits and thguieements of the European Pact for
Stability and Growth, and seeing the reality of $iigation in the markets for debt (and after talks
with the European Commission, the European ceBaak and the IMF) Spain was forced to
curb public spendind. In this context the government set out a progoéneform to reduce the
11.1% budget deficit in 2009 to 9.3% in 2010 andif%011, reforming social security and
pensions, freezing salaries in the public sectargiasing VAT normal rate from 16% to 18% and
increasing other taxes. The Trade unions immedgiateicted with a general strike held on
September 29, 2010.

At the same time the Spanish Parliament agreed imp&ngust to introduce a
Constitutional Change to limit budget deficits witte full support of the Socialist and the
People’s Party that was on the opposition benchésatime.

Even if Spanish Socialist government officials shiat the worst of the crisis was over,
the People’s Party , international organizatiorss many independent experts remained
skeptical’. In fact contradictory forecasts about the ecomqgmerspectives of growth indicate
how difficult it is to predict the course of thewdaturn that is battering the Spanish Economy and
how difficult is to give credit to the Keynesiareab about the role of stimulus spending in
boosting economic growth, or to focus on repaithegfinancial system and to curb public
expenditure.

The construction industry’s rate of expansion imiSpvas one of the important
components of the growth. Spain had the largestoenmmf mortgages per capita, and was the
most “overbuilt” country in the European Union. Rutices since the recession have dropped the
least. Making matters worse is that the scalengbld units, and mortgage problems among

households, is so great that the banks are unapl@tluce accurate data and statistics to

16 Francesc Granell. "La crisis griega como refergrara EspafidCatalunya Empresarialpril-May 2010

7 José Maria Aznar, "What's wrong with Spaifiie Wall Street JournaDecember 13, 2010.
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demonstrate how severe the problem is. Some leliet banks are withholding mortgages
putting up additional property for sale in the fd#aat it will continue to hurt real estate prices.

During the period of prosperity that Spain experezhup to 2007-08, prices and wages
rose rapidly which, though were temporarily beriaficaused a large trade deficit and a growing
increase in the external debt required to finaheectirrent account imbalance. Following the
bursting of the bubble, Spain was left with unibguction costs that seriously damaged its
competitiveness within the European Union. Theddedl in employment partly reflected
attempts by firms to rationalize production in faee of strong labor cost pressures in an effort to
become more competitive abroad.

It would not necessarily help for Spain to leave ¢lro that it adopted in 1999 and
devalue. For example, Spain needs to import moraraetd technology from abroad and that
would cost more with a depreciated currency. Irsssinight begin to transfer their money out of
Spanish banks to other European banks in ordeorose the strength of the euro. But the same
euro that during ten years contributed to the str@velopment of Spain is presently trapping
Spain in a high-cost situation, which is contribgtto the persistence of high unemploym&nt

According the European Commission the Spain’s Giaid only increased at a rate of
0.9% in 2008 and 0.7% in 2011, while declined.@®6 in 2009 and 0.1% in 2011. At the end of
2011 the rate of Unemployment reached 21% andub&dDebt rose to 69.6% of the GDP from
40.1% in 2008. The Rating Agencies are very negathout the Public and Private Debt of
Spain and that is not helping to tackle with thex@tral Reforms needed at the end of th& 25

anniversary of the Spain’s Membership to the EU.

8 paul Krugman,” The Spanish PrisoneNew York TimedNovember 28, 2010
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The future economic governance of Spain with theddple’s Party’s Rajoy Government

The last three years have shown that continuowspprity for Spain within the European
Union’s economy is uncertain. Weaknesses and @moblvith the system have been revealed;
however, if Spain can restructure in order to weiathe storm of the current crisis using the help
that is available within the European Union, thiemiil certainly come out far stronger down the
road as a resuft

Recessions help to show weaknesses and mistaldss lop government, public bodies,

banks and saving banks, and private industri€3pdiin and the rest of the European Union can
learn from these mistakes, then Spain and othekavdzuropean countries are likely to see a
return to the growth that they had enjoyed throunltioe initial years as a member of EC and
EU. Spain and its European family have maintamedmarily beneficial relationship
throughout twenty five years. This relation willgedully resume after the present crisis has been
overcome, if the Administration is embarking omsoserious signal-sending to convince the
world that it's on the case and committed to astdeeping the deficit as a share of GDP to
historically acceptable levels , with the aid e instruments of anti-crisis created by the EU
during 2010 in order to create a permanent reamg that would come into being in 2013 and
with the support of the European Central Bank raviple liquidity to Spanish Banks and to buy
Spanish Debt in the markets if the economic regoigenot advancing faster than expected.

This ECB support would also demonstrate the citmemt of the European
institutions, Germany and France and all the gore countries to avoid the failure of the euro
as a political project?

The Spanish government has criticized rating agsrfoir lowering the nation's credit

rating. Meanwhile, Spanish Government launchedgatiegion for a higher retirement age and

19 The Economist ” The party's over”, Special Repdyember 8, 2008

20 Francesc Granell , “La complicada modificacién Tigltado de LisboaCuadernos de Informacién Econémica
FUNCAS Nov-Dec 2010.

23



seeking to establish more flexible labor market$ abetter connection between wages and
productivity. At the same time, central and reglg@ernments trying to balance their budgets
and there is an ambitious program for aligning Isaarkd savings banks with the requirements
established by Basel Committee on Banking solvency.

Today the challenge is not only to solve the stenn budgetary and financial sector
problems, but to create a more competitive econloasgd on a different growth model that
promotes rising productivity and Employment. Spadeds to compete not only in Europe but
also in the world markets to avoid a decliningténwieight in the European and world economy.

As the new Rajoy’s Government Minister of Economy &ompetitiveness, Luis de
Guindos, pointed ofitthe Peoples’s Party’s Government economic Chadlésmtp develop a
policy in which Fiscal Consolidation to offset timepact of the unexpected jump in the 2011
public deficit to 8%, must be matched with bdidistural reforms to foster growth and
Employment.

The new Minister for Foreign Affairs and former Mien of the European Parliament
J.M. Garcia Margallo had declared that Spain vattinue to act as a cooperative and loyal
member of the European Union and described themsftaken by the Rajoy’'s Government at
the end of 2011 as fully consistent with the neanetnic governance framework agreed upon at

the EU level.

21 |_uis de Guindos, “ Our Plan for Reviving Spaiftie Wall Street Journalanuary 19, 2012
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