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Introduction

Since 2008, the Great Recession has hit the Spanish economy hard. The unemployment rate
peaked in 2013, reaching over 26% of the working population, and government budget cuts
became a commonplace. New political parties on bla¢hleft and the right of the political
spectrum have emerged as a result of the politidals that has appeared in parallel to the
economic recession. Moreover, in some areas, l&l@nia, a very active pro-independence
movement has gained momentum, partly due to thenegy crisis of Spanish institutions. All
these new political demands, however, have beearschanneled in democratic, non-violent
ways. In the Fragile State Index, for example, S@gpears as stablestate (just like France,
the US or the UK), meaning that the vulnerabilifyttie Spanish state to collapse is fo®ut
this has not always been the case. Political violence was a relevant trait of 19th and 20th century
Spain. It became particularly intense after World War I and peaked in 1936-39 with the outbreak

of the Spanish Civil War. The country, indeed, wémbugh two dictatorships (Primo de
Rivera’s and Franco’s dictatorship) before the consolidation of democracy in 1977. Factors
behind the reduction in social conflict and poétianstability are complex and diverse, but
social policy is no doubt one of them.

Fromthe very beginnings of modern social policy in the late 19th century, the explicit objective

of the Spanish government was to promote sociatgpadowever, unlike many of its European
neighbors, Spain was unable to successfully develogt of the social programs that today we
associate with the welfare state (like old-age drsability pensions, public health-care or
unemployment insurance). In Spain, a real welféaa¢esdid not devep until the late 1970s,
early 1980s. Even today, when Spanish social policy is compared to that of other European
countries some deficiencies persist. What expl#iis late development? Many studies have
highlighted the importance of economic and demdgjamodernization plus the advent of
democracy as key factors for the long run development of the welfare state (Lindert 2004). At

the same time, a number of theories emphasizeotaeof specific actors. The so-called power
resource theories, for example, mostly see theaneeltate as the result of the pressure of the
labor movement (Hicks 1999). However, employers (especially big-sized, capital intensive
companies) also supported social legislation in some countries; so that the emergence of new
social programs was often the result of some dartasselass alliances (Mares 2003, Hellwig
2005). Similarly, Baldwin (1990) shows that the support of small and medium-sized farmers was
crucial for the development of universalistic sbgeograms in latagth, early 20th century
Scandinavia, suggesting (again) that social paiatcomes are often the result of a mixture of
social interests. More generally, it seems thatdgenous and egalitarian societies are able to
achieve political consensuses for social policyaggon more easily than heterogeneous and
unequal societies. The reason is that, in the  ladecial empathy and social mobility
expectations tend to Hewer and redistribution costs higher (Alesina et al. 2001, Lindert 2004,
Bénabou 2005).

All these factors played a relevant role in Spdine Spanish government was unable to raise
funds to finance new social programs until the 1977 income tax reform. As an alternative, given

this lack of fiscal capacity, Spanish policy-makerg the emphasis on contributory social-
insurance schemes (which were mostly financed byl@rars’ and employees’ contributions).
However, this generated strong business opposiigpecially from rural employers and small-
sized businesses, which were predominant in Spiie. alternative political regimes that
existed in Spain throughout the 20th century tried to provide alternative solutions to this
problem; but, as said before, the political consensus to fund and create a comprehensive social

1 Spain is, however, behind the best-positioned t@mm(with sustainablestates), such as Germany or the Nordic
countries. See Fragile States Indett{:/fundforpeace.org/f9i/last access 10/18/2017.
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protection system wasot reached until the late 1970s. The following sections explain the story
of this difficult consensus.

Early measures and sources of social conflict

In 1883, the Spanish government created the Commission of SBa@drms (CRS in Spanish,
for Comision de Reformas Sociales), which was it¢ehto study the living conditions of the
working-class and to propose measures to improeenthlfwo years earlier, Bismarck had
advocated in the German Reichstag for the promatfosocial insurance to achieve political
support from the workinglass; and shortly later a comprehensive social insurance sehem
including Sickness insurance (1883), workplace accident compensation (1884) and old-age
pensions (1889) was introduced in Germany. In Spain, the ye88s-83 were marked by intense
social unrest affecting both rural and urban cent8ome examples are the strikes in cities like
Barcelona, Valencia and Madrid, or the events eelédLa Mano Negrg“The Black Hand”) in
Andalusia® However, unlike the prewis decades of the 19" century, repression was not the
only answer from the government. After decadest#nise political disputes (including three
civil-wars in 1833-39, 1847-49, and 1872-76), the conservative party and the liberal party hedc
an agreement to alternate peacefully in office rdurihe period of the so-called Bourbon
Restoration (1874-1923). According to this agreement, before each electienincumbent party
ceded power to an interim government by the otletyp who organized the election. This
interim government, in turn, was always able torgotee its own victory by means of a
bargaining process with the local elites in théécwral districts plus extensive vote buying,
mass fraud and even direct coercion. To some extentuption was the price for a certain
degree of political stability.

In the social domain, the government also triethtegrate politically the new emerging social
movements (namely, the labor movement, which wasvigig in parallel to industrialization)
and to reduce social unrest in the rural arease@slpy in those areas where big farms where
predominant). The use of the police and even theydo deal with social unrest remained a
commonplace throughout the whole period of the BoarRestoration. Howevein 1881-83
(under the liberal rule of President Sagasta) |gnotests became increasingly tolerated by the
government. Shortlyater, in 1887, the Associations Law was passed and union righte we
recognized, allowindor a gradual growth of the labor movement (Pérez Ledesma 1990). The
first show of strength of the Spanikibor movement took place in 1891, with the celebration of
May Day. At the same time, the Spanish governmentptemented this recognition of social
rights with the extension of franchise to all men in 1890. Finally, the publication of the
encyclical Rerum Novarum in 1891 stimulated the rise of Spanish social Catholicf@rhich, in
turn, was particularly influential in the conseivatparty), consolidating the reformist trends
initiated with the creation of the CRS in 1883. In the introduction of the Royal Decree creating

the CRS, Segismundo Moret (Minister of the Intedbthat time) admitted that Spanish social
policy was to some extent underdeveloped comparesther European countries and that “it
was not possible to maintain this situation withlmssening public peace” (Gaceta, December
10, 1883, reproduced irCastillo 1985, p. CXLIII). The explicit objective of the CRS waadeed,

to achieve “the [social] peace (...) between the Iwgoproduction factors: labor and capital” (p.
CXLIV), and channel labor demands away from revohdary means.

2 presumablyl.a Mano Negrawas a secret anarchist organization to which theegqment attributed a number of
violent actions, including the destruction of crops and even murders. According to Tufiéon de Lara (1972), however,

La Mano Negraas a formal organization, never existed. Ratherpblitical violence existing in rural Andalusiasv
used as an excuse by the Spanish governmentitierdt severe repression and combat peasant revolts

3 About the functioning of the Bourbon Restoratiorcteal systm, see Varela (2001) or Curto-Grau et al. (2012).
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The Spanish government, however, not only focusethenewconflicts emerging in industrial
cities, but it also focused dmaditional, rural conflicts.19™ century Spanish agriculture was
characterized by a high land ownership inequalitysouthern Spain, large states (the so-called
latifundiog represented more than half of the total ruralaaa@d peasant uprisings were
common since the early 19™ century? After the visit of Bakunin’s envoy, Giussepi Faneb
Spain in 1868, rural Andalusia became an important source of amtg for anarchist
organizations. Anarchist unions were in fact méoian among Spanish labor unions until at
least the920s; and landless laborers always represented a big share of total union membership”.
Since the objective of the government was to deatetirevolutionary social movements, paying
attention to the rural areas (and not only to tee mdustrial cities) was crucial. Spanish social
reformers, however, did not try at any time to @®the structure of land ownership by means
of any forced expropriation or any other type ofaaign reform. Rather, they were hoping to
find the way to “alleviate the evils affecting theal working classes”, so that “the property can
live safely” (Castillo 1985, p. CXLV).

In this context, the CRS was initially charged witmumber of social tasks: promoting the
regulation of child and female labor, the regulatiof the working conditions in industrial
factories, promoting the creation dtirados Mixtos(to solve industrial disputes between
employers and employees), promoting the creatiasiddfige and disability pension funds, and
promoting the creation of agrarian banks and refofacilitating rural laborers’ access to land
(p. CXLIX). However, the only significant work undaken by the Commission foge 1890
was an ambitious study on the conditions of thekimgr class that compiled a great deal of
information, but did not translate into any specifiolicy measure. In fact, both socialist and
anarchist unions saw the CRS with skepticism. These convinced that it will not be useful to
introduce any significant change in their livinghditions Oe la Calle 2004). In 1890, the CRS
was reformed and became some sort of advising cesmni for the governmeniut again no
specific measure was introducentil 1900, when the occupational accidents law was passed.
This law obliged employers in the industrial sectopay mandated benefits to their employees
in case of work-related accidents. However, theainimpact of this measure was very limited.
The benefits set by the government were very lod @amployers often failed to fulfil their
commitments due to the lack of inspection (Silvestre and Pons, 2010). This, in fact, anticipated
two permanent traits of the evolution of Spanistialgpolicy: employers’ opposition to social
reform and the inability (unwillingness perhaps}tu government to enforce social legislation.

From voluntary, state-subsidize insurance to compsbry insurance

In 1903, the former CRS was replaced by the Institute ofil@dReform (IRS in Spanish, for
Instituto de Reformas Socia)eFhe IRS objectives were (again) to promote ddeislation
and watch over its enforcement. To gain sociatilegition, the IRS was expected to include in
its decision-making bodies representatives fromhblabor and employers. Employers’
representation, however, was very limited, partgduse employers showed little interest in
participating, and partly because of the lack cfoagmtive tradition among Spanish business
groups. Labor representation was very limited tdde anarchist union, the CNT

4 Malefakis (1970) chapters 1 and 5.

® In 1882, 20,915 of the 57,934 members of the Spanish Anarchist Federation were agrarian workers, mostly from
Andalusia; and total Andalusian membership (38,349) still far exceeded that of industrial Catalonia (13,201)
(Malefakis 1970) p. 159. In 1919, the anarchist union CNT (Conferederacion Nacional del Trabajhad 700,944
members, while the socialist union UGTNi6n General de Trabajadorgéad 150,382 members (Silvestre 2003b,
appendix). The initial growth of the socialist umjahe UGT, was slower than that of the anarchigins, and more
restricted to industrial and urban areas, like Nthdnd the Basque country. However, as is showhenfallowing
sections when the UGT eventually surpassed the number of affiliates of the CNT in the early 1930s and became the
largest union in Spain, it was also possible dug large increase in its rural affiliates.
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(Confederacion Nacional del Trabgjaejected any kind of collaboration with the govaent

(as already happened with the CRS before). Theg wenvinced that the IRS was useless,
rather a distraction for the (revolutionary) intgeeof the working class. On the other hand, the
direction board of the IRS considered that sodcihalic unions were not genuine
representatives of labor interests, because thghtatated within a single organization both
employers and employees. As a result, labor reptasen relied almost exclusively on the
socialist union, the UGTUnion General de Trabajadorgswhich this time became more
willing to collaborate with the reformist agenda of the government (Montero 1988). In this
context, the IRS was unable to promote permanesifispacts between labor and capital, as
intended by the governmemit it did play a very active role in promoting social legislation.

One of the projects emerging from the IRS was thgaddal Institute of Social Security (INP in
Spanish forlnstituto Nacional de PrevisiGncreated in 1908 to manage the so-calldletiro
Obrerg, or “Worker's Retirement”. This was a voluntaryate-subsidized old-age pension
scheme, where potential beneficiaries were all wageners (from both industry and
agriculture) with a yearly income below 3.000 pesetas, which was a high threshold for that
time® When designing th&®etiro Obrerothe government took as a reference the voluntary
state-subsidized insurance schemes existiigligium and Italy (Montero 1988). In fact, before
World War |, Spanish social reformers always adteddor the creation of voluntary state-
subsidized insurance schemes, in front of the cdésopy insurance model prevailing in
Germany. This was, in part, due to ideological oeas Spanish social reformers believed that
voluntary insurance had the advantage of gettinckers involved in the solution of their own
problems. Workers had to voluntary join an insueafund (and pay for the corresponding fees)
before they got the governmental subsidy. In cahti@mpulsory insurance, they said, did not
promote individual virtues, as “with its automatgtentions on the pay-roll (...) do not demand
to the insured person any poring attitude” (Eza 1914, p. 43).

However, voluntary insurance schemes were alsepeaf because of practical reasons. They
involved a much lower cost for the government. Colepry insurance was considered an
“absorbent and monstrous bureaucratic mechanisgntddtrast, in the case of voluntary state-
subsidized insurance programs, all the managexsiistfell on the private funds, involving an
effective way to “alleviate government burdens” (@élez an®dyuelos, 1914; pp. 230 and 267).
Some social reformers even argued that (voluntstiate-subsidized) social insurance would
help reduce public spending on traditional pooiefel The state budget cannot meet all social
needs (...). The more the government promote andnet&rsocial insurance, the less it will
have to attend in the future to the expendituregaor relief, which are overwhelming for the
public treasury” (M&uquer 1926, p. 220). As in Germany, more than fighting poverty, the
objective of the Spanish government was to integpatitically the labor movement. But unlike
Germany, Spain tried to avoid compulsory insuramselong as possible. The Spanish
government was reluctant to assume any increasisg to improve social protection, and
refused to alter significantly the tax structures @ne might expect in this context, tRetiro
Obrerohad a very limited impactn 1918, after 10 years in force, there were only8,166 insured
persons to th&etiro Obrerg representing in the vigity of 1% of the labor force(Elu, 2010).

Even though the Spanish government was tryingampte social policy to integrate politically
the labor movement, the truth is that before Wavdr | the labor movement was too weak to
influence government policies. There were some realts of violence and massive
mobilizationsbefore 1913, like the so-calledemana tragican Barcelona in 1909 and the wave

of strikes that shook manyral areas in 1903 and 1904. However, even in 1910 union density in
Spain was around 1% of the active population (Silvestre 2003b). This changed quite suddenly

® In 1910, average daily wage in industry was 2.88 pesetas. Assuming 280 working days per year, this involves a
yearly wage of 806.4 pesetas (see Vilar 2004, p. 156).



throughout World War |. Even though Spain remaireda neutral country, the economic
imbalances caused by the war and the contagioestedf the Russian revolution led to a huge
increase in social unrest. Largo Caballero (satiakpresentative in the Spanish parliament)
attributed the Whole labor mobilization occurred from 1916 to the general strike in August
[1917]” to high inflation and unemploymenttte high cost of subsistence and the lack of Wwork
(cited in Espuelas 2013, p.87). Organized labor increased substantially in this context. Union
density, in fact,ncreased from 1% to 12% of the active populatioin 1920, and remained in
similar levels from thereafter.

To regain political stability, the government tried stimulate the development of social
legislation. In 1917, in a Conference for Social Insurancie government made a commitment
to create a comprehensive social insurance systeruding occupational accidents, old-age,
illness, maternity leave and unemployment). Thigetithe government admitted that, to be
effective, social insurance had to be compulsosythe viscount of Eza (Minister of the Interior
at the time) put it: For reasons of high social convenience, since & tpuestion of repairing
inevitable evils, which equally interest everyoitewas necessary to take the principle of
obligation to the practice of Social SecutityRoyal Decree, July 29, 1917). After the
conference, the socialist party (which had worfirst seat in parliamerih 1910) demanded in
its parliamentary speeches that the governmentridnitss social promises. Several projects,
including projects for the creation of unemploymensurance, health insurance, and
occupational accidents insurance in agriculturegeveiscussed both in the Spanish parliament
and in the INP. However, the only program that camdruition was theRetiro Obrero
Obligatorio, or “Compulsory Worker's Retirement”, a compulsasid-age pension system
establishedn 1919.

Unlike many European countries, where the ruralupaipn were often excluded from early
social insurance programs, the n@empulsory Worker's Retiremeintcluded both rural and
urban workers alike. The reason is the intenseakaoinflict characterizing rural Spain at the
time. As shown before, revolutionary labor moversehad been gaining influence in rural
Spainsince late 19™ century especially where big farms were predominant. In 1911, rural Huelva
was, after urban Barcelona, the province whereatim@chist CNT had more affiliates (as a
percentage of the active populatidr§ince the objective of the government was to dketet
revolutionary movements, extending social insuratoceural areas must have appeared as a
political need. However, it is precisely this exdiam to rural areas one of the reasons that
hindered social reform in Spain. Rural landowneegdme, in fact, a powerful source of
opposition to government plans. This oppositionpgtml government plans to extend
occupational accidents insurance to agriculturewel as plans to create an unemployment
insuraance scheme in 1919-23 (Del Rey 1992, Espuelas 2013). For the same reason, when the
Compulsory Worker's Retirememiame into effect affiliation records in agricukumere
disappointing Elu 2010).

In general, business opposition to social insuranc8pain was very strong. Apart from the
opposition from rural landowners, small-sized, laintensive companies in the industrial sector
were very reluctant to the introduction of sociakurance. In many European countries,
rejection to compulsory social insurance was oftere severe among small-sized companies
and rural landowners than among big-sized, capitahsive companies. In some countries, the
latter even supported the introduction of sociaumance to enhance productivity growth,
reduce labor mrest, or gain competitiveness in front of their smaller competitors (Ullman 1981,
Mares 2003, Hellwig 2005). In Spain, however, small-sized companies were qmatant
(Comin and Martin Acefa 1996). Unlike Bismarck’'s Germany, Spain lacked a braztustrial

” Figures on affiliation from Silvestre (2003), figures on active population provided by Julio Martinez-Galarraga.
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base willing to support compulsory social insuranidee labor movement, for its part, did not
show full support to social reform either. In gealeterms, the socialist sectors of the labor
movement supported government social plans and ag&ed for more state intervention.
However, the revolutionary sectors, basically tharehist movement, did not trust government
intentions and saw social insurance plans as eadigin from the real interests of the working
class. The inability of the government to fulfd gocial promises and the slow pace followed by
Spanish social policy hindered the political ingggn of the labor movement within the
political system of the Spanish Restoration andodetlto consolidate these revolutionary
positions (Bengoechea, 1994; Castillo, 1991-1992; Barrio, 1997).

Besides employers opposition and the rather wepgatithat government plans received from
the labor movement, there is a third factor exphgrihe inability of the government to develop
new social programs. Even in the convulsive yeattowing World War |, the Spanish
government remained reluctant to assume any fiahmcist derived from improving social
protection. The possibility of creating (fully) tédnded programs (ahe 1891 Danish old-age
pensions) was never contemplated. As we have dgbengovernment tried to promote
compulsory insurance (instead of the previously oadted voluntary, state-subsidized
programs). However, in this case, the bulk of tlstoof social insurance would rely on
employers and employees. In fact, even after th@doction of the Compulsory Worker’'s
Retirement, the Spanish Institute for Social Ségutomplained several times because the
government was not paying the corresponding subsidies to the new pensions fund (Elu 2010). As
will be shown in the following sections, in the early decades of the 20" century, the Spanish
government was unable (or unwilling) to undertake theeded tax reforms to increase
government revenues and fund new social prog(@msin 1996). Lastly, the political context
was not optimal either. The government had beerblantdo materialize most of its social
promises during the convulsive years following Vdof/ar 1. However, after the military coup
of 1923 and the establishment ahe dictatorship of Primo de Rivera (1923-30) all the post-
World-War-I plans to improve social insurance weabandoned. The government only
introdwced some subsidies for large families in 1927, a policy that was consistent with Catholic
social morality and the influence acquired by the Church during the dictatorship (Velarde 1990).

To regain momentum, social policy had to wait te éldvent of demoaty in 1931.

The second republic: momentum and limitations

With the advent of the Secokpublic (1931-36), started what Linz et al. (2005) view as the
first truly democratic period in the Spanish higtdven though it was a short period of time, it
generated many reformist expectations among divssrl sectors that aspired to democratize
the Spanish political and social life. These exgimhs, however, soon turned into intense
social tensions leading to the highest levels ditipal mobilization and social unrest in Spanish
contemporary historyPérez Ledesma 1990). During the years of the Second Republic, the
socialist party became the most voted party (atthoii never get enough votes to rule on its
own). In 1931-33 was in office jointly with other left and center-left parties. In the seto
legislature, in 1933-35, was the main party in the opposition, after an agreement of right and
center-right parties to form governménfhe growth of the socialist party in this new
democratic context was due to the broadening ofiitgn and industrial base but also to the
rapid consolidation, in a short period of time, aotbroad rural basdn 1932, the UGT, the
socialist union, had 1.041.539 affiliates, of which 445.414 were rural laborers (Tuiidn de Lara

1972, p. 857-858).

8 About the electoral results in this tirperiod, see Linz et al. (2005), p. 1099.
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As in previous episodes of the Spanish historyglrimterests conditioned the evolution of social
policy in the second republic. During the BourbomsBration, attempts to extend social
insurance to agriculture faced the opposition framal landowners. This time, the implicit
alliance between landless laborers and industriatk@rs gave the socialist party enough
political power to launch its program of socialaeh. The socialists, in fact, pressed to include
social rights in thag3r Spanish Constitution. The right to social insurarfoe example, was
granted in article 46: “The Republic will guarantee to all workers the egsary conditions of a
dignified existence. Its legislation will reguldtee cases of sickness, accidents, unemployment,
old-age, disability and survivors insurance”. Pesgr in social legislation was particularly
striking between 1931 and 1932, when the socialist party was in offi¢@amaniego 1988). The
government introduced the so-called maternity iasce (granting healthcare during childbirth
and maternity leave benefits for working women)eated a voluntary, state-subsidized
unemployment insurance scheme, and extended oamugladccident insurance to agriculture.
A plan was also devised to unify all social ins@weprograms within a single social security
system, encompassing the aforementioned pre-exigtmgrams plus new programs (providing
health-care, sickness leave, and disability andiwons pensions). However, the discussion of
the details of this plan lasted for several yeav@ntually,the military coup of 1936 prevented it
from being passed before the Spanish civil war $RorVilar 2014).

The difficulties that appeared for the implememtatof this unification plan are partly due to
the persistence of traditional obstacles. Mutudl-agsociations and commercial insurance
companies, for example, opposed the plan. Thegdeheing displaced by state insurance and
advocated for voluntary programs. Doctors, in tdeared the loss of professional freedom that
a compulsory insurance scheme could entail. ThégJael that such a program would reduce
“the medical classes to the role of simple civiveats, controlled by other administrative civil
servants” (Donato Fuejo, w1936, cited in Samaniego 1988, p. 368). The government also had
to deal with the traditional employers’ oppositioand to a lesser extend with workers
opposition. Wien maternity insurance came into effect in 1931, many working women opposed

the subsequent mandatory contributions. In arkagQdatalonia, Zaragoza, Galicia and Valencia
there were strikes against the new compulsory miagensurance, often promoted by the CNT,
the anarchist union (Pons 2010). The government was aware of this potential opjmosibut as
the Spanish Institute for Social Security put itarpamphlebf 1936, it hoped that workers’
opposition to compulsory contributions would deseeéif the insured person receives instant
benefits, as those granted by health insurari®& (936, p. 39).

In fact, a crucial characteristic of the new plagswhat it “does not cast on the state any burden
that has not beesiready recognized” (INP 1936, p. 74). This means that the government would
maintain current public subsidies to preexistind-afje pension and maternity funds, but the
new benefits included in the unification plan (tleadare, sickness leave, and disability and
survivors pensions) would be entirely financed fremployers’ and employees’ compulsory
contributions. The government announced this agtaev tax-payers did not need to worry
about anyunbearableburden. But precisely this must have aggravateddgposition from
employers and employees. Above all, this (agaifipets the unwillingness of the Spanish
government to assume the cost of improving sogiatieption. This, in turn, was the result of
weak fiscal capacity. Since the eazty" century, the Spanish economy had dragged permanent
public deficits, which aggravated during World Wand again during the Great Depression in
the 1930s. Left-wing governments in the second republic underteekeral tax reforms to
increase public revenues. Tax rates on land owipeastd industrial equity were increased, and
a new tax on gasoline was introduced. The most itapb measure was the creation of an
income tax in 1932, but even this was a very soft reform, unable to solve the financiallgemns

of the government.



Only people with yearly incomes above 100,000 pesetas were subject to the new income tax.
Tax ratesranged between a minimum 1% and a maximum 7.7% for incomes above 1,000,000
pesetasThe 1932 Spanish GDP was 1.448 pesetas per person,’ so that the percentage of
population subject to the new income tax must Haeen very low. Jaume Carner, Minister of
Finance at the time, was convinced that this wasothly feasible reform for the moment. A
more ambitious project would have meet strong oitipas He, actually, hopped that the
income tax could be gradually extended to a broadgment of the population in the future, by
lowering the 100.000 peseta threshold (Costa 2000). After the introduction of the income tax,
state revenuegrew from 9.4% of GDP in 1929 to 11% in 1935, but public spending growth was
even faster so that public deficits remained (GomH6). The government also made a huge
effort to invest in public works to reduce unempit@nt, especially in rural areas where big
farms were predominant and rural unemployment higBepuelas 2013). However, the most
ambitious policy undertaken to combat agrarian ypleyment was the agrarian reform.

The most active promoter of the reform was theadistiparty, which as seen before had been
able to mobilize a broad rural basethe 1930s. To launch the reform, the socialists counted
with the support of Manuel Azafa and the left-wnegublicans. These believed that meeting
socialists’ demands was the only way to guararfieenorking classesaould remain loyal to
the Republic rather than succumb to the Anarchaisgatist cries for total oppositidn
(Malefakis 1970, p. 192). The agrarian reform, in fact, had the explicitemtjve of achieving
social peace in rural areas and contribute to thmodratization of the political life. The
socialists, moreover, believed that the agrariagiorme would contribute to reduce urban
unemployment by reducing rural migrations to indastities (Espuelas 2013). However, the
Spanish government was unable to successfullywligalthe predictable opposition from rural
landowners. During the first legislature (underepublican-socialist coalition government) the
reform progressed very slowly, precisely because government was trying to avoid
landowners’ opposition as much as possible. In gbeond legislature (with a right-wing
coalition in government) the reform was practicgtigralyzed. Initially, this provoked the
disappointment of the rural base of the sociakstyp and later its radicalization. When the left
came to power again in February 1936, the agrarian reform accelerated, until it was interrupted

by the military coup of Julyg36. The factors behind the outbreak of the Spanish civil war are
diverse, but tensions resulting from the agrareform were crucial. For that reason it has often
been taracterized as a peasant war (Malefakis 1970).

Franco’s dictatorship: a conservative social insurace model

After the Civil War (1931-36), Franco’s dictatorship (1939-1977) imposed severe political
repression. The army led postwar repression anaddbatry remained under the military law
until April 1948. Unlike previous civil conflicts in Spain, like the Carlist Wars in the 19"
century, this time there was not any reconciliatigtempt. On the contrary, the goal was to
achieve a definitive defeat of the enemy to avoigemergence of the reformist ambitions of
the second republic (Tusell 2005). Political parties were outlawed, with the exceptdriralange
Espafiola, the official party. In the domain of Iabelations, employers and employees were
forced to join the so-called Vertical Union. Indegent labor unions were prohibited as well as
strikes, which were considered a sedition offensed, therefore punishable by the death penalty
(Pérez ledesma 1990). Business associations, by contrast, remained &@whkould, indeed, act
as a pressure group (Molinero aishs 1998). Many businessmen and landowners even became
members of the parliament. These were, in fact, giathe political elite of the dictatorship

® Prados de la Escosura (2003), p. 521I.
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along with high-ranking civil servants, the milgathe Catholic Church, and politicians coming
from monarchic groups and the Falaiif@ez 1996).

The Spanish economy recovered very slowly afterctiié war. Thei193s income levels were
not reached agaimtil 1952. Real wages had an even worse performance. lielustal wages
did not recovetthe 1932-33 levelsuntil 1962-63. In agriculture, real wages in 1959 were only
77% of the 1936 real wage. This bad performance was mostly theltre$uhe reduction in
workers’ bargaining power (Vilar 2004, Barciela and Lopez 2003). As for social protection,
most social insurance schemes created before thlewar continued operating. The only
exception was unemployment insurance, which wasishteal until its reintroduction img61.
The policy makers of the dictatorship believed tiva¢mployment benefits only contributed to
laziness. Giron de Velasco, Ministry of Labor between 1941 and 1957, claimed that,
“unemployment insurance [in Europe] fatally engerdea tendency to indolence and indirectly
to vice and even degeneration” (1951, p.19). The Republican project for social insurance
unification was also abandoned. Franco’s dictatprshowever, created some new social
programs. During the civil war, for example, thevgmmment created th&uxilio de Invierno
(Winter Relief), an institution linked to Falandkat shortly later was renamedAasxilio Social
(Social Relief). Its initial mission was to meeetbocial needs derived from the war in the side
of pro-Franco rebels. Later on, as Franco’'s armg gaining terrain, th&uxilio Socialserved

as an instrument of Franco’s propaganda in theblegaun areas, by handing out bread to the
population and organizing soup-kitchens. Once thewas finished, thAuxilio Socialbecame

a parallel welfare institution to traditional paetief (Cenarr@oo6).

Also during the war, a family allowance call&dbsidio Familiarwas introduced. This offered
bonus payments to all wage earners based on theanwhchildren. Pro-family (conservative)
policies played a key role in the rhetoric of thetatorship. This family allowance was largely
the outgrowth of the regime’s population ideologyd dahe influence of the Catholic Church’s
social doctrine, which advocated fosafficientfamily wage (Velarde 1990). This measure was
also aimed at reducing female labor force parttotypa Women'’s work was attributed with all
kinds of social evils:the mother is forced to work out of home becausbkeofack of resources
(...) and consequences are fatal. Increaseiaternal mortality during childbirth; increase in
infant mortality (...); brutal drop in birth rates (...); no education for the children, [who are]
abandoned to the evil teachings of the street; badly fulfilled her housework, making the home
unpleasant and pushing her husband to the tavechkar (...) Bringing the mother back to
home is an ideal and we need to move towards & Subsidio Familiarcan be the most
effective way (Aznar, 1943, pp.16-17).

Finally, a compulsory health insurance scheme ($©Epanish, forSeguro Obligatorio de
Enfermedaglwas also set up in 1942-44. According to Girén de Velasco, the intended mission
of this insurance was to increase workers “perforeea by improving their health conditions.
19™ century social reformers had already insistedhia potential positive effects of social
insurance on health conditions and the subsequsitiye effects on labor productivify Giron

de Velasco, moreover, attributed an explicit pcditifunction to the new sickness insurance. It
had to serve to makepfoselytism, [and] gain for the motherland and trevolution new
adepts (Giron de Velasco 1943, p. 67). Despite propaganda, social protection levels reethi
very low during Franco’s dictatorship. In 1958, Spanish social spending was only 3.3% of GDP,
whereas in Greece it was 10.4%, in Italy 12.3%, and in Germany 18.2% (table 1). Coverage rates
remained very low too. Rural laborers were excluideoh the old-age pension scheme between
1939 and 1943. Permanent rural laborers were excluded from health insurance until 1953, and
nonpermanent rural laborers until 1958. Even in 1959 (when rural laborers had already been

10 See, for example, the debates about the 1930s social insurance unification (INP 1936), or the debates about
Workers’ Compulsory Retirement after World War | (Mguer 1926).
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formally included in social securitydhe coverage rate of health insurance was only 37% of the
active populationand the total number of beneficiaries (including inglisefamily) was only
38% of total population. As for old-age pensions, coveragees were even lower. In 1959, only
32% of the active population was included in the scheme™.

Table 1. Public social spending in selected European countries (% of GDP), 1950-2005

European

average  GermanyBelgium Ireland Sweden Greece Italy Portugal Spain
1950 8.55 14.67 10.26  7.67 7.72 7.37 2.01 3.73
1958 11.38 18.17 12.10  9.00 10.66 10.44*  12.33 2.95 3.33
1966 13.69 19.21 17.03  10.40 14.05 8.55 16.32 3.68 4.06
1975 19.65 27.15 26.74 17.05 21.16 8.64 20.94 8.39 11.66
1982 20.84 23.56 25.68  17.42 27.85 14.49 19.85 10.33 17.74
1990 21.77 22.28 24.89 14.93 30.20 16.47  19.95 12.89 20.61
1998 23.42 26.26 26.12  13.04 30.38 18.56  22.94 17.86 20.91
2005 24.38 26.75 26.40 16.73 29.43 20.55  24.98 23.10 21.06

Source: Espuelas (2013b). *1960

Furthermore, pensions remainegty low throughout the 1940s and 1950s. The reason is that
they were only partially indexed to inflation (atitese decades were characterized by high
inflation rates). Table shows the evolution of old-age pensions betwegn and 1959. As can

be seen, average old-age pensions in nominal teersased gradually during this time-period
(column 1). However, when we analyze the evolution in real terms the result is completely
different (column 3). Average old-age pensions measured in real termseassd constantly
from 1940 to 1955. They recovered aftags6, but even in 1959 real old-age pension benefits
were similar to those of 1940. If replacement rates are analyzed, the resultssamng similar.
Taking as a reference the average unskilled in@dlsivage, average replacement rates
oscillated between 20 and 30% of the salary during the whole tinperiod (column 5). Social
protection remained limited to a minimum duringrira’s dictatorship. Moreover, this meager
social protection network was almost exclusivelyaficed from employers’ and employees’
compulsory contributiondn 1959, government subsidies to social insurance fundduigy
old-age pensions, health insurance, andSthiesidio Familiay were12% of total revenues (INP
1960). This allowed Franco’s regime to finance socialumsce without increasing taxation
(precarious social insurance in this case).

™ Figures on the number insured persons and beneficiaries come from INP (1960); data on active population and total
population from Nicolau (2005).

12



Table 2. Old-age benefits (1940-1959)

old-age pension consumer old-age pension ungdkitEge replacement
(average) price (average) (average) rate
Year (current pesetas) index (1959 pesetas) nominal (%)

1940 70 22.05 334
1041 86 28.65 317
1942 88 30.63 305
1943 85 30.46 203 328 26
1944 81 31.81 268 326 25
1945 86 34.02 266 324 26
1946 96 44.64 227 393 24
1947 92 52.52 185 420 22
1048 93 56.08 174 450 21
1949 123 59.12 221 448 28
1950 148 65.53 239 523 28
1951 162 7171 240 536 30
1952 150 70.29 226 535 28
1953 129 71.42 190 547 24
1954 134 72.30 197 581 23
1955 130 75.21 182 590 22
1956 248 79.62 329 1004 25
1957 316 88.20 379 1049 30
1958 303 100.00 321 1062 29
1959 309 105.72 309 1082 29

Sources: Average old-age pension is total speraiingld-age benefits divided by the number of beisafies. Data
come from the Bulletin of Statistical Information (Btn de Informacion Estadistica) of the INP (salgears), and
Jordana (1953); consumer price index from Maluquer (2009); industrial, unskilled wage from Vilar (2004), p. 154.

Business groups, in turn, showed little oppositiorthis social insurance funding strategy (at
least until the 1960s). During the 1940s and 1950s, Franco’s dictatorship adopted an import
substitution industrialization strategy, based otense trade protectionism and a very active
state intervention. Wages (and prices) were depgnda government regulation and, as
mentioned before, labor unions were prohibitedsTdliowed employers to easily transfer the
cost of social insurance to wages (as potentiak&rsropposition was silenced). At the same
time, trade protectionism and the lack of intemai competition allowed employers to
transfer part of the cost of compulsory insurance to final prices and consumers (Espuelas 2012).
This situation, however, changed gradualigr 1959. In 1957-59 there were an economic crisis
originated in the external sector. The lack of dgigan of Spanish exports plus a big
overvaluation of the Spanish peseta provoked a tigfltit in the balance of trade. To correct
this situation, the government devised the so-dallgg Stabilization Plan. The peseta was
devaluated to gain international competitiveness astrict monetary policy was implemented
to defend the new exchange rate. In parallel, abeurof liberalizing measures were gradually
introduced and most aggressive forms of stateviatgion were abandoned. State controls over
private investment diminished, and the economy tmecaiore and more opened to international
trade. After the initial recession of 1959-60 the Spanish economy recovered very rapidly,
growing at an average rate of 7% per year between 1960 and 1974.%

As in other developed countries, economic growithugdated the development of social policy.
Urbanization and the ageing of population generaed social demands, and rising incomes
generated higher public revenues (Lindert 2004 and Tanzi and Schuknetch 2000). Similarly,
rural-urban migration helped to overcome traditlom@aposition of rural landowners to social
insurance. As in other industrial countries, rdemiddowners became more willing to accept

2 GDP growth calculated from Prados de la Escosura (2003).
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social insurance to retain population in the ramaas? In 1959 the government created the
National Mutuality for Agrarian Social Security tsituate the protection granted to the agrarian
worker at the same level to that of the urban wiaik@ecree 613/1959). Lastly, the gradual
growth of a clandestine labor movement also faveiedgrowth of social policy from the mid-
1960s onwards. Between 1956 and 1958, there were a number of strikes demanding higher
wages. These started in Pamplona and extende@ ®abque Country, Barcelona and mining
areas in Asturias. For the first time since thel ear, the response of the government consisted
in a combination of repression and (sorsegial concessions (Pérez Ledesma 1990). In the
context of the aforementioned economic liberal@ati the government passed thgs8
Collective Agreement Act, which conceded the empésythe ability to negotiate wages and
working conditions with their employéfs

Strikes remained illegal, especially when involvipglitical demands, but they were tolerated
when responding to economic reasons (that is, whegy were specifically linked to the
collective bargaining processgalized in 1958). The number of collective agreements increased
very rapidly after the enforcement of the ldw 1962, the number of employees included in a
collective agreement was above 2,300,000 personsand in 1969 it was above 3,700,000 pPersons
(Maluquer and Lloncheoos). This way employees obtained higher wages in exgddor
productivity improvements, which in turn stimulatedonomic growth. However, this measure
also had unintended consequences for the governihéawored the rise of a new clandestine
labor movement, which took advantage of the nevamimgtional opportunities offered by the
1958 collective bargaining law to incorporate politieadd social demands to labor mobilizations
(Pérez Ledesma 1990, Molinero andYsas 1998). In parallel, nhew opposition movements of
university students and groups of Social Cathaieag support to workers’ demands appeared
in the midig6os, early 1970s. This combination of social movements, in fact,aree the main
source of political instability in the final yead Franco’s dictatorshigTusell 2005). The
government response, again, consisted in a contnet severe political repression and social
policy expansion.

A new Social Security Act came into effect in 1963/67, bringing together under a single and
more streamlined social security system preexistimgjal insurance programs. Coverage (that
until that time had been limited to medium- and-imeome workers) was extended to all wage
earners. This represented some progress towardsrsalization. Nonetheless, the Spanish
social protection system still marginalized the ylafion without stable ties to the labor market
the so-called special regimes (providing differatatil benefits for specific groupsgrsisted;

and the cost of social security remained borne sirerclusively by employers and employees
compulsory contributions (with very little publiculssidies during the entirety of the
dictatorship). Despite the limitations, social sgieg grew very rapidly after the963/67
reforms, rising fom 4.06% of GDP in 1966 to 11.7% in 1975 (see table 1). However, growing
labor demands and increasing exposure to intemadtivade (after the gradual economic
liberalization of 1958/59) prevented employers to easily transfer the costoofal security to
wages or consumer pricels. the 1970s, employers’ complaints about the unbearable cost of
social insurance became a commonplace (Cabrer®érRey 2002). However even in 1975,
Spanish social spending was only 59% of the European average (table 1). For Spain to
homologate with its European neighbors, it was sesme to wait until the restoration of
democracy in 1977.

13 See Mares (2003) for the case of Germany.
14 Before 1958 employers where not even allowed to increase wages without the authorization of the Spanish
government. About labor market regulation in th@aetperiod, see Vilar (2004).
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The restoration of democracy and convergence withugope

After Franco’s dead in 1975, political changes accelerated until the first general election took
place in 1977. The transition to democracy coincided with a petradd economic downturn and
increasing unemployment. In this context, socidicgavas crucial for political stability and the
successful consolidation of democracy. The besmpi@ of the social consensus reached
during the transition to democracy are tigg7 Moncloa Pacts. Workers’ and employers’
representatives plus the main political partieseedr to accept wage moderation plus
macroeconomic stabilization policies and inflateamtrol in return for greater social protection,
progressive taxation and the consolidation of palittreedoms. One very important outcome of
the Moncloa Pacts was the introduction of income tax in 1977. This broke one of the most
important historical barriers to the developmentSgianish social policy. Until then social
insurance had been almost exclusively financed ropleyers’ and employees’ compulsory
contributions. This changed taf the 1977 tax reform. Public subsidies to social security
institutions increased substantially. Franco’s nhadesocial insurance funding was gradually
abandoned. This in turn allowed social spendinmn¢oease without putting so much pressure
on employers’ and employees’ contributions.

In the 1980s, Spanish social spending reached similar leveltab af other southern European
countries, like Iltaly or Greece, although it renagirbelow the leading countries, like Sweden o
Germany (see table 1). Access to healthcare was universalizedg86, welfare benefits for
disabled persons improved substantialfier 1982, non-contributory, old-age and disability
pensions were introduced 1990, and the governments of Spain’'s autonomous contrasni
gradually introduced minimum income programs fav-acome familieshroughout the 1990s.

All of this represented a gradual improvement igiagoprovision. It permitted a coverage
expansion to sectors without stable ties to therlabarket, and made the Spanish social
protection system more universal and redistributives hard to know exactly why it was
possible to reach a successful consensus to peegelitical stability and promote social policy
developmentin 1977, whereas it was impossible in 1931-1936. In both cases, the advent of
democracy propitiated an increase in redistributiemands. Ing31, however, these demands
provoked an intense rejection, and eventually piadpidthe outbreak of the civil war. In 1977,

in contrast, increasing demands for redistributiesulted in growing social spending. Two
factors must have been crucial in that sense. iree dne has to do with the evolution of
inequality. In 1977, overall inequality was significantly lower than in 1931 (Prados de la
Escosura 2008). Arguably, demands for redistribution must hawsodieen lower and, therefore,
more tolerable for higher income groups.

In fact, when we look at the early stages of theettgoment of the welfare state in a
comparative perspective, social policy tended t@elim first in more egalitarian countries, such
as the Scandinavian ones, and not in more unequal countries, such as Spain (Espuelas 2015).
Lindert (2004) calls this the Robin Hood paradaxin more egalitarian countries, social affinity
between middle and lower-income groups tends tgreater, and the cost of redistribution
smaller (for both higher and middle income groups}julting in more political support for
social policy expansion (Lindert 2004, Bénabou 2005). On the other hand, thenature of Spanish
inequality in 1977 and in 1931 was also substantially differertntil the 1950s, inequality in
Spain was mostly driven by between-group inequatitat is, by the gap between property
incomes and labor incomes. Land was the main a$ské economy in that period, so that the
concentration of land ownership was one of the nsaimces of inequality at the tifeThis
helps explaining both the insistence in the agnane@form on the part of the progressive
governments of the second republic and the subségaditical instability. Since land is an

15 For a historical perspective on the compositioassfetand wealth in Spain, see Artola et al. (2016).
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immobile asset (unable to leave the country), wthere are threats of expropriation landowners
might be interested in supporting non-democratigegoments to avoid redistribution (Boix
2003).

In 1977, instead, wage dispersion had become the main component of inequaity
industrialization and structural change progredaad rents lost relevance in the economy and
within-group inequality, and particularly wage disgion, became the main source of
inequality. Wage dispersion, in fact, increasedha early stages of economic growth, but
diminished again from circa 1970 onwards, following the logic of the Kuznets curve (Prados de
la Escosura 2008). Inequality in 1977 was, therefore, lower and much less dependent rah la
inequality than in 1931. As said before, this helps explaining why redstiion demands must
have been more tolerable in 1977 than in 1931, but also why tax-and-transfer redistribution
replaced the former demands for expropriation.

The international context may have also played wacial role. In the second republic,
redistributive struggles around land reform wereaadi with the rise of fascism and left-wing
revolutionary movements im3os Europe. To some extent, the outbreak of the Spabigih
War was an example of the political violence thittine continent during World War Il. By
contrast, in 1977, Spain had as a reference the social pacts that spread through Europe after
World War I, which served as a basis for the gtowt the welfare state and for preserving
political stability. Someway, the Moncloa Pats wéne Spanish equivalent for the post-war
European social pactsnd, as in Europe before, these favored the expamdisocial spending.
Both the center-right UCD (fotnion de Centro Democraticsm Spanish) and the socialist
party stimulated social spending growth when they were in office in the late 1970s and the early
1980s. However, the so-called Keynesian consensus buiir aVorld War 11, gradually
disappearechtoughout the 1980s and early 1990s leading to the stagnation in social spending in
many European countries. In Spain, social spenstiagnated in this time-period too, but at a
lower level than in its European neighbors (see figure 1).

Figure 1. Public social spending in Europe (% of GDP),
1950-2005
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From 1985 onwards, and especially after the signing of the Maastricht treaty in 1993, public
deficit and inflation control became the main tasgef economic policy. As a result, the
Spanish government introduced a number of measar@®it social spending (both under the

16



rule of the socialist and of the center-right PapuParty). The same way that in the 1977
Moncloa Pacts both center-right and center-leftitipal parties accepted the Keynesian
consensus, in the 1980/90s both the center-right and the center-left adopted what Offer and
Soderberg (2016) have labeled as the market turn'® It is in this context that was signed the so-
calledToledo Pact in 1995 with the support of almost all political repressites at the time. Its
purpose was to guarantee the financial stabilitghef pension system by establishing a clear
distinction in the funding sources of contributamryd non-contributory pensions. The growth of
contributory pensions became linked to the avditgof funds coming from employers’ and
employees’ contributions, which allowed for a retitut in government subsidies to social
security funds. Non-contributory pensions, in tubecame to be financed by government
subsidies exclusively.

Table 3. Public spending on family support (% of GDP), 1980-2010
Germany Belgium Ireland Sweden Greece Italy Portugal Spain

1980 2.0 2.9 I.1 3.5 0.3 1.0 0.6 0.5
1985 1.5 2.5 1.4 3.7 0.3 0.9 0.6 0.3
1990 1.8 2.2 1.9 4.0 0.7 0.9 0.7 0.3
1995 2.1 2.2 2.1 3.6 1.0 0.6 0.7 0.4
2000 2.0 2.5 2.0 2.8 1.0 1.2 1.0 09
2005 2.0 2.6 2.6 3.2 I.I 1.2 1.2 1.2
2010 2.2 2.8 3.7 3.4 1.4 1.3 1.4 1.5

Source: OECD.stat

However, one of the main limitations of today’s isbprotection in Spain is that the generosity
of non-contributory benefits is far behind thatohtributory benefits. This has led to some sort
of dualism, in the sense that social protectiosidmificantly better for labor market insiders
(who receive contributory benefits). This dualisim, turn, involves a gender bias. During
Franco’s dictatorship, female activity rates weeeyvMow. Women were, in general, unable to
contribute to public pensions funds (or at leastidoumulate long contribution records). Today
they are overrepresented among beneficiaries sb (generous) non-contributory pensions
(Ledn2002). On the other hand, public spending on familypgrpin Spain remains below most
European countries (see tab)e Parental leave provisions are shorter, and facaith-benefits
and social services for child-care smaller. Thisturn, has led to lower female labor market
participation rates and a wider gender income dadn( and Salido 2016, Lindert 2004). To
some extent, the precariousness of family policdémocratic Spain can be explained by the
rejection of the antifeminist family policy of Frem's dictatorship. As shown before, family
policy played a crucial role in the propagandalef tictatorship. Earlier democratic policy
makers avoided any reference to family policy smaisto be identified with the authoritarian
past (Valiente 1996). Later, the restrictions to social spending growftthe midig8os and early
1990s hampered the development of alternative (and more pro-feminist) family support policies.
Actually, the current gap in aggregate social spgntletween Spain and Europe is to a large

16 Guillén and Alvarez (2004) qualify this and say that the socialist party acceptecthe European Union prescriptions
for limiting the growth in public spending, whiled center-right Popular Party, in faghcouragedhose policies.

1 To qualify for contributory pensions in the Spénis/stem a previous contribution record is requikekile for
non-contributory pensions it is not. Before the TolePact, social insurance funds (receiving compulso
contributions plus government subsidies) could seduto finance either contributory or non-contrisytbenefits.
For more details on the Toledo Pact see Comin (2010).
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extent the result of the persistence of this gapuhlic support to young families and new
parents.

Conclusions

In 1842, after a number of popular uprisings, General Esparsaid that, to avoid recurrent
social revolts, Barcelona city had to be bombeldast once every 50 years. Fortunately, by the
late 19" century, the Spanish government had changed itgl mad social policy began to be
seen as a more effective mechanism to reduce scaidlict. However, the path to social
pacification and the creation of the welfare states very slow.Before 1977, the Spanish
government was unable (or unwilling) to increasatian to finance new social programs. In
this context, Spanish social reformétsthe late 19" century, early 20" century supported the
creation of contributory social insurance prografiisided by employers’ and employees’
contributions) as an alternative to this lack atél capacity. In the earlier stages of social
reform, the government opted for voluntary, statiessdized social insurance schemes. These
programs, however, had a very modest growth (lgrdeé to the lack of public funding). After
World War | and the subsequent increase in socie¢ai, the Spanish government advocated
for the creation of compulsory social insurancegpams. Since a key objective of the
government was to achieve social peace in the aueas, rural laborers were included in the
new social plans (along with industrial workershis however, generated strong business
opposition, especially from small-sized, labor it#i@e businesses (which were predominant in
Spain) and from rural landownerBicreasing social unrest eventually ended up in the 1923
military coup, which curb the previous reformisams.

With the advent of democracy in 1931 new social insurance programs were introduced, but
traditional obstacles persisted. The governmensquhs very timid tax reform, which turned
insufficient to finance rising government expendil The Spanish government also tried to
implement an ambitious agrarian reform. This, hoaveunleashed an unprecedented and fierce
opposition from rural landowners that eventuallptcibuted to the outbreak of the Spanish civil
war. After the war, Franco’s dictatorship consdiétha conservative social insurance model,
which relied almost exclusively on employers’ anghpboyees’ compulsory contributions.
Social benefits were kept very lownd employers showed little opposition to Franswsial
insurance model. The repression of the labor moweraed trade protectionism allowed them
to easily transfer the cost of social insurancevémes and consumer prices. This, however,
gradually changeftom the late 1960s, early 1970s onwards. Rapid economic growth, increasing
political instability and decreasing political pawe rural employers led to a rapid increase in
social spending. Also, the Spanish economy becawme mpen to international trade and a
clandestine labor movement became increasingly galvés a result, Spanish employers were
more and more unable to transfer the cost of sdegairance to wages and consumer prices,
eventually making the social insurance model ofdiceatorship unsustainable.

The restorationof democracy in 1977 gave way to a new social insurance model. Public
subsidies to social insurance programs increadedthé introduction of income tax in 1977.
Social spending was, thus, able to increase withotiing so much pressure on employers’ and
employees’ contributiondJnlike in 1931, political consensus to increase taxation and develop
social policy emerged img77. In both cases the advent of democracy propitiated increasing
redistribution demands. However, inequality in 1977 was significantly lower and mostly driven

by wage dispersion, whereas in 1931 it was much higher and mostly driven by the concentration

of property incomes (particularly land ownershiphis would explain why redistribution
demands were more tolerable politically in 1977 than in 1931, and why demands for tax-and-
transfer redistribution replacedsos expropriation demands. The international contexd alao
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very different.In 1977, the Keynesian consensus and the social pacts that spread through Europe
after World War 1l were a key reference for the I8pla government. The development of social
policy was, in fact, crucial for the successful solidation of democracy in Spain. Throughout
the 1980s Spanish social spending partly converged to the European levels. Howeviéer éhe
signing of the Maastricht treatin the early 1990s, the pace of social spending growth stagnated
before Spain had reached the European levels. Tibgéayain difference with Europe probably
lies in public spending on family support, whichsidl far from the European standards. An
additional shortcoming is that labor market outssdeceive less social protection than labor
market insidersThe 2008 great recession, and the subsequent policies of public spending cuts,
have imposed new limits to the expansion of then&pawelfare state. Aggregate social
spending levels have remained constant or have iegesased slightly since the crisis started,
but only because of the dramatic increase in ungynpént spending.
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