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Spain 

1. Economic situation 

The Spanish economy contracted by 3.7% in 2009, as the residential property boom 
came to a halt and the global economy entered recession. This compares with economic 
growth rates in excess of 4% for the years ahead of the recession (Figure 1A). 

The Spanish unemployment rate has risen to around 20%, housing prices have fallen 
by more than 20% on some measures, and regional banks are themselves facing 
consolidation. The OECD is forecasting the Spanish economy to return to positive growth 
in 2011 driven by external demand and to some extent private consumption. Spain’s 
deficit has also seen a rapid deterioration due to the marked contraction in output and 
government revenues. Surpluses recorded as recently ago as 2007 have quickly turned to 
deficits, with the 2009 deficit exceeding 11% of GDP (Figure 1B). 

Gross debt had been relatively contained in the years ahead of the economic crisis due 
to a prudent fiscal stance, but increased sharply from 2007 due to declining revenues, 
higher entitlement spending (Figure 1C). 

Figure 1. Key economic indicators 
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Figure 1. Key economic indicators (cont’d) 
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Notes: Fiscal balance and gross debt are general government financial balance and gross financial liabilities as 
a per cent of nominal GDP. 

Source: OECD (2010), “OECD Economic Outlook No. 88”, OECD Economic Outlook: Statistics and 
Projections (database), doi: 10.1787/data-00533-en. 

2. The government’s fiscal consolidation strategy 

Spain is targeting a significant reduction in its general government deficit to 3% of 
GDP by 2013. The government has announced a cumulative fiscal consolidation effort of 
EUR 65 billion (or approximately 6.2% of GDP) for implementation in the four years 
to 2013. This figure includes the extraordinary measures adopted in May 2010. If 
required, the government has announced it is prepared to take additional measures to 
achieve its deficit targets. 

Pressure from financial markets has seen consolidation plans front-loaded towards 
2010 and 2011. The 2010 effort alone was worth 2.7% of GDP (Figure 2C). 
Consolidation plans are largely expenditure-based and a framework agreement for the 
sustainability of public finances was approved by all levels of governments (central, 
regional and local) in order to reinforce the commitment to fiscal consolidation. 
According to the government, Spain’s 2009 deficit measuring 11.1% of GDP is projected 
to narrow to 3% by 2013 (Figure 2A) and gross debt is expected to peak around 74% of 
GDP in 2013 (Figure 2B). 
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Figure 2. The government’s planned fiscal adjustments 
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Notes: Fiscal balance and gross debt are general government financial balance and gross financial liabilities on 
a Maastricht basis as a per cent of nominal GDP. Fiscal consolidation is cumulative consolidation as a per cent 
of GDP. OECD calculations. 

Source: “OECD Fiscal Consolidation Survey 2010”. 

3. Major consolidation measures 

Spain has started implementing significant expenditure cuts, including public sector 
wages and public infrastructure investment. In particular, public sector wages were cut 
5% in 2010 and will be frozen in 2011. Public sector staffing in 2011-13 will be limited 
to 10% of the replacement rate with no new hiring of temporary personnel. 

Given the extent of the fiscal gap, the government has also implemented revenue 
enhancement measures that include VAT increase, excise duties and higher top income 
tax rates. As for VAT, the standard VAT rate was increased from 16% to 18%, and the 
lower rate increased from 7% to 8% in July 2010. VAT hikes are expected to increase 
revenue by more than 1% of GDP in 2010-11. 

Structural reform efforts are also being made to labour markets, the financial sector 
and the pensions system in an effort to improve long-term fiscal sustainability. 
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Table 1. Major consolidation measures 

Millions EUR (% of GDP1) 

  Budgetary impact 2010-2011 
Expenditures  13 850 

(1.30) 
1. Operational measures  4 500 

(0.42) 
– Wage cuts and staffing  Public sector wages were cut 5% in 2010 and will be 

frozen in 2011. Public sector staffing in 2011-13 will 
be limited to 10% of the replacement rate with no 
new hiring of temporary personnel. These measures 
apply to all government levels. 

4 500 
(0.42) 

2. Programme measures  9 350 
(0.88) 

– Entitlement spending EUR 2 500 childbirth allowance eliminated from 
January 2011. 

1 250 
(0.12) 

– Infrastructure Public infrastructure investment will be cut between 
2010 and 2011. In the following years, the 
infrastructure spending will be subject to the 
fulfilment of the annual budget target. 

6 000  
(0.56) 

– Pension payments Pension payments will be frozen in 2011 with further 
restrictions on partial retirements. The transitory 
regime of partial retirement will be eliminated. 

n.a. 

– Foreign aid Foreign development aid will be cut in 2010 and 
2011. 

800 
(0.07) 

– Healthcare Pharmacy costs will be reduced in 2010 and 2011. 1 300 
(0.12) 

Revenues  (1.42) 
– Income tax rates The 2011 budget introduced an increase in the top 

tax rate from 43% to 44% for taxpayers earning 
above EUR 120 000 (and from 43% to 45% for 
those earning above EUR 175 000). 

170-200 
(0.02) 

– VAT In July 2010 the standard VAT rate was increased 
from 16% to 18%, and the lower rate increased from 
7% to 8% (the VAT rate on food, drink and 
prescription drugs was left unchanged). 

0.7% of GDP in 2010 and 
0.4% in 2011 

– Excise taxes  Excise duties on tobacco, alcohol and fuel were 
raised in 2009. Moreover, in the last set of measures 
approved on 3 December 2010, excise duty on 
tobacco was increased again. 

0.3% of GDP 

– Investment income taxes Capital income and interest income taxes were 
increased in 2010; and special capital gains tax 
exemptions used by the investment funds of Sicavs 
is to be abolished in 2011. 

n.a. 

– Tax expenditures The EUR 400 income tax credit was removed. A 
reform in the personal income tax eliminating tax 
credits for new housing purchase as from 2011 
except for low-income households. 

n.a. 

1. OECD calculations using OECD forecasts of nominal GDP for 2011. 

Source: “OECD Fiscal Consolidation Survey 2010”. 
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Pension reform 

Pension reform options are under consideration in the Pacto de Toledo Parliamentary 
Commission. The government proposals include an increase of the statutory retirement 
age from 65 to 67 and parametric and operational measures to strengthen the link between 
contribution and benefit among other measures. 

Table 2. The government’s fiscal consolidation plan 

% of GDP 

Fiscal consolidation 2009 2010 2011 2012 2013 
Consolidation measures (cumulative)  2.7% 4.9% 5.7% 6.4% 
Total deficit/surplus  -11.1% -9.3% -6.0% -4.4% -3.0% 
Total level of debt  55.2% 65.9% 71.9% 74.3% 74.1% 

Notes: OECD estimates for volume of consolidation from the OECD Economic Surveys: Spain 2010. Deficit 
figures based on the government’s June 2010 update. The gross debt path is based on figures from the January 
2010 Stability and Growth Programme release. 

Source: “OECD Fiscal Consolidation Survey 2010”. 
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