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Tough measures 
for the Spanish 
economy which 
will affect short-
term growth, 
with a further 
drop in GDP, 
while possibly 
helping the 
recovery in the 
medium term if 
accompanied by 
structural 
reforms 
 
 
 
 
 
 
 
CEOE is 
concerned about 
decreased 
spending in areas 
intended to 
stimulate the 
Spanish 
economy's 
activity and 
competitiveness 
 
 
 
 
 
The struggle 
against tax fraud 
and streamlining 
public sector 
businesses are 
other plans  

OUTLOOK  

 

The new Government's measures were not long in coming. Those concerning the 
budget adjustment, the majority of which were approved by the Council of Ministers 
meeting on 30 December, confirm the commitment to budget stability in order to 
achieve a public deficit of 3% of GDP in 2013. The justification for the measures 
approved is the estimated public deficit at the close of 2011, which is expected to total 
8% of GDP, two points higher than what was approved in the Stability Programme. The 
spending cuts, totalling 8,900 million euros, will take the form of cutting off credit to 
the various ministries and will be implemented in the first quarter. At the same time, 
tax measures will result in an estimated revenue increase of 6,200 million euros. The 
main considerations to be taken into account regarding these measures are 
summarised below:  

1. This is a tough adjustment in fiscal policy that will be implemented in both areas, 
revenue and expenditure.  

2. It is the first adjustment by the new Government, but it will not be the only one 
carried out in 2012.  

3. These measures are necessary to gain credibility in international financial markets. 
The commitment to budget stability reduces the risk premium and if the measures 
involving cuts are accompanied by structural reforms, in the medium term this should 
create a virtuous circle that may stimulate growth and job creation. 

4. The measures will stall growth in the short term, as spending will be reduced more 
than expected, and this will be accompanied by a tax increase that will directly affect 
the disposable income of families.  

5. Increased fiscal pressure in a context of recession and high unemployment rates is 
an obstacle to consumption and therefore, to the recovery of the Spanish economy.   

6. The adjustment will not affect unemployment or pension benefits. However, it does 
affect the dependency ratio, in that adding new beneficiaries to the system is delayed. 

7. CEOE supports the spending adjustment, above all in the areas intended to reduce 
the organizational structure of the state and freeze the number of people employed by 
the public administrations.  

8. CEOE is concerned about the spending cuts intended to increase the activity and 
competitiveness of the Spanish economy. No access to credit for the ministries of 
Public Works; Industry, Energy and Tourism; and Economic Affairs and 
Competitiveness constitutes approximately 50% of the cuts. 

 

In addition to these budget adjustment measures, others aimed at putting a stop to tax 
fraud and the shadow economy have been approved. Also included is a plan to 
restructure the public sector, which seeks to reduce the size of public sector 
businesses by controlling the spending managed by these companies and streamlining 
the management of public sector firms. Development and definition of these measures 
at the autonomous community and local level will be carried out by the Fiscal and 
Financial Policy Council and the National Local Administration Commission.  
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The year 2011 
ended with 
further declines 
in the job 
market in the 
final quarter of 
the year 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Significant 
slowing in 
inflation in 
December 
(2.4%) with 
reductions 
expected in 2012 

 

 

The measures are supplemented by others of a microeconomic nature, affecting the 
property sector (retaining the super-reduced VAT, reinstating the housing deduction), 
the electrical sector (freezing electricity rates), the audiovisual industry (abolishing the 
digital tax) and the dependency ratio (no new beneficiaries, tele-service agreement).   

 

In terms of the economic situation, the job market is the main source of concern, as it 
continued to worsen at a faster rate in the final quarter of the year. The 
unemployment and Social Security numbers for December brought 2011 to a close 
with a very negative balance sheet: historic highs in the number of unemployed (4.42 
million) and 17.3 Social Security contributors, much lower than 2007, when the figure 
was almost 19.5 million. 2011 was the fourth consecutive year in which the Spanish 
economy registered job losses, with a drop in contributors of 355,000 people and a 
322,286-person increase in unemployment, according to Public Employment Service 
records. 

Registered unemployment and Social Security contributors

(year-on-year change)
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Inflation ended 2011 at 2.4%, below the average for the year (3.2%). Taxes and energy 
are the factors which caused this higher inflation than 2010. However, the underlying 
RPI had a year-on-year growth rate of less than 2% throughout almost the entire year, 
ending the year at 1.4%, due to the weakness of domestic demand. Forecasts for 2012 
expect inflation to increase at a lower rate than in 2011. On the demand side, 
consumption is not expected to become more dynamic and growth forecasts for 
Spain and our neighbours in the EU are being revised downwards. Therefore, the 
prices of industrial goods and the vast majority of services will continue to evolve at a 
moderate pace, keeping underlying inflation at close to 2011 levels. In terms of energy 
products, in the context of lower global growth, oil prices should not be an 
inflationary element. 

 


