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Spain

An economy built on sand
must be rebuilt on education

Too much of the Spanish
economy over the past 30
years has been built,
literally, on sand. At their
peak in 2006 the housing
and tourism sectors
accounted for close to 25
per cent of gross domestic
product (GDP).

The country needs an
economy based much more
on exports and direct
investment abroad. This
would make it more
competitive and productive
and generate stable
employment in a country
suffering from a 20 per
cent jobless rate.

The spectacular collapse
of the construction sector
(1m fewer people are
working in it than in 2008
and there are about 1m
unsold homes) brutally
exposed the vulnerability
of a lopsided economic
model based on bricks and
mortar.

Construction and related
activities generated
hundreds of thousands of
jobs (many of them held
by immigrants), but
contributed little to value
added because of low
productivity.

Spain’s current crisis is
almost entirely home-made.

For more than a decade,
the political class was
happy to encourage
phenomenal growth of the
property sector without
giving thought to the
bubble being created or
what would happen after it
burst.

The housing bubble
started during the
government of the
conservative Popular party
(1996-2004) and intensified
under the Socialists.

The latter broke their
promise to end tax
deductions for home
purchases – although
they have changed their
minds again in recent
months.

The number of housing
starts in 2006 (865,561) was
more than France,
Germany, the UK and Italy
combined.

The explosive growth of
the property sector had a

big knock-on impact on the
rest of the economy and
caused corruption among
politicians to flourish,
particularly as a result of
reclassification of land by
town halls.

More than half the
increase in total tax
revenue between 1995 and
2007 came from the
property sector.

For many analysts, it
was, to borrow the title of
a novel by Gabriel García
Márquez, a Chronicle of a
Death Foretold.

The only question was
when the slump would
happen; the international
credit crunch was the
trigger.

There is another path to
prosperity – through
international expansion.

The country has a core
of multinationals, such as
the Santander financial
group, Telefónica
(telecommunications) and
Iberdrola (renewable
energy), and there are also
successful medium-sized
companies that have
expanded abroad.

Geographical
diversification enabled
them to weather the severe
downturn in their domestic
market.

Spain’s outward
investment stock was
$602bn at the end of 2008
(the latest figure), 37.5 per
cent of GDP, compared
with Italy’s $517bn (22.5
per cent of GDP).

In GDP terms, outward
investment stock was
12 times higher
than in 1990.

Most of the
investment is
in the
European
Union and
Latin
America,
increasingly
in the US
and very

little in Asia, despite its
growing importance in the
global economy. There is
thus considerable scope for
further rises.

The export sector,
however, is lacklustre.
Between 1988 and 2009, the
contribution of external
demand to GDP growth
was positive in only six
years, two of which were
recession years (1993 and
2009), when companies
were forced to sell abroad
to offset the contraction in
their home market.

In “normal” years,

buoyant domestic demand
sucks in imports and –
coupled with the
traditionally low level of
exports of goods and
services (about 25 per cent
of GDP) – generates a big
trade deficit (7.9 per cent
of GDP in 2008) and
intensifies the current
account deficit (9.5 per
cent in 2008).

Another indicator of the
low export capacity is their
amount in per capita
terms: $5,355 compared
with $8,330 in Italy and
$16,175 in Germany,

according to the 2009
World Development
Indicators.

The cornerstone of a
knowledge-based economy
– and thus one capable of
exporting more – is
education.

Spain is going to have to
make a Herculean effort to
improve its education
system.

One of every three
people between 18 and 24
does not complete basic
secondary education
(double the EU average).
Results in the OECD’s Pisa
tests in reading,
mathematics and scientific
knowledge are poor. It has
no university in the
world’s top 150 in the main
rankings (up to 35 per cent
of students drop out before
graduation and only a
third complete their
studies on time). Research
and development spending
at 1.35 per cent of GDP is
way below that of the most
advanced economies.

It is perhaps not
surprising that high-tech
products account for only 5
per cent of manufactured
exports.

A decade is needed
before the positive effects
would be felt, and a start
has not yet even been
made, thanks to the
squabbling political class.

The export sector is also
hampered by the country’s
image abroad, which is out
of line with reality.

Foreign views are still
predominantly forged by
stereotypes (fiestas, and
bullfighting). This affects
consumer’s perception of
the quality of products.
Only one company, Zara,
the fashion retailer, is in
Interbrand’s top 100 global
brands.

Fiscal adjustments are
necessary to reduce Spain’s
dependence on the
construction sector, but
they are not enough. Deep
structural reforms are
needed for it to become a
strong, export-oriented
economy.

William Chislett is author
of three books about Spain
published by the Elcano
Royal Institute.
www.WilliamChislett.com
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Chimneys and farms give way to IT

The Principality of Astu-
rias, one of the smaller
of the 17 autonomous
regions of Spain, is

home to some of the most start-
ling contrasts in the landscape
of the Iberian peninsula.

One moment, you could be in
a picturesque fishing village
looking out over the Bay of Bis-
cay, or driving down a steep,
green valley among mountain
lakes. The next, you are con-
fronted with a coal mine or a
massive ArcelorMittal steel
plant belching steam and
smoke.

Asturias, however, is more
than just an awkward mix of
cow pastures and heavy indus-
try.

One clue to how the region is
transforming its economy lies in
a storage yard outside one steel
plant north of Gijón, where sec-
tions of wind-turbine towers
gleam white against the rusting
factory walls as they await
transport and assembly for
Spain’s ubiquitous wind farms.

Like other parts of the indus-
trialised north, Asturias has
steadily reduced its dependence
on heavy industry and primary
agriculture and encouraged
investment in newer sectors
such as information technology
and tourism, as well as promot-
ing companies that add value to
the steel and coal for which the
region is known. Del carbon al
ratón (From coal to the [compu-
ter] mouse) is the region’s eco-
nomic slogan.

The starting point for this
transformation was far from
ideal. Under the autarchic poli-
cies of Francisco Franco, the
late dictator of Spain, heavy
industry in the principality was
state controlled and internation-
ally uncompetitive, as immedi-
ately became clear when Spain
joined the European Union in
1986.

“Asturias was the epitome of
crisis in the 1980s and 1990s,”
says Vicente Alvarez Areces,
the Socialist regional premier
for the past 11 years. “All the
sectors came into crisis together
– mining, shipbuilding, agricul-
ture, textiles. There was extra-
ordinary social conflict. In 1999,
Asturias had the highest unem-
ployment in Spain.”

The change today is obvious.
At 16.6 per cent of the work-
force, unemployment is still

high by European standards,
partly because of the latest
recession, but it is below the
overall Spanish level of more
than 20 per cent.

In the old industrial town of
Blimea, next to lines of red-
brick social housing built for
coal miners, is an incongruous
modern building of black and
blue glass where El Corte
Inglés, the big retailing group
and conglomerate, has estab-
lished an outpost of its IT arm.

There the 116 staff – the aver-
age age is less than 30 – conduct
research and development, cus-
tomise SAP software for clients,
convert documents into digital
format and manage data hosting
services.

Another big IT presence is
CSC (Computer Sciences Corpo-
ration) of the US, which origi-
nally came with chemicals
group DuPont – a big customer
that set up a large plant here in
the 1990s – but now serves cus-

tomers across Europe from its
Asturias centre. Among other
tasks, CSC’s 380 staff remotely
monitor computer networks at
Renault plants. Again, the aver-
age age is just 32.

Investors like the relatively
high level of education in Astu-
rias, as well as the good trans-
port and communications infra-
structure, and they particularly
appreciate the low staff attrition
rate.

CSC says staff turnover is

about 5 per cent, compared with
about 20 per cent across the IT
sector.

IT and communications busi-
nesses now account for about
5,000 jobs – more than coal –
while the number employed in
the steel industry has fallen to
less than a third of the 30,000 or
so it reached in the 1990s.

But the changes in the econ-
omy are not just in the service
sector. “Heavy industries have
not disappeared,” says Graciano

Torre González, regional indus-
try minister. “ArcelorMittal
remains hugely important.”

The trick is to develop busi-
nesses that can use the steel in
a productive way. Belarmino
Feito, founder of Asturfeito,
launched his business 21 years
ago with a small workshop of 40
square metres. Today he
employs 150 in 33,000 sq m of
factory space, focusing on
designing and making systems
for solar power plants and other
renewable energy sources,
including wave power.

He is currently building – to
the extremely fine tolerances
required by astronomical
observers – the rotating and ele-
vating bases for a giant radio
telescope system to be installed
in Chile, the Atacama Large Mil-
limeter Array or Alma.

In the old days of state indus-
try, says Mr Feito, “there was
no specialisation, and compa-
nies didn’t compete outside.
Their clients were all in the
area. But there was lots of
reconversion of industry in the
1980s and 1990s.”

Mr Torre agrees. “It’s a totally
different economy,” he says.

The global crisis and a Span-
ish recession that lasted for
seven consecutive quarters have
taken their toll here, as in the
rest of the country, causing job
losses and reducing orders and
exports.

Budgetary austerity, further-
more, means central and
regional governments will inevi-
tably be less generous than
before with investment promo-
tion funds that have helped to
modernise the Asturian econ-
omy in the past decade.

Even so, private sector execu-
tives and regional officials say
they see encouraging signs,
including rising production indi-
ces, to suggest the worst may be
over for the real economy, espe-
cially for those parts focused on
international markets.

“We’re in a globalised world,”
says Mr Alvarez, the Asturias
premier, who has just emerged
from a meeting with his minis-
ters on how to implement the
central government’s latest aus-
terity plans at the regional
level. “Our companies must be
in China, Mexico, wherever
there is business today.”

Asturias
The region has steadily
reduced dependence
on heavy industry and
primary agriculture.
Victor Mallet reports

Belarmino Feito, founder of Asturfeito: his company is building the rotating and elevating bases for the Atacama Large Millimeter Array telescope system in Chile Victor Mallet




