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SPAIN: A COUNTRY HUNGRY
FOR THE FUTURE

Foreword by the Prime Minister

Spain is one of the most developed countries in the world.? Those of us who have the privilege of
living here enjoy satisfactory and very long lives,? only surpassed in length by those of Switzerland
and Japan.® This is due to the virtues of our climate, our Mediterranean diet and our particular
way of life, but also to the existence of a modern and robust welfare state® which has provided
us with quality health care® and education,” safe streets® and a network of infrastructures® and
housing®® of the highest standard.

To finance this well-being, Spain has an innovative!! and competitive economy:*? the 4th largest
in the EU® and the 6th most important in its contribution to international trade.**Our country is a
world leader in tourism*® and a benchmark in sectors such as construction,*¢transport, logistics,’
renewable energies,*® agri-food,*” banking,?° and fashion.?*

Part of our success is due to the exceptional geostrategic position we occupy, located at the
crossroads of three continents, as well as to the enormous natural wealth of our country. Spain has
more Biosphere Reserves than any other country in the world,?? and is home to one of the most
extensive and diverse networks of protected areas in Europe.?®> We have no abundance of oil, gas
or gold deposits, but we have natural resources that will be fundamental in the economy of the
21st century: we have more hours of sunlight than any other EU member state, one of the largest
lithium deposits on the continent, and optimal conditions for harnessing the wind and the power
of water.?* This fact, together with the strong environmental awareness of our population,? means
that Spainis now the 3rd European country in terms of capacity for renewable energy generation,?
11th in terms of lowest CO2 emissions per inhabitant,?” and 14th most sustainable in the world,
according to Yale University's latest Environmental Performance Index.?®

We also have an exceptional artistic and historical wealth. Spain is home to the third largest
concentration of monuments and sites declared World Heritage Sites by UNESCO, behind only
China and Italy.? It has one of the most extensive repertoires of intangible heritage,?° the second
most spoken native language in the world,** and a rich linguistic variety as well as acclaimed artists
and sportsmen. We also have one of the best leisure and entertainment offerings.32 These are all
reasons why we are considered a cultural powerhouse of the first order.3?

The international admiration for our country is also explained by the values that characterise
our people: personal affection, tolerance,®* solidarity and a commitment to Europe,®* and
multilateralism. According to the main indicators available, Spain is one of the 10 countries
in the world with the strongest bonds of affection,®® one of the 10 best countries to be a
woman,*’one of the 5 best countries to live and work as a foreigner,3® and one of the most
respectful of sexual orientation,?° religion*® and people's culture.
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At institutional level, we occupy an equally remarkable position. According to the prestigious
V-Dem report, Spain is the 9th fullest and most consolidated democracy in the world;** it has a
solid rule of law,*? and levels of freedom higher than those of France, Italy and the United States;*
and we exert significant influence within the main international organisations.

This list of rankings is more than just a set of numbers; it is quantitative proof of an important
truth: in just four decades of democracy, Spain has managed to become a modern, prosperous
and inclusive country with a key role in Europe. This is an immense feat that we should not
overlook as a society. And it is something of which we should be proud.

Nevertheless, this does not mean that we should be complacent or conformist. Spain should not
stop here. We can, and must, be even better. It is this certainty that feeds and inspires the Spain
2050 project. In the last three decades, our country has managed to close the gap that separated
us from the European pack to the point where, in terms of most indicators, we have converged with
the EU-27 average. Now is the time to be bold, to pedal harder, and move to the top of Europe's
most advanced countries - labelled here as the "EU-8" (Austria, Germany, Belgium, Denmark,
Finland, France, Netherlands and Sweden).*

To achieve this, we Spaniards will need to consolidate our achievements to date and sort out old
unresolved issues: our low productivity, the shortcomings in our education system, the issues
in our cities and rural areas, our disproportionate unemployment rate, and our high levels of
inequality and poverty. At the same time, we will need to be able to deal with the challenges and
seize the opportunities that future trends such as climate change, digitalisation and demographic
ageing will bring.

Achieving all this will not be easy but it will not be impossible either. Backed by empirical
evidence, this study demonstrates that convergence with the EU-8 countries by 2050 is both
necessary and feasible. Spain has the right foundations, the necessary resources and a suitable
track record on many fronts. In fact, it can be deduced from the analysis that the improvements
Spain would need to undertake in the next thirty years to move to the forefront of Europe are not
very different in nature or scale to those we made over the last forty years.

The megatrends that will develop in the future will serve as catalysts for change. Demographic
ageing, the green transition, digitalisation, and the growth of cities will add pressure to existing
challenges, but will also bring immense opportunities that, if well exploited, will allow us to do
things that were hitherto unimaginable. Moreover, the crisis caused by coronavirus will help to
speed up the necessary transformations. The dramatic effects of the pandemic have reminded
Spanish society of the importance of carrying out reforms that will allow us to be more resilient
socially, economically and environmentally. They have accelerated trends to modernise that
needed to take place in both the public and private sectors. And they have led to the creation
of European recovery funds with which we will finance and implement many of the necessary
changes.

Spain has all the ingredients it needs to converge with the most advanced countries in Europe.
What we lack is more ambition and a holistic, effective long-term strategy shared by most of
our social partners. Spain 2050 aims to be the seed for both of these. To set it in motion, we
have brought together a hundred renowned experts from a wide range of academic disciplines,
ages, geographical origins and political sensitivities. They have worked for almost a year on
an unremunerated basis and fully independently, debating, studying and leveraging all the
available scientific knowledge in order to shed light on the major structural challenges that
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Spain will have to face and overcome in the coming decades if it wants to converge with the most
advanced countries in the EU.

I believe the result is exemplary and, in many ways, pioneering at European level. But I also
know it is only a first step: an initial proposal that will need to be corrected, expanded and
improved in the coming months through a national dialogue involving our country's main public
institutions, companies, trade unions, employers, universities, think tanks, foundations, civil
service bodies, associations and political forces. The future belongs to us all and everyone needs
to participate in its design.

Ultimately, the goal is to get those of us who live in Spain to look to the future and to do so in
ways that are different to how we look at the present - with more audacity, a greater focus on

agreement, and with greater self-confidence. We are capable of achieving this. We must achieve
it. We owe it to our parents and to our children.

N )

Pedro Sanchez Prime Minister of Spain
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THE PROJECT

Spain 2050 is a strategic foresight exercise that has a dual goal:

— To improve our understanding of the social, economic and environmental challenges and
opportunities that our country will face over the coming decades; and

— To create a multi-stakeholder dialogue that generates a Long-Term National Strategy that
will allow us to set priorities, coordinate efforts, and ensure the prosperity and well-being
of our citizens in the future.

This study is a first step in this direction. In preparing this document, we have divided the 27 EU
Member States into three groups of countries based on their level of performance (low, medium
and high) according to a set of standard economic, social and environmental indicators. We then
analysed how, over the last thirty years, Spain has successfully moved from the low to the medium
performance group in regard to most of these indicators and asked what we would have to do to
join the high-performance group (which we call the "EU-8") in the next thirty years.

The result is a set of Fundamentals and Proposals that includes:

— adiachronic and foward-looking analysis of nine major challenges that Spain will have to
overcome between now and 2050 if it wants to consolidate its position as one of Europe's
most advanced countries;

— more than 200 proposals to achieve this; and

— a set of 50 quantitative targets and indicators to use in designing areas of action, taking
specific measures, and monitoring progress over the coming years.

These Fundamentals and Proposals have been drawn up by the National Office of Foresight
and Strategy of the Spanish Government along with a hundred renowned experts from different
generations, political views and a range of disciplines (economics, environmental sciences,
demography, sociology, history, political science and law, among others). Support was also
provided by several government departments, the AIReF, the Bank of Spain and the European
Commission's Joint Research Centre.

Thinking about the future is a State responsibility, not a governmental one, because the time
horizon of the exercise spans several parliamentary terms. For this reason, the analysis has been
conducted from a non-partisan perspective that places methodological rigour and empirical
evidence above political positions. The entire study is based on a broad empirical, measurable and
verifiable base, consisting of over 500 data series and some 1,650 scientific publications - mostly
peer-reviewed academic articles and reports produced by European institutions, international
organisations, think tanks and third sector entities of proven technical competence.

The study, therefore, takes a national approach. The aim is neither to endorse nor refute any
political party's programme, although it does aspire to help all of them, as well as public
institutions, companies, NGOs, trade unions, universities, foundations, associations and other
organisations of our civil society.
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We present it not as a fait accompli, but as an initial proposal that will need to be improved and
completed over the coming months through a national dialogue involving all the stakeholders of
the country.

We believe that Spain must look more to the future and that it should do it in a way that differs
from the way it tends to look at the present: that is, with less confrontation, more scientific rigour
and greater optimism. Our hope is that this exercise will help to achieve this.

ANALYSIS

The content of Spain 2050 can be summarised in three central ideas:
I. Spain has improved considerably in the last four decades of democracy.
I1. Spain faces great present and future challenges.

I11. Spain can overcome them all and position itself as one of the most advanced countries
in Europe by the middle of the century.

We believe these three statements are simultaneously empirically true and that any strategy we
design should take them into account.

I. Spain has improved considerably in the last four decades of democracy

Over the past forty years, Spain has undergone a profound transformation that, in many respects, is
exemplary and unique on a global scale. In just four decades, we have gone from an impoverished
country poorly connected with the rest of the world to a prosperous and open country, with a
modern business environment and an extensive welfare state that has allowed us to reach, or
even surpass, the EU-27 average on a wide range of indicators.

Economic progress has been more than remarkable. Between 1978 and today, our per capita
income has doubled; our employment rate has increased by 15 points (which is equivalent to
generating 8 million net jobs); and our infrastructure network has improved to become one of the
top 10 in the world. At the same time, our companies have successfully integrated into international
trade and financing networks, increasing our trade openness rate from 27% of GDP to over 67%
(that is, more than countries such as France or Italy), and making Spain a world leader in sectors
such as tourism, construction, transport, renewable energies, agri-food, banking and fashion.

The quality of our human capital has also improved immensely. Between 1978 and today, the
average number of years that our population spends in education has doubled; the school dropout
rate has fallen from 70% to 16%; and the proportion of people with higher education (university
or higher vocational training) has increased from 16% (among those born in the 1940s) to
47% (among those born in the 1980s). As a result, the skills of our population have improved
dramatically, at a rate only comparable to that of Finland over the same period, and are practically
in line with the EU-27 average.
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This progress would have been impossible without the advances and consolidation of our welfare
state, whose capacity to provide quality public services and to support those most in need has
increased steadily since the transition to democracy. Today, inequality is down by 37% (doubling
the early 70s rate), the State provides us with universal and first-class health cover and supports
more than a million people who have dependency needs. Among other things, this has enabled
Spain to achieve one of the loftiest goals to which any country can aspire: to have the third highest
life expectancy in the world, surpassed only by Switzerland and Japan. Our country's millennials
will live, on average, 36 years longer than their grandparents, and 18 years longer than their peers
in Morocco. They will also do so in better health.

On the institutional front, Spain’s progress has also been enormous. In 1980, the Museum
of Modern Art in New York refused to return Picasso's Guernica, arguing that the necessary
democratic freedoms did not yet exist in our country. Today, Spain is, according to all indexes,
one of the fullest democracies in the world, with levels of electoral reliability, freedom, social rights
and citizen security higher than those of countries such as France or the United States.

In the area of social inclusion, our progress has been equally remarkable. Spain records one of
the lowest gender gaps (in employment, wages, education, rights and political participation) in
the EU and become a country that is tolerant of differences and otherness. According to the latest
data, Spain is one of the ten best countries in the world to live and work as a woman, and one of
the most respectful of people's sexual orientation, religion and culture.

It is also one of the countries most concerned about the climate emergency. In the last two
decades, Spain has reduced the amount of municipal waste it produces by 27%, lowered pollution
in its cities, and increased its electricity generation from renewable sources to 100,000 gigawatt
hours - enough to power more than half of its homes. Thanks to this, Yale University's latest
Environmental Performance Index ranks us as the 14th most sustainable country on the planet.

All these data illustrate something that should never be forgotten: Spain is a success story. When
we think about what is happening by limiting ourselves to the immediate present, it is easy to
succumb to pessimism and the feeling that "things aren't getting better" or that "they are getting
worse". However, when the empirical evidence and medium- and long-term trends are analysed,
itis clear that our country is on a positive trajectory on most fronts.

II1. Spain faces severe challenges - now and in the future

Of course, this does not mean that Spain does not have problems or that it should be satisfied
with what it has achieved. It is undeniable that many of the changes between 1978 and 2008
were insufficient or inadequate, and that they were often built on weak foundations which, with
the crises of 2008 and 2011, began to collapse. Today, the country still has major challenges and
faces significant challenges which, if not overcome in the coming decades, will continue to limit
our ability to grow in a sustained and sustainable manner in the future; will continue to make us
more vulnerable to crises; and will prevent us from converging with the most advanced countries
in Europe in terms of key aspects for economic development, environmental sustainability, and
social equity and welfare. Of these many challenges, we look at nine here, which we believe will
be particularly relevant to our future.
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Chapter 1 examines the challenge of productivity and the pattern of economic growth. Despite
the many advances made since 1980s, Spain today still has a level of productivity considerably
lower than that of its European neighbours. This means that we generate less wealth and
opportunities than other countries around us - something that is compromising the development of
the whole society and explains the lower salaries, longer working hours, and poor competitiveness
of many of our companies.

The demographic ageing that will take place in the coming decades could aggravate this situation.
Itis estimated that by mid-century, the Spanish population between 16 and 64 years of age could
fall by 3.7 million to below 27 million (1996 levels), even ifimprovements are achieved in the birth
rate and hundreds of thousands of immigrants arrive every year. In the absence of productivity
improvements, this contraction of the labour force could cause our economy to stagnate between
2023 and 2050, with annual GDP growth of between 0.3% and 1.1% - well below the 2% growth
we saw between 1996 and 2019. This would push us even further away from the advanced
countries of Europe.

To avoid this negative scenario, Spain will need to make a firm and decisive commitment to
education (from birth to old age), redouble its efforts in R&D, accelerate the modernisation of
its business environment by taking advantage of the opportunities of digitalisation and green
transition, promote the growth of its small- and medium-sized companies, reduce as far as
possible the distortions created by administrative obstacles, and successfully tackle the issue
of the black economy.

Chapter 2 examines the challenge of educating the younger population. While it has improved
considerably, our education system still does not perform to the levels of most of the countries
around us. This can be seen, among other things, in our high retake and dropout rates, as well as
our learning outcomes, which are still below the EU-27 and OECD average. Without significant
reforms, these shortcomings will continue to hamper the country's prosperity and the lives of our
population. Between now and 2050, 3.4 million students could have to retake courses, 2.2 million
could drop out of school prematurely, and Spain could be surpassed in learning and educational
outcomes by countries like Portugal, Hungary and Latvia.

To avoid this, Spain will need to carry out extensive reforms of its education system, taking
advantage of the benefits that both digitalisation and demographic change will offer. We need
to transform teachers' careers, modernise the curriculum, expand the autonomy of our schools,
create an effective evaluation system, strengthen support mechanisms for the most disadvantaged
groups, and promote education from 0O to 3 years of age. The goal must be to become one of
Europe's education powerhouses by the middle of the century.

The third chapter addresses the challenge of training and requalifying the workforce. In the
last four decades, Spain has greatly increased its proportion of the population with a third-level
degree (university or higher vocational training) and has converged with the EU-8 countries.
However, it still has an excessively high proportion of people (48% of the active population)
without professional training. This affects productivity, employment and the welfare of the whole
country. Furthermore, our adult population has a considerably lower mastery of basic skills than
our European counterparts. So much so that, in Spain, people with a third-level education have
a lower level of reading literacy and mathematical ability than those with a baccalaureate in the
Netherlands.
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In the future, as the knowledge economy advances, as technology transforms our business
environment, as the working population shrinks, and as global competition increases, these
shortcomings will become more acute for the country. And having a well-trained, up-to-date
workforce will become even more important. In order not to be left behind in this emerging
scenario, Spain will need to: reduce the population with only secondary education (from the
current 40% to 15%); significantly increase the proportion of people who obtain a university or
higher vocational qualification; and put in place a comprehensive retraining system that will allow
us to upskill or reskill at least one million workers (employed and unemployed) every year. Only
then will we be able to reap the productivity gains we need, successfully implement the green
transition, and ensure the long-term sustainability of our welfare state.

Chapter 4 explores the climate and environmental challenge. Like most developed countries,
throughout the 20th century, Spain adopted a pattern of economic growth based on the abusive and
linear use of natural resources ("extract, produce, consume and dispose"). This pattern has caused
unprecedented environmental degradation and has set in motion a climate crisis that could have
catastrophic effects in the near future. The Spain of 2050 will be warmer, drier and more unpredictable
than today. If we do not take decisive action quickly, droughts will affect a further 70% of our territory;
fires and floods will become more frequent and destructive; sea levels and temperatures will rise;
key industries such as agriculture and tourism will suffer severe damage; 27 million people will live
in water-scarce areas; and 20,000 people will die each year from rising temperatures.

To avoid this scenario, we will need to become a circular, carbon-neutral economy by 2050, take
steps to minimise the impacts of climate change, and transform the way we relate to nature. This
will involve, among other things, radically changing the way we produce energy, move around,
and produce and consume goods and services. We must take advantage of our great wealth in
renewable energy sources, electrify transport, reinvent value chains, rethink our use of water,
minimise the waste we generate, invest in organic farming, and promote green taxation. This
will have to be done in record time, without reducing the competitiveness of our economy, and
without leaving anyone behind.

Chapter 5 looks at the challenge of adapting our welfare state to a society that is living longer.
Over the next three decades, the life expectancy of the Spanish population will continue to
increase (potentially by more than 3 years), which will lead to strong degree of ageing within our
demographic pyramid. In 2050, one in three Spaniards will be 65 or older, and for every person
in this age group there will be only 1.7 people between the ages of 16 and 64 (today, there are
3.4). Potential possible improvements in the birth rate and a potential increase in immigration will
not be able to completely reverse this scenario. Demographic ageing will bring important social
and economic opportunities to the country, but also a significant challenge to the sustainability
of our welfare state. By the middle of the century, health spending could rise by more than 1 GDP
point, public spending on pensions could increase by up to 5 GDP points, and the number of older
people benefiting from care could double, with public spending on care rising from 0.8% today
to more than 2% of GDP by 2050.

In order to deal with these changes, Spain will need to commit to technology, redesign part of its
National Health System, ensure the sustainability and adequacy of its public pension system, and
ensure that older people play an increasingly active and satisfactory role in the economic and social
life of the country. The way we think about old age and the division between work and retirement will
also have to change - something that will benefit not only the state but also the public as a whole.
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Equally important will be knowing how to structure and organise balanced, fair and sustainable
territorial development; a challenge addressed in chapter 6. It is estimated that in 2050, 88% of
our population will live in cities and that rural Spain will lose almost half of its current inhabitants.
If we do not take action, large cities and their metropolitan areas will become larger and less
sustainable, and problems such as access to housing and social segregation will worsen, especially
in cities like Madrid, Barcelona and Valencia. Conversely, many rural towns and medium and small
cities will lose their economic dynamism and suffer a sharp decline in terms of society and assets.

To mitigate these processes, we will need to restore the compact and proximity city model
typical of Mediterranean culture; promote the creation of public and social housing; encourage
the refurbishment of buildings; and transform the mobility model in favour of public or shared
transport and the pedestrianisation of urban spaces. At the same time, we will need to revitalise
rural Spain and medium-sized cities through a firm commitment to technological integration,
public transport, remote working and economic diversification, taking advantage of the green
transition, digitalisation and the development of the silver economy (which is associated with
the needs of people over 50).

Chapter 7 examines the shortcomings of our labour market and potential future developments
within it. Spain continues to record disproportionately high levels of unemployment and job
insecurity that are splitting our society into two and damaging the prosperity of the whole country.
This problem could be aggravated in the coming decades by the demographic and technological
transformations that will take place. On the one hand, if we do not increase the rates of people
getting into work, ageing could lead to a fall in the number of employed people at a rate of -0.5%
ayear between now and 2050, compared with the 2% increase we saw between 1995 and 2019.
To avoid this scenario, we will need to raise the employment rate of women, young people and
people over 55; encourage legal immigration; and foster the recovery and attraction of talent.
On the other hand, the general spread of digital technologies will lead to a strong modernisation
of our business environment that, in the short term, could result in job losses and a worsening
of the working conditions of certain groups. To neutralise this risk, a strong expansion of active
employment policies will be required; the regulatory framework will need to be adapted; and
social safety nets will have to change to protect people rather than jobs.

These measures will also be essential in confronting another of the great challenges facing our
country: to reduce levels of poverty and inequality. This is the focus of chapter 8. While Spain
has improved considerably in terms of redistribution and social protection, it is still today what
it was three decades ago: the EU country with the third highest income inequality and the fourth
in terms of risk of poverty. In regard to wealth, the situation is somewhat more favourable, with
a level of inequality in Spain similar to the EU average. However, for some years now there has
been a worrying trend towards a concentration of wealth, with particularly sharp inter-generational
differences. So far this century, the wealth gap between 65-year-olds and 35-year-olds has
doubled, and now resembles that of the United States.

Without improvements in productivity and employment, and changes in the education system,
inequality will continue to increase in the future, aggravated by trends such as demographic
ageing and technological transformation. To avoid this, our country will, among other things, need
to change its growth pattern, reactivate upward social mobility, tackle the housing problem, and
undertake a gradual but profound tax reform that will provide the system with greater revenue-
raising capacity and progressiveness and allow social safety nets to be strengthened.
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Ultimately, all of the reforms listed should serve to achieve one goal: to increase the welfare
of all citizens until Spain becomes one of the happiest countries in the world. After all, this is
the purpose of public policies and of scientific, economic and social progress. How to turn that
progress into greater well-being is examined in chapter 9.

III. Spain can overcome these challenges and position itself as one of the most advanced
countries in Europe by the middle of the century

Overcoming these challenges will not be easy, but it is perfectly possible. The trajectory analyses
and comparative policy exercises in this study indicate that, if it puts its mind to it, Spain will be
able to weather the difficulties that future trends will bring, take advantage of opportunities and
thus converge with the EU-8 countries by 2050. In fact, to achieve this, in many cases it will have
to implement reforms and improvements similar in difficulty and magnitude to those already
implemented over the last four decades. If we succeeded in doing it in the past, we can do it
again, aided by the socio-economic transformations that the pandemic has accelerated and the
ambitious recovery funds and plans that the European Union has set out.

Let’s consider, for instance, the economic challenge. To catch up with the EU-8 countries and
close the per capita income gap with them, Spain will need to foster its productivity by 50%
between now and the middle of the century, while increasing its employment rates. It may seem
like a lot, but the truth is that several European countries (including our own) have already made
similar progress in the recent past. The fact that Spain is starting from lower levels of productivity
and employment, and that there are favourable trends underway (such as digitalisation and the
development of artificial intelligence, women's educational and employment equality, increased
training, and the green transition) increase our chances of achieving this.

The same possibilism should guideour approach to challenges relating to human capital. To
coverage with the EU-8, Spain must do two things: improve its learning levels (for instance, with
a 20-point increase in the PISA standardised tests) and increase the proportion of the population
aged 25-34 with more than compulsory secondary education by 23 percentage points. Can it be
done? We think so. For two reasons. First, because Spain has already made similar progress in
learning and coverage in the recent past. Second, because the demographic and technological
transformations that are already taking place will serve as a tailwind to achieving this. By 2050,
Spain will have almost one million fewer students between the ages of 3 and 24. This will allow
us to double spending per student to the level of, for example, Denmark without incurring a
significant increase in public spending. This injection of resources, together with the widespread
use of technologies such as big data, will help us to combat more effectively phenomena such
as school dropout and segregation; uncover and make better use of the potential of the younger
population; and reap the gains in coverage and learning that we need in order to place ourselves
at the forefront of European education.

As far as training the working population is concerned, the truth is that we already have the
institutions, infrastructures and human resources necessary to articulate the comprehensive
retraining system needed. What is needed now is to implement a series of gradual regulatory and
cultural changes which, to a certain extent, are already underway. If Spain was able to create almost
2 million training places in higher vocational training and university between 1980 and 2020, then
it must be able to create a million places for much shorter training programmes between now and
2050 - especially if it makes use of digital technologies and hybrid teaching formats.
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Turning to environmental matters, the challenges we will have to overcome in the future are
particularly significant. To curb climate change and avoid its most harmful effects, our country,
like the rest of the world, will have to go through profound transformations that will enable it
to become a carbon-neutral and resource-efficient society, with sustainable and responsible
consumption and production patterns. At the same time, Spain will need to increase its resilience
to climate change, adapting to emerging risks and transforming the way we relate to the natural
environment. Doing so will not be easy, and our track record to date warns us of the need for
strong and immediate action in the coming years. Nevertheless, we can be optimistic based
on the changes that have taken place since the beginning of the century (in terms of recycling,
efficiency in the use of materials, water and energy, and the expansion of organic crops) as well
as the plethora of legislative, economic and technological initiatives that are already underway.
To the extent that most experts agree that Spain will play a leading role at European level in the
green transition.

We should also be optimistic about the challenges posed by increasing longevity. The key is
to understand that the cost to the State is determined not only by the number of years that
citizien live, but also the degree of health they enjoy until the time they die, and their level of work
and social activity up until then. Old age in the future will not be the old age of the past. It will
start much later, will be more dynamic, and will not be so closely associated with phenomena
such as inactivity or dependence. This means that, if we make the necessary institutional and
cultural changes, in the coming decades the employment rate of older Spaniards could increase
considerably and because they themselves wish it. Along with a series of reforms in our health
system and the increase in public revenue that will be achieved by the means described in this
Strategy, this could mean that by 2050 public spending in Spain on pensions, health and care
services will increase, but at a manageable level of no more than 25% of GDP, which is similar to
that of countries like Austria and France today.

Another of the great challenges our country faces is guaranteeing the habitability, social cohesion
and environmental sustainability of its cities while mitigating rural depopulation and ensuring
territorial balance. Between now and 2050, the proportion of the Spanish population living in
cities will increase by more than 8 percentage points - something that could undoubtedly put
additional pressure on current challenges such as access to housing, social segregation and
environmental sustainability. However, we must not lose sight of the fact that, in the last four
decades, Spain has already recorded a similar increase in urbanisation and that, even so, its
levels of residential quality, access to housing, public safety and environmental pollution have
improved or remained stable at levels comparable to those of the European average. If we were
able to manage the urbanisation process relatively successfully in the past, we should be able to
continue to do so in the future, helped by new technologies, phenomena such as teleworking and
shared mobility, the increase in social housing, the generalised use of alternative housing tenure
formulas, and a much more sophisticated and comprehensive knowledge of urban planning and
socio-economic and territorial dynamics than existed in the past.

In some cases, the depopulation of rural Spain will not be halted. But this does not mean that all
villages will empty or that opportunities and quality of life for people living in them will be reduced.
Advances such as 5G, satellite internet and robotics will allow us to bring employment (remote
working) and services (health, education and transport) to places where they have not reached
so far; the silver economy, tourism and organic farming will boost economic and social activity in
many villages; and the energy transition will provide clean energy and new job opportunities even
in the most remote parts of the country. In 2050, fewer people will live in rural Spain, but those
who do could live better than they do now.
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Adapting our labour market to the new social, economic and technological realities must also
be approached from a possibilist perspective. Demographic change will substantially reduce our
labour force, but if we manage to cut the unemployment rate and raise the employment rate to
the current levels of the most advanced countries in Europe (that is, a 15-point increase to 80%),
we will be able to neutralise to a large extent the negative effects of ageing. From losing 2.5
million potential jobs, we will create 1.5 million by 2050. The same will happen with technological
transformation. History teaches us that technology always ends up creating more jobs than it
destroys. If we are able to take advantage of all its benefits, we will generate new jobs, increase
productivity and improve working conditions for the majority of the working population.

Another aspiration must be to reduce inequality and poverty rates. If we succeed in laying
the foundations for economic growth based on productivity gains and creating stable, quality
employment, we will be able to improve the purchasing power of the population as a whole;
greatly reduce the effects of economic crises on inequality and poverty; and generate sufficient
public revenue to increase social spending. If we also improve the quality of our human capital
at the levels covered by this study, we will manage to reactivate upward social mobility and
provide more and better economic and employment opportunities for our population. Reducing
inequality to the levels of the most advanced countries in Europe and halving our poverty rate
by 2050 is entirely feasible.

The same possibilist approach can and should be applied to other challenges that may arise
in the future. Spain has severe shortcomings and will face significant obstacles between now
and 2050. Even so, the truth is that, since it has existed as a country, Spain has done nothing
but progress and there is no reason to think it should stop doing so now. The future is brighter
than we think.
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THE PROPOSALS

Of course, progress will not happen on its own. In order to continue improving and converge with
Europe's most advanced countries, today's generations living in Spain will need to implement
profound reforms and bold and sustained initiatives over time.

This study suggests more than 200 that can be summarised into 12 main fronts:

— A firm commitment to improving the education of our population - from birth and
throughout life.

— Robust and ambitious support for innovation on all areas, not only in the scientific-
technological field.

— Strong modernisation of our productive system and business culture.
— Transition towards a sustainable and environmentally friendly model of development.

— Dramatic expansion of opportunities for young people, especially in areas such as
education, employment and access to housing.

— Achieving full gender equality.

— Encouraging legal immigration and attracting foreign talent as additional ways to boost
our economy and underpin the viability of our welfare state.

— Strengthening public services, with a special focus on education, health and care.

— Redesigning social benefits to move progressively towards a model that protects citizens
on the basis of their needs and not only on their employment history.

— Reforming our tax system to increase its revenue-raising capacity and improve its
progressivity, so that it is able to finance the strengthening of our welfare state without
compromising the sustainability of public accounts.

— Modernising public administration to create efficiency gains, and improving the policy-
making process through a greater attention to empirical evidence, experimentation,
evaluation, social collaboration, and the analysis of trade-offs.

— A core commitment to the rights and interests of future generations. The decisions we
take today cannot end up jeopardizing our children's well-being.

It is difficult to achive that which cannot be measured. Therefore, we have created a dashboard
that includes 50 specific goals that Spain should meet by 2050 if it wants to converge with the
most advanced countries in Europe. When designing and selecting these, we have tried to adhere
to the following three conditions:
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— The goals are quantifiable. That is, they all can be measurable using datasets that are
European in scope, regularly published, and widely approved by the academic community.

— The goals should be ambitious but realistic. The convergence pathways have been
designed through a careful analysis that takes account of past trajectories, projected
future trends, dozens of comparative policy cases and the interdependence between
goals.

— The goals and indicators are capable of being updated and can be modified or replaced
by others as the current situation changes, so that they do not end up being obsolete by
2050.

JUST THE FIRST STEP

These goals and measures are merely a proposal - an initial draft that will need to be completed
over the coming months through a national dialogue involving the country's main stakeholders.
They will need to be reviewed every few years in response to new social, economic, environmental
and technological realities as they arise. In other words, this study is not intended to be a rigid
roadmap for change, but an invitation to change. A call for reflection, dialogue and collective
action.

We humans cannot predict the future, but we can dream it, plan for it and make it a reality. Let's

be optimistic. Let's regain confidence in progress, in our country and in ourselves. The well-being
of current and future generations depends on it.

Executive Summary m Spain 2050 25






Introduction

TOWARDS A
LONG TERM
NATIONAL
STRATEGY






THE LONG TERM: WHY LOOK T0 20507

We humans are short-sighted creatures. Our brains went through their main evolutionary leap
300,000 years ago, in a world where our sapiens ancestors were subjected to immediate threats
(the big cat that preyed on them in the savannah, the infection that killed them in a few days) and
when the precariousness of science and technology meant that the consequences of their actions
barely extended a few decades in time. As a result, we ended up building a strong cognitive bias
towards the short term.* Our minds are designed to prioritise immediate benefits and threats
over those in the future. This is why we find it so hard to stop smoking or to start exercising, and
why we tend to put off indefinitely changes that benefit our lives.

Social institutions, and later States, were created to mitigate this natural inclination towards
the short term and to look after the interests of society in the more distant future. "The origin
of civil government," wrote the Enlightenment philosopher David Hume in 1739, is that "men
are not capable of correcting, either in themselves or in others, the narrowness of thought which
makes them prefer the present to that which is remote."?

Unfortunately, today's democracy has ended up exacerbating short-termism instead of offering
a solution to it. In recent decades, the acceleration of technological change, globalisation, the
digitalisation of the public debate and a range of institutional changes have meant that Western
countries' political horizons have narrowed dramatically. Today's governments face more
frequent elections than ever before; they need to manage increasingly rapid social, economic and
technological processes; and they have to deal with a frenetic news flow in which "current" affairs
last only a few hours and where events are rarely analysed with the necessary depth and calm.

Theresultis anincreasingly short-sighted society, in which that which is urgent tends to overshadow
that which is important and tactics prevail over strategy. The costs of this short-termism are high:
decisions that backfire due to lack of anticipation, missed opportunities, laws that quickly become
obsolete, and problems that are addressed too late.? Short-termism is damaging our well-being
and is preventing us from effectively addressing the great challenges of our time. Phenomena such
as climate change, demographic ageing, low economic growth, inequality, educational stagnation
and democratic discontent are not new: they have been decades in the making. And if they are
as significant as they are today, it is partly due to our inability in the past to anticipate them or to
tackle them by implementing far-reaching reforms that are sustained over time.

Short-termism is also mortgaging the welfare of future generations. Just as Europeans of the
past colonised other parts of the world and used them to compensate for the shortcomings of their
economic growth patterns and social models, we 21st-century Europeans are using the future
as a sort of distant colony into which we are pouring all the inefficiencies of the current system:
environmental degradation, technological risks and social fracture.* In a way, we are "colonising
the future,”" putting the rights and interests of the 47 million people who live in Spain today before
those of the approximately 44 million who will inhabit it over the next century.® This is not just
wrong from a strictly economic point of view, it is also ethically unacceptable.

Fortunately, more and more countries are opening their eyes to this problem. In recent years, a
number of governments have launched initiatives aimed at increasing the time horizon for their
political actions and developing their capacity for "anticipatory governance." Evidence of this
include: the setting up of strategic foresight units in several countries around the world (Germany,
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Canada, France, Finland, Singapur, Sweden and the UK, among others); the proliferation of long-
term multi-sector plans (such as Agenda 2030 or the Roadmap to a low-carbon economy by
2050); and the creation of institutions and legal frameworks designed to protect the rights of
future generations® (for example, Walle’s Well-being of Future Generations Act.)

The pandemic has accelerated this trend. The disruptive impact of the coronavirus has reminded
many governments that they can no longer rely on traditional methods of policy-making and
that they need analytical tools that allow them to rethink the future, anticipate scenarios, and
articulate structural responses over the long term. So much so that, in the last year, several of
our neighbouring countries (like France, the UK and the US) have begun preparing grand strategies
to adapt to a post-Covid world,” and The European Commission has set up a Vice-Presidency of
Foresight and the EU-wide Foresight Network aimed at making foresight a key part of Europe’s
policy making.®

With the creation of its National Office of Foresight & Strategy in 2020, Spain joined this
movement and resumed the path that had been established in 1976 when Adolfo Suarez set up
the National Foresight Institute within the Office of the Prime Minister, mandating it to study “the
problems of the future in a multi-disciplinary way” and to assist the country during the crucial
years of transitioning to democracy.*°

Spain is now facing a decade of change as dizzying and decisive as it was then. This is why it is
essential for our country to look ahead once more and develop a Long-Term National Strategy that
help us to anticipate the challenges and take advantage of the opportunities that megatrends
such as climate change, demographic ageing and technological transformation will bring in the
coming years. As we will discuss below, it is not a question of forecasting the future, but of
understanding it better through the objective analysis of empirical evidence, and of fostering the
national dialogue needed to build it.

THE METHOD: DIACHRONIC ANALYSIS AND STRATEGIC FORESIGHT

Spain 2050 is a strategic foresight exercise that has a dual goal:

— improve our understanding of the social, economic and environmental challenges and
opportunities that our country will face over the coming decades; and

— create amulti-stakeholder dialogue that generates a Long-Term National Strategy that will
enable us to set priorities, coordinate efforts, and ensure the prosperity and well-being
of our citizens in the future.
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This study is a first step in this direction. It contains:

— a diachronic and prospective analysis of nine major challenges that Spain will have to
overcome between now and 2050 if it wants to consolidate its position as one of Europe's
most advanced countries;

— more than 200 proposals to achieve this; and

— a set of 50 quantitative goals and indicators to use in designing areas of action, taking
specific measures, and monitoring progress over the coming years.

These Fundamentals and Proposals have been drawn up by the by the National Office of
Foresight and Strategy of the Prime Minister's Office and a team of more than a hundred
renowned experts who have worked ad honorem and with full independence more than 900
hours of research and debate. Most of them are scholars in Spanish and foreign universities,
although there are also analysts from international institutions, think tanks, think tanks and NGOs.
Two criteria have been used for selecting them: merit (we have chosen people who have published
top-notch research on the topics addressed) and diversity (we have tried to achieve diversity in
terms of age, gender, geographical origin, academic discipline and political sensitivities).

In addition to these experts, the Office has had the valuable support of several government
ministries, the AIReF, the Bank of Spain and the European Commission’s Joint Research
Centre, and has held meetings with specialists from international organisations like the World
Bank, the OECD and the United Nations.1t

We have divided the exercise into two phases:

I. In the first phase (scenario-building), we created a range of future scenarios (scenario-
building) to serve as a basis for reflection and strategic conversation. Contrary to popular belief,
these scenarios are not predictions but rather descriptions of probable futures. To craft them, we
examined the previous evolution of the main demographic, societal, economic, technological,
environmental and institutional trends*? in Spain and Europe. Then, we projected their potential
future evolution combining the (economics, environmental sciences, demographics, sociology,
history, political science and law) with qualitative and quantitative foresight techniques.*?

No one can predict the future. Social change is not governed by universal laws like physics. And
it is constantly altered by accidents, individual decisions, and disruptions that are impossible to
anticipate. However, it also depends on the continuity of certain institutions, the recurrence of
many social behaviours, and the prevalence of long-term structural processes that are subject
to economic, environmental and legal constraints that make them less susceptible to short-term
changes and, therefore, easier to anticipate. Good examples are demographic changes,* labour
market shifts,'®> and climate transformations?®¢. In this study,” we use these stuctutal processes
to project trends and establish a restricted range of probable futures—which in turn helps us
to reflect on our options, map uncertainty, and design effective and resilient long-term policy
strategies.
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For practical reasons,*® we have reduced the range of working scenarios to two [Fig. 1]:

— A baseline scenario that projects past trends on the assumption that no major changes
occur.

— A convergence scenario that assumes the occurrence of major changes that allow Spain
to reduce or close its gap with the most advanced member states of the EU on key issues
such as human capital, employment, productivity, sustainability and social welfare.

The use of just two scenarios helps us to make the exercice more accesible to the general public,
to illustrate better the differences between action and inaction, and to find shared goals.

Fig. 1. Scenario building (phase I of the exercise)

Present Futures

2030 2040 2050

II. In the second phase of the exercise (backcasting), we outlined a realistic roadmap that
would allow Spain to move from its current state to the desired converge scenario. Such
roadmap includes 50 specific goals and indicators and over 200 concrete policy measures to
achieve them [Fig. 2]. This was done in the knowledge that nothing can be set in stone and that
most of these goals, indicators and measures will have to be revised and updated over time, so
they are adapted to the changing priorities of citizens, the information avaliable, and the new
societal, economic, enviromental and technological realities that will arise.

Spain 2050 = Introduction



Fig. 2. Backcasting (phase II of the exercise)

Desirable
future
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Some people may find this approach strange or inadequate, but the truth is that this is how
major transformations usually happen. The scientific community decided to search for the Higgs
boson in 1964 - at a time when neither the knowledge nor the technology to do so existed. They
set the goal, mobilised resources, started experimenting and, in 2012, after half a century of
work, they found it.

The European Union was born out of a similar process. After the Second World War, a number
of intellectuals created the vision of an association of countries united in common values and
interests, without knowing how this could be achieved. This vision gave way to a dialogue, which
inturn led to the cultural and institutional transformations that eventually resulted in the creation
of the Union that we are today. The same approach drives initiatives such as the 2030 Agenda
(2030 Agenda en cursiva) and the missions of the Horizon Europe 2021-2027 programme.

Very often, major transformations often begin with the creation of a shared vision; a distant goal
that helps us set priorities, coordinate efforts, and make sense of decades of effort. When such
visions are created, there is not usually a detailed roadmap. Their design emerges progressively,
through study, negotiation, experimentation, and constant adaptation to changing circumstances.

If the day-to-day political debate is not as constructive and cohesive as it should be, it is often
because the first step has been skipped: the shared vision, the common goals, have not been
set. Where we want to end up has not been stated explicitly and, as a result of this void, the
discussions about which path to take result difficult, tense or even useless.

Strategic foresight seeks to solve this problem by placing the search for future goals at the
very centre of the conversation. It focuses on the identification of common and realistic goals
based on historical experience and empirical evidence. Success stories from countries such as
Finland, Canada, the UK and Singapore illustrate the many benefits of this method:*®
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— It serves to anticipate risks and opportunities that are often not evident in the immediate
present, which in turn saves time and enables us to respond proactively (rather than
reactively) to them.

— It helps with setting priorities.

— It opens the mind to new possibilities.

— It reveals the costs of inaction.

— It enables the design of more resilient policies.

— t helps to bridge differences, bring positions closer together, and reach agreements
because:

« Negotiations that start from clear and ambitious goals tend to general better
outcomes.?®

+ Anticipatory outlooks allow all prties to better understand the potential consequences
of a given course of action and this. in turn, helps positions to converge.

+ The level of resistance to change is lower, the less immediate or disruptive the change
is perceived to be is perceived to be (in other words, measures tend to have a higher
approval when they are progressive and when a transitional period for the adaptation
of all the affected stakeholders is envisaged.

In summary, the use of strategic foresight has great advantages, which is why it is widely used
by the world’s most advanced governments, businesses, and international organisations. It
does not predict the future, but it does help face it, and it fosters an informed and constructive
conversation about the crucial issues that will mark the future of a country and its inhabitants
over the medium and long term.

Our methodological principles
Ten methodological principles guided the design and execution of this exercise:

Avision for the country. Policies for the future need to be State policies, not government policies,
as they need to span several legislatures. For this reason, our analysis has been conducted from
a non-partisan perspective that puts data and empirical evidence before political positions. This
Strategy intends neither to endorse nor refute any political party’s programme. It does, however,
aspire to help them all, along with public institutions, companies, NGOs, trade unions, universities,
foundations, associations and other organisations within our civil society.

Empirical rigour. In the field of foresight, there are plenty of sensationalist studies that attempt to
grab headlines with predictions that are as eye-catching as they are unfounded. In this exercise,
we have avoided such device and have based our analysis on a broad empirical, measurable and
verifiable base, consisting of over 500 data series aand some 1,650 scientific peer-reviewed
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articles and publications produced by international organisations, think tanks, and non-profit
entities of recognized technical competence.

European ambition. We divided the 27 EU Member States into three groups of countries based on
their level of performance (low, medium and high) according to a set of standard economic, social
and environmental indicators. We then analysed how, over the last thirty years, Spain successfully
moved from the low to the medium performance group in regard to most of these indicators, and
asked what we would have to do to join the high performance group (which we call the “EU-8")
21in the next thirty years.

Comprehensive approach. Spain 2050 seeks to outline a holistic vision of Spain's challenges
and opportunities, taking into account both the interdependence between them (trade-offs and
synergies), and the need to address them through public-private collaboration and coordinated
action by all areas of government (the so-called Whole-of-Government Approach). To this end, all
plans and strategies drawn up by the national government’s departments, European institutions,
and international organizatioons have been examined [Fig. 3]. Special attention has been paid to
the Recovery, Transformation and Resilience Plan ??> and the 2030 Agenda.

Fig. 3. Some States plans and strategies that have been taken into account.
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Recognition of complexity. Public debate today tends to oversimplify reality, often presenting itin
a biased way that omits or minimises the existence of nuances, disagreements and uncertainties.
Thetruthis, however, that things are never simple, since all of them are part of the universe, which
is notoriously complex. This Strategy seeks to embrace and resolve that complexity and convey
itin a clear and accessible way to the public.

Applicable and transformative. Spain 2050 has been conceived as an applied research device
that aspires to be useful for society. Our work is part of the transformative foresight trend, which
consists of studying the future in order to change decision-making in the present. The aim is to
identify the likely futures that are to be avoided or achieved, and to suggest policies for doing so.
Each chapter therefore includes a series of concrete goals for the coming decades, along with
empirical indicators to measure them, as well as recommendations on how to achieve them.

Prioritising that which is important. We have left aside the issues that are of minor causal
relevance (and which tend to clog up the media debate), and have focused on the issues that are
truly decisive for the future of the country and we have also focused on guidelines for tackling
them.

Gender perspective. The gender perspective permeates the analysis of all the issues addressed,
with the conviction that, without eliminating the many structural inequalities that still afflict our
country, we will not be able to achieve the best possible future.

Transparency. The names of the experts who participated in the exercise, the databases used,
and the methodology employed are explained and available for anyone to download, compare
and use in their own analysis.

Agreement focused. Long-term policies need to be born out of agreement. Without it, they are
bound to die halfway through. Our intention has been to create a study that brings together the
consensus reached in recent decades by the academic community in relation to the different
challenges that our country faces now and in the future. It is obvious that empirical evidence
does not provide all the answers and that there will always be decisions that are more ideological
than technical in nature. But it is also true that science has more to say about how to govern a
country than we tend to acknowledge and that the points of disagreement are fewer and less
acute than the media debate lets on.2® Spaniards agree on many things. Experts do too. We must
take advantage of these shared visions to build a space of broad agreement - a solid pillar of the
State around which day-to-day policies can oscillate according to the different governments and
the public's changing views.
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ANALYSIS AND PROPOSALS: ACHIEVEMENTS, CHALLENGES AND
OPPORTUNITIES OF A COUNTRY FULL OF FUTURE.

Over the past forty years, Spain has undergone a profound transformation that, in many
respects, is exemplary on a global scale. In just four decades, our country has gone from an
agrarian-based economy, weak and poorly connected with the rest of the world, to a modern and
competitive economy, with a trade opennes rate higher than France and Italy, and a plethora of
leading companies in industries such as tourism, construction, transport, renewable energies,
agri-food, banking and fashion.

This economic development has allowed us to: generate more wealth as a country than at any
other time in our history; increase our employment rate by 15 points (which is equivalent to
generating 8 million net jobs); successfully incorporate women into the labour market; and double
our per-capita income. It has also helped us to build a welfare state of European standard that
provides high quality social benefits and public services to all citizens. As a result, skills levels
among the Spanish population have improved dramatically, at a rate only comparable to that of
Finland over the same period, and is now practically in line with the EU average.

At the intangible level, progress has been equally remarkable. Spain today is home to one of the
most inclusive, pluralistic and tolerant societies in the West. We have a higher level of freedoms
than the USA ,and a democracy that is ranked as one of the most complete and stable in the
world.

In short, ours is a great country and its short democratic journey is a clear success story.
When we think about what is happening by limiting ourselves to the immediate present, it is
easy to succumb to pessimism and the feeling that "things aren't getting better" or that "they
are getting worse". However, when the empirical evidence is analysed, it can be seen that Spain
is on a positive trajectory on most fronts. And in terms of many of them, it is already a global
leader [Fig. 4].

Introduction m Spain 2050

35


http://EE.UU

Fig. 4. Map of Spain's strengths
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Source: Authors' own, based on data from the different sources cited.

The EU-27 and the EU-8 represent the simple average of the values of each of their countries, based on the available data.
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Of course, this does not mean that Spain does not face significant problems or that it should be
satisfied with what it has achieved. It is undeniable that, in many respects, the changes that have
occurred so far have been insufficient or inadequate, and that many of them have not benefited
the entire population equally. Our country still has severe shortcomings in its productive sector,
its human capital and its institutional architecture and these have prevented it from converging
with its European neighbours in terms of key aspects for economic development, environmental
sustainability and social welfare [Fig. 5]. In addition, we face important challenges that, if not
successfully addressed in the coming decades, could worsen as a result of megatrends such
as demographic ageing, climate change, technological transformation, growing cities, and the
reconfiguration of the global order.

Of these many challenges, we look at nine here, which we believe will be particularly relevant
to our future in the medium and long term:

1. Be more productive for better growth.

2. Move to the forefront of education.

3. Improve training and retraining of our population.

4.Becoming a carbon-neutral, sustainable and climate-resilient society.
5. Get our welfare state ready for a longer-lived society.

6. Promote balanced, fair and sustainable territorial development.

7.Solve the deficiencies of our labour market and bring it into line with the new social,
economic and technological realities.

8. Reducing poverty and inequality and repairing the social elevator.
9. Broaden the foundations of our future well-being.

Why these challenges and not others? The selection is based on several criteria. We have focused
onthese nine because in our view they are: 1) key to the economic development of the country, the
prosperity and health of its population and the sustainability of the welfare state; and 2) because
there is abundant empirical evidence, academic studies and success stories in countries around
us from which we can draw lessons and ideas.

As can be seen, these challenges are eminently domestic, but they have all been analysed from
a European perspective and as part of the global reality under which they fall.

It is clear that the list does not reflect all our country's challenges. There are key issues that are
not explicitly mentioned but that are addressed in detail accros the chapters, such as scientific
and technological innovation, public administration modernisation, gender equality, and support
for young people, which, altought they are not explicitly mentioned, are addressed in detail and
apply across all the challenges. There are also important issues, such as Spain's role in the world
and the structuring of the autonomous State, that have been left out or have not been analysed
in the depth they deserve and which will be dealt with in future projects.
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Fig. 5. Map of Spain's weak

Areas in which our country is still in a low position compared to the most advaced countries in Europe
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Source: Authors' own, based on data from the different sources cited.

The EU-27 and the EU-8 represent the simple average of the values of each of their countries and based on the available data.
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A realistic ambition

Overcoming the above-mentioned challenges will not be easy, but it is certainly possible. For some
time now, there has been a sense of growing pessimism among the Spanish population. A number
of surveys reveal that many citizens believe the country will not be able to cope successfully with
phenomena such as technological change and youth unemployment. Consequently, they think
that present generations will end up having worse lives than their parents. This pessimism is a
common reaction among human beings when they think about the future.®* However, we are
convinced that, in the case of our country, it is unfounded.

The analysis of how far we have come and the comparative politics exercises contained in
this study indicate that Spain is making positive progress on practically all fronts and, if the
necessary changes were implemented, it would continue to do so in the future. This would
allow us to overcome the challenges discussed and experience immense economic and social
progress, which would lead us to surpass the EU-27 average in the next decade and converge
with the most advanced countries in Europe (EU-8) before 2050.

That is our proposed ambition for Spain. The Spain of 1978 dreamed of democracy, economic
development and full incorporation into the European community. Those dreams have
been fulfilled. The Spain of 2021 can, and must, look even further ahead. It must aspire to
sustainable and globally competitive growth and a strong, effective welfare state that raises
its population's well-being levels to the highest standards in the world.

This ambition is as necessary as it is realistic. To understand why, we need to avoid two mistakes
we humans tend to make when we look to the future. The first is focalism, which means focusing
attention only on some aspects of the phenomenon under analysis (generally the most negative
ones) and ignoring the rest.®> For example, when we think about the ecological transition, we
calculate the billions of euros we will have to spend on redesigning our production and transport
systems, but we forget the billions we will save on importing fossil fuels. Similarly, when we think
about digitalisation, we worry about the jobs that the new technologies will destroy, but not about
the many new ones they will create, nor the huge gains in productivity and working conditions
that will occur in most jobs. This biased way of looking at the future leads to pessimism and
prevents us from gauging our potential for change.

The other common mistake is to lose historical perspective. We often forget that most of the social
rights and material possibilities we enjoy today were completely unthinkable just fifty years ago.
This forgetfulness produces in us the blindness of immediacy, which means that any proposal far
removed from today's reality is discarded as utopian or unfeasible. Thus, only those goals that
are close to what already exists are accepted as "realistic". We must free ourselves from that
blindness and put our challenges in perspective. If we make the most of it, thirty years is a long
time. In fact, it should be borne in mind that the reforms and improvements that Spain will need
to make in order to converge with the EU-8 countries are, in most cases, similar in difficulty and
magnitude to those already implemented by Spain and other neighbouring countries during
the last four decades. If we did it in the past, we can do it again.
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The proposals

Obviously, nothing will be achieved by the simple inertia of history. To overcome our challenges
and converge with the EU-8, today's generation will have to carry out far-reaching reforms and
launch bold and sustained initiatives. This study suggests more than 200 that can be summarised

into 12 main groups:

— A firm commitment to improving the education of our population - from birth and
throughout life.

— Robust and ambitious support for innovation on all fronts, not only in the scientific-
technological field.

— Strong modernisation of our economy and business culture.
— Transition towards a sustainable and environmentally friendly model of development.

— Dramatic expansion of opportunities for young people, especially in areas such as
education, employment and access to housing.

— Achieving full gender equality.

— Encouraging legal immigration and attracting foreign talent as additional ways to boost
our economy and underpin the viability of our welfare state.

— Strengthening public services, with a special focus on education, health and care.

— Redesigning social benefits to move progressively towards a model that protects citizens
on the basis of their needs and not only on their employment history.

— Reforming our tax system to increase its revenue-raising capacity and improve its
progressivity, so that it is able to finance the strengthening of our welfare state without
compromising the sustainability of public accounts.

— Modernising public administration to create efficiency gains, and improving the policy-
making process through a greater attention to empirical evidence, experimentation,

evaluation, social collaboration, and the analysis of trade-offs.

— A core commitment to the rights and interests of future generations. The decisions we
take today cannot end up reducing our children's well-being.
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None of these reforms can be made within one single legislature. We need to understand
and accept that there is no such thing as immediate change. Economic, political and social
transformations are usually incremental; they occur slowly and gradually (in history, disruptions
are rare and almost never good). True progress is not just a fleeting impulse, the fruit of a few
individuals' genius. Rather, it is an effort sustained over time, by several generations. It is
therefore important that we define a clear and shared direction and that we are able to maintain
it over a long period of time. When sailing a hard-to-handle slow boat, it is essential to have a
well-defined course.

The compass: 50 goals for 2050

It is difficult to attain that which cannot be measured. We have therefore created a dashboard
that includes 50 specific goals that Spain should achieve by 2050 if it wants to converge with
the most advanced countries in Europe [Fig. 6]. When designing and selecting these, we have
tried to adhere to the following three conditions:

— The goals should be quantifiable. That is, they should be measurable using specific
indicators based on accessible data that are European in scope, regularly published, and
recognised as valid by the academic community.

— The goals should be ambitious but realistic. The convergence pathways have been
designed through a careful analysis that takes account of past trajectories, projected
future trends, dozens of comparative policy cases and the interdependence between
goals.

— The goals and indicators should be updateable and capable of being modified or replaced
by others as the actual situation changes, so that they do not end up being obsolete by
2050.

What we present here is nevertheless just an initial proposal that should be constantly reviewed
and updated, as the country changes, scientific knowledge advances and better indicators
emerge. It should also be borne in mind that these 50 quantitative goals are only an indicative tool
and should in no way replace (or overshadow) the many qualitative goals set out in The Strategy.
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Fig. 6.Dashboard of indicators and targets
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Challenge 5: Get our welfare state ready for a longer-lived society
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Challenge 6: Promote a balanced, fair and sustainable development

of the country

Percentage of population suffering housing cost
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(% of total stock)’ 0.1% 1.5% 1.8%
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Energy poverty (% of population unable to keep
their dwelling at an adequate temperature)?? 7.5%* 6.0%12% 3.0%

Challenge 7: Resolve the shortcomings in our labour market and
adapt it to the new social, economic and technological realities

Unemployment rate*? 18% 12% 10%
Employment rate of women?*2® 57% 65% 75%
Youth unemployment rate'?’ 40% 30% 21%
Employment rate (55-64 years)'?® 51% 56% 62%
Temporary rate'?’ 26% 23% 18%
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Challenge 8: Reduce poverty and inequality and reactivate the social elevator

46 Gini Index (income inequality)?3* 34 32 31 29135
47 Population at risk of poverty (% of total)**® 22% 18% 15% 10%
48 Tax revenue (% of GDP)**" 35% 37% 40% 43%
49 Public expenditure on social protection (% of GDP)*3® 17% 18% 19% 20%

Challenge 9: Broaden the foundations of our future well-being

50 Percentage of people satisfied with

their life13® 83% 86% 89% 92%

Note: This is the summary version of the chart. For the expanded version containing more detail, please see Appendix 50 goals for 2050.

Just the first step

Spain 2050 intends to be a plural and inclusive strategic foresight exercise that brings together
the vision of all our country's social and economic stakeholders. What we present here, therefore
is not the Strategy as such, but as the title indicates, an initial imperfect, incomplete proposal
that will need to be corrected, expanded and built upon through a national dialogue that will
involve the country’s autonomous governments, main public institutions, companies, trade unions,
universities, think tanks, associations, foundations, third sector organisations and political parties
[Fig. 7].

Our hope is that this dialogue will allow us to reach not a consensus (in which all parties end up
thinking the same thing), but an agreement (resulting from concessions made by all parties) that
will result in the Long-Term National Strategy. A rigorous, plural and grounded Strategy that will
serve to sharpen up the strategic vision of our public and private institutions, as well as strengthen
the design of the second phase of the NextGenerationEU plan (to cover the period 2023-26) and
guide Spaniards' decision-making over the coming decades.
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Fig. 7. Spain 2050 Phases of the exercise
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Some will consider such an agreement to be impossible, especially in such seemingly polarised
times as now. Nevertheless, history shows that our country was able in the past to look with
optimism at the future and to come to terms with situations that are as tough (if not more so)
than the current one. We must therefore try. The well-being of current and future generations
depends oniit.
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EXECUTIVE SUMMARY

— Since the advent of democracy, Spain has undergone a remarkable economic and social
transformation. Our per-capita income has doubled, our employment rate has increased by
more than 15 points and our companies have successfully integrated into international trade
and finance networks. This has enabled us to jump on the bandwagon of European progress
and consolidate our position as a modern, developed and globally competitive economy.

— Even so, Spain has not succeeded in substantially reducing the income gap between it and
the most advanced economies in the EU. The main cause is low productivity, which affects
practically all of our economic sectors. Some of the main reasons for this low productivity are
the lower quality of our human capital, the deficit in innovation and technological integration
of our companies, and the shortcomings of our regulatory framework.

— Low productivity is compromising the whole country's economic development and is strongly
related to low wages, long working hours and many companies' lack of competitiveness.

— The demographic ageing that will take place in the coming decades could aggravate this
situation. By mid-century, the Spanish population aged 16-64 is expected to shrink by 3.7
million to below 27 million (1996 levels). Without major changes, this contraction of the labour
force could cause our future economy to stagnate. Between 2023 and 2050, Spain's GDP could
grow between 0.3 and 1.1% per year - a far cry from the 2% of the period 1996-2019. This
would distance us even further from the advanced countries of Europe and aggravate problems
such as unemployment and inequality.

To avoid this scenario, we will need to boost our productivity and, at the same time, increase
our employment rate. It will be an arduous, but not impossible, task. In the last 30 years,
countries such as Finland, Sweden, Denmark and Germany have succeeded in increasing their
productivity by 50% without compromising job creation. If Spain is able to do the same, it
could grow at average rates of 1.5% per year and greatly reduce the gap in per capitaincome
that separates it from the European leaders, thus consolidating itself as one of the world's
most prosperous economies.

To achieve this, we will have to make a firm and decisive commitment to education - right
from birth and throughout life; multiply our efforts in R&D; accelerate the digitalisation of
our companies; take advantage of the opportunities of the green transition; reduce as far as
possible the distortions created by administrative obstacles; and tackle the black economy.
Only by doing this will we be able to create quality jobs, pay higher wages, reduce our
vulnerability to crises and external competition, and ensure the maintenance of the welfare
state without incurring chronic public deficits or mortgaging future generations' welfare.
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THE PAST: ACHIEVEMENTS

Over the last forty years, Spain has undergone a remarkable transformation. In a relatively
short period of time, our country has successfully combined democratic normalisation with
economic modernisation. This has enabled us to recover decades of backwardness and become
a prosperous country with a key role in the European economy. In 1980, Spain's per capita income
was barely 16,000 euros; today, it is 30,700 euros.t

This progress has been the result of a host of factors, such as international trends and scientific
and technological advances, but also the ambition of a society that was able to build consensus,
make efforts and carry out far-reaching reforms in record time.

The Moncloa Pacts (1977) were a first milestone on that road. They served to reduce some of
the imbalances that Spain had been carrying with it for decades (runaway inflation and a high
external deficit), lay the foundations of a modern, diversified economy, open up to the world, and
began to build the fiscal system and welfare state that we enjoy today.?

Joining the European Union (EU) in 1986 was a second major milestone in Spain's economic and
social transformation. Joining the single market meant consolidating the country s openness,
greatly expanding the markets where our companies could buy and sell their products. At the
same time, it boosted competition and facilitated the progressive liberalisation of many sectors,
in part due to the requirements of regulatory harmonisation established by the EU.2 Furthermore,
integrating into Europe enabled the expansion of tourism, foreign capital inflows and the receipt
of structural and cohesion funds from the European Community. All these factors played a key
role in the modernising of our production sector and the strengthening of our human capital.*

The third crucial milestone in Spain's economic development in the recent past was joining
the Economic and Monetary Union (EMU) in 1998 and the subsequent adoption of the euro.
Compliance with the convergence criteria helped build our country's economic stability and
credibility. Inflation was reduced, public accounts were cleaned up, interest rates felland exchange
rates became more stable (the peseta had gone through repeated devaluations in previous years).
This strengthened our trade relations and provided a stimulus for incoming foreign capital and
the international expansion of our companies. Since then, the Spanish economy has continued
to diversify its basket of exported products and services®, and has increased its presence in the
markets of America, Asia and Africa,® with an growing number of companies expanding their
business beyond our borders.”

Today, the result of that historic effort is evident in most indicators available. Between 1978
and 2019, Spain's trade openness rate has gone from 27% of GDP to over 67% [Fig. 1], surpassing
neighbouring countries such as France, Italy and the United Kingdom. The process of financial
internationalisation has been equally remarkable: in 1980, Spain’s volume of foreign direct
investment accounted for barely 2% of GDP; today, it represents 54%.8
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Fig. 1. Rate of trade openness in Spain
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Source: Drafted by the authors based on AMECO data.’

Spain's economy has successfully opened up to the world. And the same has happened in the
opposite direction: our companies have drastically increased their overseas investments!® making
us one of the world's nations with the largest stock of investment abroad. In relation to the size
of our economy, the stock of Spanish foreign direct investment abroad has gone from being 0.8%
in 1980 to over 43% in 2019 [Fig. 2].

Fig. 2. Stock of Spanish foreign direct investment abroad
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Source: Author 's own, based on UNCTAD data.**

The changes in our economic structure are a good reflection of modernisation. In 1980, 15%
of the employed population in Spain worked in the agricultural sector, a proportion that today is
only 4%. Meanwhile, employment in the service sector has increased by almost 30 percentage
points[Fig. 3], following the same trend described by the most advanced EU economies. Spain is
a world leader in tourism, both in terms of visitor numbers*? [Fig. 4] and in terms of the sector's
competitiveness®. It also occupies a prominent position on a global scale in sectors such as
construction,** automotive,*® banking,* renewable energy generation,*” agri-food*® and fashion.*®
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Fig. 3. Employment by branch of activity in Spain Fig. 4. Proportion of international tourism, 2018
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This transformation from a closed, interventionist economy to open and modern market economy
has simultaneously been the cause and consequence of other improvements in those factors
determining a country’s development and prosperity in the medium and long term: human capital,
employment, capital endowment (physical and technological), innovation and productivity.

Regarding the former, progress has been more than remarkable [see chapters 2 and 3]. Between
1980 and 2020, the education of the Spanish population has improved dramatically. Average
number of years spent in school has doubled,?? the percentage of people with tertiary qualifications
(university or Advanced Vocational Training) has risen from 7% to 36%,% and mastery of basic
skills (reading and mathematics) has increased more than in any other European country, with
the sole exception of Finland.?*

Improvements in training, together with changes in the productive structure, have resulted
in a significant increase in the labour market insertion of the population, with a rise in the
employment rate of 15 points since 1980.2° The main protagonists in this process have been
women, whose employment rate has more than doubled over the last four decades. Changing
roles, the growth of the service sector, the improvement of work-life balance and other social
factors have allowed millions of women to join the labour market and thus put their talent to use.
At the same time, there has been a drastic reduction in the gender gap.?¢ Likewise, in this period,
the country has managed to incorporate more than 2 million immigrants to the labour market,
which is equivalent to a third of all employment generated since 1995.2” The progressive increase
in the employment rate has also been accompanied by a reduction in the hours worked per week:
from almost 42.5 hours in 1980 to 37 in 2019.28

Improvements in physical capital (housing, infrastructure, machinery) and technology have
also been significant. In four decades, Spain has managed to double the rate between capital
and employment,?® thanks not only to the expansion of residential construction but also to
making investments in machinery and transport equipment by Spanish firms and by extending
the infrastructure network, both physical and digital. In fact Spain has today the 7th best network
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of land, port and air infrastructures in the world [Fig. 5], something that has been key both for the
internalisation of its economy and for limiting territorial imbalances.3°

Fig. 5. Ranking of the best countries in terms of transport infrastructures
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In the fields of science and innovation, changes have also been significant. In 1978, Spain had
no deep-rooted culture of scientific research, and its ecosystem of companies and institutions
specialising in knowledge generation was small and weak. At that time, only a few companies
made significant efforts in R&D, which were often diluted in a context dominated by imported
technology and knowledge, and by activities of a traditional nature. Aware that science and
innovation were essential for a global competition, our country launched a strong expansion of
its research ecosystem,? both public and private (public research organisations, universities,
technology centres, regional development agencies); it approved the first Science Law?? and set
up subsidy programmes for business R&D.3* Although, as we will see below, there is still a long
way to go on this front, progress has been remarkable. In 1985, the country devoted barely 0.5%
of GDP to R&D expenditure, and applied for only 3 patents per million inhabitants; today, R&D
expenditure is around 1.3% of GDP and patent applications are 36 per million inhabitants.3®

Finally, it is worth mentioning the modernisation of our business sector. Advances in education
and innovation, international competition and the new demands of the population were a catalyst
for the creation of companies®® and led to a change in business culture, characterised, up until
then, by the scarcity of entrepreneurial initiatives and a reluctance to compete and engage in
commercial activity.3” Although small and medium-sized companies still predominate in Spain, in
the last four decades hundreds of companies have managed to increase their size, improve their
production and organisational processes, and design new goods and services. So much indeed
that some have become world leaders in their fields. Today, the country has a critical mass of
medium and large companies (in 1986, large companies generated only 8% of employment; while
in 2018, they generated 31%3®), with some of them being among the most competitive in their
respective sectors,®**and several brands among the most highly valued in the world.*°

In short, over the last four decades, Spain has undergone a remarkable economic and social
transformation. Improvements in human capital, innovation, infrastructure and the business
sector have meant that the output generated by our country for each hour worked has increased
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from 25 eurosin 1980 to 42 in 2019,%* while income per inhabitant has doubled [Fig. 6]. This has
enabled us to jump on the bandwagon of European progress and consolidate our status as a
modern, developed and competitive economy on a global scale.

Period

1980-89

1990-99

2000-10

2010-19

2019

Fig. 6. Some indicators of Spain's economic and social progress
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TODAY: ROUTES T0 IMPROVEMENT

As we have seen, the economic and social changes that Spain has undergone over the last
four decades have been of enormous significance. However, in many areas, these have been
insufficient and incomplete. For this reason, our country has not managed to substantially
reduce the income gap it maintains with the EU average and the most advanced countries of
the continent (grouped here under the label "EU-8").%3 The crises of the 1980s and 90s were a
setback for the convergence gains achieved in previous years. The recessions of 2008 and 2011
reversed the progress made since joining the euro, and the expansion that began in 2014 proved
insufficient to make up lost ground. Thus, before the coronavirus pandemic hit our economy in
early 2020, Spain's per capita income was still far from that of the most developed countries
in Europe [Figs. 7 and 8].

Fig. 7. GDP per capita Fig. 8. Spain's GDP per capita vs the EU-28, EU-8
and USA.
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Source: Author’s own based on data from the OECD.*

Over the coming decades, our country will need to accelerate the modernisation of its economy to
catch up with them. Doing so is not only possible and desirable, but essential to guarantee future
prosperity and a strong welfare state.

How can we do so? What has prevented us from converging with our European partners?
The key is low productivity. In the EU-8 countries, the increase in per capita income has been
achieved through a more efficient use of resources; in particular, through greater labour insertion,
an improved training of the workforce, and more technologically advanced capital. In contrast,
in Spain, technological transformation*® and improvements in human capital have been more
moderate, employed people among the working population are still low, and output per hour
worked (labour productivity) has grown considerably less [Figs. 9 and 10].%
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Fig. 9. Labour productivity levels Fig. 10. Spain's productivity level vs the EU-28, EU-8

and USA.
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Paradoxically, in Spain the highest productivity growth rates were recorded during crises, when
least efficient companies tend to disappear and least productive workers lose their jobs. In other
words, in Spain, labour productivity tends to grow more when employment is destroyed,
whereas in the more advanced economies, employment grows as productivity grows.>°

The reasons why our country has failed to register sustained productivity gains in recent decades
are numerous and go beyond its sectoral structure. In the public debate, weak productivity
growth is often associated with the "excessive" size of sectors like tourism and construction. This
diagnosis leads to a fatalistic dilemma that seems to limit our options to a choice between A)
investing in sectors that are not very productive but generate a lot of employment, or B) sacrificing
employment growth at the cost of higher productivity.

However, this is a false dilemma. Productive specialisation has contributed to the long-run trend
of low productivity, but it is not the sole nor the main explanatory factor. This is evidenced by
the fact that mots of our industries, including manufacturing, financial services and IT show lower
levels and have recored lower productivity growth than those of the EU-8, since 1995 [Figs. 11
and 12].51
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Fig. 11. Labour productivity levels in Spain by branch of activity (average 1995-2019)
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Fig. 12. Spain's productivity gaps vs EU-8 by branch of activity (average 1995-2019)
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All the above-mentioned means that the problem of Spain’s low productivity is not exclusive
of any particular sector. Rather, it affects practically the whole of its productive system, and
derives from five-cross-cutting factors that limit its efficiency. In order to guarantee Spain’s
progress bewteen now and 2050, we must understand those factors in all their complexity and
take advantage of the lessons and opportunities provided by the current crisis to undertake a
profound modernisation of our economy.
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I. Human capital

Human capital, understood as a population's set of skills and attributes, is one of the
factors that most influences a country's prosperity. There is ample empirical evidence
showing that a better skilled population is strongly associated with higher levels of
economic growth, more innovation, stronger institutions, greater capacity to assimilate
knowledge and technological advances, and higher productivity.>* Similarly, better human
capital is linked to higher levels of employment, health, civic participation, political
stability, and even greater rationalisation of energy consumption and natural resources,®
essential factors for prosperous, inclusive and sustainable growth.

The educational progress made by our country in the last decades have been remarkable. Even
so, Spain still has a lower level of human capital than the most advanced countries around
us.%® The high rate of school dropouts, the low level of learning at all stages, the fact that 48% of
the working population aged 25 to 64 does not have vocational training or a university degree,
and the low level of implementation of lifelong learning [see chapters 2 and 3] are significant
shortcomings limiting improvements in our employment rate and productivity.

The development of managerial, business leadership and human resource management,
especially in smaller and family businesses, is also an area in which our country shows room for
improvement. According to the latest available data, in Spain, almost 40% of the self-employed
and 36% of employers have a low level of education, compared to 12% of the EU-8.57

II. Innovative capacity

Along with the improvement of human capital, innovation is one of the main tools that advanced
economies have to achieve a sustained increase in their productivity. The development of new
ideas enables a country to do more with fewer resources (human and natural) and to continue to
grow even as its working-age population shrinks. The strategy of manufacturing or implementing
intellectual property products that other countries have created may have made sense in the
past, but it is not any longer a valid way to generate prosperity or catch up with more advanced
economies.

Over the last few decades, Spain has greatly strengthened its capacity to innovate. It has done
so by improving its human resources, expanding its technological infrastructures and by achieving
a greater dynamism in knowledge-intensive sectors and companies.® Despite this, Spain still is
below the EU-27 average in most innovation rankings [Fig. 13].
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Fig. 13. The EU's most innovative countries
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Spain invests considerably less in intellectual property® than the EU-8 [Fig. 14], spends practically
the same proportion of its GDP on R&D as countries in lower income (such as Portugal), and
patents less than it should, given the size of its economy.®?

Fig. 14. Investment in intellectual property
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Source: Authors' own, based on OECD data.®?

A large part of our innovation deficit is concentrated in the business sector. Data reveal that
Spanish companies invest less in R&D than their European counterparts [Fig. 15], are less
innovative, generate less employment in sectors in high added value (such as those with a high
technological level or those intensive in knowledge),*® and create products with a lower degree
of complexity.®*
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Fig. 15. R&D investment per capita by the private sector (average 2010-19)
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Several factors explain this low level of innovation: 1) the predominance of small and medium-sized
enterprises; 2) the lower relative weight of innovation-intensive sectors (such as technology);® 3)
the limited connection between research in universities and companies; and 4) and the difficulty
that Spanish companies have to access to financing tools such as bonds, stocks, and venture
capital The latteris a critical handicap for innovation, as it precludes start-ups from being born but
also firmly-established businesses from scaling up, because they cannot finance any expansion
[Fig. 16].

Fig. 16. Venture capital investment by stage of funding, 2019
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The public administration also contributes to the low levels of innovation. In Spain, state aid
for R&D is limited, involves too much bureaucracy®® and often lacks a coherent and long-term
strategic vision. Moreover, it is frequently biased towards lending, which tends to make access
difficult and discourages demand among start-ups and younger companies. The result is that a
large part of the aid is wasted and a significant proportion is not implemented. In fact, in 2019,
49% of state funding for R&D was not executed.®® These inefficiencies in the use of aid mean a
loss of resources that could be invested in R&D and contribute to increase the productivity,’® as
the role of the public sector as a facilitator of private innovation is key.”*

Finally, we should mention the situation of research and higher education institution.
Although there have been improvements, Spanish universities still present levels of research
[Fig. 17], innovation is crucial [Fig. 18]. Scientific-technical transfer,”> and company creation rates
(spin-offs)73 that are lower than those of Europe's most advanced countries.

Fig. 17. Number of citations of academic articles per 100,000 population, 2019
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Fig. 18. R&D expenditure, 2019
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ITI. Technological implementation in the business sector

Along with human capital and innovation, technology is the other key factor in making an economy
more productive. Over the last two decades, Spain has made great progress in technological take-
up. As a result, it now ranks 11th in the EU's Digital Economy and Society Index, standing out in
terms of digital public services (rank 2 out of 28), connectivity (rank 5) and internet use (rank 11).
However, in regard to aspects that are relevant for productivity growth, such as the availability
of digital skills among the population (rank 16) and the integration of digital technology within
business (rank 13), the margin for improvement is still considerable [Fig. 19].

Fig. 19. Digital Economy and Society Index, EU, 2020
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New technologies are spreading at an ever faster rate between countries, a speed not yet matched
among companies, many of which are not yet exploiting their potential.”” This is a global trend also
observed in Spain: before the pandemic, only 11% of our companies used Big Data (compared to
15% in the EU-8),7® barely 20% of our SMEs used e-commerce to sell their products (compared
to 26% in the EU-8) [Fig. 20], and only 8% of the employed population teleworked (compared to
27% in the EU-8).7°

Fig. 20. E-commerce use by business size, based on number of employees, 2019
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IV. Institutional and regulatory framework

Productivity developments are also conditioned by the quality of the institutional framework
and by regulation. Given equivalent resources, some societies manage to innovate and operate
faster than others because they have more agile and efficient institutions. The quality of
bureaucracy, the enforcement of contracts and the credibility of political commitments help to
reach the full potential of innovation and labour, contributing to a more efficient economy and
raising productivity. Similarly, lower barriers of entrance into any sector or territory help to foster
innovation and entrepreneurship, increase competition, and raise the quality of the goods and
services produced.®?

Our country has greatly advanced on these fronts. Spain has greatly advance on these fronts.
In fact, today it appears in all rankings as a fully-fledge state, with freedoms and rights as
extensive as those enjoyed by France or Canada.®? However, we still have room for improvement
in key areas such as accountability, control over corruption and government effectiveness [Fig.
21], where our results are less favourable than those of our European neighbours.
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Fig. 21. Quality of the institutional framework, 2018
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Interms of regulations, the reforms carried out in recent years have helped to increase competition®
and reduce market fragmentation.®® Despite this, there are still legal and administrative obstacles
that hinder innovation and business growth.® These include certain restrictions on starting a
business,®” entry barriers in the services sector,t8 different administrative requirements to set up a
company in various territorial administrations, regulations linked to business size,®° and relatively
inefficient insolvency procedures.?®

Productivity progress has also been constrained by labour regulations [see chapters 3 and 7].
On the one hand, the current design of temporary contracts, which facilitates their widespread
use for jobs of an indefinite nature, has contributed to increasing temporary and precarious
employment, discouraging the training of the employed population. On the other hand, some
inefficient active employment policies have limited the rates of unemployed people finding a job,
increasing long-term unemployment and preventing a large portion of our workforce from getting
into work.*

Similarly, Spain’s efficiency is hindered by higher energy costs than those faced by high energy
costs Fig. 22]; by some features of the public procurement system, which tend to benefit
consolidated companies over newly created ones;*? and by the high rate of informal economy
activities [Fig. 23], which generates inefficiencies in the allocation of resources, limits business
growth, and restricts innovation and investment in human capital.”
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Fig. 22. Electricity prices for businesses Fig. 23. Black economy, 2017
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V. Functioning of the business sector

The last key factor in understanding Spain's low level of productivity is the peculiarities of our
business sector,’ largely derived from the four core factors mentioned thus far (human capital,
innovation, technology and regulatory framework). These peculiarities include: the high presence
of small companies and the scarcity of medium-sized companies [Fig. 24], the small size of newly
created companies, especially in the services sector,” and Spanish SMEs' low level of productivity
[Fig. 25]. This business dynamic has been reinforced by the fact that capital has not always been
directed to the most efficient companies that have the highest growth potential,”® especially in
the years leading up to the 2008 crisis.””

This smaller business size is a handicap to our businesses expanding internationally and acquiring
new practices at the forefront of knowledge (around 5% of SMEs sell their goods abroad, compared
to 62% of large companies?®®). Moreover, it also limits the development of new ideas and products
and hinders the advance of productivity.
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Fig. 24. Distribution of employment Fig. 25. Labour productivity by size of
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The Spanish economy's vicious circle

As can be seen, Spain's low productivity growth goes beyond the particular weight that a given
sector may have in terms of GDP. There are structural dysfunctionalities that interact and feed
back on each other, limiting the whole country's potential development. The lower quality of
human capital, the inefficiencies of the labour market, the bureocractic obstables and the scarcity
of financial tools hinder the implementation of innovation projects and the growth of the most
efficient companies. This, in turn, causes the production sector to shift towards lower value-added
activities where the demand for human capital is also lower than in more advanced countries, thus
reducing the incentives for the population to train. In the long run, this results in an educational
deficit that hinders i R&D and hampers the growth of enterprises.1%

This vicious circle, from which just a group of medium-sized and large companies willing to
export have escaped, has prevented Spain from reaping sustained productivity gains and has
increased its vulnerability to crises and foreign competition. Our economic cycles suffer more
accentuated downturns than those of the average European country. And, although expansions
are also more accentuated, these do not always last long enough to recover all the lost ground. Job
destruction has usually been the adjusting variable when demand falls, with painful implications
for household incomes, inequality and public accounts.

We have witnessed the same phenomenon several times in the past. However, it does not have to
happen again in the future. As we shall see below, the crisis caused by the Covid-19 pandemic is
a huge challenge. But it is also a unique opportunity to solve the problems we have highlighted,
and to lay the foundations for sustained productivity growth and bring Spain's per capita
income closer to that of the most advanced EU countries by 2050.

Better growth m Spain 2050

71



72

THE FUTURE: POSSIBLE DESTINATIONS

The short term: the coronavirus crisis

The coronavirus pandemic has caused the largest drop in global activity in decades — far
exceeding the Great Recession of 2008. Our country has been one of the most affected
in Europe - for two reasons: First, the structural factors already mentioned,, which are
manifested, among other things, in lower teleworking rates, a relatively small percentage of
companies operating digitally and greater stress on business financing due to the predominance
of SMEs. Second, because of the high proportion of sectors most vulnerable to the pandemic
(commerce, hotels, catering and transport) in the economy, accounting for around 21% of GDP
compared to 17% in the EU-8.1%4

In 2020, Spain lost 11% of its GDP.1%° By 2021, it is expected to recover much of this fall, although
it will still register higher levels of unemployment, deficit and public debt than before the crisis.1%®
The impact is, in any case, asymmetrical. So far, the downturn has affected mostly demand and
employment in hotel and catering services, transport and leisure services, and construction,
whereas agriculture, health services and education have experienced increases in activity.*?” The
differences in labour productivity have been equally significant,1%® rising in the least affected
sectors (thanks to the adoption of innovations such as teleworking and flexible working hours)
and declining in those where hygiene measures and safety protocols still add extra hindrances.

The medium and long term: opportunities for better growth

It is hard to ascertain when the crisis will end. Most international and national agencies predict
that Spain will return to pre-pandemic levels of activity by 2023, although European funds
could accelerate this recovery.%® However, uncertainty is still high. To start with, we do not know
for sure when the pandemic will end: whether there will be more virulent strains, whether new
vaccines will be needed, or how long it will take for the world's population to become immune. Nor
do we know the consequences of the economic crisis: whether the current standstill on private
spending expectations will last, the capacity of the sectors least affected by the pandemic to
absorb employment, the effectiveness the measures adopted at domestic and European level, and
the evolution of the global economic cycle. Finally, we do not know what geopolitical effects the
pandemic will have in the medium term. For example, whether or not it will fuel the rift between
China and the United States, whether value chains will be reshored, or whether the EU will emerge
stronger or weaker.

Be that as it may, in this labyrinth of uncertainties there emerges a certainty shared by experts
and the citizenry as a whole that should be used as a star to guide our next steps: Spain must
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take advantage of the current situation to implement pending reforms and lay the foundations for
prosperous, environmentally friendly and socially inclusive economic growth. Furthermore, the
European recovery funds give us the potential to do so with a medium and long-term commitment.
If at the start of this new decade we are capable of building the necessary consensus and to
implementing far-reaching changes that correct the structural shortcomings identified, Spain
will be able to adopt a new path for growth and approach the EU's most advanced economies
by the middle of the century.

One of the best ways to achieve this is to increase our productivity. Unlike in the recent past,
we are not going to be able to rely on demographics for growth in the coming decades. Most
forecasts suggest that population ageing will result in a severe reduction in our labour force, even
if the migration balance we saw in the last two decades is maintained. Specifically, it is estimated
that the Spanish population aged 16 to 64 could fall by 3.7 million people between now and
2050, dropping below 27 million (1996 levels). This means that, by the middle of this century,
there could be almost 4 million fewer people in Spain working, generating wealth and paying
taxes.

Due to this demographic effect alone, the country would go from growing at rates of 2% (average
for the period 1996-2018) to 1%.%** On top of that,**2 should productivity growth be similar
to that observed over the last few decades, then our economic growth could be even lower:
with an average of between 0.3% and 1.1% the period 2023-50.1%3 The advance in per capita
income would be of a similar order [Fig. 26], something that would distance us from the most
advanced countries in Europe.***

Fig. 26. Projected ranges for per capita GDP growth (annual average)

1.5%
1.2%
0.9% ——
0.6%
0.3%
0.0%
-0.3%
1996-2019 2023-2030 2031-2040 2041-2050
Spain M EU-8

Source: Authors' own, based on Eurostat and Aum, Koh and Santaeulalia-Llopis data.'*®

In fact, this is the prognosis of most available international studies, which, under similar
premises, predict a moderate gradual loss of economic impact for our country in the coming
decades [Fig. 27].
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Fig. 27. Spain's position based on the size of its economy (volume of GDP)
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Avoiding this fate does, of course, lie in our hands. Spain has the potential to become one
of the most advanced economies in the EU. To achieve this, we will have to make a firm
commitment to improving the training of our human capital, redoubling our efforts in R&D and
entrepreneurship, placing technology-based innovation at the centre of our economic and social
organisation; accelerating the digital transformation of our production sector, and reducing
as far as possible any disruptions generated by administrative and regulatory burdens s in
investment and procurement decisions. In short, we will have to increase the efficiency with which
we operate, acting on the core causes that explain our low productivity and which economists
have called "total factor productivity" (TFP)*? [Fig. 28].

Fig. 28. Total factor productivity
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All this will have to be done whilst increasing our employment rate, bringing it closer to our
neighbour s average [see chapter 7] and progressively reducing the gender gap.*?® Increasing
productivity and employment are two goals that should go hand in hand. If a company is able
to generate more and more output for every hour its employees work, it will have more incentives
to pay them progressively higher salaries, train them and keep them on staff when there is a
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temporary drop in activity. Improved working conditions will translate into higher spending by the
population and, therefore, an increase in recruitment to meet this growing demand.

It is a difficult task, but not impossible. Spain has already carried out economic transformations
of this magnitude in the past, such as during the transition to democracy and joining the EU. In
our immediate environment, there are several countries which, over the last 30 years, have
raised their productivity level by 50% without compromising their employment rates [Fig. 29].

Fig. 29. Labour productivity gains and change in employment rates

between 1989 and 2019 in leading European countries
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Source: Author’s own based on data from the OECD.*?*

If Spain were to do the same over the next three decades, its GDP could grow at average annual
rates of 1.5%, which would allow it to close its per capita income gap with the EU-8 [Fig. 30].

Fig. 30. Spain's GDP per capita and the EU-8 under various long-run scenarios

GDP per capita Spain's GDP per
Wil seenarios (constant euros, capita gap
PPP 2015) vis-a-vis
Spain EU-8 the EU-8
1995 Observed 21,819 28,459 -23%
2019 Observed 30,720 38,762 -21%
Baseline (lower limit
of the range) 31,461 49,627 -37%
Baseline (upper
2050 limit of the range) 40,743 49,627 -18%
Strong convergence in
1ong conyersence | 44,664 49,627 -10%

labour productivity

Source: Authors' own, based on Aum, Koh and Santaeulalia-Llopis.'?>
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Productivity growth is therefore not just a number. It is the basis for creating stable, quality
employment, and ensures higher wages without compromising the competitiveness of our
companies. It is also the way to achieve a solid welfare state that reduces inequality without
incurring chronic public deficits, and the only way to reduce our country's fragility when faced
with episodes of economic crisis such as the current one.

The impact of megatrends on the quest for productivity

In the coming decades, Spain will, together with all of Europe and a large part of the world's
developed countries, experience the profound effects of three megatrends: demographic ageing,
digital transformation and green transition. The first of these is inevitable and will happen on
its own, while the pace and impact of the digital and green transformations will largely depend
on decisions taken at national level. The three megatrends will bring significant challenges, but
also huge opportunities that, if well harnessed, could help us to greatly increase our efficiency.

Demographic ageing will have a direct impact on our workforce: by 2050, 1 in 3 people will
be 65 or older, compared to 1 in 5 today.*?® It will also affect labour productivity,*?” as people's
physical, numerical and new technology skills, as well as entrepreneurial and innovative spirit,
tend to decline with age.*?® However, the experience and skills developed over a lifetime can be an
invaluable asset. By strengthening the transfer of this senior knowledge to younger generations,
promoting the mix of different age profiles within the same company and encouraging "active
ageing"'? the negative effects of demographic ageing on productivity could be significantly
mitigated [see chapter 7].239Furthermore, better aligning the employment cycle to increased life
expectancy will allow people who are currently withdrawing prematurely from the labour
market to remain active, thereby also helping to raise the employment rate in the economy [see
chapter 5]. The integration of new technologies into the production sector will be key to this,
as it will help older generations to participate more and better in the country's economic and
social life.

The consolidation of a longer-lived society will also be a source of business and
employment opportunities for many of Spain's economic sectors. The so-called silver
economy (which is associated with the needs of the elderly) will transform the supply of
health and care services, commerce, tourism, leisure and mobility, among other activities,
and will stimulate growth in many areas.3*

Digital transformation is another megatrend that will mark our future and which must be harnessed
as a fundamental way to achieve significant productivity gains between now and 2050.1%
Spain has one of the best connectivity infrastructures in the EU;*3® it has made a firm
commitment to 5G and is well positioned in the race for artificial intelligence.*® In addition,
there are several public programmes underway, such as the Strategy for Science, Technology
and Innovation, or the Agenda Digital Spain 2025, with European recovery funds being an
important source of funding for this purpose.
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For these and other reasons, international indices that measure economies' readiness to profit
from digital transformation in the near future place Spain in an intermediate position at global
level, slightly above the EU-27 average [Fig. 31].

Fig. 31. Indices of readiness for the digital revolution

Global Digital Readiness Index, 2019 %"
8 5
2 é 8 o " g
< Dl T ]
cg 2 & o > =1
0o 060 0 &b 08(» o o @ 060 06 o
12 13 14 15 16 17 18 19 20
Network Readiness Index, 2019
@ c
5 ¢ 5% e %
3 s & a > &
o0 G0 00 @ 00 o0 ° (X} @@ 0000
50 55 60 65 70 75 80 85
Readiness for the Future of Production Index, 2018 L
3
8 ~ o
b ag % © ;qu
=4 2 o 5 © "
o wo » o P4 g
(] oD 60 000 ¢ [ __J @ o0 o0 o {
4.5 5.0 5.5 6.0 6.5 7.0 7.5 8.0 8.5
worse better

Source: Author's own, based on data from Cisco, Portulans Institute and World Economic Forum-13%

Of course, this does not mean that we should be satisfied with a "medium-high" performance in
regard to technological transformation. Spain must aspire to compete with the most advanced
countries in this area and reduce the gap between it and the EU-8 countries. To do so, we will
have to improve our workforce's digital skills, intensify the digitalisation of our business sector
(especially SMEs) and public administrations, substantially increase our efforts in innovation, and
increase our specialisation in technology- and knowledge-intensive goods and services®3® [Fig.
32137 Similarly, we will need to encourage the incorporation of robots into the productive system
[Fig. 33], something that will help considerably to increase the productivity of our companies**®
and which, contrary to what might be believed, need not lead to an increase in
unemployment®*® [see chapter 7].
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Fig. 32. Exports of high-tech goods Fig. 33. Robot density in manufacturing industry,
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International Federation of Robotics.***

The third megatrend that will most transform our production system between now and 2050
will be the green transition. For a country like ours, moving towards a low-carbon and resource-
efficient economy is an immense challenge, but also an unprecedented opportunity. Spain is
one of the European states with the greatest potential for taking advantage of renewable
energies, thanks to our natural availability of resources (sun, wind, biomass and lithium), the
existence of a research and business ecosystem with knowledge in this field, and the presence
of leading global companies in the renewables sector.**>2Moreover, the ecological transition could
be a great opportunity for Spain beacuse substantial improvements in energy efficiency can
significantly change the forms of investment and result in significant productivity gains.#®

Therefore, both the decarbonisation process and the drive towards the circular economy can
lead to a substantial reduction in imported fossil fuel (in other words, less dependence on
foreign energy), lower electricity prices, and higher financial savings due to a more rational use of
resources. All of this will greatly benefit productivity and competitiveness in our business sector.14

From a sector perspective, changes in the way we produce and consume will mean that all
activities will need to be adapted or reinvented in order to thrive under the new sustainability
paradigm. Demand for certain goods and services will undoubtedly fall, but demand for others
will rise sharply. For example, we will consume less food of animal origin and travel less by private
car, but we will instead consume more organic food and car-sharing increase. The key therefore
is to ensure that our public institutions and our companies adapt as soon as possible to the new
framework and adjust their production and business models to compete in a circular economy
that is neutral in regard to emissions and less intensive in the use of natural resources. To do so,
Spain will have to resolve a series of pending challenges that could limit its performance in the
green transition; this explains why the latest index of the World Economic Forum#® places our
country in the 16th position in the EU-27 in "preparing for the transition to a secure, sustainable
and affordable energy future". The lack of human capital, the characteristics of our business sector
and the low investment in energy innovation (among the lowest in the EU)*® are some of them.
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These obstacles are substantial, and so will be the cost of transition that most sectoros within
our economy will have to assume, but overall the balance is expected to be enormously
positive.**” In fact, reducing energy intensity and increasing the penetration of renewable
energies may be key to achieving our long-term per-capita income target*® and raising the
employment rate. Estimates by the Department for Ecological Transition and Demographic
Challenge state that, with the measures included in Spain's Integrated National Energy and
Climate Plan (PNIEC) until 2030 and the Long-Term Decarbonisation Strategy (ELP) up until 2050,
the net increase in employment could be as high as 250,000 people per year and the GDP level
almost 2% higher than the trend scenario in 2050.14° Other studies for European countries,**°
including Spain, foresee similar gains [see chapter 4].

The great opportunity

As we can see, the demographic, technological, social and environmental changes that will
take place in the coming decades will represent a challenge, but also an opportunity for
modernisation and great prosperity for Spain. It is essential, therefore, that our country
does not miss this train. We must take advantage of the particular situation generated by
the pandemic and the megatrends that will occur in the coming years to develop a
productive system governed by innovation and knowledge, capable of attracting foreign
talent and investment, and competing in a global economy marked by technological
transformation and environmental sustainability. Only in this way will we succeed in generating
wealth, creating quality employment and guaranteeing the maintenance of the welfare state
in the long term. The time is now. There will never be another opportunity such as this.

How should we go about it? Some measures are proposed on the following pages.
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WHAT NEEDS T0 BE DONE T0 ENSURE PROSPERITY

Between now and 2050, Spain will need to develop a modern and competitive growth pattern
to guarantee its long-term economic prosperity and the viability of its welfare state. To do so,
we will have to boost productivity and expand labour participation rates to levels similar to
those of the EU's most advanced countries.

This must be the guiding ambition of our national efforts for decades to come.

To achieve this, it is essential that, in the coming years, Spaniards use social dialogue to reach
a consensus on a dashboard of quantifiable indicators and a list of specific goals that will
enable us to monitor the progress made and guide the ambition of the reforms. Here are some
suggestions which follow the principles outlined in the Introduction to this Strategy:

Goal 1. Reduce the per-capita income gap between Spain and the EU-8 to 10% by 2050.

Goal 2. Raise the economy's labour productivity by 2050 to bring us closer to the levels of the
EU-8 countries.

Goal 3. Increase the employment rate from 62% to 80% (the current levels seen in the most
advanced economies of Europe) by the middle of the century.

Goal 4. Encourage private R&D so that, along with the boost to public R&D, by 2030 we approach
the target of 3% of GDP (currently 1.3%) for total expenditure as recommended by the European
Commission for 2020.152 Between 2030 and 2050, R&D efforts should be stepped up so that Spain
becomes a European leader in this field (investment-to-GDP ratios of at least 4%).

Goal 5. Increase the average size of Spain's companies, to match the EU-8 average by 2050.

Goal 6. Reduce the weight of the informal economy to levels at least similar to those of the most
developed EU countries by 2050.
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Table of indicators and targets

Average
5-
Indicators Place ’901 1 Targets
or latest data
available*
1 Gapin per capita income Spain 229 18% 5% 10%
with the EU-815 P ° ° ° °
o Spain 42 46 58 63
2 Labour productivity levels
(constant euros, PPP EU-27 43 = - -
DOAIG)IES
EU-8 58] = = =
Spain 62% 68% 72% 80%*5°
3 Employment rate'®* EU-27 68% - - -
EU-8 73% - - -
Spain 1.2% 3.0%%7 3.5% 4.0%
4 Total R&D expenditure 5 2.9
(% of GDP)15¢ EU-27 2% - - _
EU-8 2.8% = = =
31%* 32% 33% 35%
Spain 23%* 25% 28% 30%
5  Firms by size (by % of 45%* 42% 38% 35%
employment)*>®
33%* - - -
Large (+250 employees) EU-27 289%* _ . _
Medium (20-249)
Small (1-19) 39%* - - -
36%* - - _
EU-8 29%* - - -
35%* - - -
Spain 20% 15% 12% 10%
6  Shadow economy ) N B B _
(% of GDP)1? EU-27 17%
EU-8 11% = = =

To achieve these goals, Spain will have to undertake profound reforms and launch ambitious
initiatives on at least the following fronts:

Front 1: Improve the contribution of human capital.

As long as Spain continues to have a poorly educated population, little can be achieved. Improving
the quality of human capital to match that of the most advanced EU countries should be
our top priority in the coming years. This will require reducing school dropout rates, improving
learning achievement at primary, secondary and tertiary levels, and creating an integrated system
of effective lifelong learning, as explained in Chapters 2 and 3 of this Strategy.

Front 2: Solve the deficiencies of our labour market

In order to have a competitive economy, it will be essential to improve the functioning of the
labour market. The unemployment rate and unwanted temporary employment will need to be
reduced, and the rate of employment increased considerably, especially among groups in which

Better growthm Spain 2050

81



82

we currently have the greatest gap with the EU-8 countries: women, young people, and the over-
55s [see chapter 7]

Front 3: Encourage innovation

We must boost innovation and, in particular, R&D investment. Furthermore, we must do so in
a sustained manner over time (reducing the effects of the economic cycle on the volume of
funding), considering the net benefits of public initiatives in the medium and long term,*¢° and
providing the necessary incentives to encourage increased investment in private R&D, where
Spain has a greater deficit.¢! To this end, we propose:

— Appropriately structuring the investment aid schemes granted by the public administration
to allocate resources efficiently, by means of: 1) an ex-ante and ex-post evaluation of the
economic-financial situation of companies receiving the support; 2) an increase in direct
aid whenever necessary for the success of the project; 3) improved market conditions
for subsidised loans; 4) simplified procedures for accessing investment aid and loans,
as well as greater transparency on their granting; and 5) an ex-post assessment of the
effectiveness of such aid.

— Improving the system of multilevel governance in the field of innovation, with the primary
goal of coordinating the country’s innovation initiatives from a new holistic perspective¢?
and orienting them towards strategic missions that take advantage of emerging areas of
opportunity (detecting new markets), in line with the EU’s agreed aims. In this regard,
the synergies between the range of R&D, innovation, entrepreneurship and digitalisation
policies and bodies will need to be strengthened, taking advantage of the opportunities
offered by public-private consortia. In particular, public procurement can be key to
developing technology and innovation solutions that help meet the specific goals of each
mission.

— Strengthening scientific and technological research in universities and its transfer to the
productive network. To achieve this, the resources that the Spanish university system
allocates to research will need to be increased considerably; to place value on participation
in R&D projects in the academic career; to reduce in number and increase in power the
Research Results Transfer Offices (OTRIs); the creation of spin-offs and university start-
ups increased; and the creation of consortiums between universities, research centres,
the private sector and public administrations encouraged, with their own legal status.

— Increasing funding and establishing an appropriate incentive system to encourage
the development of internationally renowned centres of excellence, which facilitate
the return and retention of national talent, as well as the attraction of foreign talent.2®?
These centres should also focus on disseminating knowledge to society as a whole,
with special emphasis on the younger population, through advertising and audiovisual
announcements, mentoring programmes and courses to promote scientific thought.64

— Promoting the creation of a network of innovation hubs in economic sectors where
niches in the market with potential for growth and international development have been
identified, following the European initiative of the European Research Area (ERA) hubs.*¢®
These hubs can be used to focus public support for R&D, align the different instruments

Spain 2050 ® better growth



for promoting innovation (public procurement, regulation, support and financing for
companies), and identify opportunities for growth and expansion to other sectors, regions,
and countries (internationalisation process). In this regard, studies into the potential for
business growth among SMEs, based on quantitative information at a granular level, could
be useful.1¢¢

Front 4: Encourage and facilitate the adoption of technology

We must make progress on the digital transformation of the economy - and, in particular, the
business sector. The proposed measures reinforce some of the main programmes set out in the
Digital Spain Agenda 2025.1¢7

— Design and implement a comprehensive plan to support digital transformation, adapted
to the needs of each sector and business size, with a special focus on the self-employed
(subsidies for the purchase of equipment or training pathways for digital skills according
to needs).

— Relaunch investment in digital infrastructures®® (fibre network, 5G technology, smart
motorways, access to digitalisation for core strategic sectors - health, education, energy).

— Reduce the uncertainty associated with digitalisation (regulation) and cybersecurity
issues. European measures in these two areas should be adopted across the country.

— Create a comprehensive digital platform for the administrative management of SMEs and
the self-employed, which coordinates and streamlines the procedures required by the
public administration for obtaining grants, subsidies and tenders.

— Encourage the use of robots in manufacturing. This will help increase productivity and
create new jobs.

Front 5: Improve business dynamics

To generate efficiency gains, increase the creation of stable employment and increase the
openness of the economy, we will need to encourage the creation and growth of companies until
the business sector is on a par with that of the EU-8 countries. To do so, the following is suggested:

— Encourage SMEs and the self-employed to access technological innovations, by
setting up public institutes that specialise in providing knowledge, technology and
innovation transfer, with the aim of boosting business growth. The German experience of
Fraunhofer'®® is an excellent example of public-private collaboration in this field (German
companies of all sizes regularly set up projects with Fraunhofer and its institutes when
tackling technological challenges related to improving the quality of their products). Other
countries such as Taiwan (ITRI),*”° South Korea (ETRI)*"* and the Netherlands (TNO)72
have also benefited from similar structures. In Spain, Tecnalia is an interesting point of
reference.r”

— Launch a sponsorship and collaboration programme between large and medium-sized

companies that is aimed at transferring knowledge on business management and best
practice, as well as the joint development of new products and services. The larger
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company, with its experience in business management and human resources, and their
strategy and planning in the process of opening new markets, will help the medium-
sized company to adopt this knowledge and these skills. Once medium-sized companies
acquire these practices, it will be easier to extend them to smaller companies, thereby,
through synergies and collaboration agreements, leading to their growth. Setting up
trusted environments is fundamental for these programmes to be effective. It is therefore
advisable to do so sequentially: large companies = medium-sized companies = micro-
SMEs

— Encourage the development of alternatives to banks for business financing, with a
special focus on venture capital investment in strategic areas in order to facilitate the
development of projects during their initial stages as well as during their growth and
expansion phases. The aim would be to raise the share of this funding to EU-8 levels
by 2050. To this end, the creation of a public-private National Venture Capital Fund is
proposed, the public capital funding of which will serve as a lever for attracting private
capital. This will generate a sufficiently high critical mass of financing to cover large-scale
projects. An interesting initiative in this area is the “Green Tech” incubator launched by
France in 2016 which follows the philosophy outlined above and provides early funding
to startups that deliver green innovations.*”

Front 6: Monitor the impact of public policies on improving the country's productivity and
employment

Regardless of the measures adopted, in this area and others, their assessment before, during
and afterwards is decisive. In order to carry out this assessment and accountability process, it
is proposed that an autonomous independent Productivity and Employment Committee be set
up to pick up any deviation from the established goals (monitoring); recommend the adoption
of corrective measures; and facilitate the alignment of legislative proposals with medium and
long-term goals. The creation of this committee is in line with the 2016 European Council
recommendation for the formation of National Productivity Committees (NPCs) by EU Member
States,'’® something that several countries have already done.7¢

Front 7: Modernise the public sector

Productivity is not just a matter for the private sector: public administrations must also drastically
improve the efficiency and agility of their processes, reducing response times in procedures,
establishing monitoring and evaluation requirements for the quality of public services and
policies, and improving the use of funds granted by the EU [see front 9], among other things. To
this end, we propose the following:

— Institutionalise a culture of public policy evaluation (use of resources and effectiveness
of measures) and accountability among all administrations, following the example of
countries such as the United Kingdom'”” and the Netherlands.*"®

— Complete the digitalisation of public administrations,*”” so that practically all procedures
can be carried out remotely, standardising digital access systems in all administrations,
while maintaining face-to-face services where required.*®

— Reduce complexity and response times in bureaucratic procedures and formalities.

— Expand the number, quality and accessibility of public databases and incorporate the
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use of new technologies such as artificial intelligence so that the information handled
by public administrations can be used by public institutions, companies and universities
for analysing, designing and evaluating policies and services. Examples of these include
real-time data on the evolution of the jobs market, information about the cost of medical
interventions and full statistics on social services provided. An interesting example is the
OPAL project in France.8!

— Adapt the systems for entering the civil service, by reforming the content and nature of
the current selection tests to ensure that candidates' knowledge, skills and track record
match current needs.

— Strengthen the training of civil servants to improve their digital literacy and use of new
technologies their knowledge of leadership and human resource management, and their
skills in the internal monitoring and evaluation of public policies. Requalification plans
should be addressed that ensure ongoing aligning of knowledge and skills to the needs
of the administration.

— Encourage performance appraisal of public employees, strengthening productivity
measurement and incentive systems, and increasing flexibility to attract talent from
outside public administrations and retain existing talent.

Front 8: Reduce the size of the black economy

Improving human capital [see front 1], increasing rates of entering the jobs market [see front
2] and modernising the public sector [sce front 7] are decisive factors in reducing the black
economy. Thus, a more educated workforce and a jobs market capable of incorporating excluded
groups (especially young people) tend to be associated with lower levels of underground
economy.*® Similarly, a more digitalised public administration, with automated procedures
and fewer administrative obstacles, also acts as an incentive to join the formal sector.

There are also specific measures aimed at reducing tax fraud®?® and strengthening social
awareness that are equally important. Among them, we highlight the following:

— Strengthen the tax administration’s resources dedicated to inspection. According to the
Tax Authority's efficiency index, for every euro invested in the agency in 2018, more
than 11 euros were collected in the fight against fraud.'®* However, compared to the
EU-27 average, Spain has a lower proportion of employees engaged in inspection and
verification functions.8®

— Improve coordination between Spain's National Tax Authority (AEAT) and the regional tax
authorities,*® as well as between AEAT and the Labour and Social Security Inspectorate.
For example, the fragmentation of information between departments should be reduced
and the sharing of available resources should be encouraged.*®’

— Promote the use of new technologies for inspection functions among the tax authorities.
Artificial intelligence or the use of massive data open a range of possibilities to facilitate
the tasks of the tax authorities. A successful example in this field is the virtual assistant
that was introduced in 2017, automatically resolving frequently asked questions and
freeing up resources.®®
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— Strengthen communication and awareness-raising campaigns. Development of marketing
strategies and campaigns with direct reference to the use of tax resources, segmented by
profile together with evaluation strategies to ascertain theirimpact.*®’ On this, it would be
important to focus efforts on the youngest (future taxpayers) and on long-term measures
aimed at changing values and behaviours.'*® Modernising the Tax and Civic Education
Portal (PECT)*? could be a first step in this direction.

Front 9: Maximise the use of European funds, applying a proactive and long-term vision
European funds are a fundamental source of financing that have contributed to modernising the
production network and social makeup of our country. However, they have often been implemented
inefficiently and not always with a long-term vision. The current recovery funds®? are a unique
opportunity to carry out the structural reforms that Spain needs in the coming decades. In order
to maximise their impact, we recommend following five guiding principles when allocating and
implementing them:

— Realism. It is easy to dream of a Spain at the forefront of quantum computing, Industry
4.0 and artificial intelligence. However, historical experience reveals how difficult it is
substantially to transform a country's productive structure in a short period of time, or
to catch up with competitors who have been investing in the development of certain
technologies for decades. It is important, therefore, to be realistic and take a clinical
approach when investing in strategies to be undertaken.

— Cross-sector approach. It is not a matter of focusing on a number of economic sectors (to
the detriment of others), but of using the funds to correct the structural weaknesses that
are holding back the productivity of the economy as a whole and of each of its sectors,
and to do so on the basis of exploring new areas of opportunity, mostly related to existing
production structures that need to be transformed (diversification, modernisation or
transition). The economy's ability to adapt (resilience) needs to improve, and to do so from
a cross-sector perspective across the entire productive system, following strategies of
smart specialisation, in line with EU recommendations.**® Indeed, the Atlas of Economic
Complexity ranks Spain as the country with the greatest potential in the world to start
manufacturing and exporting increasingly complex goods. That is to say, the current
composition of our production provides us with the necessary know-how in many fields
to acquire a comparative advantage in more sophisticated goods. What we must do is to
overcome the bottlenecks that prevent us from making the leap.***

— Public-private collaboration The private sector must play an important role, with priority
being given to projects launched by companies with a competitive advantage in each area,
in which the public sector and smaller companies also participate.

— Efficiency of execution. Up until the end of 2020, the executed expenditure of the
European Structural and Investment Funds (ESIF) for the period 2014-20 was 35% in
Spain (among the lowest in the EU), while for the EU-8 it was 57%.%°° It is important to
iron out the administrative bottlenecks that delay the application and implementation
of funds, and to assess the implementation capacity of projects when allocating them.

— Anticipation. Although it is impossible to anticipate the future with certainty, this Strategy

publication identifies several sources of demand that are likely to grow over the next
few decades in the wake of megatrends such as demographic ageing, technological
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transformation and the green transition. These include, for example:

Increased demand in physical and mental health and care, which will bring growth
opportunities in areas such as medicine, pharmaceuticals and biotechnology; safe
food and preventive healthy habits; diversified and collaborative social and health
care services for companionship and care; psychological assistance; connectivity of
remote services and home care automation, among others [see chapters 5 and 9].

Increasing training needs, which will result in a significant growth in the education
sector and in adult requalification [see chapters 2 and 3].

« The green transition, which will generate a host of opportunities in sectors such as
mobility, logistics and distribution; building construction and refurbishment; clean
energy generation, distribution, and storage; production of recycled and recyclable
goods; healthy and environmentally friendly food, tourism and sustainable leisure
[see chapter 4].

« Digitalisation, which, whilst it will destroy jobs, will create just as many new ones in
virtually every sector of our economy, from agriculture to finance [see chapter 7].

By adopting these and other measures, our country could close the gap in productivity and
per capita income that currently separates it from the EU-8 and consolidate its position as
one of the most prosperous and advanced countries in Europe.
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Challenge #2

MOVE TO
THE FOREFRONT
OF EDUCATION






EXECUTIVE SUMMARY

— Over the last four decades, Spain has led the most spectacular educational revolution in
Europe, comparable only to that carried out by Finland over the same period. As a result, our
country has managed to correct decades of being behind and come closer, in many indicators,
to the EU average.

However, this convergence has been partial and incomplete. Our education system still has
major shortcomings that prevent us from realising the full potential of every pupil and have
negative effects on employment, economic growth, and social progress throughout the
country. The most worrying of these are the high retake and drop-out rates; low learning
outcomes; educational inequality; and high levels of school segregation.

Ifthey are not decisively addressed, these shortcomings will continue to hinder the development
of the country and its citizens. Without significant reforms, between now and 2050, 3.4 million
pupils could have to retake courses, 2.2 million could drop out of school early, and Spain could
be surpassed in learning and educational quality by countries like Portugal, Hungary and Latvia,
with implications for international competitiveness and influence.

Avoiding this scenario must be our top priority. If Spain wants to remain a prosperous country
in the future, it will need to be at the forefront of education by the middle of the century.

To do this, we will need to transform the teaching profession, modernise the curriculum,
expand the autonomy of our schools, create an effective evaluation system, strengthen
support mechanisms for the most disadvantaged groups, and promote education from 0 to 3
years of age as well as Vocational Training.

Carrying out these reforms is possible. In fact, most of the improvements that are needed to
converge with the most advanced EU countries are similar in nature and magnitude to those
already achieved since the transition to democracy or those carried out by several southern
and eastern European countries in recent years.

In addition, demographic and technological changes in the near future could act as a
tailwind. In 2050, Spain will have 800,000 fewer pupils between the ages of 3 and 15 than
it does now. This will allow us to double spending per pupil to the level of Denmark without
incurring a significant increase in public spending. This, together with the massification of
digital technologies in our schools and homes, will allow us to provide our pupils with a more
personalised education, fight more effectively against phenomena such as dropping out of
school early and segregation, and reap the rewards in coverage and learning that we need in
order to lead the way in education.
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THE PAST: ACHIEVEMENTS

Education is one of the most important factors in shaping a country's social, economic, and
cultural landscape. As such, it is part of the source and solution for most of its challenges, and
is one of the main determining factors of long-term economic and social progress [see chapter
1]. The democratic Spain that was born in 1977 inherited an obsolete educational system from
the previous regime that was designed to neither guarantee equal opportunities nor prepare
young people to be an active part of society.! The Spanish Constitution of 1978 radically
changed this fact: it established "the right of all [citizens] to free education" and "the freedom
of education", guaranteed "the effective participation" of social stakeholders in the educational
system, and set as goals "the full development of human personality with due respect for the
democratic principles of coexistence and for basic rights and freedoms."?

This laid the foundations for what would end up being one of the most spectacular educational
revolutions in the developed world - in many respects, comparable only to that of Finland
during the same period. There have been many achievements. Since 1977, Spain has doubled
its public spending on education as a percentage of GDP? and has created an extensive and
well-equipped network of nursery schools, primary schools and secondary schools.* It has also
created an institutional framework of decentralised and open government that has given a voice
to all social stakeholders (students, teachers, families) and has brought education closer to the
realities of each region.®

Likewise, the curriculum has been modernised and expanded,® incorporating new competencies
and including key aspects for development such as civic and environmental culture.” Teacher
training has been substantially improved;® assessment systems have been renewed;® and the
student/teacher ratio has been reduced to levels similar to those of the most advanced countries
in Europe today.*®

Profound reforms have also been carried out to increase inclusivity and equity in the system.
Inthe last four decades, Spain has greatly improved the school integration of people with special
educational needs,** has expanded the mechanisms of support and reinforcement for students
with more difficulties, and has greatly strengthened its system of scholarships and grants, to the
point where the percentage of non-university students who benefit from a scholarship rose
from 7% in 1996 to 21% in 2017.2 In addition, the country has managed to incorporate more
than 800,000 students of foreign origin, 10% of the total at present,*® at a rate and proportion
higher than most of the countries around us.

The combination of these and other improvements has resulted in the effective universal access
to primary and lower secondary education, and a dramatic improvement in coverage rates in
post-compulsory secondary education. Between 1977 and 2019, the school drop-out rate has
fallen from 70% to 17% [Fig. 1]; the number of students held back a year has been reduced by
more than a third;* the percentage of adults without formal education has fallen from 10% to
less than 2%; and the percentage of citizens with at least upper secondary education has risen
from 9% to 57% [Fig. 2].1¢
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Fig. 1. School drop-out rate Fig. 2. Population by maximum education level
reached, Spain
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Gains in coverage have also been achieved in the initial phases of educational training. In
1977, only 6% of 2 year olds in Spain were in school;*? ; today, more than 60% are.?° Similarly,
schooling between the ages of 3 and 6 has become practically universal.?* This has been a key
advance for two reasons. First, because the improvements in training at these early ages are of
major importance in cognitive and vital development.?2 Second, because it has served to facilitate
the professional development of thousands of mothers and fathers.?

In addition to this major progress in coverage, our education system has made remarkable
progress in terms of learning. Data from the Programme for the International Assessment of
Adult Competencies (PTAAC), suggest that Spain has, along with South Korea and Finland, been
the OECD country that has experienced the largest gains in basic skills (reading comprehension
and mathematical ability) over the last 40 years [Fig. 3]. This has allowed us to correct decades
of being behind and to get closer to the OECD and EU-22 average.?*

Fig. 3. Differences in reading comprehension between younger people (aged 16-24) and older people (aged
55-65), 2012
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Even more important have been the gains in terms of equity. Although there is still work to be
done, the data indicate that progress so far has made it possible to reduce the impact of students’
social background on their subsequent academic and professional development by more than
30%2° As a result, Spain is now one of the EU countries where socio-economic background has
the least influence on learning outcomes [Fig. 4].

Fig. 4. Variation in academic performance explained by students’ socioeconomic status and schools, 2015
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This greater equity is also manifested in improved performance of the most disadvantaged groups
and is seen across the country. On the one hand, Spain is ranked 3rd in the EU-27 in terms of total
percentage of "resilient students" - that is, those who come from households with a low family
income but who achieve good results in the Programme for International Student Assessment
(PISA) [Fig. 5]. On the other hand, the data suggest that the education gap between rural and
urban areas is one of the smallest in the world.?®

Fig. 5. Percentage of students in disadvantaged situations whose performance is in the highest quartile for

reading comprehension in their country
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Progress in terms of freedoms and values has been equally remarkable. In just 40 years, our
country has become 8th among EU countries with the greatest freedom of education, ahead of
France, Germany and Sweden,3® and has achieved one of the highest levels of tolerance [Fig. 6]and
commitment to global problems (poverty, war and climate change) [Fig. 7] in Europe. Moreover,
Spain is one of the countries with the best school atmosphere and lowest levels of bullying
[Fig. 8], which are both fundamental for academic performance and student well-being.

Fig. 6. Index of student respect for people from other cultures, 2018
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TODAY: ISSUES T0 BE RESOLVED

As we have seen, over the last four decades Spain has made great advances in education, some
of them so essential and ubiquitous that they are easy to overlook be taken for granted. As a
result, the country has recovered much of the lost ground and has succeeded in getting closer, in
terms of many of the indicators, to the EU-27 average. However, this progress has been uneven
and incomplete. Our education system still suffers from significant gaps in coverage and has
lower learning outcomes than our European neighbours. As the knowledge society becomes more
established, the quality of human capital will become an even more important determiner for
country's development. For this reason, it is essential that Spain consolidate the improvements it
has achieved in recent decades and extend them in the future. Our objective must be to become a
global leading light in education and converge with the most advanced countries in Europe (EU-
8) by 2050, an aspiration that, as we will see below, is as audacious as it is viable and unavoidable.

To achieve this, Spain will have to resolve major pending issues in its education system. Here,
we highlight six:

The first is the high rate of student retaking years. In Spain, 29% of 15-year-old students
have repeated a school year at least once, compared to 11% in the EU-22 and the OECD.*?
This phenomenon has nothing to do with their abilities, but with our system's norms and forms
of evaluation. Most scientific research considers that the abusive use of retaking years is an
ineffective and inefficient mechanism that does not help either those who retake (it does not
usually translate into an improvement in results, but rather into an increase in the probability of
dropping out) or the system as a whole (it entails additional expenditure).33

Our second pending issue to be resolved is the persistent levels of students dropping out
of school early. Despite the notable improvements of the last three decades, Spain still has the
highest school drop-out rate in Europe [Fig. 9], 7 percentage points above the target of 10%
set by the EU for 2020.34 This high drop-out rate affects the development of our economy and
determines the work and life opportunities for thousands of young people*® who, after leaving
school prematurely, are often condemned to unemployment or to precarious and poorly paid
jobs for the rest of their lives.3¢

Fig. 9. Early School Drop Out, 2019
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The high retake and drop-out rates are closely linked to our third issue to be resolved:
insufficient access to post-compulsory studies. In 2019, the percentage of the population
aged 25-34 who had completed compulsory secondary education and were still in education
in Spain was 70%, compared to 85% in the EU-27 and the OECD [Fig. 10]. This means that too
many citizens leave the system with low levels of education - a shortcoming that we have had for
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decades and one that explains why, today, there are more than 10 million adults®® (48% of the
working population aged 25-64) without an educational qualification that qualifies them for
a professional position®® [see chapter 3].

Fig. 10. Population aged 25-34 by level of education, 2019
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Our fourth issue to be resolved is related to learning levels. Over the last twenty years, the
amount of resources (human, financial and time) that European states and households devote to
the education of their children has increased significantly. However, their learning seems to have
stagnated or even fallen in most cases, at least as far as basic skills are concerned.

The results obtained in the PISA tests describe a similar stagnation for Spain,** although with
an important nuance determined by changes in the sample considered. At the beginning of this
century, the proportion of young people taking part in the PISA tests was much lower than in
other nearby countries - either because many dropped out of school before the age of 15 (when
the test is taken) or because they were excluded from taking the test because,*? for example,
they were not native speakers and had not mastered one of the official languages [Fig. 11]. The
improvements in access we have described above allowed us to correct this difference and have
meant that the population covered by PISA in Spain has increased from 76% in 2003 to 92%
in 2018, thus converging with the levels of the EU-22 and the EU-8 [Fig. 12]. This change in the
sample means that improvements in learning achieved in recent decades are not well reflected
in the evolution of the results.

Fig. 11. Proportion of students born abroad Fig. 12. Population aged 15 covered by PISA
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This does not, in any case, change the fact that Spain still has learning levels significantly below
those of the EU-8 [Figs. 13, 14, 15 and 16]; “°a severe problem that is a determining factor for
the country's present and future.

Fig. 13. PISA results in reading comprehension
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Fig. 15. PISA results in science
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Fig. 14. PISA results in mathematics
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Fig. 16. Other relevant skills measured by PISA
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The learning outcomes also indicate a low level of excellence. The students with the best
performance level in Spain are as good as those in Finland, but only 4-7% (depending on the
skill assessed) manage to reach this level, compared to the 10-15% that achieve it in the most
advanced countries around us.*®

The fifth issue to be resolved in the Spanish education system involves making progress in
regard to equal opportunities and reducing school segregation.>* As we have already seen, in
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Spain, the socio-economic level of student’s home has less influence on their learning than in
countries such as France, Italy and the United Kingdom. However, it does have a strong impact
on retake and drop-out rates.>? For example, the data indicate that, with similar mathematics and
science skills, those from more disadvantaged backgrounds are four times more likely to have
retaken years than those from more advantaged backgrounds, which is double the OECD and EU
averages [Fig. 17].5 Similarly, the probability of dropping out of school early due to socioeconomic
background is 5 points higher in Spain than in the EU-22.54 On the other hand, school segregation
in our country exceeds the European average and, in fact, has increased slightly since 2006.%°
The result of all of the above is that many young people from vulnerable backgrounds do not achieve
intermediate and higher qualifications that would allow them to opt for quality employment, and
also that educational mobility is still low [Fig. 18].

Fig. 17. Importance of socio-economic differences in probability of retaking years to equal skills, 2018
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Fig. 18. Educational mobility (association between parents' and children's educational level), 2018.
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Last, there is the issue of student demotivation. Spain is one of the countries with the best
school atmosphere, the lowest levels of bullying, and the greatest sense of students' belonging
to their school.®® Spaniards begin their schooling with one of the highest levels of "liking school"
in Europe. However, this feeling fades rapidly and they finish secondary school with satisfaction
levels below those of the EU-22 average [Fig. 19].5° This progressive disaffection with school is
both a cause and a consequence of the problems we have mentioned above - from high drop-out
rates to low academic achievement.

Fig. 19. Students who very much like school, 2014
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Routes to improvement

The weaknesses noted above are due to a host of factors, some of which are exogenous to
the education system. The fact that in our country there is a high level of job insecurity and
an abundance of low-skilled jobs (in industries such as construction or hotel and catering) has
discouraged people from continuing their studies, especially during the years of strong economic
expansion®! [see chapter 7]. In addition, our high levels of inequality and poverty have made
it difficult for many of the educational gains made over the past 40 years to reach the entire
population [see chapter 8].

However, beyond these contextual factors, it is clear that there are things that can and should
be improved within the system itself. Here we highlight five:
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I. The curriculum

Spain has an excessively rigid and encyclopaedic educational curriculum that is more oriented
to reproducing contents (data, formulas, historical facts) than to developing more relevant
competencies for life and deep learning. Our system continues to prioritise (especially in
secondary education) instructing "what students should know" as opposed to developing "what
students are capable of doing" with the knowledge acquired. Thus, for example, many schools
still place greater value on students being able to memorise a list of words in a foreign language
than on being able to speak in that language.

In spite of the declared intention of recent educational laws to change towards competence-based
learning,®? the truth is that, in Spain, teaching continues to be organised around an excessive
number of subjects, all of which are overloaded with content, constrained by textbooks, and
arranged in direct competition with each other for students' attention. This leads to an excessively
academic knowledge that is not linked to experience, does not encourage interdisciplinary learning,
and hinders or simply ignores the development of fundamental core skills such as teamwork, the
ability to construct an argument, assertiveness and critical thinking.®

Inadditionto making it difficult to improve the quality of learning, this curricular style of organisation
limits teachers, discourages those who wish to innovate in teaching, and acts as a barrier to equity
and excellence, as it can exclude students who have less cultural capital due to failure, retakes,
and failure at school, and it can restrict the potential of those who have greater abilities.

I1. The teaching profession

Teachers are at the heart of any education system and, as such, define much of its potential. In
fact, academic research shows that teacher quality is the factor that, along with collaboration and
peer learning, has the greatest impact on learning.®

Aware of this, Spain has in recent decades implemented a notable improvement in teacher
training and performance.®® Even so, our system of teacher selection, training and performance
evaluation has several shortcomings that limit our ability to have the best possible professionals
in each classroom. This deficit in professional development is something that the teaching
community itself recognises and demands.%¢

The problem starts at the beginning. For decades, a teaching degree has been one of the least
demanding Spanish university degrees [Fig. 20], in contrast with other countries, where it is one of
the most difficult qualifications to access and attain.®” The same is true in secondary education. In
Spain, the best graduates do not usually pursue a teaching career in schools or secondary schools,
but are mostly inclined towards other professional opportunities in the private sector or academic
research. Those who do opt for the teaching profession must face a system of competitive
examinations in which memorising is prioritised over other fundamental competencies that are
practically ignored.
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Fig. 20. Average grade for admission to undergraduate degrees, academic year 2018/19
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Once teachers are incorporated into the system, training deficiencies are hardly ever corrected.
The data indicate that, relative to their counterparts in other OECD countries, trainee teachers in
Spain have 1) less access to a mentored induction system to teaching; 2) less peer recognition
when they perform well; 3) less contact with forms of co-teaching; 4) less evaluation of their

performance; and 5) less supervision and mentoring by their peers [Fig. 21].

Fig. 21. Teachers' perceptions of their careers and professional practice (% of total), 2018
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This situation is aggravated by the unequal distribution of professional capital across our
educational landscape. Teachers and management teams with better skills in encouraging
students' learning progress tend to be concentrated in the same schools (generally those
with higher socio-economic levels), while they are scarce among those with more vulnerable
students and where their contribution would be more critcal, due to the lower availability of other
support tools.” This phenomenon tends to make the deficiencies described above chronic and
deepens the problem of school segregation.

III. Educational governance

In Spain, educational decision-making falls to an overly bureaucratised institutional system
that often ends up paying more attention to the enactment of laws”* and the design of "structure"
than to introducing "processes" and improving results. This, together with a model of inefficient
coordination between the Department of Education and the autonomous communities,”?
prevents a greater use of the potential for experimentation and exchange of good practices that,
in themselves, would facilitate decentralisation.

Another issue is the low effective autonomy of our schools, which is lower than that of OECD
counterparts [Fig. 22], and the lack of professional development among management teams.”
In fact, Spain is the only country in Europe where a professional career path for access to school
management has not been established.” This lack of autonomy and professional development
makes it difficult for the work in classrooms to align with the real world and needs of the
environment, and hinders transformative school leadership - something that is essential to
achieving greater equity and excellence.” Likewise, it contributes to the bureaucratisation of
educational policy, accentuating the role of the autonomous governments as "administrators from
above," instead of promoting a governance of support and collaboration with schools based on
aligning objectives, advice for improvement, transparency, and empowering schools.”®

Fig. 22. Educational decisions taken by level of responsibility, 2017
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To these institutional weaknesses we must add others - such as the low level of professional
development among educational administration and management; insufficient cooperation
between research and decision-making;”® the high degree of politicisation of debate on education
at national, regional and municipal levels; the low cooperation of social stakeholders (unions,
business organisations, parents' associations, students' associations); and the absence of an
adequate framework of accountability. All of these are weaknesses that make it difficult to build
consensus (or take advantage of those that already exist) in order to resolve the issues outlined
above.”

IV. The evaluation system

Having a well-designed evaluation mechanism that measures what really matters and
generates accessible, useful and up-to-date data is key to identifying the strengths and
weaknesses of educational stakeholders (schools, teachers and authorities) and to setting out
a continuous improvement of the system. Spain has made a lot of progress in this area, but it
still lacks an effective mechanism to evaluate what happens within and outside the classroom.®

As far as students are concerned, assessment is still too focused on memorising content and
on obtaining grades, which results in prioritising passing rather than learning and is strongly
associated with problems such as high rates of retakes.®* This phenomenon has its corollary in the
compulsory secondary education qualification system and university entrance exams (EBAU).
The former evaluates the possibility of continuing education using a binary "yes" or "no", without
offering intermediate options or alternative paths, and this contributes to the increase in school
drop outs. The second is heir to a form of learning that is exclusively knowledge-based and, as
such, represents an obstacle to the necessary paradigm shift towards competency-based learning
that we have been discussing.

With regard to teachers, Spain does not yet have a system for evaluating the performance of
teaching practice that can guide interventions for teachers' ongoing learning and improvement.8?

As for the authorities, there is no agreed-upon or generally used model of external student
assessment that would enable improvements in the planning, design, and implementation of
education policies. The autonomous communities conduct diagnostic assessments, but each
one does so in a different way: at different times (mid-stage, end of stage) and with different
approaches (for example, some focus more on content and others on competencies). This lack of
homogeneity and coherence is preventing us from taking advantage of one of the great profits of
having 17 different educational systems - namely, of being able to experiment, compare solutions
and extend those that produce the best results.®

V. Financing

Although our public spending on education has doubled since the 1980s,%* it is still insufficient
fortwo reasons. First, because it is significantly lower than that of other countries with which we
must cooperate and compete in the global knowledge economy. Spain devotes fewer resources
to education than most EU countries, both in terms of expenditure relative to GDP [Fig. 23]and
expenditure per student [Fig. 24],a situation that, far from being corrected, has actually worsened
in the last twenty years.®
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Fig. 23. Public spending on education Fig. 24. Public spending on Primary and Secondary
per student, 2017
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and Vocational Training. and the OECD .2¢

Second, our spending on education is insufficient because it cannot pay for all the reforms and
improvements that our system needs. If Spain aspires to adopt a more competitive, sustainable
and inclusive economic growth model [see chapter 1], it will need to drastically improve the
quality of its human capital and, to do so, it will need to invest as much in education as the EU-8
do. Only by doing this will we be able to close the gap and guarantee a future among the most
advanced countries in the world - especially in the context of strong demographic ageing and
intense technological and environmental transformations.

Of course, it is not all about increasing funding. The way it is used will also need to be
streamlined and sophisticated. One problem to be addressed in this regard is that, in our country,
spending on education is concentrated on teaching staff, frequently at the expense of investment
in infrastructure, non-teaching staff, support services and scholarships. Spain is one of the OECD
countries with the lowest levels of resources devoted to its educational infrastructures.®® As a
result, many of our schools have not yet adapted to the new social, technological and environmental
realities and lack the digital equipment and facilities necessary to provide flexible, inclusive and
individualised attention to their students.

Spain also suffers from a deficit in non-teaching staff (staff with training in guidance, psychology,
social work and extracurricular activities) and lack of investment in support services and
scholarships for the most vulnerable in schools. This limits the system's capacity to respond
effectively to current and future challenges associated with quality and equity.®® It is therefore
necessary to quantify the real cost of each school place at each educational stage - something
that is necessary for public funding to respond adequately to the educational needs, both in the
public and in the private government-dependent network.

Today's weaknesses are tomorrow's opportunities

Inshort, despite the enormous progress made in recent decades, Spain's education system still
has significant issues to resolve, both in terms of coverage and learning, which are hindering us
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from realising the full potential of every student and are having knock-on effects on employment,
the economy and well-being in society. If we wish to converge with the most advanced countries
in the EU, we will need to address them - not as chronic or inherent problems within our system,
but as feasible and specific opportunities for improvement. This is not a utopian aspiration. As
we will see below, Spain's education system has the potential to be among the most advanced
in the world. In fact, the next few years will provide us with a good opportunity to achieve this.

THE FUTURE: POSSIBLE DESTINATIONS

The short term: education during the coronavirus crisis

The coronavirus pandemic has led to an unprecedented educational emergency that has exposed
the strengths as well as the fundamental weaknesses in our system. In order to stop the spread of
the virus, in March 2020 all schools in Spain were closed and their 9.5 million pupils were forced
to continue their education online. This sudden exodus from face-to-face education to online
training meant a relative deterioration in the pace of learning. This particularly affected those
from more vulnerable socio-economic backgrounds, due to the differences that exist between
schools and between households in terms of capacity for mentoring and access to digital devices®
[Figs. 25 and 26]. In fact, the first available studies estimate that, during the initial weeks of the
March lockdown, almost a third of children and adolescents in school in Spain had no access
to any learning activity or virtual relationship with their teachers or tutors.”*

Fig. 25. Computers in the home by socioeconomic Fig. 26. Digital skills and resources of teachers,
quartile in Spain, 2018 2018
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Thanks to the enormous effort on the part of teachers, schools, and in students' homes, in-person
teaching could be restored and maintained for a good part of the 2020-21 academic year. In fact,
the data indicate that Spain is among the EU countries that have lost the fewest weeks of school
as a result of the pandemic [Fig. 27].

Fig. 27. Number of weeks with schools totally or partly closed from March 2020.
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Even so, it is clear that levels of "virtual dropping out" suffered in this period will have an impact
in the medium and long term. There is already evidence that it has caused a loss of learning and
motivation among many pupils - something that could eventually lead to an increase in rates of
absenteeism, school drop-out rates and even a reduction in future income among the most
disadvantaged groups.”®

It also remains to be seen what effects the economic crisis triggered by the pandemic will have.
If powerful measures are not taken, the same patterns seen during the 2008 recession could
occur again between 2021 and 2023. On the one hand, the collapse of the hospitality industry and
other ancillary activities will probably reduce the supply of low-skilled jobs, which will discourage
pupils from leaving school early and lead to higher graduation rates in upper secondary school,
vocational training and High School.?® On the other hand, the increase in unemployment and the
fallin many households' incomes will probably result in a worsening of learning outcomes, which
above all will affect children from the most vulnerable families.””

One of the greatest threats, though, is that there will be a reduction in public investment in
education, as has happened in the past. Between 2009 and 2014, education spending in Spain
was cut by 17%, as the number of students enrolled increased.’® This cut was partially offset by an
increase in private household spending and, therefore, resulted in more regressive total education
spending [Fig.28].7? The risk is that a similar phenomenon will occur in the coming years, which
would further aggravate existing educational inequalities [see chapter 8].1%°
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Fig. 28. Public and household expenditure on education in Spain

60,000 12,000
50,000 ¥/ 10,000
8 8
3 40,000 8,000 3
= c
8 S
& 30,000 6,000 E
20,000 4,000
10,000 2,000
o <t O 0 o N < O (o0} o o < el o)
o o oy o o o o o o (=) Pl b P Pl
o o o o o o o o o o o o o o
« « « «— N N N N N N N N N N
Public Households (right)

Source: Authors' own, based on OECD and Department of Education and Vocational Trainingg data.**

The measures implemented by national and regional governments in recent months, and the
implementation of European recovery funds,'°? under which education and knowledge are a
priority, could help to reduce the adverse effects of this scenario.

The medium and long term: an educational revolution is possible

In the coming decades, digitalisation will transform the way we consume, process and use
information. The widespread use of technologies such as advanced sensors and artificial
intelligence will reduce the importance of memorised details and will mean a re-evaluation
of social, emotional, and creative skills.1 It is these that will guarantee better performance
in an increasingly complex and specialist world [see chapter 7]. Students will have to learn to
work with machines rather than compete against them.1%* This will require greater knowledge
in science, technology, engineering and mathematics (STEM), as well as better cognitive skills
(such as creativity and deductive reasoning), social skills (such as communication, teamwork,
leadership, and negotiation) and emotional skills.1°> These are skills in which humans are better
than machines.?® This transformation, together with the acceleration of technological change,
will increase the competitive advantage of educational systems that are more versatile and more
focused on the acquisition of skills than on memorising content.

Inthis future scenario, the modernisation of our country's education system will be more necessary
more than ever. If they are not tackled, the shortcomings outlined above will continue to grow
and take their toll on our society and economy. Between now and 2050, 3.4 million pupils
could be held back a year in Spain and around 2 million could drop out of school early.'°” This
is something that, in most cases, would lead them to a precarious working life and significantly
increase their chances of falling into poverty and social exclusion. Similarly, without measures
being implemented, learning levels will stagnate and Spain could be surpassed in educational
quality by countries that have lower incomes, but a strong commitment to education - such as
Portugal, Hungary and Latvia. This would pose an immense challenge to the long-term growth
of our economy as well as the professional development of our young people who, due to remote
working, will increasingly have to compete in a globalised labour market.
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The good news is that these prognoses, which are based on a linear projection of trends recorded
in recent decades, do not necessarily hold true. The challenges facing the Spanish education
system are remarkable. However, there is nothing to suggest that we cannot overcome them
and lead an educational revolution during the coming decades, as we did at the end of the last
century. We have the institutions and the talent we need. What we now need to do is design an
ambitious plan for the future and generate the right social and political consensus to implement it.

Doing so will bring immense benefits to society as a whole. For example, if we manage to reduce
the percentage of 15-year-old pupils who have retaken school years at least once from the
current 28% to 10%, Spain would gain learning that is equivalent to almost 6 months of
additional schooling.*® We would also save about 900 million euros per year (equivalent to
3-4% of the budget for primary and secondary schooling).2?® This money could be used to fund
other policies and significantly close the social education gap, as 49% of 15-year-old pupils who
have ever retaken a year come from vulnerable socio-economic backgrounds.'® Reducing the
percentage of pupils retaking years by 18 percentage points will not be easy, but it is perfectly
feasible - not least because our high rates of retakes have nothing to do with the ability of our
young people but rather with the design of our assessment system and the insufficient support
that pupils from the most disadvantaged backgrounds receive. These two issues can be quickly
tackled.'** In fact, there are currently 13 EU countries with retake rates of below 10%.%*?

Similarly, if we were to reduce the percentage of school dropouts from the current 17% to
10% in 2030 (the EU target for 2020)**3 and get all of them to complete at least post-compulsory
secondary education, we could cut our structural unemployment rate by 4 tenths of a percentage
point and increase labour productivity by 1.7% [Fig. 29].

Fig. 29. Potential effect of reducing the early school drop-out rate to 10% in Spain
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A7 percentage point reduction in the drop-out rate in ten years may seem like a lot. But it is worth
noting that, so far this century, several European countries (including our own) have achieved
greater or similar progress [Fig. 30].
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Fig. 30. Countries that have reduced their dropout rates in recent decades

Reduction in Years
Country Progress made . .
percentage points required
Spain 31% in 2009 - 17% in 2019 14 10
Greece 14% in 2009 - 4% in 2019 10 10
Portugal 31%in 2009 - 11% in 2019 20 10
United Kingdom 20% in 1999 - 11% in 2015 9 17
Netherlands 18% in 1996 - 10% in 2010 8 14

There are 10 countries in the EU with a drop-out rate below 10%: Austria, Croatia, Slovenia,
Finland, Ireland, Lithuania, Netherlands, Poland, Czech Rep. and Sweden

Source: Authors' own, based on Eurostat data.**®

The same sense of possibility can be seen in the challenge of learning. If we succeed in increasing
our PISA scores by 20 points for the main skills (mathematics, reading and science) to levels of
500 points (the EU-8 average) by 2050, Spain's GDP could grow by an additional 0.5 percentage
points peryear in the following decades. Furthermore,*¢ the competitiveness of our workforce
and businesses would increase considerably and the economic and social well-being of citizens
would improve.*'” Is it possible to improve our PISA scores by 20 points in 30 years? Yes, it is.
Infact, so far this century, countries like Poland, Portugal, Latvia and Italy have achieved a similar
improvement [Fig. 31].

Fig. 31. Increases in PISA scores achieved by different EU countries between 2018
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Moving from a score of 480 to 500 takes more effort than going from 460 to 480. However, it
is also true that Spain still has easy to implement improvements pending which have a great
potential impact in terms of learning. For example, it is estimated that simply reducing the rate
of pupils retaking years to OECD average levels could translate into an increase of 12 points in
terms of PISA.%?
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It should also be borne in mind that over the coming decades there will be a series of demographic
and technological changes that, if well exploited, will make it even more feasible to achieve
the improvements we need.*?° In 2050, Spain will have 800,000 fewer students aged between
3 and 15.%2* This is equivalent to having about 33,000 fewer classrooms of 24 students than in
2019.122 This sharp contraction in the student population will force the closure of several schools
(especially in rural Spain) and the downsizing of many others. However, if well managed, it will also
open the door to a number of extensive improvements in the system. To start with, our country
will be able to double its spending per pupil on infant, primary and secondary education, from
the current 4,880 euros to around 9,640 euros in 2050 (Denmark's current level)!? with hardly
any increase in public spending.’?* This injection of resources will help promote practices such as
co-teaching, increase tutoring support for pupils who are lagging behind, and improve conditions
for teaching staff.?25 Any facilities that are no longer needed can be reconverted and used for
other types of learning, such as pre-school education from 0 to 3 years or adult re-qualification,
for which demand will grow in the future [see chapter 3].

The greater availability of economic resources will also enable us to promote digitalisation in our
education system - which has already begun with the injection of European funds. In the coming
decades, the spread of new technologies will change the way students learn, and are taught,
assessed and tutored in our schools. Artificial intelligence will enable us to drive forward a more
personalised and deeper learning, aligned with the pace and individual features of each student.
For example, there are already systems capable of analysing translations done by students in
foreign language classes and helping them reinforce their knowledge based on their mistakes.?¢
In the near future, these technologies will be applied to all subjects and will allow teachers to
correct and analyse their pupils' exams and assignments more frequently and in greater detail,
thus allowing for a more personalised monitoring of pupils' progress. These same systems will
make it possible to identify loss of interest or learning issues, pick up early on risks of retakes or
dropout, *??and provide students with additional in-person or online assistance.'?® These systems
will also facilitate early diagnosis of a range of learning disabilities (such as dyslexia,*?° autism,*3°
and attention deficit hyperactivity disorder)*3* as well as expand learning opportunities for people
with disabilities.32

The digitalisation of classrooms will also enable schools to exchange data and share skills
and knowledge between teaching teams online, which could lead to a reduction in inequality
between schools as well as crucial support for rural schools and a significant improvement in
learning outcomes.

Naturally, in order for these changes to take place, profound reforms in our system will be needed:
acommitment to educational R&D, the digitalisation of data and knowledge management systems,
the modernising of infrastructures, and retraining much of the teaching staff. We will also have
to learn to deal with the potential negative effects that using digital devices may have on pupils'
concentration, learning and well-being.'** However, there is nothing to suggest that we cannot
succeed in integrating digital technology into our education system.

In summary, Spain must make a drastic commitment to education as one of the main ways of
ensuring the well-being and prosperity of future generations. The trajectory of recent decades
and the changes that are beginning to appear in the near future suggest there is reason for
optimism. If Spain commits itself to this, it can become a leader in education by 2050.

How can this be achieved? Some measures are suggested on the following pages.
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WHAT NEEDS T0 BE DONE T0 ENSURE PROGRESS IN EDUCATION

Between now and 2050, Spain will have to become an educational leader if it wants to remain
a prosperous and inclusive country, capable of competing and collaborating on equal terms with
the world's most advanced economies. Doing so will mean drastically reducing our dropout and
retake rates; increasing the proportion of people who access post-compulsory education; and
improving learning levels and equity across the system.

It is difficult to attain that which cannot be measured. It is therefore essential that, in the coming
years, our country uses social dialogue to reach a consensus on a table of quantifiable indicators
and a list of specific objectives that will enable us to monitor the progress made and guide
the ambition of our reforms. Here are some suggestions following the principles outlined in the
Introduction to this Strategy:

Goal 7. Reduce the percentage of students who, at the age of 15, have been held back a year at
least once, from the current percentage of 29% to 5% by the middle of the century.

Goal 8. Reduce the school dropout rate from the current 17% to 3% by 2050.

Goal 9. Ensure that 93% of the population aged 25 to 34 has an education level higher than
compulsory secondary education by 2050 (compared to the current 70%). In order to achieve this
objective, the period between 16 and 18 years of age should be considered as a formative stage.

Goal 10. Improve the equity of the system, especially by increasing opportunities for those who
come from the most disadvantaged backgrounds. This implies reducing the significance of social
background in regard to school access, being held back a year and dropping out in order to reach
the EU-8 average by 2050.

Goal 11. Improve national learning outcomes, by reducing the proportion of 15-year-olds who
perform below the EU target of 15% by 2050 in reading, maths and science (below level 2) in
PISA (or other national diagnostic) assessment.*3*

Goal 12. Encourage excellence within the education system by doubling the current proportion
of 15-year-old pupils with high performance in PISA (or other national diagnostic assessment)
in reading, maths and science (level 5 or above) to converge with the EU-8 average by 2050.

Goal 13. Progressively increase public spending on education to 5.5% of GDP by the middle of the
century, ensuring a similar improvement in spending per student. This increase in funding must
be accompanied by significant improvements in the efficiency and composition of spending.
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Indicators

7 Percentage of pupils who
have repeated at least one
grade at age of 15%3°

8 Early school dropout

rate’®

9 Population aged 25-34
with more than lower
secondary education®®®

10 Importance of socio-eco-
nomic differences on the
probability of repetition at
equal skills levels®®

11 Percentage of
15 year olds
with low
performance
in PISA (below
level 2)140

12 Percentage of
15-year-olds
with high
performance
in PISA (level
5 or above)**

Reading
Mathematics
Science
Reading
Mathematics
Science
Reading
Mathematics
Science
Reading
Mathematics
Science
Reading
Mathematics
Science
Reading
Mathematics

Science

13 Public expenditure on
education (% of GDP)42
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Table of indicators and targets

Place

Spain
EU-27
EU-8
Spain
EU-27
EU-8
Spain
EU-27
EU-8
Spain

EU-22

EU-8

Spain

EU-22

EU-8

Spain

EU-22

EU-8

Spain

EU-27

EU-8

Average
2015-2019
or latest

data available*

29%*

12%*

14%*

17%*

10%*

8%*

70%*

85%*

87%*

3.9%

2.0*

1.5%

20%
23%
20%
20%
21%
20%
19%
18%
19%
5%
7%
5%
8%
11%
7%
10%
13%
9%
4.3%
5.0%

6.1%

18%

10%137

18%

20%

18%

6%

10%

6%

Targets

10%

15%
18%

15%

8%
13%

8%

5%

<15%
<15%

<15%

10%
16%

10%

5.5%%3



To achieve these objectives, our country will have to undertake far-reaching reforms and
implement significant initiatives on several fronts. Here are a few suggestions:

Front 1: Redesign the curriculum
We must change the way in which the curriculum taught in our schools is conceived, designed
and implemented. To this end, we propose the following:

— Promote an open construction of the curriculum that allows us to identify what are
the essential knowledge and skills at each educational stage. The process should be
participatory and consensual, with the collaboration of the academic, teaching and
research community as well as families and students themselves. Some experiences in
this field that can be referred to are the curricular reforms carried out by Croatia, Chile
and Portugal.**4

— Develop a curriculum, focused on acquiring and assessing skills, that is comprehensive,
interdisciplinary, and global without being encyclopaedic, and which emphasises the
practice of "learning to learn" **5 and which thereby creates more motivating, deep and
challenging learning in accordance with age and cognitive evolution. This curriculum
should broaden the learning experience beyond simply acquiring knowledge, be based
on the key competences identified by the European Commission,**¢ and develop, among
other things:

« STEM disciplines, which will have to be included in all training cycles.**” To this end,
the population's mathematical skills need to improve. If abstract thinking is not
mastered, it is difficult to understand many of the concepts contained in different
software packages;

« the skills necessary to develop critical thinking, creativity and forward thinking, as
well as articulating them through oral and written expression;*#®

« the technical skills of our time, such as multilingualism, programming and financial
literacy;

« the overall skills that enable students to analyse, question and propose solutions to
the major challenges of the 21st century, such as climate change [see chapter 4],24
inequality, and demographic pressure; managing multiple identities and build bonds
of loyalty and solidarity, based on civic commitment and a respect for diversity, that
are necessary for life in society;**°

« skills aimed at improving students' physical and mental health [see chapter 9];
+ socio-emotional, humanistic and spiritual skills that help this population deal with

the potential effects of digital devices (on concentration, privacy and rest)*®* and with
psychosocial phenomena such as failure, success, pain, depression or anxiety, thus
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achieving greater life satisfaction [see chapter 9].

— Complete the process of decentralising the curriculum in schools. We need to provide
education centres with a greater capacity for specific curriculum development, which will
allow them to provide a more tailored response to the actual situation in their environment.
Ultimately, the new curriculum would have three skills-related parts:

+ a basic national part, which ensures a minimum level of learning for pupils and
coherence between the Spanish system with the European Union framework;

 a part stipulated by the autonomous communities;
- a part designed by the school itself.

In addition, under teachers' guidance, the pupils' capacity for choice should be increased,
so that they can shape part of their curriculum in line with their expectations and concerns.

— Ensure flexibility and continuous updating of the curriculum, with regular reviews every
810 10 years.*®? This is the policy pursued by Finland since the 1980s that puts it at the
forefront of teaching techniques and the changing demand for skills and competences.
The recent announcement of the creation of an Institute for Curriculum Development is
a positive step in this direction>3

— Apply a forward-looking vision in all curriculum design.*>* The children coming into our
education system today will take 20 to 30 years to enter the world of work. To avoid them
being totally out of date by the time they do so, it is essential to keep an eye to the future
and anticipate some of the needs that will arise tomorrow [see chapter 3].

Front 2: Make progress towards greater professionalisation in the teaching profession.

The quality of an education system depends on its teachers' ability and motivation. If Spain wants
to achieve excellence, it will need to considerably improve the selection, training, professional
development, working conditions, and social recognition of teaching staff, and position them as
key players in the knowledge society. To do this, the following changes are recommended:*%®

— Strengthen teachers' selection and initial training.

« Reform education faculties: update curricula, re-balance the excessive proportion of
didactic teaching towards interdisciplinary fields, and introduce the latest advances
in educational research.

« Develop new specialist areas that fit the teaching profiles sought by schools.

« Encourage primary and secondary school teachers to pass on their experience to
bachelor’s and master’s degree students in teacher training, respectively.

« Improve systems for selection and accessing the teaching profession after bachelor’s
and master’s degrees, so that entry requirements are raised and examination processes
are adapted, so that these recognise skills that education in the 21st century really
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needs (motivation, communication and social-emotional skills, managing diversity and
classroom situations, leadership) and not simply the ability to memorise syllabuses.*>¢

— Implement an effective induction process.

« Induction could consist of a period of continuous paid work experience, for example,
for two school years in an educational establishment. This process would allow
teachers to progressively acquire the necessary skills.

« New teachers should join a collaborative team with fully qualified teachers with
whom they will share lessons and who will oversee the coordination of their daily
work. Systems for more experienced teachers to provide mentoring should also be
put in place to prepare new teachers to successfully deal with the complexities of
teaching.’®”

« A network of specialist training centres should be created to combine educational
work with training new teachers in a range of social contexts.

— Promote and require continuous learning and training throughout teaching careers.
Ambitious retraining programmes will have to be implemented nationwide along with
regular evaluation mechanisms. The fact that, in 2030, around 40% of Spanish teaching
staff could be over 50 years old makes the creation of these programmes particularly
relevant.1%®

— Institutionalise routes for professional growth within the teaching profession. Two could
be established: a horizontal option, in which professional advances would not imply a
change of stage or teaching responsibility; and a vertical option, which would imply a
change of stage and an evolution from teaching activity to other types of functions. Both
routes would be capable of being assessed and progress in the vertical option would be
associated with management, training and educational innovation functions.

— Encourage men to pursue a career in teaching. In order to move towards gender equality
in society, we would need to encourage men to work in the early stages of education.
Currently, there is a clear majority of female teachers, especially at infant (98%) and
primary (81%) stages. This contrasts with changes in society **° and could contribute to
the perpetuation of gender stereotypes such as the one that associates education and
care exclusively with women.

— Encourage knowledge transfer between schools, vocational training centres and
universities, making it easier for university and vocational training teachers and
researchers to be involved in primary, secondary and baccalaureate teaching, and vice
versa.

— Involve the best teachers in less favourable socio-economic contexts and in educational
innovation and research, for example, by linking professional development and
remuneration to greater involvement in these projects. This is what other countries such
as Australia and France have done.1¢°
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— Advance professional development in the early childhood education stage (0- 3 years), by

promoting both ongoing training and the improvement of teachers’ working conditions,
and the evaluation of teaching processes and performance.

Front 3: Improve the governance of the education system

— Strengthen horizontal cooperation between autonomous communities to promote the

exchange of data, knowledge and experiences between them. To achieve this, we suggest
five priority actions:

+ Strengthen National Cooperation Programmes.*** These should be diversified
both in terms of content and the stakeholders with which they work (autonomous
communities, provincial councils, town councils).

- Leverage digital technologies to expand and integrate the various available databases,
making them a key tool for policy and programme monitoring, evaluation and design.

- Standardise the use of experimentation as a working method, to identify what works
and what doesn't, following principles such as the smart state and systems that
learn.62

 Strengthen the Sectoral Conference allowing greater deliberation and advice on
matters of joint governance.

+ Set a strategy with shared objectives, indicators and targets for improving quality
and equality, aligning them with the realities and aspirations of each autonomous
community, following the example of the European and Spanish 2010 Goals and
the Education and Training Strategy 2020.13 This strategy should be in line with the
European framework for the period 2021-30.%%*

— Improve the professional and international development of political positions and mid-

level technical staff of the autonomous communities and the Department of Education
and Vocational Training, with continuous training programmes and exacting evaluation
systems.

Extend schools' autonomy and organisational capacity, following the European experience.
The ideais that schools can better adapt classroom work to the reality and needs of their
environment - something that is essential to achieving greater equity and better learning
outcomes.16®

Establish admission rules and control mechanisms to ensure a balanced schooling:
without segregation, free of charge, and that encourages co-responsibility between public
and private government-dependent networks.1¢¢

Promote greater accountability of schools to the educational community and the
administration, based on information from diagnostic assessments and other robust
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reporting tools, with the aim of developing improvement plans and systematising their
innovations.

— Modernise educational inspection, strengthening its ongoing support role to schools and
as a coordinating mechanism for sharing improvements between them.

— Make schools more open to other stakeholders who have a commitment to the common
and public aspects of education. Schools should become nodal points within an ecosystem
of connected learning in the community, with an active role played by museums, libraries,
cultural industries, businesses and community organisations as networked educational
agents.

Front 4: Promote an effective evaluation system, supported by a culture of transparency
and accountability

— Introduce a model of skills-based certification of learning at the end of compulsory
secondary education, to replace the current system of qualifications. The aim should be
to achieve greater flexibility in access to training opportunities after compulsory education
ends, and tailor learning pathways for each pupil. The objectives of the University
entrance exam (EBAU) should also be redesigned in order to move towards skills-based
assessment.

— Strengthen and adapt diagnostic assessments.'®” Make assessments at national level (with
common items) and regional level (with items specific to each autonomous community)
compatible with the aim of identifying progress, designing improvement plans and sharing
best practice between schools and administrations.**® These assessments should be
recurrent over time, and the resulting data should be made available to the academic and
research community, so that it can also help with monitoring and improving educational
policies.

— Promote continuous assessment aimed at improving each teacher and the institutional
development of each school, and implement a professional evaluation portfolio based
on teaching performance indicators and a peer evaluation system.

— Develop the National System of Indicators, deepening the themed areas (for example,
equality and longitudinal analysis of results), coverage (available for all autonomous
communities), disaggregation by student profile and agility of updating (in real time using
automatic learning algorithms). This would allow a better use of information by teaching
teams, the educational community and families and would help strengthen their decision-
making

— Create an independent institution that connects scientific evidence with educational policy
and practice, inspired by models such as the Education Endowment Foundation?(UK),
the Best Evidence Synthesis'’® (New Zealand) and the What Works Clearinghouse’*
(USA). The initial areas of activity could be: systematically evaluating the benefits of
generally applying the "split school day" on academic results compared to the "no lunch
break school day",*”? and study the suitability of changing the mechanism for assigning
schools to students.'”3
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Front 5: Improve funding

Without increased and better allocated funding, it will be impossible to achieve the goals set out
above.?’ It is therefore essential to progressively increase the financial resources devoted to
education to reach the current EU-8 average [Figs. 23 and 24]. The goal is to be able to:

— Finance the proposed policies on modernising the curriculum, professionalising teaching,
improving governance instruments and creating an effective evaluation system.

— Finance the expansion and improved quality of the public network of centres for early
childhood education, upbringing and care, in order to ensure universal, free, high-quality
early childhood education (from 0 to 3 years). Although our school enrolment rate at
these ages is higher than the EU-8 and EU-27 averages, in Spain there are still many
children aged 0-3 who are not in school. This is especially true of children from the most
vulnerable settings. Studies show that training at this early age is, in fact, one of the most
effective ways to improve educational results and the quality of human capital, especially
in countries such as ours that has a high number of children in vulnerable situations and
with a training stage that is strongly impacted by the precarious employment of a large
proportion of the population [see chapter 7].17%

— Finance a plan of infrastructures and educational equipment for the purposes of
digitalisation and aligning with the environmental transition (for example, efficient air
conditioning and insulation, trees in playgrounds for thermal regulation, supporting the
installation of mini-solar power plants that help with sustainable development).

— Increase funding for educational innovation and transformation, as well as for research
resulting from increased access to and transparency of educational indicators.

— Finance additional measures aimed at reducing inequalities (of opportunity and results)
experienced by students and which originate in differences between schools, regions,
skills and their families' socio-economic circumstances. This will require several
measures:

 Develop equitable funding of schools based on socio-educational complexity. To this
end, underfunded schools should be identified internally, and then special allocations
should be made available to eliminate the funding gap.17®

 Establish a floor for investment for students in all autonomous communities, so that
it never falls 90% of the national average.

« Expand the coverage and number of scholarships. For example, with new packages
that help promote return to the education system or encourage groups at risk of

dropping out to stay in school.

- Institutionalise reinforcement plans for vulnerable students (compulsory for
autonomous communities).

« Strengthen progress among pupils with learning difficulties, increasing the provision
in the areas of guidance, psychological care and extracurricular activities.
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« Address the funding gap of privately-owned state-funded schools, quantifying the
actual cost of ordinary operation and focusing on diversity (which do not cost anything),
with the aim of improving access opportunities and reducing school segregation.*””

« Fund children's right to food through breakfast grants and lunchtime services.

- Ensure the availability of transport and meal service, in order to facilitate early
schooling, especially in rural areas.

Front 6: Expand and diversify post-compulsory education options

A significant part of the high school drop out rates and educational deficiencies among our
population comes from the lack of flexibility in accessing educational opportunities after
compulsory schooling. Spain will need to develop an open, multi-modal system that: provides
tailored training options for students, leads to post-compulsory schooling qualifications for the
majority of students (adapting and strengthening the vocational training model), and ensures that
all students graduate with the ability to continue learning and training for life[see chapter 3].

If these measures are taken, Spain can be at the forefront of education by 2050.
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Challenge #3

IMPROVE THE
TRAINING AND
REQUALIFICATION
OF OUR POPULATION






EXECUTIVE SUMMARY

— Over recent decades, levels of training in the Spanish population has improved drastically, at a
pace only comparable in Europe to Finland. The advances in basic education, the modernisation
of vocational training and the expansion of the university system have allowed for the average
number of years in education for our population to double; the percentage of adults with no
formal education has fallen from 10% to less than 2%, and the proportion of the population
with a tertiary level qualification has risen from 16% (born in the 40s) to 47% (born in the
80s). Through these and other advances, Spain has been able to correct decades of delay and
approach the human capital levels of the EU-27 average.

This does not mean, however, that Spain can or should stop there. Despite the advances made,
Spain’s population remains less trained than the most advanced countries in the EU. In the
future, as the knowledge economy grows, technology will transform the productive network,
our working age population will shrink, international competition will increase, and threats
like climate change will intensify. A well educated and skilled workforce will become even
more important.

In order to avoid being left behind in this emerging scenario, Spain must reduce the proportion
of the population with only compulsory secondary-level studies by half, increase the proportion
with tertiary level studies (university or higher VT), and put an integrated requalification system
in place that allows at least one million workers (employed and unemployed) to update their
skills. This is the only way we can make the increases in productivity we need, develop a
pattern of competitive economic growth on a global scale, deliver on the green transition and
ensure the sustainability of our welfare state over the long term.

The demographic change and proliferation of digital technologies that will take place over the
coming decades will help us achieve this. Between now and 2050, the Spanish population
aged between 16 and 24 will fall by 200,000 people compared to 2019. This means that the
state will be in a position to double spending on post-compulsory education without incurring
an exorbitant increase in public spending, and may reach the percentages of graduates of
the most advanced countries in the EU with the infrastructure and human resources already
available. The use of technologies like Artificial Intelligence and sensors in our centres will
make this progress even more feasible.

The implementation of an efficient and truly integrated requalification system will require
regulatory and cultural changes for employees and employers, and significant increase in
funding and a better coordination between educational and cultural institutions of the public
and private sector. There’s no reason to think we cannot achieve this. Spain was able to create
2 million training places in higher VT and universities between 1980 and 2020, and may create
a million places for much shorter training programmes between now and 2050.
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THE PAST: PROGRESS MADE

On 15 June 1977, the Spanish population participated in democratic elections for the first time
in forty years. The 18 million men and women who went to the polls that day were a young
population, working and full of hope, but less educated than most contemporary European
societies, the result of an archaic education system that saw Spain fail to record improvements
in human capital for four decades.* In 1977, 10% of the Spanish adult population were unable
to read or write, 74% had no education beyond primary schooling and fewer than 6% had any
higher education qualification.?

The Parliament formed as a result of those elections designed a modern and progressive Spanish
Constitution that recognised “everyone [citizens] has the right to education” and contained a
commitment to “a policy guaranteeing vocational training and requalification” for all workers.® And
so began one of the most spectacular training revolutions in 20th century Europe, with Spain
making up for much of the time lost and reaching the EU average human capital levels.

In addition to the achievements in levels of primary and secondary education [see chapter 2],
there were other equally notable achievements in the adult population. One of those was root and
branch reform of Vocational Training (VT). From the 1990s on in particular, vocational training
became part of the education system. Human resources were extended, access routes were
diversified and the curriculum was updated, progressively adapting to the skills demanded by the
productive network. Thanks to this, VT ceased to be an educational path with poor implementation
and poor social perception, and became a modern and competitive option for entering the world
of employment. Since then, the number of people registering for VT courses has risen from
7,300 to 887,000 [Fig. 1] and the levels of employability, salary and job satisfaction for the VT
graduates have improved drastically to reach, and in some cases exceed, those for university
degrees holders.*

Fig. 1. Number of students registered for Vocational Training in Spain
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At university level, progress has been equally significant. Over the last four decades, Spain has
been able to modernise and grow its university system, reaching the levels of the most advanced
countries on the Continent [Fig. 2].¢ The change began with huge increase in the number of
universities, from 30 in 1980 to more than 80 today,” many of them home to researchers of
the highest quality and cutting-edge infrastructures. A decentralised model was developed
that prioritises equal opportunities over the creation of centres of excellence, in contrast to the
approach taken, for example, in the United States. As a result, today Spain has no university in
the world “top 100” but has 40 (half of the total) among the top 1,000. In fact, Spain has one of
the highest ratios of cutting-edge universities per million inhabitants in the world® [Fig. 3].

Fig. 2. The 12 best university systems in the world Fig. 3. Universities in the world top 1,000 per 10
according to the QS ranking, 2018 million inhabitants
Position Country Score Position Country No.

1 United States 100 1 Luxembourg 16.2
2 United Kingdom 98.6 2 Austria 15.8
3 Australia 93.8 3 Finland 14.4
4 Germany 93.4 4 Sweden 13.6
5 Canada 90.4 5 Cyprus 11.4
6 France 86.8 6 Denmark 10.3
7 Netherlands 84.9 7 Ireland 10.1
8 China 84.5 8 United Kingdom 9.7

9 South Korea 83.5 92 Spain 8.5

10 Japan 82.1 Below Spain are 4 EU-8 countries (Netherlands,

Belgium, Germany and France) and countries such as
11 Italy 77.8 the US, South Korea, China and Japan.
12 Spain 75.7

Below Spain are 5 EU-8 countries®: Sweden,
Belgium, Finland, Denmark and Austria.

Source: Drafted by the authors based on the QS RANKING*® Source: Drafted based on the Academic Ranking of World Universities,
Eurostat and the World Bank.**

These universities are also distributed throughout the country, all autonomous communities have
at least one public university and all provinces have at least one centre for higher education.
There are inconveniences to this geographic dispersal (e.g. difficulty taking advantage of
economies of scale) but there are also enormous advantages. Among others, it has served to
boost economic and social activity throughout the country,*? and to reduce the private cost of
university studies (e.g. housing rental). This, combined with the spectacular increase in grants (the
percentage of university students receiving grants has risen from 19%in 1996 to 38% in 2017),%
has tripled the proportion of people studying at university in Spain each year and has
helped to expand the educational and, therefore, professional opportunities for millions
of women [Fig. 4].% Thus, Spanish universities have gone from being an elitist institution to
a pluralist one open to citizens, which, in addition to training competent professionals,*®
acts as one of the principal mechanisms for social mobility and gender equality in the country.
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Fig. 4. Percentage of university graduates (25-29 years old) by gender in Spain
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Advances in the area of training and requalification for the working population have been
equally important. In 1992, the government, companies and trade unions signed the first National
Agreement on Continuous Training,*” in which the mechanisms were created to finance, coordinate
and guarantee instruction and upskilling for those in employment. This agreement was followed
by others, the fruit of collective partnership and growing interest of companies in human capital.
Thus, Spain has developed, in just two decades, a broad and dynamic training system for workers,
which, although far from the country’s needs,*® is already comparable to that of many European
countries. The data reflect the scale and velocity of these changes. Between the 1990s and today,
the resources allocated to active training policies have increased,*” the number of workers who
participate in these requalification programmes has risen from 198,000 to 4.7 million [Fig. 5]
and the number of training hours has increased from 19 million to reach 75 million in 2019.2°

Fig. 5. Number of participants trained in Spain
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Source: Drafted by the authors based on data from FUNDAE.?
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Advances in training for unemployed people have been substantially more modest, although
there have been significant improvements. Joining the EU in 1986 allowed Spain to access the
European Social Fund and launch the Plan FIP (National Training and Employment Plan), which
constituted the start of active employment policies in Spain and the reform of the vocational
training system. Since then, the capacities of the National Employment System have been
improved, consolidating allocations to finance training and develop a mechanism to detect training
needs.??

Overall, the advances described have allowed for the average number of years training of the
population to double between 1977 and 2010, the percentage of adults without education has
fallen from 10% to less than 2%,2* and the proportion of people with tertiary level qualifications
(university or higher VT) has increased from 16% of the population born in the 1940s to 47%
of those born in the 1980s [Fig. 6]. Thanks to this, the basic skills and professional knowledge
of the Spanish population have improved drastically, at a pace only comparable in Europe over
the same period with Finland [Fig. 7].

Fig. 6. Population by maximum education level reached according to birth cohort in Spain
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Source: By the authors based on data from the INE (National Statistics Institute of Spain).?®
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Fig. 7. Difference in reading comprehension results among young people (16-24 years old) and older people
(55-65 years old), 2012
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Inthis way, the country has been able to correct decades of delay and converge, in most indicators,
with the EU-27 in human capital [Fig. 8].

Fig. 8. Human capital index, 2019
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THE PRESENT: UNFINISHED BUSINESS

The progress made in human capitalin Spain in recent decades has been more than remarkable.
This does not mean, however, that our country can or should stop there. In the future, as the
knowledge economy grows, technology will transform the productive network, our working age
population will shrink, international competition will increase and threats like climate change will
intensify. A well trained and up-to-date workforce will become even more important.

For this reason it is important for Spain to continue to improve the quality of its human capital,
resolving the pending issues to become one of the most advanced countries in Europe on
this front. Only in this way can we make the productivity gains we need, develop a pattern of
competitive economic growth on a global scale, deliver on the green transition and ensure the
sustainability of our welfare state over the long term.

What are the unresolved issues? Here are three which stand out.

Firstly, the high proportion of the Spanish population whose education does not go beyond
compulsory secondary education. While the population aged 25 to 64 with higher education
(university, higher VT or equivalent) in the country is similar to that of the most advanced countries
in Europe (reflected here under “EU-8"), the proportion of people who have an upper secondary
qualification (Baccalaureate, intermediate vocational training or other equivalent qualifications)
is lower than that of our European neighbours (23% compared to 42% among the EU-22 or 41%
of the EU-8) [Fig. 9].

Fig. 9. Population aged 25 to 64 by level of education, 20180
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Source: Author’s own based on data from the OECD.?®

This shortcoming is not just a situation inherited from previous generations, but a chronic problem
that is reproduced across the youngest generations and comes from elevated school dropout
rates and the rigidity of our training models.?? As a result, in Spain today, there are more than 10
million adults (48% of the population aged between 25 and 64) who hold no formal professional
qualification (VT or university);3° that is, they have no professional skills, or if they do have them
they are not accredited.3?
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The second unresolved issue of our human capital is the improvement of their skills. In
Spain, the adult population has a lower command of basic skills like reading comprehension and
mathematics than its European partners. This problem is found at all training levels. For example,
a person with a third-level qualification in Spain has a lower level of reading comprehension and
mathematics than a Baccalaureate graduate in the Netherlands [Fig. 10].

Fig. 10. Differences in score for reading comprehension and mathematics in the adult population aged
between 25 and 65 by education levels, 2012 and 2015
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The same can be observed with other key skills. The Spanish population falls below the
European average in fundamental areas like knowledge of foreign languages,*: digital skills,**
and financial training;*> and in the command of soft skills such as critical thinking, creativity
and curiosity [Fig. 11], which are expected to increasingly gain in importance for personal and
professional development.3®

Fig. 11. Relative levels of social skills
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Inevitably, these shortcomings are reflected in our labour market. Surveys indicate that in Spain,
at least 2 in 10 workers do not have the necessary skills to adequately perform their work, 3 that 3
in 10 entrepreneurs have a low level of studies,®” and that 2 in 10 employers cannot find adequate
profiles for vacant positions, a proportion that has almost tripled in recent years.*°

The third unresolved issue for Spain is the promotion of lifelong learning. Evidence shows that
the participation of the adult population in requalification processes is linked strongly to higher
productivity (between 5% and 30%),** greater employment opportunities,*? and higher salaries.*
For this reason, promoting lifelong learning has become an shared goal for the most developed
countries in the world.

In Spain, however, progress has so far been limited on this front.** The Spanish population is
one of the most predisposed to continuous learning of the OECD [Fig. 12]. However, the lack of
opportunities to do so and the fact that most of the funds of the State and companies reserved for
this purpose are not used, has led to a situation where only 4 in 10 adults participate in regulated
or unregulated training and requalification programmes every year. This positions us at around
the EU-27 average, but below the EU-8 [Fig. 13]. %

Fig. 12. Predisposition to continue learning, adults (25 - 64 years), 2015
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Fig. 13. Percentage of adults (aged 25 - 64) who say they have participated in training activities in the last 12
months, 2016
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The highlighted shortcomings are having a negative effect on our economy and our society.
There is ample empirical evidence that demonstrates that the skills deficiency in Spain is linked
to lower productivity,*® less innovation,*® higher rates of unemployment,®® and greater income
inequality between citizens [see chapter 1].52 The skills deficiency is also linked to lower levels of
health,52 citizen security, civic participation,® and environmental awareness.>* From now to 2050,
this association will only become stronger as the world shifts towards a more knowledge-based
economy and less intensive use of the physical factors of production. Human capital will form the
basis of economic prosperity. Spain must therefore resolve these pending issues and converge
with the EU-8 countries in terms of the population’s level of training.

Although the challenge is considerable, there is no reason to think we cannot overcome it.
Over recent decades, we have managed to provide the country with the institutes, universities,
VT centres and requalification bodies necessary for the working population and the unemployed.
What we have to do over the coming decades is correct the inefficiencies and expand the strengths
of these mechanisms in order to take full advantage of their potential.

The channels of improvement

I. Minimise inherited shortcomings in the pre-school, primary, and secondary education
stages

As we saw in the previous chapter, the number of students in Spain that are held back a year or
drop out in primary and secondary school s too high, and there is a low level of learning compared
to the EU-8. These problems build up and become fossilised in the active population and, in part,
explain the shortcomings of our human capital. Over the coming years, it will be necessary to
correct them and ensure that every student realises their potential [see chapter 2].
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II1. Consolidate Vocational Training as one of the principal channels for training and
requalification in Spain

Spanish VT has improved considerably in recent decades, both in terms of coverage and quality.®®
Even so, this training option still does not have the same level of implementation as in other
European countries, especially those with a higher level of economic development. This is due
to two phenomena. Firstly, a significant proportion of students in Spain, even though they
would be interested in pursuing VT, leave school before reaching that level of education [Fig.
14]. This is one of the consequences of the country's high dropout rate, and one of the keys to

understanding the shortage of qualified professionals.

Fig. 14. Percentage of the population aged 18- 24 who drop out of education
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Secondly, the majority of pupils who completed compulsory secondary education are more
attracted to studying baccalaureate than VT as an access route to university (perceived as the
goal in education for most students) or as an option for professional training. In 2018, only 36%
who completed compulsory secondary education opted for VT, compared to 64% who preferred
baccalaureate studies, a proportion that differs slightly from what we find in the EU-8 where VT
is the predominant option [Fig. 15].
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Fig. 15. Percentage of student population enrolled in baccalaureate and intermediate VT, 2018
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Various factors explain this bias in the selection of education programme:

— the lack of social recognition of VT in Spain among parents, teachers, guidance counsellors,
and students;%®

— the shortcomings still present in the design and implementation of this training option;®?

— the persistence of old stereotypes, meaning that 80% of women are concentrated in
four very specific professional categories (health and social care, administration, public
services, and hair and beauty) and remain under-represented in technical-industrial
qualifications, which have the highest demand;®°

— the nature of the Spanish productive network, with an abundance of jobs that do not
require a high level of technical skills;®* and

— the limited implementation of dual VT®?in the country, with only 1% of students enrolled
in this format, compared to 18% for the OECD and 19% for the EU-8.%°

Over the coming years, we have to tackle these factors and consolidate VT as one of the principal

training and requalification routes for our population, following the model of the most advanced
countries in the EU.

Continue learningm Spain 2050 137



138

II1. Boost the contribution of the university system to the training and requalification of
the workforce

As we have seen, Spain has an advanced university system that stands out for its educational
accessibility and its equal distribution across the length and breadth of the country. University
has been one of the key elements responsible for the improvement in Spain’s human capital
in recent decades.

Even so, our university system still has a number of aspects that prevent it from reaching its full
educational potential. To start with, there is a wide and growing gap between what is taught
at Spanish universities and what the productive network demands.®* This gap impacts both
qualifications (obsolete curricula, poorly connected with reality) and the skills acquired therein,
and is a significantly limits the employability of graduates and the country’s productivity. It is clear
that universities should not be oriented towards satisfying the immediate needs of the labour
market. But it is also true that they cannot turn their back on it completely. Unlike other country’s
universities, Spain’s public universities have little connection with the business world and receive
funding primarily on the basis of the number of students enrolled, with little weight placed on the
percentage who find employment and develop a satisfactory career once they graduate.

There is also a considerable imbalance between the qualifications most demanded by students
and those most sought by employers.®® This is the case in practically all countries in Europe,
although it takes a different shape in different countries. In Spain, the degrees most demanded
are those in engineering, industry and construction, accounting for almost 25% of the total job
offers. However, only 15% of the graduate population pursue these degrees. On the contrary,
almost 25% of people pursue studies in education, arts and humanities, which account for only
3% of job offers [Fig. 16].

Fig. 16. Distribution of employment offers of population enrolled in university degrees in 2013- 2014 by
professional categories in Spain

35%
30%

25%

20%
15%
10%
5%
0%

Education, arts Social and Engineering, industry Health and
and humanities legal sciences and construction social services
B Undergraduate university studies Demand (job offers)

Source: Drafted by the authors based on data from the CES.®®

Spain 2050 m Continue learning



Another problemis the low levels of learning. It is often said that Spain has an “overqualification”
problem. This is partly true. In 2019, 35% of employment contracts signed by Spanish university
graduates were for low-skilled jobs,®” something that has a damaging effect on workers and on
companies,®® and which should be tackled in the future through a modernisation of the productive
network and a change in the hiring culture [see chapters 1 and 7]. However, we must not lose
sight of the fact that, what underlies this data is often not a problem of “overqualification” as
such, but rather “overtitling”, as in many cases individuals who, although they hold a higher
education title, only possess intermediate or low skills. The aforementioned results of the
Programme for the International Assessment of Adult Competencies (PIAAC) illustrate this fact.
In Spain, only 12% of the adult population (25 to 64 years old) who are university graduates
present a high level of reading comprehension, compared to 30% or more in countries like
Finland, Netherlands and Sweden.®® When the skills of the youngest sector of the population are
analysed (20 to 34 years old) we encounter similar results.”®Other standardised tests support this
reading: in Spanish universities the majority of students graduate with a command of basic skills
(reading, mathematics and science) that is considerably lower than neighbouring countries.”

The reasons behind this phenomenon are more complex and can mainly be linked to the
shortcomings of the primary and secondary education, but also with the way in which academic
degrees are designed and the way in which universities operates. The accreditation system
and Spanish five-year teaching periods place importance on quantity over quality of teaching,
disincentivising improvements to learning and weakening the role of the university as an instructor
in the professional profiles required by the productive network. An important element of financing
for public universities depends on the number of students, disincentivizing a more demanding
approach to admission and evaluation processes. At the same time, the regulatory rigidity and the
internal governance methods make it difficult for universities to improve their educational options
with the flexibility needed. Today, it is the teachers themselves who must decide what changes
are made to undergraduate and postgraduate programmes and take on the work to amend them,
something that is barely recognised or compensated by the system. When, nonetheless, they
decide to do so, centres face slow and dysfunctional bureaucracy for accreditation. As a result,
most of the content comprising the curriculum is not modified and much of the material that is
changed is already obsolete by the time it is launched.”?

Finally, it is worth highlighting the poor service Spanish universities have provided, and still
provide, for the requalification of the working population.” Most training options remain in the
hands of postgraduate schools, business schools, academies and other training centres (generally
private) whose options are limited themselves and not always accessible to citizens. Spanish
universities under-exploit their training potential in this regard. Universities that offer short
courses for working professionals who want to up-skill are in the minority. This today constitutes
a limitation, but also presents an immense opportunity for future development. As we shall
see later, professional requalification can become the principal channel of growth for universities
over the coming decades, as demographic change sees the numbers of 18 to 25-year-olds in the
country fall.
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IV. Build an integrated education and requalification system for the active working
population.

The time when learning was confined to the first two decades of one's life is over. At present,
rapid change in the productive network is pushing workers towards constant requalification, the
frequency and extent of which will only increase in the future.

To provide the working population with this training, Spain has, to date, had anintegrated education
and requalification system composed of three pillars: 1) In-company training developed by
companies for their employees (often referred to as “training on demand” in Spanish literature);
2) “supply-side training” provided by the State and the Autonomous Communities; and 3) training
pursued by persons on an individual basis through regulated or unregulated programmes (e.g. an
online course). We shall examine below the situation for each of these.

In-company training has improved considerably in Spain. The number of companies offering
training to employees has multiplied fourfold over the last two decades,”* expanding in all levels
of the productive network [Fig. 17]. It remains, however, a low proportion in comparison to the
most advanced countries in the EU, due, primarily, to the predominance of small and medium-
sized enterprises in our productive structure” [Fig. 18].

Fig. 17. Percentage of companies who train their employees by size of company in Spain
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Fig. 18. Weight of working population trained and not trained as a total of the salaried population in the

private sector, by type of company in Spain
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The number of employees who participate in training programmes has grown considerably,
rising from 494,468 in 2004 (3% of the total) to more than 2.9 million in 2019 (15% of the total).”®
Nevertheless, it is once again a small proportion in comparison to other European countries,” and
also present considerable imbalance in terms of gender, age, education and professional sector.8°

We must also take into account that the duration of training is falling, which in many cases
leads to a reduction in the knowledge and skills acquired. If, in 2007, the average duration was
22 hours in large companies and 29 in medium-sized companies, in 2019 those figures were 11
and 13 respectively.8? The explanation for this appears to lie in the fact that many companies are
expanding their training options to more members of staff, but reducing the duration and, in all
probability, the quality.

These factors, together with low funding and the high numbers of temporary and precarious
contracts typical of the Spanish labour market, mean that in-company training in Spain is generally

insufficient, and that workers learn less when employed than their EU-8 counterparts [Fig. 19].

Fig. 19. Percentage of workers whose skills have declined, stagnated, or improved since the time they joined
their current job, 2014
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Source: Authors' own, based on CEDEFOP data.®
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In terms of supply-side training provided by public institutions, the lack of reliable and unified
data prevents us from getting a clear picture of what is happening at the national level. In any
case, stagnation or even decline over the last few years is discernible. The number of employed
participants in public requalification programmes peaked in 2008, with 1,066,165 participants®
falling thereafter to 116,317 in 2019,8* while also replicating the same biases as in-company
training.8® There are several factors explaining this situation. The lack of qualified teaching
staff, restrictions on employed persons undertaking face-to-face training® and the erratic and
insufficient nature of funding®” are just some of these.

Finally, it is worth mentioning the training that individuals undertake on an individual basis
through generally short and non-regulated programmes that are either face-to-face or online,
taking place in academies, training centres and on digital platforms. This form of education is
known to have grown significantly in recent years, although it remains a marginal training pathway
in Europe.

Reinventing our training system for unemployed people

There is ample empirical evidence that participation in quality requalification programmes
significantly increases unemployed people's chances of finding a job and of improving their
earnings and working conditions relative to their previous position.® As such, requalification
systems for the unemployed are considered a key part of any country's economic and social
policies.

In Spain, however, the public system of training and requalification for the unemployed has had
severe deficiencies in its design, operation and supervision for decades. Rather than increase,
the proportion of unemployed people participating in training programmes coordinated by the
public sector has more than halved over the last two decades [Fig. 20], as has the number of
hours dedicated to their requalification.®

Intotal, it is estimated that, in 2016, 36% of unemployed people participated in some training
activity (formal or informal) in Spain, a proportion 11 percentage points lower than that recorded
in the EU-8 [Fig. 21].
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Part of the problem is insufficient and unstable funding. Spain devotes only 0.11% of its GDP to
the training and requalification its active population, notably unemployed, compared to 0.14%
forthe EU-22 and 0.25% for the EU-8 [Fig. 22]. In terms of spending on training per unemployed
person, this equates to approximately 350 euros per person in Spain compared to an average of
3,000 euros in the EU-8.72

Fig. 22. Public spending on active training policies
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Furthermore, the level of this funding is highly conditioned by the economic cycle, since a
very significant part of funding (around half) depends directly on companies' social security
contributions per worker, which tend to be reduced during recessions. This means that all too
often resources for training are cut just when they are most needed.
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In addition to the lack of funding, there are other problems, such as those arising from the
institutional framework which up until now has been the backbone of active employment policies.
In Spain, management powers in the area of training for the unemployed are transferred to the
Autonomous Communities, without an efficient national coordination mechanism to allow the
efforts of the different administrations to be aligned, as is the case for other public policies.
This has prevented the development of some key elements designed to organise, promote
and streamline the functioning of the system, such as the Pluriannual Scenario provided for in
Article 5 of Law 30/2015, which regulates the Vocational Training system for employment in
the labour sphere.?* It has also prevented the creation of a comprehensive database that would
help to adjust training options in real time to meet the changing needs of the productive
network, following in the wake of the Report on Prospecting and Detection of Training Needs.?®

To this we must add, finally, the absence of effective evaluation mechanisms to distinguish
courses that are fit for purpose from those that are not, in order to scale and replicate them; and
the significant shortcomings of our State Public Employment Service (SEPE, by its acronym in
Spanish), an institution that has not been able to adapt to the changes that have taken place in
Spanish society and the labour market in recent decades.

The result of all of the above are training options of insufficient quality that are not fit for
purpose, which, moreover, are poorly valued and are in low demand by both the unemployed
and potential employers. If we want to reduce our unemployment levels in the future and raise
the country's labour productivity to EU-8 levels, these shortcomings must be addressed [see
Chapters 1 and 7].

VI. Taking greater advantage of the synergies of the system

Spain is a decentralised state. As such, the management, financing and supervision of training
and requalification programmes is spread across a plethora of agencies (state, regional and
municipal) and training and requalification centres (public and private). This decentralisation
presents challenges, but it also offers Spain important advantages, as it allows the system to be
adapted to the needs of each territory, to test different solutions simultaneously, and to exchange
lessons learned and best practices across the country.

In order to make the most of these advantages, Spain needs to improve information exchange
and coordination between public administrations, institutions, VT centres, universities and
public employment services. It should also strengthen the role of companies in education and
training, encouraging them to go beyond their own workforces and move towards the EU-8 model,
where companies play a key role in the training and requalification of workers, providing quality
courses (not only for the employed population), accrediting skills acquired on the job, and helping
administrations to design curricula and optimise public training options.

All these improvements will require effort, but they are feasible. The bulk of the resources
(human, financial and institutional) needed already exist. It is now a matter of modernising and
optimising the various parts of the system. As we will see below, the coronavirus crisis and the
technological changes that will take place in the coming years provide a good opportunity
to do so.
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THE FUTURE: THE TRAINING REVOLUTION OF THE ADULT POPULATION

The crisis triggered by coronavirus will lead to a profound transformation of the European
productive network in at least two different ways. Firstly, it will accelerate trends of change that
were already underway before the virus hit: digitalisation, decarbonisation and the transition from
alinearto acircular economy. Secondly, it will lead to a reallocation of resources between sectors:
part of the human and financial capital devoted to the activities most affected by the pandemic
(such as hospitality and commerce) will be redistributed to other activities (such as care services
and technological development).

Countries’ future prosperity will be largely determined by their capacity to deliver these
transformations, which in turn will depend on the quality of their human capital and their ability
to adapt it to new productive needs. In this emerging scenario, Spain is facing a dual challenge.
Firstly, to improve their levels of coverage and learning in VT and university education cycles
to converge with the EU-8. And secondly, to develop an integrated requalification system to
keep the adult population trained and up-to-date over their lifetime. Only by achieving both
will we be able to guarantee Spain’s development in the world that is to come.

I. VT and the university of the future

Over the last 30 years, the education of the European population has improved considerably.
The average number of years of education has increased by 40%%° and the percentage of people
who hold higher education qualifications has almost tripled.?” All indications are that in the near
future this process of educational upgrading will continue. Life in society will increasingly demand
more knowledge, the labour market will become more competitive, and jobs that today require
an average education will require a higher degree and, in many cases, a postgraduate degree
or equivalent [see chapter 7].

The International Institute for Applied Systems Analysis estimates that, if the trends of recent
decades continue, by 2050, the percentage of people in the EU-22 and EU-8 with higher education
qualifications will increase by 12 percentage points or more, while the proportion of people with
less than upper secondary education will roughly halve [Fig. 23].
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Fig. 23. Educational attainment of the population (25-64 years old) in 2018 and projections to 2050

Tertiary
education

Upper
secondary
and post-
secondary
non-tertiary

Lower than
upper
secondary
education

Tertiary
education

Spain, 2018

University Higher VT
26% 11% 37%

High school +

Intermediate VT 23%

Primary
+ Secondary education 40%
+ Other

EU-8, 2018

11% [ENRA

Spain, 2050

University Higher VT

38% 17% 55%

30%

15%

EU-8, 2050

55%

146

Upper
secondary
and post-
secondary
non-tertiary

41% 36%

Lower than
upper
secondary
education

17% 9%

EU-22,2018 EU-22, 2050

Tertiary

education LN 40%

52%

Upper
secondary
and post-
secondary
non-tertiary

Lower than
upper
secondary
education

19% 10%

Source: Drafted by the authors using data from the OECD, International Institute for Applied Systems Analysis and Lutz et al.”®

If Spain wants to avoid falling behind in human capital, it will have to significantly improve its
educational performance in terms of both coverage and learning outcomes. Fully converging
with the EU-8 by 2050 is not feasible, given our starting point.”” But what we can do is close the
gap that separates us today until we are on a par with them in terms of the training of the new
generations. The demographic contraction that Spain will experience in the coming decades will
provide us with a unique opportunity to achieve this, without incurring an excessive increase in
public spending.

There should be three priorities to this.

Firstly, to reduce the proportion of people leaving education without at least upper secondary
qualification by a minimum of 25 points. To achieve this, we must tackle the shortcomings of
the early childhood, primary, and secondary stages of education already analysed [see chapter
2], and make a firm commitment to intermediate VT, which is considered the most effective and
realistic way to reduce school dropouts.
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Secondly, Spain will have to increase the percentage of the population with a university degree
from the current level of 26% to 38% in 2050 [Fig. 23]. If we take into account the demographic
contraction that will affect the younger cohorts in the coming years, in absolute terms, this will
mean going from the one million university students (16-24 years old) we have today to around
1,100,000 in 2030 and 900,000 in 2040 and 2050.1° It is not true, therefore, that our country
has a "surplus" of university students. The current number is adequate and will have to be kept
relatively stable until the middle of the century [Fig. 24].

Fig. 24. Population aged between 16 and 24 enrolled in different types of studies in Spain
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Department of Universities.*®*

The problem of "over-qualification" that exists today will need to be addressed. But the solution
for the future should not be to reduce the number of people graduating from Spanish universities
but to improve employment rates and generate higher quality jobs [see Chapters 1 and 7]. If Spain
wants to one day have the levels of productivity, innovation, competitiveness and employment of
Germany, Denmark or Sweden, it must also reach their levels of higher education qualifications.

What is not clear is what kind of institutions will best meet this demand for training. So far this
century, Spain’s public universities have barely grown and the private university sector has
registered the greatest increase, both in the number of centres (from 4 universities in 1990
to 33 today)'? and in the number of students enrolled (in 1985, students enrolled in private
universities represented 3% of the total, while in 2019 they represented 20%).1% Whether or
not this trend continues in the future will depend mainly on the ability of the public university to
adapt its training options and teaching systems to the needs and desires of the new generations of
students (both domestic and overseas). No less decisive will be the ability of these institutions to
become requalification centres for the senior population, an issue we address in the next section.

Thirdly, Spain will have to almost double the percentage of people with a higher VT qualification,
from 11% today to 17% in 2050 [Fig. 23]. The technological devices and organisational processes
we use are becoming more and more complex, which means that in the future our country will
need more educated technical, computer, chemical, and health personnel. Taking into account
the demographic downturn and our starting position, achieving this target will mean moving from
the 290,000 people currently enrolled in higher VT to around 260,000 by 2050. In other words,
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it will not be necessary to increase the available supply in terms of places, but it will be necessary
to diversify and improve it.

Unlike in the past, in the future, higher education will not only be in the hands of VT institutions and
universities. New competitors will emerge for both, especially in the online space. However, there
is every reason to believe that they will maintain their hegemony in the educational space, except
perhaps for a few short programmes and cutting-edge degrees (e.g. courses on new programming
languages).

In addition to improving the levels of coverage in VT and university education, the levels of
learning achieved in VT and university must be increased. To achieve this, it will be necessary
to optimise education systems, afford centres greater autonomy and flexibility,** take advantage
of new technologies for teaching and student tracking, and change the funding system so that the
incentive for schools is not to have more graduates, but to have graduates with better skills. It
will be equally important to strengthen pastoral care, modernise curricula and bring them closer
to the real needs of the productive network. We do not know with certainty what these needs will
be in the future. It seems clear that the demand for STEM (Science, Technology, Engineering and
Mathematics) skills, soft skills (e.g. critical thinking, creativity, leadership) and social skills will
grow, while the demand for simple and repetitive physical and cognitive skills that can be easily
automated will decrease?®® [see chapter 7].

The restare all unknowns. Although there are many studies and mathematical models that attempt
to do so, the truth is that it is impossible to accurately predict the type of skills that the labour
market of the future will demand.?® The key, therefore, is to develop flexible training models,
capable of navigating this uncertainty and focused on increasing the adaptability of workers
to new demands. This means emphasising what Joseph Stiglitz calls “learning to learn, by
learning”,*%” also in secondary and tertiary level education; focusing on the acquisition of soft skills
such as critical thinking and teamwork; encouraging qualifications related to those activities that
will grow in the coming decades (e.g. care, the green transition, technology); developing predictive
tools that allow us to improve our capacity to anticipate and provide individuals and institutions
with greater guidance with respect to the future;*° and, as we will see below, implementing
requalification systems that can detect and respond quickly to the changing needs of the market.

The task ahead is enormous. The good news is that, contrary to what might appear to be the case,
the crisis brought about by the pandemic provides an opportunity to set it in motion by aligning
opportunities and incentives for all stakeholders (citizens, businesses, governments). The fall
in the supply of low-skilled jobs resulting from the adjustment of sectors such as the hotel and
catering industry will encourage many young people to continue studying and will foreseeably lead
to higher graduation rates in compulsory secondary education, baccalaureate, VT and university
studies, as seen during the Great Recession of 2008.1%° If the deficiencies already pointed out
are corrected, this situation could help significantly increase the proportion of young people who
g0 on to pursue post-compulsory secondary education and put us in a good position to begin to
reduce the gap between us and the EU-8 when it comes to vocational training.
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Even more decisive will be the opportunity created by demographic contraction. By 2050,
Spain’s population aged 16-24 will fall by 200,000 from its level in 2019.12° This means that Spain
could double its spending per student on post-compulsory education (from 6,953 euros today
to 13,462 euros in Denmark)** by moderately increasing its public spending.**2 This injection of
financial resources, together with greater efficiency in their use, will enable us to more than pay
for the improvements set out in this Strategy and thus reap the gains in coverage and learning
that the country needs to catch up with the most advanced EU states.

Digitalisation will also provide key support. There are already higher education institutions
that use Artificial Intelligence systems to track students' progress, detecting potential drop-outs
monthsin advance and applying the necessary support measures to prevent them from dropping
out. This raises important ethical dilemmas, but also opens the door to significant improvements
in outcomes.*3 Likewise, there are countries that are beginning to use big data to monitor labour
market needs in real time and design the best training itineraries for their students!* In Spain, one
of the keys will be to commit to online or blended learning (combining face-to-face and remote
learning), a format that is still underused in Spain**® and which, if properly used, should allow
us to increase the quality, quantity, and flexibility of teaching without incurring large expenses.

I1. The challenge of requalifying the active population

The second great challenge the country must overcome in relation to human capital is to
implement an integrated and efficient requalification system for the adult population.
Between now and 2050, most of the jobs that exist in Spain will change significantly as a result
of digitalisation, the energy transition and social and cultural transformations [see Chapters 1
and 7] As a result, skills obsolescence will increase; knowledge acquired in youth will expire
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Fig. 25. Countries where the need for requalification is more or less urgent

less urgent more urgent
0.7
0.6
0.5
« 04
()
Ee)
=
0.3
0.2
0.1I
0.0
> c© T X u «© s O > @ W T T > ®© > O ® £ «© T
T 6 2 ¥ 8 £ E g8 8 £ ¥ 2 L g2 g T EEH
2 2 = S %5 5 ¢ $ & w 5 3 8 & £ o w $ £ 8 & 3
5 ¢ ¢ € & 3§ @ © £ o £ & v o © 2 £ ¢ 8 S £
S 2 &£ 5 5 2 8 § &£ 3 & € 5 o 5 5 6 & ¥ £ 5
2 o £ o 9 6] 153 [ZEES 5 o
x
[ (&} =3
=z )

Source: Drafted by the authors based on data from OECD.**¢

The crisis caused by coronavirus could be a good opportunity to set up this system of
requalification and to promote the culture of lifelong learning that is demanded in these
new times. After all, for many workers and companies, the acquisition of new skills and a change
of activity will be a sine qua non condition for recovery. The equation is simple: if, instead of
cutting funding (public and private), we increase it, and adapt the training offer to the real needs
of people and companies, the current crisis could turn from being an obstacle into a catalyst
for improving human capital, helping us to lay the foundations for the integrated system of
requalification that Spain requires.*t”

In this respect, we seem to have learned from the mistakes of 2008.%*8 The fact that most large
companies have set the requalification of their staff as one of their main priorities by 2022,1%°
or that the government has made training one of the main pillar of the National Recovery,
Transformation and Resilience Plan'?? is a good illustration of this and gives cause for optimism.

What exactly will it take? Three things: an environment that encourages people over the age of
25 to continue learning; a labour and cultural framework that ensures that employers (public and
private), far from penalising, reward this desire among their staff; and work-life balance policies
and a flexible training offer that allow this desire to be satisfied.

What scale are we talking about? What will Spain have to do to maintain an up-to-date
workforce? The lack of data at European and national level prevents the development of accurate
models to answer this question. The European Commission recently set the target of having at
least 50% of the adult population (25-64 years old) participating in some form of learning
activity (formal or informal) each year by 2025. According to the information available, in 2016,
in Spain only 30% did so (compared to 37% in the EU-27 and 51% in the EU-8),*?* the vast
majority in informal programmes (private classes, courses, conferences, workshops, seminars)
[Fig. 26], so achieving this goal will not be easy.
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Fig. 26. Training reported by the adult population (25 — 64) in Spain, 2016.
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It should be borne in mind, on the other hand, that this target set by the European Commission
is not entirely useful, both because of the gap between the reality reported by respondents and
that recorded in official state sources®?® and because of its imprecise nature, as it does not specify
the nature, duration, the level of the training undertaken (which can range from a formal master's
degree to a lecture) or the learning acquired (more than half of the people who participated in a
formal or informal training activity in 2016 consider that it did not help them either to find a job
or to improve their professional performance) [Fig. 26].
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In reality, it is not the frequency of participation in training activities that is important, but the
extent to which they serve to update the skills of the working population and keep it competitive.
So, a more useful way of looking at this issue is to take the rate of self-reported skills obsolescence
and project it into the future. In doing so, the data suggest that, in Spain, more than one million
people of working age will see their skills outdated annually.*?” If we are to maintain a
competitive workforce, we will need to successfully retrain at least that number every year.
By way of reference, it should be noted that in the 2018/19 academic year there were 1.3 million
undergraduate students enrolled in Spanish universities.1?®

The type of courses that will be required is very varied. Some people will need additional training
(upskilling) to update and expand their existing skills. Others will have to undertake reskilling
courses to enable them to move into new sectors or related occupations. In terms of duration,
this will range from a few days to weeks or months, depending on the sector, occupation, age,
previous training, professional situation and aspirations of each individual.

These training opportunities will have to be made available at all levels and especially in third-
level education, where the bulk of the demand will be concentrated.*?® The best way to meet
this demand will be to extend the reach of our VT and university systems. There is no point in
continuing to separate the employed from the unemployed (something that objectifies and isolates
the latter), nor in creating duplicate courses for both. In the future, Spain’s adult population
(employed and unemployed) will update and broaden their skills by taking programmes
offered by universities and VT institutions together. This will help to improve their learning
levels, encourage the return to work of those who are unemployed, and allow greater use to be
made of the infrastructure, teaching staff and institutional mechanisms of the public system.

Inorder to contribute to this process, VT institutions and universities will have to make a number
of changes. Firstly, to enable new, more flexible and targeted training options that allow adults
to update their skills in line with the changing needs of the labour market, while continuing with
their professional and personal lives. Secondly, new funding mechanisms, beyond the traditional
ones associated with education allocations, must be put in place. Thirdly, to become attractive
and welcoming spaces for all age groups.*3° If we do things right, by 2050, Spanish professional
and university campuses will have as many students over 25 as under.

Naturally, businesses, public administrations and third sector organisations will also play a
key role in the training revolution. It is not for nothing that 86% of Spanish workers believe that
they could develop the skills they need for the future through their current employer.*3?

In the coming decades, megatrends like digitalisation and the ecological transition will bring
about profound changes in our productive network and will further increase the need for the
requalification of the workforce, even for older members. Think, for example, of a mechanic
who repairs and services cars. Until now, their need for requalification has been dictated by
the constant but marginal improvements that manufacturers have been introducing in new
models. The next few years, however, will see the arrival of the electric car, whose mechanics are
completely different. A significant proportion of today's mechanics will need to retrain to be able
to work on such vehicles. The same will be true for all sectors and occupations that will be altered
by automation or the green transition.132
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Demographic ageing will also add additional pressure to the challenge of requalification, and
will do sointwo ways. On the one hand, it will force companies to transform their human resources
strategy. One of the ways in which many companies have dealt with skills obsolescence has been
to replace their more senior employees with younger employees who command lower salaries
and offer a more up-to-date range of skills. In the coming years, however, the young population
(between 25 and 35 years of age) will shrink*33 and the competition between companies (domestic
and foreign) for the most qualified profiles will increase. This will make it more difficult to find
young replacements and will push companies to retrain their most senior employees, either
through in-company programmes or by making it easier for them to participate in other training
programmes. On the other hand, the ageing of the population will lead to an increased demand
for care activities and the emergence of new jobs requiring the acquisition of new skills
[see chapter 5].

The benefits of taking action

Improving our training and requalification mechanisms for the adult population will have very
positive effects on our economy and labour market. For example, if we were to reduce the
percentage of young people leaving school early from the current level of 17% to 3% by
2050 and get everyone to complete at least upper secondary education, Spain's structural
unemployment rate could be reduced by between 1.4 and 1.9 points, and labour productivity
could increase by 7.7% to 11.1% [Fig. 27].

Fig. 27. Potential effect of reducing the early school dropout

rate to 3% in Spain
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Source: Authors’ own, based on Serrano et al*3*
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Similarly, if we manage to increase the participation of workers in requalification programmes, the
likelihood of their becoming unemployed will be reduced,*3® and the likelihood that those who
do lose their jobs will find a superior (better paid and more stable) job will increase considerably.*3¢

More broadly, if we manage to improve the quality of our human capital®*’ to near EU-8 levels
by 2050, Spain could increase its GDP per capita growth by 2 tenths more per year compared
to a baseline scenario, without major reforms*3 [see chapter 1].

Improving training and requalification systems would also have a very positive impact on the
health, civic participation, environmental awareness and life satisfaction of our population,
thus becoming a key way of overcoming the other challenges addressed in this Strategy.

How can this be achieved? A number of measures are suggested on the following pages.

WHAT SHOULD BE DONE TO ENSURE A WELL-EDUCATED WORKFORGE

Between now and 2050, Spain must significantly increase the skills of its workforce if it is to
reduce its structural unemployment, develop a competitive and sustainable pattern of economic
growth, and converge with the most advanced countries in the EU. Doing so will involve, firstly,
improving the levels of coverage and learning in VT and university education; and, secondly,
implementing an integrated system of requalification that allows the adult population to
remain trained and updated throughout their professional life.

It is difficult to achieve that which cannot be measured. It is therefore essential that, in the
coming years, our country agrees, through social dialogue, on a table of measurable indicators
and a list of concrete targets that will allow us to monitor progress and guide the ambitions of
these reforms. Here are some suggestions, following the principles outlined in the Introduction
to this Strategy:

Goal 9. Ensure 93% of the population aged 25-34 has an education beyond secondary school
by 2050.

Goal 13. Progressively increase public spending on education to 5.5% of GDP by the middle of the
century, ensuring a similar improvement in spending per student. This increase in funding must

be accompanied by significant improvements in efficiency and in the composition of spending.

Goal 14. Close the gender gap in vocational training and university degrees, particularly in the
STEM subjects.

Goal 15. Ensure the entire adult population has least basic digital skills.

Goal 16. Ensure 75% of the adult population speak at least one foreign language.
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Goal 17. Achieve a societal understanding of education as a continuous process that should take
place throughout life, from childhood to old age, so that by 2050, 90% of the adult population
participates in some kind of requalification programme or activity each year. Particular efforts
should be made to target those groups which are currently under-represented in this field.

Goal 18. Progressively increase the participation rate in requalification programmes among the

unemployed to at least 70% by 2050.

Goal 19. Increase funding for active labour market policies dedicated to training to 0.25% of GDP

by 2030 and 0.4% by 2050.

Goal 20. Substantially increase the percentage of companies (small, medium and large) that

provide training for their employees.

Scoreboard and targets

Average
2015-2019
Indicators Place or latest
data available*
Spain 70%* 78%

9 Population aged 25-34
with more than lower EU-27 859%* _
secondary education®®”

EU-8 87%* -
H 0, 0,
13 Public expenditure S{olln &es Sellot
on education EU-27 5.0% _
(% of GDP)4°
EU-8 6.1% =
14 Female students enrolled in Spain 28% 35%
tertiary education in the STEM EU-27 31%
field (% of total)'4? ) ° -
EU-8 29% =
15 Proportion of adult population Spain 55% 70%"4
(16-74 years old) with at s —
least basic digital skills43 ) © -
EU-8 69% =
16 Adult population (25-64 Spain 46%" 40%
years old) who recognise that EU-27 390+
they do not speak any foreign ) ° B
languages (% of total)*#® EU-8 16%* _
17 Proportion of adult Spain 30%" 50%
population (25-64 years old)
who report having taken part EU-27 37%* -
in a retraining programme in
the last year®4® EU-8 51%* =
18 Proportion of unemployed Spain 32%* 35%
population (25-64 years old) ) o B
with recent learning EU-27 29%
experience®*® EU-8 429 _

Targets

86%

93%

5.5%%41
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Average

2015-2019 )
Indicators Place or latest Targets

data available*

) o Spain 0.11% 0.25% 0.30% 0.40%
19 Active labour market policies
devoted to training EU-22 0.15% = - -

(% of GDP)1#?
EU-8 0.27% - - -

. 92% 95% 100% 100%
20 Percentage of enterprises
that carry out training for Spain 82% 88% 92% 95%
their employees by size*®

51% 60% 70% 75%
Large (+250 employees)
Medium (50-249) EU-27 n.d. - - -
Small (10-49) CU-8 nd. B B B

To achieve these goals, Spain will have to undertake far-reaching reforms and launch ambitious
initiatives on several fronts. Here are some suggestions:

Front 1: Improve results in early childhood, primary and secondary education

Much of our labour force shortages stem from weaknesses in our education system at the levels
prior to post-compulsory secondary level. Until these are corrected, our human capital cannot
catch up with the EU-8. It is therefore essential to reduce rates of students who are held back a year
or dropout, to increase the proportion of people who continue studying beyond the compulsory
secondary level, and to improve learning levels in terms of both equality and excellence, following
the recommendations set out in Chapter 2 of this Strategy.

Along the same lines, it will also be necessary to increase the participation of the adult populationin
initial and intermediate level studies, and to develop a national plan aimed at providing the adult
population that left school prematurely with a mechanism for acquiring basic educational skills
that does not necessarily imply a return to school, as is the case in most European countries.*5*

Front 2: Moving towards the creation of an integrated lifelong learning system

Spain needs to better coordinate the different parts that currently make up its training and
requalification system in order to overcome the current compartmentalisation and exploit its
full potential, and to make the notion of "lifelong learning" the backbone of the whole system. To

achieve this, Spain must:

— Improve communication and collaboration between the different institutions (public
and private) responsible for the design, implementation and evaluation of training
and requalification in Spain, including state, regional and municipal administrations,
companies, VT centres, universities, postgraduate schools, academies, and many more.

— Reform access and coordination systems to allow for a greater combination of training
mechanisms. The boundaries that currently separate VT, universities and in-company
training must be made more flexible, so that people can develop integrated programmes,
combining courses from all types of training (e.g. a worker can take subjects from higher
VT qualifications and university degrees of their choice, in order to update or broaden
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their knowledge in their specific field of interest). This will make it possible to increase
and diversify educational options, making them more versatile and increasing the degree
of personalisation available.

— To create a technology-based system that allows us to define the present needs and
anticipate the future needs of the productive network. To achieve this, it will be necessary
to combine the strengths of existing mechanisms!®? with the development of a new
information system based on big data and Artificial Intelligence, capable of processing
large amounts of data in real time and communicating, in a simple and transparent way:
1) all available information on the skills demanded by companies in the short, medium
and long term; 2) the current VT catalogue for acquiring these skills; 3) and an impact
assessment on the improvement of employability and professional careers. It is essential
that this tool is unique and comprehensive, connecting the different training stakeholders
(institutes, universities, VT centres, companies), administrations (national, regional and
municipal), and territories (Spain and Europe). Similarly, it will be necessary to facilitate
the use of this tool both for the guidance staff of the Public Employment Services and for
citizens themselves, so that they can easily use it to identify individualised professional
development itineraries that combine employment and training actions. The Skills
Match platform,**3 created by the Australian Department of Education to facilitate the
requalification of workers affected by the coronavirus crisis, may be a good example to
follow.

— Create more effective and transparent evaluation tools for training and requalification
policies to facilitate evidence-based decision-making. Every course funded with public
money should be publicly evaluated, so that resources are directed to those that produce
good results. The cross-checking and processing of statistical data on training and
employment, as well as the analysis of the counterfactual alternative?®* should form the
basis of such an evaluation. Furthermore, micro-data should be made available to the
scientific community to help them better understand the needs of the Spanish labour
market and training system.

— To completely reform the State Public Employment Service (SEPE), providing it with more
human and material resources; rationalising and digitalising the management of benefits
and its administrative processes; and reinventing its mechanisms for attending to citizens,
in order to provide a much more personalised and efficient guidance and support service.

Front 3: Extend, modernise and disseminate lifelong learning mechanisms among the
working population

— Recognise the right of all citizens to lifelong learning and the obligation of the state to
provide the necessary opportunities for it, as recommended by the United Nations, the
International Labour Organisation and many educational institutions. For reference, South
Korea®®® and Uruguay can be used as examples.'¢ In addition, a National Strategy for
Lifelong Learning could be launched, as several countries around the world have already
done®®” and a Council for Lifelong Learning could be created within the Department of
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Education and Vocational Training, similar to the one in Finland,**® with the mandate
to coordinate such a strategy, promote measures and coordinate multi-sectoral efforts.

Expand®®® and improve the training options offered by the public sector to the adult
population. This should be done mainly through the creation of new degrees within the
framework of VT and public universities. These new degrees will generally be shorter and
more specific than undergraduate and postgraduate degrees, responding to the specific
needs of the productive network and to those areas that will experience greater growth
in the coming years. At the same time, it should be possible to split or combine training
flexibly, facilitating work and family life. For the latter, a blended format (combining face-
to-face and distance learning) will be essential.

At the same time, the role of companies as training providers should be strengthened
through incentives such as the possibility of accrediting their training and combining it
with courses offered by universities and VT centres.

Encourage the contribution of companies, trade unions, employers' organisations and
other social partners in the design and development of the training programmes provided
by the State and the Autonomous Communities, following the example of other European
countries®®® or Autonomous Communities such as Catalonia.

Increase funding for active employment policies and include a complementary funding
item in the General State Budget to correct for variations in company quotas, so that
workforce training is not so much at the mercy of the economic cycle and funds are not
cut in times of recession, when they are most needed.

Support the increase of continuous training among workers in micro-enterprises, small
companies and the self-employed, through incentives and actions defined by sector and
territory, with the support of both the social stakeholders and the integrated VT system
centres.

Modernise and expand the Spanish system for the assessment and accreditation of
professional competences acquired through work experience and informal channels.
This should be done referencing the guidelines established by the EU*¢t and following
examples such as those of the Basque Country,*¢? France,**® and Norway.*¢*

Promote participation of the active working population in requalification programmes in
response to personal concerns and strategic needs identified by companies and public
administrations. To this end, mechanisms such as the Individual Training Permit (PIF)
should be further developed and the creation of training incentives or vouchers should be
explored, following successful models such as France’s Compte personnel de formation
or Singapore’s SkillsFuture!®® Moreover, guidance systems should be strengthened,
mechanisms should be included in employment legislation to provide incentives and
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— Promote the participation in training of currently under-represented groups: women in
sectors such as industry and technology, men in sectors such as care services, the over-
55s in lifelong learning, and adults with medium-low qualifications and/or educational
levels.

— Create a temporary mobility plan for workers that allows employees to complete
professional exchanges in other parts of Spain, acquiring new skills and best practices
and weaving inter-territorial collaboration networks. Two interesting European examples
are the Eures®®® and Erasmus+ programmes.¢’

— Launch campaigns to raise awareness to help the adult population understand the
importance of lifelong learning and to provide information on the different options and
tools available. Spain needs a "culture of lifelong learning".

Front 4: Adapting and strengthening the vocational training model

The government has launched an ambitious plan for the modernisation of VT that aims to correct
many of the shortcomings detected.®® In addition to the measures contemplated in this plan,
we suggest the following:

— Adapt training options to better meet current and future needs, modernising curricula
and incorporating formal qualifications, certifications and other accreditations associated
with uncovered demands and emerging sectors [see chapter 1] such as the digitalisation
of the economy, the green transition, or long-term care services.

— Promote the development of distance and blended VT courses (combining face-to-face
and online training), paying special attention to the potential demand from rural areas.

— Improve the mechanisms of professional and vocational guidance, providing guidance
counsellors with better tools and skills through training and specific courses, so that they
can provide the support that job seekers deserve and require. It is important that this
training helps mitigate existing gender biases and is well coordinated with the SEPE (State
Public Employment Service) and the private sector.

— Establish a regulatory framework that encourages the development of dual VT projects.
This will require encouraging SME participation by easing administrative requirements,
supporting the business mentor/trainer, and providing tax incentives. Greater participation
of the adult population in dual VT programmes should also be encouraged as a way of
training and accrediting low-skilled people, following the model developed in countries
such as Austria and Finland.*®®
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Front 5: Bringing the university closer to the productive fabric

— Toreduce the gulf between the university degrees most in demand by students and those

most in demand by employers, encouraging students to take those with the greatest
employment opportunities, through grants and guidance programmes.

Updating degree curricula to make them less academic and more oriented towards the
development of the skills that graduates will require in their professional lives. In many
cases, this will not mean seeking greater specialisation but, rather, the opposite: adopting
a more generalist approach that encourages the acquisition of soft competences such as
written comprehension, verbal communication or critical thinking, which help to develop
more versatile profiles, mitigate obsolescence and increase people's employability”°.

Incorporate employability!”* rates into the universities' evaluation, funding and incentive
system. When making this assessment, corrective factors such as the socio-economic
background of the graduates (e.g. groups at risk of exclusion find it more difficult to find
ajob) and the quality and type of employment obtained should be taken into account.

Strengthen the provision of adult education by universities. This means creating new
qualifications and training formats, but also improving their accessibility, so that they can
be made compatible with the work and family obligations of many adults.

Establish closer links between universities and the productive network. These links must
work both ways: universities must try to adapt their content to market demands, but
business must also become more involved in the funding and co-governance of education
institutions.

If Spain succeeds in these transformations, it will be in a position to maintain an up-to-date
and competitive workforce and reap the productivity gains it needs to consolidate its position
as one of the most advanced countries in Europe.
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Challenge #4

BECOMING A
CARBON-NEUTRAL,
SUSTAINABLE AND
CLIMATE-RESILIENT
SOCIETY






EXECUTIVE SUMMARY

— Throughout the 20th century, most countries in the world adopted a pattern of economic
growth based on the abusive and linear use of natural resources ("extract, produce, consume,
and dispose"). This pattern has caused unprecedented environmental degradation and has
precipitated a climate crisis that could have catastrophic effects in the near future.

Spain has been part of this process. Since the mid-1960s, our ecological footprint has increased
significantly: if all of humanity consumed as we do today, it would take two and a half planets
to meet these needs. Factors behind this excess include our high dependence on fossil fuels in
sectors such as transport and energy, our insufficient commitment to eco-innovation, our low
levels of environmental taxation and the shift in our population's behaviour towards greater
consumption of animal-based foods, electronic devices and fast fashion.

The effects of past abuses will be felt in the future. The Spain of 2050 will be warmer, drier and
more unpredictable than today. If we do not take decisive action quickly, droughts will affect a
further 70% of our territory; fires and floods will become more frequent and destructive; sea
levels and temperatures will rise; key industries such as agriculture and tourism will suffer
severe damage; 27 million people will live in water-scarce areas; and 20,000 people will die
each year from rising temperatures.

Climate change is already inevitable, but there is still time to avoid its most destructive effects
and prevent them from conditioning the well-being of present and future generations, while
conserving the biodiversity of our territory. To achieve this, we will need to become a carbon-
neutral, resource-sustainable and resilient society by 2050. This will involve, among other
things, radically changing the way we generate energy, move around, produce and consume
goods and services, and how we relate to nature. We will need to harness all our wealth
of renewable energy sources; reinvent value chains; improve water management; adapt our
infrastructure and boost green taxation. All this must be done without leaving anyone behind
and without widening social inequalities.

The goal is ambitious, but it is also possible. Spain has the natural resources, capacities and
institutions necessary to become the sustainable country it should be by the middle of this
century. The ecological transition will pose challenges, but it will also be a unique opportunity
to modernise our productive network, generate wealth and employment, and reduce our
foreign energy dependence. At the end of the process, the balance will be overwhelmingly
positive. The resulting Spain will be more sustainable, healthier and more competitive than it
is today, and all citizens will benefit from this.
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THE PRESENT: WHERE WE ARE AND HOW WE GOT HERE

Over the course of the second half of the 20th century, humanity developed a pattern of economic
growth based on the intensive and linear use of natural resources and burning fossil fuels on a
massive scale.! This model has made it possible to generate more wealth than in any other period
in our history and to improve the living conditions of millions of people. Since, 1950, the world’s
population has tripled,? GDP has increased 12-fold,® life expectancy at birth has increased by 25
years,* and the percentage of humanity living in extreme poverty has fallen from 63% to 10%.°

This spectacular growth has, however, come at a cost to the planet, through the drastic increase
in the use of natural resources and the impact on the environment [Fig. 1]. Since 1970, global
extraction of fossil fuels, minerals, metals and biomass has tripled,® water use has increased
by more than 60%,” and carbon emissions have increased by a factor of 2.5.8 As a result, it is
estimated that humanity currently consumes resources and generates waste at a rate 60%
higher than the Earth's capacity to regenerate them.’ This has pushed us beyond some of the
biophysical limits of the planet within which we can operate safely. If this situation continues,
it will dramatically increase the risk of an unprecedented climate and environmental crisis
that will force thousands of plant and animal species into extinction'* and have catastrophic
consequences for humans.*?

Fig. 1. Global use of natural resources and environmental impact from 1950 to latest available year

Sources: Drafted by the authors based on data from Global Carbon Atlas, United Nations, Our World in Data and WU Vienna*?
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All regions of the world have contributed to this process, although the G20 countries have been
primarily responsible for the increase in resource demand and the bulk of emissions * [Figs. 2
and 3]. In addition, there is the role of international transport, which in 2018 emitted as much
carbon as the whole of South America.®

Fig. 2. Annual world water consumption by region Fig. 3. Annual global carbon
emissions by region
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Source: Drafted by the authors based on data from Ritchie. Source: Drafted by the authors based on data from Ritchie and Roser.*”

Spain has also seen a significant increase in its ecological footprint,*® especially since the
1960s [Fig. 4]. This increase is mainly due to an increase in the use of natural resources. Today's
generations consume more water, minerals and fuels than past generations and waste a greater
proportion of these resources and the goods we produce from them.*?

Fig. 4. Ecological footprint in Spain
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One of the main consequences of this linear and abusive use of natural resources has been the
increase in greenhouse gas emissions. In Spain, the level of carbon emissions per capita?! is
relatively low compared to OECD countries, and lower than the EU-27 average [Fig. 5]. This is not
to say, however, that we have performed well, or that we do not have hard work ahead of us on
this front. Between 1990 and 2007, our country's greenhouse gas emissions increased by more
than 50%.%2 The downturn in economic activity caused by the crises of 2008 and 2011 led to a
reduction in emissions in those years. However, as the economy recovered from 2013 onwards,
emissions started to grow again and, although they grew at a slower rate than in the previous
expansionary period,? this growth contrasts with the situation in the EU-27, where emissions
fell by 4% on average [Fig. 6].

Fig. 5. Carbon emissions per capita, 2018 Fig. 6. Trends in greenhouse gas emissions
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Atlas.*

The factors behind the increase in our ecological footprint in recent decades are complex and
numerous. Here we highlight three.

Firstly, the lack of ambition of public stakeholders who, for many years, showed a lower level
of commitment to the climate and environmental agenda than other European administrations.
This lower ambition resulted in the absence of a defined and comprehensive decarbonisation and
resource use strategy; in the fact that legislative advances have mainly taken place through the
adoption of European regulations;?¢ and in the fact that, in many cases, certain activities have been
indirectly promoted without considering their potential environmental impact. In addition, this
reduced ambition was reflected in greater fiscal laxity.?” Energy-environmental taxes are one of the
main tools available to states to discourage unsustainable activities by incorporating their negative
externalities into the price of goods and services.?® Our country, however, has made limited use of
them, partly in order not to harm the international competitiveness of certain economic sectors.
This explains, for example, why the price of water in Spain is one of the lowest in Europe (despite the
relative scarcity of this resource in the country),? or why our country is well below the European
average in terms of environmental tax revenue as a percentage of GDP (in 2019, environmental
tax revenue in Spain reached 1.8% of GDP compared to 2.4% in the EU-27 and 2.6% in the EU-8).3°
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A second factor that explains the increase in our ecological footprint is the insufficient
commitment to the adoption of environmentally sustainable solutions, whether domestic or
imported. The use of new technologies is and will be key to decoupling economic activity from
greenhouse gas generation, pollution and resource intensity. Today, Spain is slightly above the
EU-27 average in terms of its performance in eco-innovation, but it is still far behind the leading
European countries in this field.2* This is largely due to Spain's lower R&D efforts [see chapter 1],
but also to a number of specific difficulties encountered by the eco-innovation sector, such as
the uncertainty associated with the green transition, high investment costs, low market demand
for environmentally sustainable technologies, the absence of a robust innovation ecosystem, and
limited public and private funding.32In 2019, our public energy R&D budget was €3.3 per capita,
compared to €9.3 for the EU-27.3

To the above factors we must add a third, which is key and arises from the pattern of economic
growth observed in Spain over the last decades and the particular evolution of some of its main
sectors [Figs. 7 and 8].34

Fig. 7. Greenhouse gas emissions by sector in Spain  Fig. 8. Spain's greenhouse gas emissions, per capita
income, energy intensity and carbon intensity
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One of these is the transport of goods and persons, in particular by road.?” This is the sector that
generates the most emissions, both in Spain3® and in Europe.®? Its high incidence is due, among
other things, to the large-scale construction of motorways (to the detriment of railway lines), the
dependence on private vehicles for interurban mobility, the increase in the average size and power
of carsin recent years,*° the low tax burden on transport,** and the unequal population distribution
of our territory [see chapter 6].

The evolution of total emissions has also been strongly influenced by the electricity sector. Spain
has all the attributes to be a world power in clean energy production. Since the end of the 20th
century, important measures have been put in place to achieve this.*? As a result, in the last
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decade, our country has doubled the percentage of electricity generated with renewable energies.®
Even so, the use of fossil fuels in our electricity system remains high, due to the presence of
combined cycle plants, the high level of fossil-fuelled electricity generation on the islands, and the
maintenance of some coal-fired plants (now in the process of closure). Between 2012 and 2017,
moreover, the decarbonisation of the sector slowed as a result of the effects of the fall in electricity
demand, regulatory uncertainty regarding the conditions of remuneration for renewable energy
and regulations that were not favourable to self-consumption,* among other factors.

Similarly, one of the main reasons for the increase in emissions has been the poor progress
made in the industrial and agricultural sectors which, in addition to registering a high level of
greenhouse gas emissions (33% of the total in Spain in 2019),%°> make a very intensive use of
natural resources (for example, agricultural uses account for 80% of the water consumed each
year in our country).4

The aforementioned structural factors are closely linked to other cultural factors related
to changes in the consumption and priorities of the Spanish population. These include the
progressive abandonment of the Mediterranean diet and increased consumption of products of
animal origin [Fig. 9], responsible for 80% of the emissions associated with our food.*” In fact, food
consumption is today the main source of environmental impacts generated by EU inhabitants.®

The effect of the more widespread dissemination of fast and low cost fashion is also significant.
European countries now buy 40% more clothing than they did in 1996,%° which has contributed to a
drastic increase in the ecological footprint of the textile sector. At the same time, the generation of
electrical and electronic waste per capita in Spain has more than doubled over the last decade, as
aresult of the increased consumption of these devices, whose useful life is increasingly shorter.°

Fig. 9. Composition of current vs. Mediterranean diet, Spain
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These changes in consumption patterns have also, in some cases, neutralised the efficiency
gains in production processes generated by the scientific and technological advances of
recent decades,®? resulting in greater use of resources and increased waste generation (known
as the "rebound effect").5® Consider, for example, the transformations that have taken place in
the automotive sector. Efficiency gains in engines, components and fuels have, to some extent,
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been "cancelled out" by a growing presence of ever more powerful, larger and heavier cars, often
exceeding the daily needs of the population.® Similarly, the modernisation of irrigation systems
has paradoxically led to an increase in water use in some regions of the country. This is due,
among other factors, to the introduction of crops with a larger water footprint, the possibility of
doubling harvests and the increase of the cultivated area.*® Thus, water demand at national level
has remained more or less stable over recent decades, despite the efficiency improvements
achieved in the use of this resource.*

As a result of all of the above, in Spain, much like in the rest of the world, a linear economic
model based a pattern of "extract, produce, consume, and dispose" has become the norm. Not
only has this model already had severe impacts on the health of our ecosystems and our citizens,
but it is also completely unsustainable for the future. If the whole of humanity were to consume
as much as Spanish society does, it would take two and a half planets to satisfy our needs.*’

The impact the climate and environmental crisis is already having on our lives

Climate change is not only a threat for the coming decades; it is also a present reality that
is already transforming Spain and the lives of at least two thirds of the population.*® Its
extensive maritime coastline, its geographical location, and its socio-economic and environmental
particularities make our country particularly vulnerable to climate change, and it suffers its
negative consequences more severely than other parts of Europe.®®

Over the last four decades, the average temperature in Spain has increased by around 1.8°C,*°
with significant peaks in some areas and years [Fig. 10]. The thermal summer is now five weeks
longer,%t the number of heatwave days per year has doubled,®? and the temperature in 2020 was
the highest on record.®?

Fig. 10. Annual mean temperature anomalies in Spain (°C)
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Source: Authors' own, based on AEMET data.®*

Global warming has caused the surface water of the Mediterranean Sea to increase by
0.34°C every decade since the early 1980s.%° Our glaciers have shrunk by 90% since the
beginning of the 20th century,® and the semi-arid territories have increased in size by some
30,000 km>, the equivalent of the total surface area of Galicia.®” The Iberian Peninsula is also
becoming increasingly drier. Although torrential rains have become more frequent and
destructive, especially in the Mediterranean area,®® average rainfall over the national territory
has fallen®” and droughts have increased in frequency and severity.”®
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These trends, coupled with a use of natural resources that is not always efficient and sustainable,
have led to a significant decrease in the quantity and quality of available water resources. Proof
of this is that Spanish rivers carry less water today than they did 40 years ago’* and that several
of the most water-stressed river basins in Europe are located in Spain.”? Another anomaly in the
rivers is the change in the natural regime of some of them which, due to transformations such as
the construction of reservoirs, have acquired more flow in summer than in winter.”?

The state of our groundwater is not much better. It is estimated that 36% of our aquifers are at
risk of overexploitation and that more than half are highly polluted by nitrates, mainly due to the
use of synthetic fertilisers and liquid manure in agriculture.” The intensive use of pharmaceuticals
(for humans and animals) is also an important source of contamination, with Spain being one
of the countries in the world with the highest presence of pharmaceuticals detected in drinking
water.”® As a result, 40% of surface water bodies (rivers, lakes and coastal waters) and 45% of
groundwater bodies are not, at present, in good condition.”®

This situation is particularly serious in our country because, for some decades now, there has
been a very tight balance between available water and the water consumed by agriculture,
livestock, industry and households.”” Although significant progress has been made in increasing
our desalination capacity,”® modernising irrigation systems and changing consumption habits,
Spain still has one of the highest water exploitation indexes” in Europe [Fig. 11]. This reality is
still invisible to most citizens, but it should be known that some 22 million people in our country
currently live in places where water consumption exceeds the amount available and that, among
them, 3.3 million live in areas suffering from severe water scarcity.8°
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Fig. 11. Water Exploitation Index (WEI+), 2017
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Climate change and overexploitation of water bodies, pastures and forests have also aggravated
the chronic problem of desertification, a process of degradation in dry lands that generates
effects such as lower soil productivity or lower water quality.8? At present, more than two thirds
of the Spanish territory is susceptible to desertification and 18% is at high risk.8?

The risk of forest fires has also risen due to higher temperatures and phenomena such as rural
depopulation or inadequate forest management.®* In today's Spain, there are fewer fires than
at the start of the century, but they are becoming increasingly devastating and difficult to
control.®5 A representative fact is that the European Mediterranean countries (Portugal, Spain,
Italy, Greece and France) account for about 85% of the total burned area on the continent.8¢
Increased potency of fires not only destroys natural resources, but it also has serious impacts on
the economy and the health of the people affected.?”

Climate change has also severely impacted our seas, causing sea surface temperatures to rise by
0.2-0.7°C per decade,®® increased acidification, altered storm and wave patterns, and an average
sea level rise of 2-3 mm/year over the last century.?? The rise in sea level has been particularly
noticeable in the area of the Strait of Gibraltar, the Canary Islands, the Atlantic coast®® and the
Mediterranean arc. In the latter, increases of up to 10 mm/year have been observed since the
mid-1990s.%*

These effects have been aggravated by the overexploitation of the coast and marine resources,
both of which are essential for the development of the so-called "blue economy", of which
Spain is the leading power in the EU.?? The functioning of entire ecosystems, such as the Mar
Menor, has been severely affected,®® and coastal areas and dune systems such as the Dofana
National Park or the Maspalomas dunes have been seriously damaged.®® The construction
of housing, infrastructure and paved areas has doubled in the last 30 years, so that the area
occupied by these has increased by some 290,000 hectares, equivalent to five times the size
of the city of Madrid.”®

Spain 2050 ® Ecological transition



All these impacts on terrestrial and marine ecosystems have severely damaged biodiversity,
which in Spain is among the highest in Europe.®® Spain is home to around 85,000 species of
animals, fungi and plants (54% of the species that inhabit the continent), of which 10% are
threatened with extinction.?” In addition, climate change is altering the behaviour of many wild
species and causing major disruptions to their biological rhythms.

Climate change and resource-intensive use have also impacted our health. Science has shown
that one in four deaths worldwide is linked to the environment.’® In Spain, the heat caused an
excess mortality of 13,000 people in the first decade of the 21st century,”® while increasing the
spread of viruses borne by vectors like mosquitoes and ticks,*® and gastrointestinal diseases
caused by issues with water and food quality.*%t

Even more severe are the effects caused by air pollution. Despite the improvements in air quality
achieved in recent years,'? it is estimated that more than 90% of the Spanish population is
exposed to air pollution levels that exceed the limits recommended by the World Health
Organisation.’® In 2018 alone, over 23,000 people died prematurely in Spain from causes
attributable to poor air quality,%* which is associated with chronic respiratory, cardiac and
neurodegenerative diseases, cancer, diabetes or problems during pregnancy and in cognitive
development during childhood.?®

Finally, it is worth noting that our relationship with the environment is also behind the
coronavirus pandemic. Zoonotic pandemics such as this one (caused by diseases transmissible
between animals and humans) are the result of the way humans obtain and grow food, and
trade and consume animals, altering natural ecosystems, reducing biodiversity and facilitating
the spread of pathogens.1°® Advances in climate change, demand for animal protein, and
overexploitation of wildlife have increased the likelihood of such pandemics, which now account
for 75% of emerging infectious diseases.'®” It is estimated that there are as many as 850,000
unknown viruses with the capacity to infect people, highlighting the urgency of radically
transforming the relationship between humans and nature. Otherwise, pandemics will become
increasingly frequent and devastating.1%®

Change is necessary, but it is also possible

The impacts of climate change and environmental degradation have not gone unnoticed in our
country. In fact, they have generated considerable concern among citizens (higher than the
European average)'®® and have generated changes in public and private institutions which,
although in many cases insufficient, show that the country is capable of delivering major change
when it sets its mind to it.

Over the last four decades, Spain has signed up to all the major international environmental
agreements, from the 1981 Montreal Protocol to protect the ozone layer to the 2015 Paris
Agreement. 1% At present, and at EU level, Spain is part of the European Green Pact'** and observes
more than 500 EU directives!'? and regulations on issues such as air and water quality, waste
management and polluting products or the protection of biodiversity, and is a pioneer in some
areas.'™ It also has a strong and ambitious strategic framework at national level*** to ensure
transformation into a carbon neutral, sustainable and climate resilient society.
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In addition, Spain is currently holding the first position in the UNESCO world ranking for
the number of Biosphere Reserves,*'®> and is one of the European states that contributes the
most surface area to the EU's Natura 2000 Network.**¢ Since the 1990s, Spain has significantly
expanded its protected areas to cover a third of the total land area,*'” and has created pioneering
marine reserves, such as the one that protects 650 square kilometres of Posidonia marinain the
waters of the Balearic Islands,**® or the Mediterranean Cetacean Migration Corridor, which covers
an area of 46,385 square kilometres.*'? This has helped preserve thousands of species of flora
and fauna such as the Iberian lynx, which has gone from less than 100 specimens in 2002 to
more than 800 today.*?°

Advances in environmental legislation,*?* together with technological improvements in sectors
suchasindustry and transport, have also enabled the reduction of emissions of certain greenhouse
gases, such as fluorinated gases,*?? and others that are very harmful to health, such as sulphur

oxides and nitrogen oxides [Fig. 12].

Fig. 12. Emissions of air pollutants
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One of the areas where Spain is making significant progress is energy.'>* In 2019, Spain
installed more onshore wind power than any other EU country,*?® led the growth of the PV sector
at European level and ranked sixth globally.*?¢ As a result, Spain is today the fifth country in the
world in terms of installed wind power capacity and the ninth in terms of solar energy 27 [Figs. 13
and 14]. Electricity generation from renewable sources has exceeded 100,000 gigawatt hours,
enough to supply more than half of the country's households.*?® This rapid increase in renewables
has also been accompanied by a historic reduction in coal use, which in turn explains the sharp fall
in emissions in the power sectorin 2019.1%° It is estimated that by the end of 2021, Spain will have
closed around 70% of existing coal-fired power plants by early 2019, a rate of decommissioning
that has been seen in few other countries in the world and which has been carried out in an orderly
manner and with limited social impact.*3°
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Fig. 14. Installed solar capacity (world ranking)
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Our country has also seen improvements in the use of resources and in waste management
over the last two decades. For example, Spain’s per capita water consumption for urban public
supply has been reduced by almost 20%*32 and water use efficiency has increased substantially*3*
thanks to, among other things, improved irrigation systems, the modernisation of many industrial
processes, the introduction of more efficient household appliances and increased public
awareness.®*® Spain has also been a leader in water desalination, currently home to 60% of the

EU's installed capacity.*3¢

On the other hand, energy and material productivity (biomass, fossil fuels, metallic and non-
metallic minerals) has increased by more than 25%*3” and 120% respectively, while net material
consumption has almost halved.**® The amount of municipal waste generated per inhabitant has
also fallen, and is now below the EU-27 average [Fig. 15].23° Recycling of municipal waste*® and

electronic waste has also increased [Fig. 16].14
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Fig. 15. Municipal waste per capita Fig. 16. Electronic waste recycling rate
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Developments in organic farming have also been significant, whose regulation and promotion
began in the late 1980s.1% Since then, the area under organic cultivation in Spain has grown by
more than 30% [Fig. 17], making it the country with the largest surface area in the EU*® and
the fourth largest in the world.*#¢ Although to a lesser extent, organic livestock farming has also
undergone significant growth.4”

Fig. 17. Percentage of organic agricultural production as a percentage of total cultivated area, Spain
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In addition to all these changes, significant efforts have been made in the area of adaptation.

Spain was the second European country to adopt a strategy in this area (after Finland) when it
approved the National Adaptation Plan in 2006. Over the last 15 years, our country has spent
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hundreds of millions of euros modifying its infrastructure and production systems to make them
more resilient to the impacts of climate change,**° which has allowed us to minimise the negative
effects of droughts on water supply and heat waves.?**° Today, adaptation is already present in
different public policies, plans, and strategies on a national, regional and local level.***

In summary, over the last three decades, our country has undertaken significant reforms and
initiatives that have reduced our environmental impact in many respects. As a result, Yale
University's latest Environmental Performance Index ranks us as the 14th most sustainable
country on the planet.*%?

It is clear that what has been achieved so far still falls far short of what is needed. As we will
see below, the changes that will be required over the next three decades will be of a complexity
and scale unprecedented in our history. But when it comes to tackling them, it is important to
remember that Spain is not starting from scratch. Valuable initiatives are already underway
and, when we set our mind to it, we can deliver profound transformations in just a few decades.

THE FUTURE: POSSIBLE DESTINATIONS

The short term: the environmental crisis during the coronavirus pandemic

It is difficult to predict what effect the coronavirus pandemic will have on the global climate
agenda. On the one hand, mobility restrictions and the contraction of economic activity have led
to temporary improvements in air quality, and caused 2020 to close with a fall in greenhouse gas
emissions and a reduction in the use of natural resources.*>® On the other hand, history shows
that such improvements associated with economic crises are short-lived and that exits from
crises are usually accompanied by an accelerated recovery, and even an increase in emissions
and consumption ("rebound effect").?** In fact, global greenhouse gas emissions during the
first months of 2021 have already exceeded those recorded in the same period of the previous
year.s5 Moreover, the economic downturn and the disruption of global supply chains are likely
to hamper the fight against climate change in many countries (especially low-income countries),
limiting the investment capacity of governments and businesses, hindering the acquisition of clean
technologies, and diverting attention to the health and economic front.

In Europe, however, the coronavirus pandemic could serve to accelerate and reinforce the green
transition. Instead of relegating it to the background, European governments have reinforced their
environmental commitment, increasing the ambition of decarbonisation targets for 2030 and
making the green transition one of the key pillars of the Recovery Plan.*® The funds will allow
states to carry out far-reaching reforms to reduce emissions and improve their use of resources,
which, together with the aforementioned transformation of global value chains, will help limit
the rebound effect and provide a perfect opportunity for many companies to adopt more circular
and sustainable production formulas. Moreover, the pandemic will remind citizens that human
beings are notimmune to natural processes, that it is crucial to be guided by scientific knowledge,
and that society can implement profound and coordinated changes in a very short time when
determined to do so. In this light, the coronavirus pandemic is set to become the great catalyst
for green transition in Europe and in Spain.
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The medium and long term: the environmental crisis after the coronavirus

It is impossible to predict how climate change and environmental degradation will evolve
between now and 2050. This will depend on the performance of the global economy, on
technological developments in the near future, and on how countries react to the climate
emergency, especially major polluters.*>” In recent years, 195 countries have committed to taking
the necessary measures to limit the global average temperature increase this century to 2°C
above pre-industrial levels, and to do everything possible to ensure that this increase does not
exceed 1.5°C. Achieving this goal will not stop climate change from happening (it is already too
late for that),*®8 but it will help to avoid its most destructive and irreversible effects.

In any case, uncertainty about compliance with the Paris Agreement is very high.*>® Global
greenhouse gas emissions continue to grow and it is difficult to know when they will peak. In
fact at the current rate, by 2030 levels of COz’eq emissions into the atmosphere will be more than
double what they should be*®® and the 1.5°C limit will be exceeded well before 2050.

What will happen then? It is difficult to know. To offer an approximate prognosis, we take as a
reference here one of the most probable scenarios, although not the most desirable: one in
which, although the Paris objectives are not fully met by all countries, root and branch reforms
are implemented for a moderate reduction in the current rate of emissions, leading to a global
temperature increase of around 2°C by 2050 and 2.5°C by the end of the century.'** In addition
to this emissions pathway, there is also a growing trend in the use of natural resources, whose
global demand could double in the coming decades,'¢? a 70% increase in waste generation6?
and an increase in the amount of plastics dumped into the oceans, which could almost triple by
2040.%%* The sum and interaction of these trends, strongly influenced by others such as global
demographic dynamics, changes in lifestyles and technological advances,® gives us the future
scenario for our country that we present below.

Spain's climate and environment in 2050

The Spain of 2050 will be much warmer, drier and more unpredictable than today.**® Average
temperatures will increase, especially in the interior of the peninsula and the Mediterranean arc.
Madrid will have a climate similar to that of Marrakesh and Barcelona’s will be similar to that of
Tunis.*®” Precipitation will tend to decrease, especially in the southwest and in the archipelagos.¢®
The summer will be longer and more intense and droughts will be more frequent and longer,*¢°
affecting 70% more of the territory than today. At the same time, torrential rainfall events and
coastal flooding will increase, potentially affecting more than 50,000 Spaniards by 2050.17°

These climate changes will magnify the environmental problems of recent years, starting with one
of the most pressing in our country: water stress. Spain will be one of the countries in Europe
whose freshwater availability will be most reduced in the coming decades®’* [Fig. 18]. Lower
rainfall and increased droughts will be accompanied by a decrease in seasonal snow accumulation
in mountain areas, in the average flows of our rivers and in the recharge of our aquifers.'’2 In
addition, there will be a worsening of the quality of our water bodies due to salinisation processes
(associated with rising sea levels) and the concentration of pollutants.t”® This reduced water
availability will go hand in hand with increased demand due to rising temperatures,*’* and could
lead to an estimated 27 million people living in water-scarce areas of Spain by 2050 [Fig. 19].
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Fig. 18. Projected change in water-scarce days under a 1.5, 2 and 3°C global temperature increase scenario,
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Fig. 19. Population exposed to water scarcity in Spain due to climate change for different scenarios of
temperature increase
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This does not mean that the population will suffer water shortages in their homes, but it does
mean that we will have to rethink the way in which we have managed this resource up to now.
The development of alternative sources of supply, such as reuse or desalination with renewable
energy, should be encouraged; reducing losses in the sewerage and supply network; and ensuring
high standards of water quality. “Renewable water" together with more moderate consumption,
can help alleviate the pressure on water resources in many parts of our country.

Reduced water availability and rising temperatures will also lead to the transformation of our
ecosystems, altering some landscapes and destroying others. In 2050, there will be more arid,
semi-arid and dry sub-humid areas in Spain, and the area at high risk of desertification will
increase considerably [Fig. 20].277 In the north, the Atlantic forests of Galicia, Asturias or Cantabria
will begin to resemble those that exist today on the Mediterranean coast,*’® and Pyrenean tundra
coverage will fall by 90%.77°
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Fig. 20. Increase in the area of land classified in the highest aridity categories
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Fires may become more frequent and destructive!® as a result of increased dryness, lack of
rainfall and depopulation of rural areas.*®? In fact, Spain will be one of the EU countries with the
highest number of days per year with extreme-high fire danger [Fig. 21]. This increase in fires,
coupled with an increase in other threats (such as pests or windstorms), will seriously endanger
our forest ecosystems, threatening human and other species' lives and limiting the important role
that forests play in carbon sequestration, soil erosion control, water regulation or timber supply.*83

Fig. 21. Number of additional days per year with extreme-high fire danger compared to the current situation
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Source: Costa et al.*®

Climate changes will also severely affect our agro-ecosystems, leading to productivity losses in
livestock farms?*® and crop fields.*® These impacts will be particularly important to us, because
Spain is the leading exporter of fresh fruit and vegetable products in the EU.*®” In the case of
grapes, for example, their quality will be compromised and some varieties will likely no longer be
suitable for the areas where they are currently grown.*® Citrus production, which is of growing
value to our economy, could suffer as it is concentrated, above all, in areas that suffer high water
stress.'® In addition, many local species will be lost and new invasive species will emerge.**° The
adoption of various adaptation measures, such as changing the species cultivated, modifying the
sowing date, developing more efficient irrigation techniques, or using biotechnological advances
will help us to deal with these threats.?®* In some cases, however, these solutions may not be
sufficient to avoid the negative impacts mentioned above.
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Climate change will also alter much of our country's coastal and marine ecosystems. The
rise in sea level (which will be around 17-25 cm by 2050)*°? could lead to the loss of low-lying
areas, which will be permanently flooded; the salinisation of numerous aquifers and agricultural
soils; and the destruction of wetlands, marshes and estuaries, including some of great ecological
value, such as the Ebro Delta and Dofana National Park. Spain will also see many of its beaches
affected, not so much directly by the rising sea levels as by the increased frequency of extreme
events and coastal erosion that will make it unviable to replenish the sand on many of them.**3
Spanish ports will, in turn, be threatened by strong winds, storm surges and flooding of quays
and warehouse areas.***

Rising sea levels will be accompanied by a significant increase in sea surface temperature
along the Spanish coastline, which will be higher along the Mediterranean coast and in the
Balearic islands.*®® This increase, coupled with the direct impact of human activity and the
progressive acidification of the oceans associated with greenhouse gas emissions, will have severe
consequences for fish stocks and marine ecosystems.*?® Over the coming decades, the distribution
of many marine species will change and key ecosystems will shrink, like seagrass meadows, which
provide food and shelter for millions of fish, reduce coastal erosion and sequester carbon from
the atmosphere.?®”

All these environmental changes will have an immense impact on the Spanish economy
and society, mainly due to the increase in mortality, droughts and coastal flooding,**® and
labour productivity losses, which could be as high as 5% by 2050.%? All sectors will suffer the
consequences, although tourism,?%° agribusiness and, in general, those particularly dependent
on environmental conditions and natural resources, will be the most vulnerable.

As aresult, the differences that currently exist between regions specialising in agriculture and
industry and those with a greater emphasis on the service sector could widen.?°! Territorial
tensions over water management and access to other natural resources; migration (internal and
external);?° and levels of inequality and poverty could also increase, as the negative impacts of
climate change will hit the most disadvantaged and vulnerable people the hardest.?%3

The repercussions on our health will be equally severe. Rising temperatures and heatwaves are
expected to kill an estimated 20,000 people per year in Spain in 2050,2% but this does not mean
that cold-attributable mortality will disappear.2°® They will also facilitate the spread of food-borne
and animal-borne diseases such as mosquitoes, and make viruses such as dengue, Zika and the
Nile virus increasingly common in our territory.?°¢ Higher temperatures and lower precipitation
could also aggravate air pollution, causing harmful elements to stay in the air longer, enhancing
the formation of other pollutants (like tropospheric ozone),?°” or increasing the frequency of
phenomena such as mega-fires and desert dust storms.2% In this context, neurodegenerative,?®
water- and food-borne diseases?'® will worsen and the number of people susceptible to pollen
allergy will increase significantly.?!! Extreme events and climate change will also have a negative
impact on mental health.?*?

In addition to all these harmful effects caused by climate change, there will be further adverse
effects from the intensive use of resources. For example, excessive use of drugs in humans, animals
and plants will contribute to antibiotic resistance,?**> which could cause around 40,000 deaths
per year in Spain alone by 2050.21* In fact, on a global scale, antibiotic-resistant diseases could
overtake cancer as the leading cause of death.?*> Other health risks will come from the overuse
of pesticides and other chemicals,?*¢ and from the presence in air and water of microplastics
and other emerging pollutants, the harmful effects of which we are only just beginning to see.?’
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The green transition that Spain will undergo in the coming decades

The impacts described so far correspond, as mentioned above, to a likely scenario of moderate
mitigation in which, albeit short of meeting the Paris targets in full in all countries, the global
temperature increase will be limited to around 2°C in 2050 and 2.5°C in 2100. Achieving this
moderate increase will, in any case, not be easy and will be strongly conditioned by the evolution
of the world economy, social changes, and technological advances in the coming decades. In fact,
if only current targets and policies are met, global temperature at the end of the century would
reach a value close to 3°C above that of the pre-industrial period [Fig. 22].

Fig. 22. Projected scenarios for global greenhouse gas emissions and associated temperature increase range
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Source: Drafted by the authors based on data from the Climate Action Tracker Project.?*®

Inaroom, 0.5°C more or 0.5°C less is practically imperceptible and innocuous. But on a planetary
scale and on a sustained basis, an increase of 0.5° or so could make a crucial difference in
the severity and irreversibility of climate impacts.?!® For southern European countries, limiting
the temperature increase to 2°C would halve welfare losses in comparison to a scenario of a
3°C warming. If the increase in temperature can be limited to 1.5°C, it would reduce them by
almost 75%.22°

Time is of the essence. It is therefore essential that all countries of the world take urgent and
decisive action to reduce their emissions, to make a more sensible and sustainable use of natural
resources and to adapt to a changing climate. This should be done, in any case, with respect for
the principles of fairness and the different degrees of responsibility of each party.??* International
cooperation and technology transfer to lower income countries will be essential to achieve this
common goal.???
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Spain is on the right track. Thanks to the efforts (public and private) made in recent years and
the recent boost from European recovery funds, our country is likely to achieve the emission
reduction targets set for 2030, even in scenarios that are not particularly favourable in
terms of technological innovation and economic growth.?>* We cannot afford, however, to rest
on our laurels. Achieving the goal of climate neutrality by 2050 is a much bigger challenge,
going beyond the adoption of new technologies, and will require a structural transformation
of our economy and social patterns towards low-emission and resource-efficient patterns of
living, production and consumption. Moreover, the uncertainty about what climate scenario we
will face in the future makes it clear that we need to dramatically increase efforts to improve
our resilience to climate change.??*

Thus, four major transformations are on the horizon, which must be implemented as soon as
possible:

I. The way we generate, store and consume energy will change

By 2050, many of the devices that we power today with fossil fuels (radiators, kitchens, and
cars) will run exclusively on electricity from renewable sources. In fact, it is estimated that,
by the middle of the century, the ratio of electricity consumption to final energy will double in
the EU,??¢ and that, in Spain, 100% of electricity will come from renewable sources.??” This
change will not be immediate, nor will it be easy. Spain will have to close its last coal-fired
power plants,??® bring about a change in consumption habits among citizens and greatly
improve energy efficiency in all sectors. It will also be necessary to adapt infrastructures and
develop a smart, digitalised and flexible electricity grid throughout the territory; develop energy
storage;??? strengthen the value chain of batteries, ensuring that they are efficient, recyclable
and affordable;?3° install recharging points to boost electromobility, and deliver the large-scale
roll-out of renewable energy sources.??*

In this respect, photovoltaic solar energy is set to play an essential role over the coming years.
Spain is one of the countries in the world with the highest installed solar capacity and among the
European countries that receive the most hours of sunshine per year. However, only 6% of the
electricity generated in our country comes from photovoltaic solar energy,?3? a proportion that has
doubled in the last year but is still lower than in other neighbouring countries (e.g. Germany).?33
One of the avenues for expansion could be the creation of local energy communities?** and the
popularisation of distributed generation through self-consumption photovoltaic installations on
rooftops,?3® which would bring numerous benefits for the country as a whole: greater efficiency
associated with electricity generation close to consumption, diversification of the players in
the electricity sector, awareness of the users of these installations, mobilisation of additional
resources for investment in renewables, new jobs, and reduction of the impact of renewable
production on the territory [see chapter 6].
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Increased investments, advances in innovation and the increase in demand itself have led to a
sharp reduction in the costs of renewable energy generation over the last decade. All indications
are that this trend will continue in the future, greatly facilitating the energy transition.?%¢

Another transformation vector that can play a key role in the decarbonisation of our energy system
is the use of renewable hydrogen?¥” in sectors such as industry and heavy transport, both of which
are difficult to electrify.?*® Hydrogen could also be used to store energy from renewable sources
to help secure supply when it dominates our energy system. It can be developed through, among
other channels, the deployment of electrolysers that convert water into hydrogen using renewable
energies, recharging stations for transport vehicles and the construction of the necessary facilities
forits use in industry.2%°

There is no doubt that the energy transition will be a major challenge for Spain. Among many
other things, it will be necessary to mobilise the necessary financing, transform companies and
households, change the vehicle fleet, reduce total energy use, modify our consumption patterns,
develop technological solutions, minimise the territorial and environmental impact of photovoltaic
and wind installations, and articulate conversion plans to cushion the impact of decarbonisation
in certain areas of our country.?4° All this in a context of reduced water availability for hydropower
production and more frequent extreme events, which will affect energy systems.?4*

However, the opportunities that the energy transition will bring are enormous: we have a high
photovoltaic and wind potential, we have leading companies in the field of renewable energies,?*?
and several ambitious strategies in place that set the roadmap for the decarbonisation process
in the medium and long term. Well executed and accompanied by the modernisation of our
productive network [see chapter 1], the transition could generate significant gains in employment
and activity, and substantial savings on Spain’s annual bill for the import of fossil fuels. The
Department for Ecological Transition and the Demographic Challenge has calculated that, with
the implementation of the National Integrated Energy and Climate Plan 2021-2030 (PNIEC) until
2030 and the Long Term Decarbonisation Strategy 2050 (ELP), there would be a net increase in
employment of around 250,000 people, on average per year, and an increase in GDP of close
to 2% compared to a baseline scenario in 2050.?4° Reducing our dependence on foreign energy
is another major anticipated benefit.?44 By replacing fossil fuels, Spain could save more than 340
billion euros in imports over the next three decades,?*® the equivalent of seven years’ worth of
public spending on education. In fact, the complete electrification of our current car fleet alone
by 2050 would already generate savings of almost 18 billion euros in imports compared to the
total volume in 2019.24¢
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II. The way we move and transport goods will change

In 2050, there will be fewer private cars and more car sharing, more bicycles and more public
transport [see chapter 6]. Mobility will be transformed by the massification of the electric car,
which will become increasingly economical and competitive, and will make up the bulk of the
Spanish vehicle fleet by the middle of the century.?*” It is likely that, by then, internal combustion
vehicles will still exist, especially in the heavy-duty and long-distance transport sectors. But they
will be much more efficient and use less polluting fuels than today.?*®

The advent of the autonomous vehicle will only encourage this trend, helping to reduce emissions
and traffic, and free up public space in our cities [see chapter 6]. This technology still has several
years of development (technical and regulatory) to go, so it is not clear when it will become
widespread in Europe, but it is likely that this will start to happen before 2050, at least in certain
mobility segments.?#?

The future of road freight transport will depend both on the evolution of production chains and
on potential technological developments, the penetration of new fuels and electrification. In road
transport, the lorry will continue to play a predominant role, at least in the short term, given the
advantages it still has over rail (a large and competitive lorry fleet, with an extensive road network,
compared to a rail network with few loading bays and terminals and, therefore, little capillarity
in the country). In any case, in the medium and long term, rail should become more and more
competitive, as it is the best way to transport passengers and freight over long distances with
lower emissions.250

Passenger air transport will also have to undergo a profound transformation.?5* It will have to
become much more rational and efficient,?52 with cleaner aircraft that are already being tested.?53

For shipping, which is essential for international trade, non-pollutant technological alternatives
have yet to be developed. The International Maritime Organisation estimates that, under a
business-as-usual scenario, global emissions from this sector could increase by up to 50% by
2050 compared to 2018 levels.?>* To avoid this, more efficient ships, electric and hybrid ferries,
and the widespread use of fuels such as renewable hydrogen,ammonia, biofuels or wind-assisted
propulsion will need to be developed.?® In addition, low-emission zones for shipping will have to
be further developed to limit air pollution from ships in coastal areas and port cities.?%¢

Given the high degree of uncertainty about the technological future of many alternatives, it is
essential to take into account the potential negative costs of committing to the wrong technology.”
It will also be important to adapt taxation to the new reality of transport in order to correct its
negative externalities?®® and establish unequivocal signals that guarantee its decarbonisation
in the longterm.
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III. The way we produce goods and services will change

To combat and adapt to climate change, our country will also have to change the way it produces
goods and services. This change will be twofold. Firstly, we will move from a model of linear
economy, such as we have now, to a circular one, in which the value of products, materials and
resources is maintained for as long as possible, minimising the generation of waste and making
the most of those that cannot be avoided.?*® Secondly, we will redesign our economy so that
more and more services are sold instead of goods.?%°

In the Spain of 2050, no municipal waste will be sent to landfill.2°* This is not an impossible
goal. In countries like Switzerland, all municipal waste is recycled or used to produce energy.26?
Virtually all organic products, packaging, household appliances, furniture, clothing and other items
will be recyclable and recycled. This will reduce greenhouse gas emissions and pressure on our
ecosystems, generating new business and employment opportunities.?®3 It will also increase the
autonomy and resilience of our production chains by reducing dependence on raw materials
sourced from abroad or potentially vulnerable to climate risks. Furthermore, achieving greater
efficiency in the use of materials is essential to preventing the future digital and ecological
transition, which will require greater use of raw materials such as lithium, graphite, cobalt or
nickel, from leading to greater environmental impacts,?** and to ensure the country does not
replace its foreign dependence for foreign fossil fuels with another foreign dependence for these
resources.?65

Achieving this circularity will take decades and will require the coordinated efforts of
businesses, public administrations and households. New manufacturing processes and products
that are more durable and rely on secondary raw materials will have to be designed, recycling
circuits will have to be highly sophisticated, and the right regulations and tax incentives must be
put in place.?°® Innovation ecosystems will be key to these transformations, not only in terms of
technology, but also in terms of social innovation, aimed at building alternatives to traditional
consumption and production models.2¢”

All sectors of our economy will have to adapt. The tourism sector will have to drastically reduce
its negative externalities,?*® implementing measures to save energy, reduce emissions, protect the
environment and contain its consumption of natural resources such as water, especially in those
areas where there is a significant concentration of tourists in certain months of the year (bearing
in mind that the average water consumption of tourists visiting Spain is between two and six
times higher than that of a resident).?¢° The sector itself will also have to reformulate its offer to
respond to the effects of climate change on the distribution of tourist flows, both in terms of time
and territory. Some destinations, such as the north of the peninsula and mountainous areas, could
benefit from the new conditions, while others, such as the interior of the peninsula, will be less
attractive in certain months of the year, and could experience significant decreases flow of visitors
they are accustomed to seeing.?’? In addition, some natural resources that sustain the sector, such
as snow, beaches, coastal ecosystems and forests, will see their conditions significantly altered,
forcing leisure and tourism companies to innovate in their service provision.

Industry will also have to make major changes, both to reorient itself towards the emerging
sectors arising from the green transition, and to reduce its emissions and achieve greater
circularity in its processes. The levers that will accelerate the transition will be energy efficiency
improvements and the implementation of renewable energy in strategic sub-sectors. The
challenge will be particularly great in certain activities that are difficult to decarbonise, such as
energy-intensive industries (cement, steel or chemical manufacturing), where the development
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of alternative products,?”* less polluting manufacturing processes, offsetting emissions through
natural carbon sinks, or the use of technological devices to capture, store and use carbon dioxide
will be essential.?”?

The construction sector should focus less on the creation of new buildings and more on the
rehabilitation, restoration and regeneration of existing ones.?”® Environmental criteria will be key,
promoting durability, the reuse and recycling of materials,?’* the use of alternative materials
that reduce the carbon footprint, greater presence of green infrastructure (such as roofs or
green walls), improved energy efficiency, the installation of systems that allow for better use of
resources (such as rainwater harvesting systems), and the promotion of zero-emission housing
construction [see chapter 6].

The agri-food sector will also undergo a profound transformation in the coming decades. Meeting
climate commitments requires drastic changes in food consumption and the food production
system, amajor source of global emissions that has received little attention to date.?’”> Among other
things, it will be necessary to adjust the use of fertilisers to the needs of crops; the progressive
replacement of traditional synthetic fertilisers with improved fertilisers and animal manures,
which promote the circularity of livestock systems;?’¢ the spread of new production systems
(e.g. hydroponic crops and vertical farms); the renewal of agricultural machinery (today mostly
fossil), and the introduction of new technologies such as drones, autonomous vehicles, sensors
or Artificial Intelligence systems to optimise the use of resources in production systems.?”” This
increased technification will be accompanied by a strong re-skilling of agricultural workers and
a greater commitment to R&D, but also by a greater role for agro-ecological systems based
on traditional knowledge and innovation aimed at offering fair production and consumption
alternatives. It will also be essential to improve the use of water resources to ensure greater
efficiency and real water savings for rivers and aquifers, through the modernisation of irrigation
systems, wastewater treatment and the development of alternative sources of supply, such
as water reuse or desalination through renewable energies,?”® an option that could be key for
the countryside of the Mediterranean arc.?’”? At the same time, the fight against deforestation
related to agricultural production?®® and the promotion of the absorption capacity of croplands
and pastures should be promoted, which, in addition to contributing to carbon neutrality, will
facilitate the regeneration and structuring of the landscape and the protection of biodiversity.8*

Finally, we must also mention the major transformation that will take place in the financial
sector.?82 In the coming years, financial institutions will become one of the main catalysts of the
climate and environmental agenda, encouraging more responsible and circular practices among
their customers, creating incentives for risk prevention and helping to mobilise the more than
200 billion euros in investments that Spain will need to finance the energy transition over the next
decade.?® In addition, climate criteria will be incorporated into the supervision to which these
institutions are subject. Change, however, will not come overnight. In this process of adapting the
financial business to the sustainability paradigm, institutions will have to find a subtle balance
between, on the one hand, reducing their exposure to carbon-intensive activities, which may
affect the value of their own investments or the payment capacity of companies operating in
these sectors; and, on the other hand, progressively promoting more sustainable businesses,
with longer-term maturity processes. In the future, the issuance of green bonds may become
a important source of financing for many companies in Spain.?®* In this respect, it will be key to
provide more and better information on the greening of financial investments, an area in which
the EU is already taking important steps.?8
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IV. The way we consume goods and services will change

For Spain to become a carbon-neutral, climate-resilient, and resource-sustainable society, it
will not be enough to merely transform the way we produce goods and transport them; we
must also change the way we consume them. As we have seen, humanity has already exceeded
several of the planet's biophysical limits and, if it remains on its current course, will eventually
cause an unprecedented environmental catastrophe.

The transition to a circular economy and technological advances in the future will help to avoid
this collapse. However, they will not be enough on their own.?®° It will also be necessary to
reduce the consumption of certain raw materials and products. This means that, in the coming
decades, Spaniards will have to reduce their intake of animal-based foods, the amount of clothing
they buy, or the number of new digital devices and household appliances they purchase every
year. They will also have to become more restrained in the extent to which they travel (especially
when using highly pollutant forms of transport), and keep an eye on the carbon footprint of their
consumption beyond national borders.?8”

This reduction in certain forms of consumption will not lead to a worsening of the living
conditions or welfare of citizens. In fact, it will probably help to improve them. Numerous
studies show that the Spanish population's meat consumption is between two and five times
higher than recommended,?2® that 55% change their mobile phone when the previous one is still
working,?8? and that energy consumption is much higher than necessary.?® On a broader level,
there is literature showing that higher spending on food, housing, cars or other services is not
directly related to a higher level of life satisfaction?** [see chapter 9].

Nor does this change in consumption patterns necessarily have a negative impact on our
activity and employment levels. Less consumption of certain products does not necessarily
imply less demand, as the money we no longer spend on certain things (e.g. new clothes) will
be spent on others (e.g. sustainable leisure). It should also be borne in mind that virtually all
business activities can adapt to survive and even thrive in this new paradigm of sustainability.
In 2050, we will eat less animal and ultra-processed products, but we will consume more local,
organic and seasonal products. We will buy fewer new appliances and digital devices, but we will
use manufacturers' repair and upgrade services more. We will buy fewer new clothes, but will
be more involved in buying and selling second-hand clothes, and will require more customised
tailoring services. In addition, the clothes we buy will be much more durable than they are now,
and will be made from secondary raw materials, such as plastic from packaging or natural fibres
extracted from plant waste.?”? In short, the circular and sustainable economy need not be less
dynamic and prosperous than the linear and unsustainable one; quite the contrary. The key is
for our companies (including small ones) to invest in transforming their production systems and
business models to an emission-neutral and highly circular scheme as soon as possible, and for
consumers to adapt their demand patterns to it.

An unavoidable, urgent transition for all people

All the changes described here will have to take place because without them, the future of the
planet will be at risk. We need to prosper in a more balanced way, meeting people's needs within
the planetary boundaries.?® The green transition is an unavoidable obligation that will have to be
carried out in an accelerated and, at the same, socially just manner®** that addresses and seeks
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to correct the vulnerabilities and inequalities that exist today among the Spanish population [see
chapter 8]. In this context, the training of qualified professionals [see chapters 3 and 7] and a
strong commitment to innovation [see chapter 1] will serve as catalysts and will be essential for
the impacts achieved to be sustained in the long term.2%5

How can this be achieved? The following pages suggest a number of key measures to move in
the right direction.

WHAT NEED TO BE DONE TO RESPOND TO THE CLIMATE EMERGENCY

Inthe coming decades, Spain will have to carry out profound transformations in order to become
a carbon neutral and resource efficient country, with conscious and responsible consumption
and production patterns. The incorporation of the notion of planetary boundaries and broad
indicators of well-being into the design, implementation and evaluation of all public policies will
be essential for moving in this direction. At the same time, we will need to increase our resilience
to climate change and protect our biodiversity, adapting to emerging risks and changing the
way we relate to the natural environment.?% This is the only way to minimise the damage caused
by environmental degradation and to make the most of the opportunities that emerge from the
ecological transition.

For these transformations to materialise, the path set by international agreements and the EU will
have to be followed. Spain already has in place an extensive network of institutions, plans and
strategies (public and private) that map the path and provide the necessary tools to do s0.297 It is
therefore essential that, over the coming years, our country agrees, through a social partnership
process, on a table of measurable indicators and a list of concrete targets that will allow us to
monitor progress and guide the ambition of these reforms.

Here are some suggestions, following the principles outlined in the Introduction to this Strategy:

Goal 21. Reduce our greenhouse gas emissions by 90% by 2050, meeting our commitment to
achieve climate neutrality by the middle of the century (the remaining 10% will come from the
absorption of carbon sinks).

Goal 22. Drive the water transition as an essential pathway for adaptation to climate change,
achieving a reduction in total water demand of 5% by 2030 and 15% by 2050.2%

Goal 23. Reduce primary energy intensity by 36% by 2030 and 63% by 2050 compared to 2015
values, in line with the targets set in the PNIEC (National Integrated Energy and Climate Plan)
and the ELP.

Goal 24. All electricity to be generated from renewable sources by 2050, with this percentage
reaching 74% by 2030, in line with the targets set in the PNIEC and the ELP.?%?
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Goal 25. Strengthen the role of environmental taxation, incorporating criteria that promote a just
ecological transition into its design and application. Spain should reach the current average of
European countries by 2030, and increase its ambition over the following two decades, in order to
ensure that decarbonisation is completed and the circular economy and environmental protection
are strongly promoted.

Goal 26. Increase the area of organic agricultural production to 25% by 2030, in line with the
EU's Farm to Fork initiative,?°° and to 60% by 2050.

Goal 27. Increase wooded forest areas in order to protect biodiversity, improve ecosystem
resilience and increase the capacity of carbon sinks, essential to achieving climate neutrality by
2050. Spain should adopt an average reforestation rate of 20,000 hectares per year during the

period 2021-2050 (in line with the ELP targets), compared to the current 15,000 hectares.

Scoreboard of indicators and targets
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To achieve these goals, Spain will have to undertake far-reaching reforms and launch ambitious
initiatives on a number of fronts. The following suggestions are intended to complement and
reinforce national or Community plans and strategies already in place:

Front 1: Consolidate a comprehensive vision of the green transition that, in addition to
driving decarbonisation and the circular economy, better exploits the synergies between
them

A zero-emissions economy will never be viable without a reduction in the use of energy, materials
and products. It is therefore desirable:

— To establish increasingly specific and detailed decarbonisation and resource use
reduction pathways for each sector, with defined time horizons.3!8 The aim is to provide
the country with a detailed transformation plan to guide the actions of the public sector,
to protect sectors undergoing conversion and to provide some security for private sector
investments.3

— To establish a quota obliging companies to achieve a minimum percentage of recycled
materials and to reduce the use of resources in their production processes, following
EU guidelines.320

— To create production standards that oblige producers to comply with certain
requirements on the shelf life of their products and a minimum duration of guarantees
in line with European regulations in this respect.

— To simplify materials from the design phase, so as to encourage the marketing of those
products with the longest useful life and whose waste has a recovery channel for
reuse or recycling. This will help to increase the availability and ease of use of secondary
materials in manufacturing processes.

— To implement "pay-as-you-throw" waste as a consumer responsibility measure, which
will also be extended to manufacturers, who will be responsible for waste management
and bear the full costs associated with it, thus relieving municipalities of this burden. This
will make it more feasible to meet the target of reducing the percentage of waste going
to landfill [See chapter 6].

— To encourage the urban green transition, reducing the consumption of resources in cities
and improving their management. Possible measures include the promotion of energy
efficiency in housing, the use of renewable energy, the promotion of sustainable water
management systems and the reduction of municipal waste generation [see chapter 6].
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Front 2: Pay greater attention to the interplay between climate change, environmental
degradation and people's health

Itis proposed to incorporate the One Health concept,*?* which emphasises the close relationship
between the health of people, animals and ecosystems, into the design of public policies. Taking
this holistic view of planetary well-being helps to better understand the pros and cons of each
decision and to adopt more coherent, holistic and resilient policies over time. 322

Front 3: Create a framework of fiscal incentives and instruments to ensure an efficient and
socially just green transition

The design of environmental taxation should aim at correcting negative externalities in
the environment (both emissions and excessive use of resources), so as to increase the
competitiveness of sustainable products and services, while limiting their potential regressive
social impact. Over the next decade, Spain should align its environmental revenue collection with
the European average, adjusting it thereafter in line with the progress made in the green transition
and new externalities that arise along the way.

In addition to implementing the tax measures detailed on the other fronts, it will be necessary:

— To progressively strengthen environmental taxation to reflect the full social cost of
carbon3® by the middle of the century. Taxes on energy and transport will be particularly
important, given the considerably lower weight of these taxes in Spain compared to
neighbouring European countries.32*

— To promote an accelerated rate of reduction in emissions allowances traded in the
EU Emissions Trading Scheme (EU ETS), with the aim of ensuring an ambitious fall in
emissions over the next decade.

— To promote measures, at national and European level, to ensure that all sectors take
into account the negative externalities of carbon emissions. In the various sectors
(e.g. transport, agri-business, household or service sectors), currently outside the carbon
market, a taxation scheme will be promoted to ensure their timely decarbonisation.
Support should also be given to the implementation of mechanisms that incentivise
reductions in emissions beyond the borders of each country, for example with the
establishment of the carbon border adjustment mechanism.32°

— To establish compensatory measures to mitigate the potential regressive effects of
higher environmental taxation or higher carbon prices. Among the options available,
climate rent is one that could be explored, a mechanism designed to return part of
the proceeds from green taxes to the population.32¢ That rent would help mitigate
asymmetries in transition costs, facilitate the acceptance of higher environmental
taxation, and correct the inequality-generating effects of these taxes. Another option is
the creation of a Climate Justice Resilience Fund, complementary to Just Transition
funding sources,??’ to protect and assist those people, communities and sectors that
could be most affected by both the ecological transition and the direct effects of climate
change.
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Front 4: Foster innovation in the energy and ecological transition

— Substantially increase R&D funding for decarbonisation and sustainability, following
the principles set out in Chapter 1 of the Strategy. Key areas to be prioritised include
electrification of production and transport, circular economy processes (in particular
water management), renewable energy storage technologies, development of hydrogen
and other low-carbon fuels, nature-based solutions and social innovation. It will also be
necessary to incorporate a more comprehensive and longer-term vision that provides
working with longer investment and review cycles, and to increase the tolerance for
failure, which is particularly relevant for innovations in the climate and energy fields.3?
Inthis respect, new institutions with a more risk-taking culture, such as the US Advanced
Research Projects Agency-Energy (ARPA-E), could be envisaged.3??

— Support eco-innovation in SMEs, given their relative importance in our productive
network.33°

Front 5: Transform mobility, reducing emissions from the Spanish transport sector to
2Mt33 by 2050

It will be essential to pay particular attention to inter-urban road freight and passenger transport,
the main contributors to emissions in this sector.33?

— Stimulate a shift in transport usage, favouring alternatives to private car use such as
active transport and public transport.333

— Ensure the replacement of internal combustion vehicles (petrol and diesel) with zero
direct CO, emission vehicles. To this end, it would be advisable to:

 Develop a cross-sector strategy that facilitates the creation of the ecosystem required
by the electric car, promoting the domestic manufacture of this type of vehicle;
promoting the production, reuse and recycling of batteries; increasing the number of
fast charging points and promoting the purchase of these vehicles, taking into account
the possible distributive implications of these types of subsidies.33*

 Progressively raise tax rates on diesel and petrol until both are equal to the average
petrol tax rate in the EU-8.3%%

— Adjust road transport taxation to the actual use of the vehicle, addressing all negative
impacts generated and ensuring greater consistency between the type of vehicle
purchased and the needs of the service. To this end, it is proposed to move from the
current purchase, circulation, and fuel taxes to a tax on the actual measured use of
the vehicle, taking into account its characteristics: weight, power and emissions of
atmospheric pollutants and greenhouse gases.
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— Improve the rail network for freight and passenger transport. For freight, it is necessary
to extend the electrification of the rail network, to use hybrid trains with renewable
hydrogen for non-electrified sections, to increase the efficiency of inter-modal terminals,
and to incorporate rail at those ports and airports that do not currently have connections.
In terms of passenger transport, it is necessary to extend existing suburban networks,33¢
modernise non-high-speed lines, relaunch night train services, update and finalise cross-
border connections®3*” and promote demand by applying a fair fare system that takes into
account the lower environmental and health impact of rail compared to other means of
transport.

— Reduce the environmental impact of air transport by introducing a frequent flyer tax
or by taxing air fares according to the proximity of the destination. This will help to limit
negative externalities and bring taxation of the sector into line with other modes of
transport.3*® It is also recommended that flights be banned on journeys that can be made
by train in less than 2.5 hours.

— Transform urban and metropolitan mobility, in line with the measures outlined in
chapter 6.

Front 6: Manage water resources adequately, preparing the system for a future where
there is less water availability

By 2050, Spain should have overcome the threat of water stress. To achieve this, Spain should
adopt an integrated water management strategy that, in addition to the measures contained in
the already approved state plans,®3 delivers the following:

— Encourages water reuse and desalination until the price of water is competitive, i.e.
similar to the price of water from traditional sources (e.g. dams).

— Improves the efficiency of urban supply, agricultural irrigation and drinking water and
wastewater treatment systems by modernising infrastructures and introducing new
technologies such as sensors and big data, which make it possible to detect leaks and
abuses almost immediately, monitors the water needs of crops in real time, controls the
use of fertilisers and pesticides, and measures water quality.

— Reorganises agricultural uses and crops, acting on the current concession regime and
prioritising sustainable and socially just agriculture.

— Modifies the economic and financial regime of the Water Law, based on the "polluter
pays” principle. The aim should be to increase the level of recovery of public investments,
to introduce taxes on certain water uses that generate pressures on the environment,
and to integrate the risks to water availability caused by climate change, so that the cost
of the service can cover the costs arising from the adaptation and modernisation of the
infrastructure that will have to be delivered over the coming decade.
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— Increases the resilience of agricultural holdings so that they can better adapt to climate
change and water deficits, and recover more quickly from adverse situations such as
droughts. This means promoting the transformation of crops and production systems,
improving farm management training, and creating appropriate financial and governance
mechanisms.

— Implements an ambitious strategy for the restoration of rivers, aquifers and other
inland aquatic ecosystems, and strengthen the network of river reserves and other
protected areas. Measures must also be introduced to ensure that water is returned to
watercourses with a level of quality equal to or even batter than when it was collected.

Front 7: Move towards sustainable and healthy agri-food systems

— Make sustainable livestock production systems linked to the territory universal, such
as extensive meadow and pastoral systems.

— Promote a national programme to promote healthy and sustainable eating habits in
line with WHO guidelines and the recommendations of the scientific community.3#

— Develop a National Plan for the reduction of food waste following the path set out in
the Spanish Strategy 2017-2020. More food, less waste,*** with the aim of reducing the
amount of food wasted in Spain by 50% by 2050. Such a plan should build on the previous
initiatives of the National Environmental Education Centre®*? and involve all stakeholders
in the agri-food chain, from production to consumption, distribution, and sales.

— Establish mandatory food labelling with information on environmental impact, as
France3#3 and the UK3* have already done, so that citizens can easily find information
on the carbon footprint, nitrogen footprint, water and energy use of the products they
consume, including the impacts produced outside our country.

— Reduce the environmental impact of the meals offered in public institutions,
incorporating the sustainability and health criteria recommended by international
organisations such as the WHO, the FAO and the IPCC into tender specifications for
catering companies and encouraging the incorporation of vegetarian and vegan options
on a daily basis.
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Front 8: Reduce the risk of forest fires and improve the adaptive and sustainable
management of our forests3#®

— Reduce the volume and connectivity of forest fuel through measures that incentivise

good management through economic incentives or the promotion of agricultural and
forestry insurance. The maintenance of agricultural areas adjacent to rural populations
should also be developed for their protective role against fire, and extensive grazing and
agro-forestry landscapes should be promoted as a management tool in high-risk areas,
using, for example, programmes for the settlement of young people in rural environments.

Encourage the development of the forestry economy, adapting the regulation of
forest exploitation and offering commercial outlets for forestry products and other
complementary products such as wild mushrooms, honey, vegetable fibres and aromatic
and medicinal plants. To this end, it would be advisable to expand sustainable forest
certification programmes and to promote the exchange of plots of land or abandoned
land banks, already in use in some autonomous communities.34¢

Improve training in controlled burning for agriculture and forest management in order
to regulate and limit the use of fire under strict conditions, reducing the risk and severity
of fires, and improving ecological parameters such as the quality of wildlife habitat or the
promotion of plant species suitable for the pasture.34”

Use the restoration of burned forests to promote fire and climate change resilient
landscapes, encouraging post-fire recovery measures focused on reducing erosion of
the burned area, preserving water quality, and preventing the spread of invasive species.

Introduce fire risk as a criterion in urban planning and construction design in
Forestry-Urban Interface (IUF) areas, taking into account the compulsory creation
and maintenance of safety perimeters in housing developments and homes surrounded
by, or very close to, forest areas, establishing contingency plans for the defence and/or
evacuation of these areas, and providing training courses for technical staff and rural
inhabitants on how to respond in the event of fire.

Front 9: Manage our coasts and marine areas adequately to make them more sustainable
and resilient to climate change

— Promote the development of a "blue economy" based on the sustainable use of coastal

and marine resources. Among the many opportunities in our country are the generation of
marine-based renewable energy (from waves and currents, off-shore wind and hydrogen
production), the development of genetic and biotechnological products, and foodstuffs
in growing demand, such as seaweed.
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— Decisively and forcefully tackle the transformation of sectors such as fisheries,
aquaculture, maritime transport, and tourism, in order to reduce their high environmental
impact and achieve greater sustainability in these sectors.

— Increase the resilience of our coastal and marine infrastructures and human
settlements located on the coast, using infrastructures, new technologies and nature-
based solutions, such as the regeneration or restoration of salt marshes, posidonia
meadows, dune systems and beaches.

— Promote regulatory measures aimed at reducing societal action on the coast and in
the marine environment. Among others, it is proposed to expand marine reserve areas
and to stimulate the restoration of ecological connectivity in degraded areas.

Front 10: Improve the environmental education of citizens

None of the above-mentioned measures will work if Spanish citizens do not know, understand
or accept the challenges that climate change will bring and the imperative need to adapt our
society to a low-emission, resource-sustainable and resilient model. For this reason, it will be
essential to promote environmental education for people throughout the life cycle, following
the lines of work set out in the Environmental Education for Sustainability Action Plan3*® drawn
up by the Department for Ecological Transition and the Demographic Challenge and the example
of countries such as Finland [see chapter 2].

Front 11: Strengthen public institutions so that they can continue to develop effective,
comprehensive and ambitious policies, and foster partnerships between the public sector,
the private sector and civil society

The green transition is a systemic process that can only be completed with the leadership of the
public sector and EU and international bodies. It is therefore essential to further strengthen the
capacity of our public institutions, so that they can expand their legislative and research activity,
establish increasingly concrete and smart adaptation, decarbonisation and resource use reduction
pathways, and promote transformations through their own mechanisms, such as innovative and
sustainable public procurement [see chapter 1], auctions, co-financing, and fiscal incentives.

In this regard, it is recommended to strengthen the role of the Spanish Climate Change Office
or, alternatively, to consider the creation of an Environment and Climate Agency, following
the model of the UK's Environment Agency or France's Agence de la transition écologique.?*
Coordination between the different levels of public administration should be reinforced, public-
private partnerships should be strengthened, and the availability and quality of statistical
information should be improved.
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Challenge #5

GET OUR
WELFARE
STATE READY
FOR A LONGER-
LIVING SOCIETY






EXECUTIVE SUMMARY

— Over the last four decades, Spain has successfully achieved one of the major aspirations of any
country: to increase the life expectancy of its citizens to unprecedented levels in history. At
the start of the 20th century, the Spanish population had a life expectancy at birth of just 35
years. Today, it is over 83 and is the third highest in the world, surpassed only by Switzerland
and Japan.

This dramatic increase in longevity has been accompanied by a marked increase in healthy life
expectancy. Not only do we live longer, but we also do so in better health and with a greater
degree of autonomy than before. This is due to improvements in diet and hygiene, healthier
lifestyle habits, and the development of a extensive and modern welfare state that has allowed
biomedical progress to be transferred to most of society.

Over the next three decades, the life expectancy of the Spanish population will continue to
increase (potentially by more than 3 years), which will lead to strong degree of ageing within
our demographic pyramid. In 2050, one in three Spaniards will be 65 or older, and for every
person in this age group there will be only 1.7 people between the ages of 16 and 64 (today,
there are 3.4). Potential possible improvements in the birth rate and an increase in immigration
will not be able to completely reverse this scenario.

An ageing population will bring significant social and economic opportunities for the country,
but also a significant challenges to the sustainability of our welfare state. By the middle of
the century, public spending on pensions could increase by up to 5 GDP points; healthcare
spending could rise by more than 1 GDP point; and the number of people over 65 benefiting
from care benefits could double.

To weather this change, our country will need to improve the efficiency of its public services
and, above all, ensure that older people play an increasingly active role in economic and social
life. This will mean overcoming outdated stereotypes about age, adapting many jobs to the
expectations and abilities of older workers, and making it easier to reconcile pensions and
employment. If we are able to match the activity rates of our over-55s to those of countries
like Sweden or Denmark, Spain will add 1.6 million people to the active population between
now and 2050 - something that will help enormously to mitigate the negative impacts of the
fall in the labour force, whilst improving the welfare of millions of households.

At the same time, we will have to ensure that public pensions provide enough and are
sustainable, whilst ensuring solidarity across generations; strengthening and reforming our
National Health System; and improving our public long-term care network. This may lead
to increased spending, but it will also bring new jobs and firms that could end up being an
important part of our future economy and a key part of the sustainability of the system.
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THE PAST: ACHIEVEMENTS

Over the last four decades, Spain has successfully achieved one of the great aspirations of any
country: to increase the life expectancy of its citizens to unprecedented levels in history. At the
start of the 20th century, the Spanish population had a life expectancy at birth of just 35 years.?
Today, it is over 83. Spain is the country with the highest life expectancy in the EU and the third
highest in the world, behind only Switzerland and Japan [Fig. 1].

Fig. 1. Life expectancy at birth, 2018
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This spectacularincrease in life expectancy is the result of several factors:® improved hygiene and
nutrition, the adoption of healthier lifestyles, advances in education [see chapters 2 and 3] and,
the development of a extensive and modern welfare state which has enabled, among other
things, the progress of biomedical knowledge to be transferred to the bulk of society.* As result of
these factors, Spain has been able to reduce mortality rates - first, among the infant population
and then among the older population; and to increase life expectancy at the age of 65 from 10
years in 1920 to more than 21 years in 2019 [Fig. 2]. It is important to note, however, that this
improvement in survival has not been the same for all population groups.®

Fig. 2. Life expectancy at the age of 65 in Spain
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The democratic Spain that was created in 1977 inherited a fragile and obsolete health system?”
that was less well developed than that of its northern European neighbours. From the 1980s
onwards, however, central and regional governments implemented a series of far-reaching
reforms aimed at bringing into reality the right to universal, high-quality public health care, which
had been enshrined in the Spanish Constitution shortly beforehand.® With the General Health
Act of 1986,° which led to the National Health System and the progressive transfer of health
competences to the autonomous communities, primary care was promoted, an extensive network
of health centres was built, distributed across the country, and health professional training was
drastically expanded.’® Our public health system has not only improved in terms of coverage
- to the point where it is now universal - but also in terms of quality. In the last four decades,
public spending on health increased by 1.7 percentage points of GDP;** the number of doctors
per inhabitant doubled;*? the catalogue of benefits expanded enormously; and healthcare cover
was extended to people without sufficient financial resources?®® as well as to administratively
unregulated groups.'* As a result of these efforts, Spain has successfully created one of the
most advanced healthcare systems in the world, in terms both of the quality and accessibility
of its services and its efficiency.'®

Mortality rates associated with preventable and treatable causes are lower in Spain than in most
EU countries. Among other things, this indicates the effectiveness of our health system in treating
different pathologies (for example, ischemic heart disease, cerebrovascular diseases and certain
cancers). Our country has a modern hospital network, first-class healthcare professionals and
highly respected biomedical research centres of excellence. According to the EU-SILC survey,
unmet medical care needs (relating to cost, distance or waiting times) are very low in Spain,
having been reported by only 0.2% of the population in 2019.%” In addition, there is almost no
difference between people in the highest and lowest income quintiles [Fig. 3], which reflects the
fairness within the National Health System. We have also been world leaders in terms of organ
donation for the past 28 years,® both in regard to the number of donors [Fig. 4] as well as the
effectiveness of the system, which is considered a model by the World Health Organisation.*® In
2019, Spain accounted for 20% of organ donations in the EU and 6% of those registered in the
world, despite the fact that the country barely represents 9.1% of the European population and
0.6% of the world's population.°

Fig. 3. Percentage of population reporting unmet medical needs by income level, 2019
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The development of the National Health System was accompanied by two other key transformations.
The first of these has been the universal application of the public pension system, thanks to
the creation of non-contributory pensions.?® Furthermore, this has been in a context in which the
average amount of contributory retirement pensions?* doubled in real terms [Fig. 5].
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The other key transformation has been the development of the social services system and,
within this, care for dependent persons along with encouraging their autonomy - something
now known as the "fourth pillar" of the welfare state. What for decades was considered to be
the sole responsibility of families and those who need care themselves, has been progressively
taken over by the State, through a series of reforms resulting from the agreement between
political forces and social stakeholders that has culminated in the creation of the Autonomy and
Dependent Care System. While there is still a long way to go, Spain already has an extensive
network of assisted living facilities and day centres, home help and telecare services, support
programmes for informal carers, and health services specialising in gerontology and geriatrics,
benefitting more than a million people.?

The creation of this vast network of social services and benefits has transformed the life of our
country and its people. It is not just that we live longer, but that we do so in better health and
with a greater degree of autonomy in later life, thanks to better control over the most serious
effects of many diseases. In fact, the majority of the Spanish population up to the age of 74
considers their state of health to be "good or very good" [Fig. 6]. Thus, life expectancy in “good
health”?” at the age of 65 28 has increased from 9.7 years in 2004 to 11.4 years in 2018, and is
now the fifth highest in the EU (although there are significant inequalities between groups).?’

Fig. 6. Distribution of perceived health status by gender and age group in Spain, 2017
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THE PRESENT: THE CHALLENGES AHEAD

It is clear that the increasing life expectancy and good health in older ages that we have seen in
recent decades is a success story. In fact, it should be considered one of the great achievements
of the Spanish welfare state. However, as we will see below, it is undeniable that this historical
transformation has brought with it new challenges that could severely strain the very welfare
state that made it possible.

This is due, in part, to the fact that the increase in longevity has been accompanied by two other
processes that are equally important for our demographics: the reduction in the fertility rate
and the increase in immigration.

Along with Italy, Spain is today ranked number 2 in the OECD in terms of the lowest number
of children per woman of childbearing age.3* In 1975, the fertility rate in Spain was 2.8 children
per woman. By 2019, it had fallen to 1.2.32 Spain has gone from a model of "many children and
short lives" to one of "few children and long lives".2? In addition, there has been a significant
increase in the average age at childbearing and in the percentage of women without children,
which could be as high as 25% among women born in 1975.34 The causes behind this low fertility
rate include economic restrictions (lack of employment, job insecurity, problems of access to
housing), difficulties in balancing family and professional life, and the desire not to be a mother.*®

With regard to immigration, the arrival of foreign people has been continuous (apart from the
period of financial crisis from 2009 to 2014),%¢ has far exceeded the flow of people leaving our
country.” This favourable migratory balance has allowed Spain to maintain a positive population
growth and by the end of 2019 had a population of over 47 million.*® However, it has not been
enough to cushion the progressive demographic ageing [Fig. 7]. At the end of the 20th century,
people aged 65 and over accounted for 13% of the Spanish population. Today they account for
almost 20%. As a result, our dependency ratio (defined as the ratio of the proportion of the 65+
population compared to the working-age population®®) has risen from 20% to 30% [Fig. 8], which
means that we have gone from having 4.9 people of working age for every person of retirement
age, to having only 3.4.
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Fig. 7. Population distribution in Spain
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Fig. 8. Dependency ratio, 2019
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This dependency rate is still lower than that of other European countries such as Italy (36%) or
Finland (35%), but this is due to the fact that Spain's baby boom occurred later. It will be during the
next three decades when the effects of demographic ageing will become more pronounced, leading
to a series of social and economic challenges that our country will have to face. These include
four that we address here: 1) Changing standard working ages to align with increasing longevity;
2) increased public spending on pensions; 3) the adequacy of health services; and 4) the need to
provide long-term care services for an already considerable and growing part of the population.
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I. Aligning standard working ages with increasing longevity

Spain's retirement age of 65 was set in 1967. At that time, much of the population reached
retirement age in poor health, after a life of deprivation, strenuous physical labour and very
limited access to medical services. Today, the situation is very different. The development of the
welfare state and medical advances have greatly improved our health in older age, meaning
that most people reach 65 in good shape, and extending the average life in retirement from
12 to 24 years [Fig. 9].

Fig. 9. Expected number of years in retirement
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Despite this biological revolution and the regulatory changes introduced in recent decades, in
Spain, 65 continues to mark the transition from working life to retirement. Proof of this is the
strong reduction in activity rates as the population approaches this age [Fig. 10].

Fig. 10. Activity rates in Spain by age group and gender, 2019
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This abrupt transition between working life and retirement does not align with a time when most
people reach that age in good physical and mental condition. The view of old age as a time of
uniform decline, dominated by illness and inactivity, is becoming less and less valid, and means
that the diversity of profiles, needs and behaviours of people at this stage of their life need to be
recognised. A new paradigm is therefore beginning to take shape - one that is more flexible and
personalised and that takes account of the different social, economic and health circumstances
of each individual and their preferences, regardless of their age.

The keystone of this new paradigm is the concept of "active ageing" which is understood as the
process of optimising people's opportunities for health, participation and security as they age, in
order to improve their quality of life and well-being.** Applied to the field of work, active ageing
implies that each person should be able to decide whether or not to continue working after
the legal retirement age, and to establish the mechanisms and conditions necessary for them to
be able to do so in a favourable situation. This is the case, for example, in Scandinavian countries,
where a significant proportion of older people combine their retirement with some form of work,
often associated with leadership positions, advisory work, or filling in for younger workers' leave
and absences. [Fig. 11].4°

Fig. 11. People aged 60-69 who work and receive a pension, 2014-15
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If well executed, active ageing produces a win-win situation. Citizens are able to stay active and
influential in the economic and social life of their country, along with all the gains in autonomy
and health that this brings. It is worth noting that, according to several regional studies, more
than a third of retired people in Spain would have liked to continue working after retirement.*’

Countries also benefit, as they retain a valuable and experienced working population, reduce public
spending on pensions, and increase their labour force (or, in the case of Spain, mitigate its future
contraction), as the evidence generally suggests that older people's increased participation in
labour market is not detrimental to young people finding employment, as the jobs performed
by both are complementary rather than substitutes for each other.*®
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For these and other reasons, prolonging working life is now a declared policy aimin all developed
countries and supported by the main international organisations.

Spain has also pursued this goal, although with results that are still lower than those of the
leading countries in this area. Despite recent improvements, especially among women, the
activity rate between the ages of 55 and 74 in our country is still lower than the EU and OECD
average, and is far from that of countries such as Sweden, Denmark and the UK [Fig. 12]. The
difference is especially notable among those who are working at 70 to 74, where Spain has the
second lowest activity rate in the EU.#° This is remarkable if we take into account that, with some
differences by groups, life expectancy and living in good health in Spain is higher than that of our
European neighbours.

Fig. 12. Activity rate by age group, 2019
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The lower rate of participation in labour market by older workers in Spain is due to several factors.5*
First: legislative and institutional factors. There are currently very few incentives to continue
working beyond retirement age, and existing mechanisms for reconciling pensions and work -
such as active retirement (which is mostly taken up by the self-employed)? are used by only a
minority.> Secondly, there are factors associated with employment law in Spain, such as collective
agreements that include mandatory retirement at the age of 65.% Finally, there are factors arising
from our productive structure and the formation of our human capital. Although the impact
of physically demanding activities has been reduced, the smaller size of knowledge-intensive
sectors,®® the predominance of small businesses®® and the low rates of adults participating in
training and requalification programmes®” [see chapters 1 and 3], have limited the increase in
activity rates among older people.

This lower level of older people in the job market has strongly negative effects for the country:
it reduces our capacity to generate wealth, hinders the sustainability of public accounts, and
reduces the welfare of the entire population (not just that of older people).
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II. Increased public spending on pensions

One of the main challenges arising from an ageing population is the potential increase in
expenditure on pensions. The Spanish public system provides pensions for three contingencies:
permanent disability, death (orphan's, widow's, widower's and family members' pensions) and
retirement. There are also two types of pensions: contributory pensions (for those who have
contributed sufficiently during their working life, or for their survivors) and non-contributory
pensions (designed to guarantee a minimum income for those who cannot access the former).
The bulk of the pension system relates to contributory pensions, of which more than 60% are
retirement pensions. These are mainly financed by contributions made by companies and
workers,®® meaning that, to ensure they are sustainable, the balance between revenues and
expenditure needs to be maintained over time.

For several decades, the difference between revenues from social security contributions and
expenditure on contributory pensions was positive,®” which enabled a reserve fund to be built
up to cover possible contingencies. However, from 2008 onwards, demographic ageing, early
retirement due to the financial crisis ®°and the progressive increase in the ratio between the
average pension and the average wage ®* meant that public spending on this item rose from 7.6%
of GDP t010.8% in 2019.%2 This, together with the reduction in social contributions caused by the
2008 and 2011 crises, resulted in a deterioration in the position of the Social Security system.%3

The current level of pension expenditure does not, in itself, place a disproportionate burden
on the system. The percentage of GDP that Spain devotes today to the payment of total public
pensions is similar to that of the EU-27 average and is lower than that of EU-8 countries such as
Austria or France.®* However, the projected increase over the next three decades, when the
more populous baby boom cohorts reach retirement age, constitutes a major challenge. And
it will have to be tackled through social dialogue, a redesign of public policies and a review of
the material and intangible realities around retirement.

Spain has already taken important steps in this direction. With the 2011 reform, some relevant
measures were established with the aim to contain the increase in expenditure, including the
progressive increase in the retirement age to 67 in 2027 and the increase in the contribution
period required to receive 100% of the pension from 35 to 37 years.®® However, in certain areas,
there is still some way to go. Here, we highlight three of the main issues around which the debate
is currently focused.

The first relates to the retirement age. Most analyses agree that practices such as reducing early
retirement and increasing older people's participation in labour market are needed to bring the
effective retirement age closer to the legal age. There are, however, disagreements as to whether
or not the legal retirement age (beyond age 67 set for 2027) will have to be further delayed as life
expectancy continues to increase.

The second refers to the evolution of the replacement rate, defined as the percentage that
pensions represent out of income received before retirement. There is an intense debate being
held about this issue in Spain. On the one hand, there are those who emphasise the fact that Spain
has one of the highest replacement rates in the EU [Fig. 13], and argue that retirees receive, on
average, more than they contributed.®® On the other hand, there are those who emphasise the
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considerable variety and inequality that exists behind the average;®” the important economic
support that the Spanish retired population provides to their families (especially in periods of
crisis and high unemployment); 8 and the fact that the risk of poverty or social exclusion among
the over 65s in Spain is higher than in other European countries.®® The key lies in ensuring that
the replacement rate properly relates to the relationship that needs to exist between a public
pension system that provides enough and is also sustainable, as well as intergenerational equity,
which the system should aim for.

Fig. 13. Gross pension rates of replacement (public, private mandatory and private voluntary), 2018
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The third - and final - issue is that of financing. In Spain, almost all retirement pensions
are financed by the state, as there is no widespread system of supplementary social security
pensions.” Conversely, in other advanced countries, there are mixed systems that complement
the public pension with private pensions (essentially, these are private employment plans)
that are mandatory, quasi-mandatory (as in Denmark, the Netherlands and Sweden, where
they have almost universal coverage’), or voluntary but very widespread (as in Canada, Ireland
and the UK) [Fig. 13]. Many claim that Spain will need to progressively adopt one of these
hybrid models. Others suggest that it will also be necessary to raise contributions, finance a
larger part of pensions through taxes,’”® and/or reformulate the expenditure covered by social
security contributions, so that all of it is used to pay contributory pensions, in line with the latest
recommendations under the Toledo Pact.” Currently, these contributions also cover, for example,
employment incentive policies and family support policies. Covering these non-contributory
expenses from the General National Budget, instead of via social security contributions, could
help to balance the Social Security system funds.”®

All these options have their advantages and disadvantages,’ so it will be up to the country as
a whole to use social dialogue and the framework of the Toledo Pact, to reach a consensus as
to which is/are the most appropriate to achieve the triple goals of of strengthening financial
sustainability, providing adequate retirement income, and ensuring intergenerational equity.
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III. Adequacy of the health system

Over the last 40 years, healthcare spending in Spain has increased by almost 3.2 percentage
points to 8.1% of GDP [Fig. 14]. Part of this increase has been due to the ageing of our population,
given that the elderly require more services of this nature. So much so that, in 2005, the average
per-capita expenditure for people aged 65 to 74 was double the average expenditure of the total
population. For over 75s, it was almost triple.””

Fig. 14. Health spending in Spain
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Nevertheless, it would be a mistake to think that the increase in longevity is the main determining
factor behind the increase in health spending, or that both phenomena are mechanically
linked. Numerous studies have shown that, although age is positively related to the use of health
services, proximity to death is a much more relevant variable.” This is because, in reality, it is not
the number of years a person has lived that determines resource use, but the level of health the
person enjoys. Adopting healthier behaviours and habits, implementing therapeutic innovations,
and reducing the time it takes to diagnose certain chronic conditions, mean that better health can
be maintained in later life. These are therefore fundamental for the evolution of health spending.&

This proven fact has profound implications for a country like ours. In Spain, health spending
will continue to increase in the coming decades. This is inevitable and also necessary to be
able to provide a quality universal service, as since the financial crisis of 2008, public health
expenditure has remained practically stagnant [Fig. 14] and is currently at lower levels than many
other European countries [Fig. 15].82
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Fig. 15. Health spending, 2018
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Part of this increase in expenditure will be determined by ageing of the population which means it
is unavoidable. However, another important part will depend on the health situation of the older
population and the way in which the health services offered to them and the rest of the population
are structured. In these two areas, efficiency gains can and should be sought to avoid excessive
growth of health spending. Among other things, primary care will need to be strengthened seeing
as it has lost out relatively over the last decade.®® Access to new treatments and technologies will
need to be enabled along with better coordination between health and dependency care services,
and prevention and health promotion policies,®* as these help to delay or reduce the prevalence
of chronic diseases and multimorbidity® among older cohorts.

IV. Coverage of long-term care services

The increased longevity of the population is associated with a growing need for long-term care,
due to the relationship between age and dependency.® The provision of this care is an essential
part of the system of inter-generational cohesion that binds any country together. It is also a
common need that we may all end up calling on at some point in our lives.

In Spain, as in the rest of Europe, care is implemented in a hybrid space that involves families,
the public sector and the private sector.?” Informal (family) care plays the greatest role in our
system.®® 57% of people aged 65+ who need care are cared for in a purely informal setting,®’
compared to 14% in the Netherlands and 24% in France[Fig. 16]. In fact, it is estimated that the
theoretical economic value of informal care in Spain is much higher than current public spending
on long-term care.”®
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Fig. 16. Forms of long-term care for people aged 65+ (% of cases)

Informal Mixed Formal

Country care care home care Residences
Netherlands 14 28 17 42
Sweden 27 27 11 35
Denmark 21 37 15 27
Belgium 20 35 14 31
France 24 42 14 20
Germany 36 35 7 21
Austria 36 38 12 15
Spain 57 26 8 8
Ttaly 62 22 8 7

Source: Authors' own based on Barczyk and Kredler data.”

This peculiarity is the result of a range of social, economic and cultural factors. One of the main
ones is the preference to be cared for at home and the high importance that people attach to
family.”? This informal care is mostly provided by female relatives, who tend to devote a lot of
time to these tasks, as care is concentrated among people with a high degree of dependency.®
These women often receive little social support and recognition and pay a high professional
and personal price for their service.®* Although there are emotional benefits from these tasks,
the negative effects on caregivers' quality of life are not insignificant,®® and are an important
factor behind gender inequality in Spain.?® In Spain, 42% of inactive women do not participate in
the labour market due to care responsibilities (both for adults and children), compared to 6% of
men. The equivalent percentages for the EU-27 are 32% and 5%, respectively.’” In recent years,
we have witnessed a progressive change in the profile of caregivers, due to the increase in the
demand for care and the decrease in the number of potential family caregivers, as a result of
demographic change and women's greater participation in work.”® In particular, there has been
an increase in the age of caregivers along with a greater participation of men.?®

Formal care continues to be a minority in Spain, despite the strong growth experienced
in recent years.'°° Generally, formal care is characterised by a low degree of professional
development and a continued high level of job insecurity.1* This contrasts with the model for
Scandinavian and central European countries.??? As regards similar residential care and care
homes, only 8% of the over-65s in need of care are provided in this way, compared with 20% in
France and 42% in the Netherlands.1%

One of the main issues to be resolved within our care system is to improve its financing - in
order to increase what it can cover as well as the quality of services and employment in the
sector. Although public spending on long-term care has increased over the last decade - and
stood at 0.8% of GDP in 2018 - it still lags behind that of most of Europe's more developed
countries [Fig. 17].
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Fig. 17. Public expenditure on long-term care, 2018
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Source: Authors' own, based on Eurostat data.***

The Promotion of Personal Autonomy and Care for Dependent Persons Act of 2006,%%° which was
passed in order to correct this situation, represented a crucial regulatory advance in the area
of social rights, and gave rise to a mixed system of public protection that combines economic
benefits and services. Although its deployment was limited by the budgetary constraints caused
by the economic crises of 2008 and 2011, today there are more than 1.1 million people who
recieve benefits or services through this,*® 72% of whom are aged 65 or over [Fig. 18].

Fig. 18. Persons applying for and benefiting from the Autonomy and Dependent Care System and % of the
population in each cohort, 2020
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This law has achieved very positive results, including improving the mental health of caregivers®®
and reducing the number of hospitalisations associated with the roll-out of long-term care
services.'® However, there are still important issues to be resolved, such as promoting autonomy
(which is one of the priority goals of the law and the development of which has been very limited
so far), reducing waiting lists, and variable coverage between autonomous communities*® as
well as among degrees of dependency and socio-economic groups.** Furthermore, a significant
proportion of public funding has been directed towards monetary benefits associated with family
care and,**? although it may have increased the welfare of the most needy households,'*3 it has
to some extent distorted the initial philosophy behind the law (prioritising benefits in services). It
has also caused a series of inefficiencies in the system that need to be corrected.'*
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THE FUTURE: THE CHANGES THAT WILL LEAVE US AS A LONGER-
LIVING SOCIETY

The short term: Spanish demographics in the time of coronavirus

The coronavirus pandemic has precipitated the death of thousands of our country's citizens,
and has hit the elderly population particularly hard. They have been especially vulnerable
to Covid-19 as a result of age,*** comorbidities!'® and the deficiencies recorded in many care
institutions.’

According to preliminary estimates by the INE, the excess mortality generated in 2020 could
reduce life expectancy in our country by almost a year.?*® This increase in mortality, together
with the sharp fall in migratory flows and the reduction in births,**? could lead to a fall in Spain's
population in the short term.*?°1t is still too early to conclude that, on this occasion, the fall in
income and employment will translate into a reduction in the fertility rate in Spain in the medium
term,*?* as occurred with the 2008 and 2011 crises.*??> The duration of the pandemic itself and the
related recession will determine whether the sum of higher mortality, lower migration and lower
births will ultimately prolong the demographic effects of Covid-19 beyond 2020-21.

The impact of the current economic situation on the population's health condition will be key.
History tells us that economic downturns have negative effects on health, and that these tend
to be distributed asymmetrically, with the most vulnerable groups (including the elderly) being
most severely affected.?® This shows the importance of improving people's resilience through
healthier lifestyles and a greater promotion of autonomy and personal development.

The medium and long term: the challenges and opportunities of the demographic change
to come

Be that as it may, everything suggests that the disruptive effect of the pandemic on life
expectancy in Spain will be temporary and that life expectancy will continue to increase
over the coming decades without showing signs of stagnation. The introduction of health
innovations and further improvements in lifestyle habits will further delay the traditional
causes of death and mean that people in Spain live even longer. Thus, it is estimated that life
expectancy at birth will increase by 3.8 years for men and 3.1 years for women between
now and 2050, reaching almost 85 and 90 years, respectively.*?*

This increase in life expectancy will exacerbate the process of demographic ageing during this
century, whilst the other two forces that determine it (fertility and migration) will be unable
to reverse it.

The demographic projections set out in this Strategy*?> assume an increase in the fertility rate in
the future, from 1.2 children per woman today to 1.4 in 2050. It seems unlikely, however, that this
rate will increase much further and, in any case, not enough to reach the population replacement
rate.!?¢ Nor is an aggregate increase in the birth rate expected. Among other things, this is due
to the fact that:
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— The cohorts of women of childbearing age will shrink considerably,*?” such that the
aggregate effect of potentially higher fertility will be smaller.

— Not all impediments to becoming a mother are financial.*? In Spain, 24% of women who
have not had children at the end of their childbearing years say they did not want to be
mothers. 22% say that the most important reason is not having found the right partner.
7% highlight impediments to work-life balance. And only 5% refer financial reasons as
the most significant factor in their decision.*?’

— Immigration will not solve low fertility either. Although it is true that women of immigrant
origin have more children in our country than native women, we must consider that the
female migratory contingents are not always made up of women of childbearing age 3©
and that, very often, the women who arrive in our country have already had the children
they wanted to have in their country of origin.*3? Furthermore, it should be borne in mind
that, although the fertility rate of women of foreign origin is higher than that of native
women, the former tend to adopt the reproductive patterns of native Spanish women
quickly.*32

As far as immigration is concerned, this Strategy assumes that Spain will continue to welcome
and integrate hundreds of thousands of immigrants.*33 Specifically, a migration balance of about
191,000 people per year is projected between now and 2050, slightly higher than the average
between 1990 and 2019.*% This influx of people will partially help to mitigate the demographic
challenge in the short and medium term. However, in the long term, it will not solve it on its own,
as the immigrant population also ages and tends to align with national fertility patterns.t3®

With this, it is reasonable to assume that in 2050, 1 in 3 people in Spain will be 65 or over, and
that our dependency ratio will rise to 60% [Fig. 19], surpassed in the EU only by Portugal, Greece
and Italy. From the middle of the century onwards, this trend will stabilise as the more numerous
baby boomer cohorts reduce. Until then, however, change will come at an accelerated pace.
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In this context, the challenges associated with increasing longevity, as identified above, will
intensify markedly. However, valuable opportunities will also arise if we are able to anticipate
and adapt our society to the new demographic reality.

I. The need to accelerate the process of aligning standard working ages with increased
life expectancy

Demographic change will mean a significant decline in our working population. It is estimated

that, over the next three decades, Spain will lose 3.7 million people of working age (ie those

aged 16-64), a fall of 12% compared to the current situation. This will mainly happen from 2030

onwards.** In the absence of a significant increase in the employment rate and productivity, this

decline in the working-age population will translate into a reduction in Spain's economic growth
and per-capita income [see chapter 1].1%7

Our country has several options available to it if it wants to neutralise this demographic effect.

The first involves correcting the structural deficiencies in our labour market, in the interest
of raising the aggregate employment rate to the levels of Europe's most advanced countries. In
particular, this will entail improving the employment rates of getting young people and women,
and reducing the high levels of temporary and insecure jobs [see chapter 7]. With regard to this,
it should be kept in mind that the lower rate of people aged 55-64 working also hides an issue of
significant long-term unemployment.38

The second option entails driving up labour productivity through a firm commitment to lifelong
education and training, innovation and technological take-up across the production sector.
Improving the efficiency with which we operate is particularly important in a context where
demographic ageing itself may cause additional difficulties to productivity growth [see chapter 1].

The third option, which is closely linked to the above, entails a better alignment of standard
working ages and changing life expectancy, and making more and better use of the knowledge
and skills of the older population.*®® Although there are variations between different groups, most
research indicates that life expectancy in good health will also continue to increase in the
coming decades.° This will make many of the stereotypes currently associated with age (lack
of productiveness, isolation, dependence) more obsolete, and people will be able to develop and
continue to contribute their talent and experience for longer and become key social and economic
stakeholders for the future of our society.

At this level, two major changes can be seen. On the one hand, everything points to the fact
that the standard working ages will change - in a flexible, non-consistent way - to adapt to
the increase in life expectancy. This will bring significant benefits both for our ageing population
(improved health and well-being) as well as for the country as a whole (retention of valuable and
experienced skills, increase in the available labour force and greater wealth generation).*** Spain
has already set out a progressive increase in the legal retirement age to 67 in 2027.142 Whilst
thisis not a low threshold in the European context,**® it is a static limit that may become obsolete as
life expectancy increases.'** An alternative option - that is perhaps more in line with the differences
that exist in people's ability to prolong their working lives - is to act on the effective retirement age,
offering incentives to encourage people to remain in the labour market beyond the normal age.
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On the other hand, it is more likely that there will be a progressive increase in participation in
the labour market among older cohorts [see chapter 7]. This second change has great
potential for Spain, given that, as we have seen, the level of participation in work among over-55s
is much lower than that of countries like Sweden, Denmark (belonging to the EU-8) and the
UK. If we succeed in raising working activity rates among 55-74 year-olds to the levels seen
in these countries (an average increase of almost 6 percentage points compared with 2019),
Spain would add 1.6 million active people,**®> which would greatly help to mitigate the future
negative impacts from the decline in the size of the labour force in intermediate ages on
economic growth. It will also help sustain our welfare state [Fig. 20].24¢

Fig. 20. Alternative scenarios for Spain's active population in later life
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If our country is to succeed in increasing the over-55s' participation in work, we will need to
undertake profound transformations involving all social stakeholders. It will need people who
are able and willing to work longer, and for companies and public institutions that are willing and
have incentives to hire them.® To do this, we will need to:

— Match future jobs to the skills and interests of older workers, so that the option of staying
in work is viable and appealing to them. This will involve creating new jobs in companies
and the public sector, and adapting existing jobs to the age of the people doing them,
by implementing flexible options. Advancing age is often associated with deteriorating
physical capacity and skills related to dealing with new technologies, but it also brings with
it more experience and the development of essential skills in many areas.'*’ The retention
of experience, inter-generational cooperation and lifelong learning (especially in digital
technology) should be promoted in order to avoid an increase in the risk of age-related
exclusion from the labour market.**° Similarly, working environments should be adapted to
the diverse needs of the older working population as this will help to avoid early retirement
due to health problems.*s! The extension of teleworking could be extremely useful.25?
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— Create fiscal and wage mechanisms that bring adaptation, more flexibility and greater
participation of older cohorts in the labour market. In Spain there is a lack of effective
incentives to continue working beyond the legal retirement age. This situation will need
to be put right, with strong links being created between the job market and retirement,
so that staying in work is appealing at any age. In doing so, careful consideration should
be given to inequalities in healthy life expectancy.

— Breaking stereotypes, making those who work and those who employ understand that
the physical situation and working capacities of 70-year-olds are not very different from
those of 65-year-olds.

Naturally, it won't all be about work. Active ageing also implies that senior citizens are actively
involved in society, and are found in a wide range of spaces beyond the labour market. These
include volunteering, social participation, family care, study, and a long list of other areas. The
"social participation" data of the Active Ageing Index show an upward trend in this type of activity
among the Spanish population. In the long term, the aspiration should be to become similar to
benchmark countries in this regard - such as Belgium and the Netherlands.?®?

I1. Aligning the pension system to new demographic and social realities

The future increase in longevity will accentuate the challenge of the sustainability of our public
pension system. In 2050, there will be 1.7 people of working age for every person over the age
of 64. This compares with 3.4 today.*® The various simulation exercises carried out suggest that
Spain's spending on contributory pensions will be between 15.2% and 16.9% of GDP in 2050,°°
compared with 10.8% in 2019.1%¢ This increase could be lower depending on the impact of the
measures currently being discussed. However, as we have already noted, the key to the system's
sustainability does not lie exclusively in expenditure, but in the necessary relationship between
expenditure and revenues. It is here that the greatest uncertainties emerge.

The revenues depend on economic growth, job creation and social security contributions (the
latter being relatively high in comparison with other countries). Even if the reforms aimed at raising
productivity and the employment rate in our country are able to relaunch income growth in the
long term, we cannot rule out seeing a scenario of more moderate economic and employment
growth thanin previous decades [see chapters 1 and 7]. In this scenario, the gap between pension
expenditure and revenues from social security contributions will tend to widen. It is therefore
essential to understand what factors will determine the evolution of future pension expenditure,
so that the most appropriate menu of proactive strategies can be prepared.

Figure 21 offers an initial approximation on this,*®7 illustrating the way in which demographic,
economic, employment and institutional factors could impact pension expenditure as a proportion
of GDP in our country between now and 2050. Unlike the estimates previously noted, this is an
illustrative exercise and does not cover the interaction between the different explanatory factors.
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Fig. 21. Change in public spending on contributory pensions (% of GDP) in Spain under alternative scenarios,

in relation to a baseline scenario, 2050
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Sources: Authors' own, based on data from Eurostat, INE and the Department of Inclusion, Social Security and Migration.*s®

We start from a scenario in which the dependency ratio (which is calculated from age 67), evolves
in line with Eurostat projections to reach 53.3% in 2050, while the employment rate over the
working age population and the replacement rate remain at 2019 levels.**® A reduction in the
dependency ratio of the order of 3.5 points, resulting from a gradual aligning of working life
with the increase in life expectancy and/or a greater migration of the working-age population
than assumed in the baseline scenario, would reduce expenditure by just over 1 GDP point. An
even larger impact of 3 GDP points would be obtained by raising the aggregate employment
rate to 72% from the current 60% [see chapter 7].2%© A combination of this scenario of higher
employment with a lower dependency ratio would allow a reduction of 4 points in the GDP
expenditure ratio. In fact, this increase in the employment rate could be partly due to higher
activity and employment rates among older cohorts, whether induced or self-initiated. In turn, a
reduction in the replacement rate - due to legal changes in calculating pensions or higher wage
growth associated with higher productivity growth - could also reduce pension expenditure as
a share of GDP. For example, reducing the replacement rate by 6 points would contain pension
expenditure by more than 2 points.t®* It should be noted that, with higher productivity growth,
higher pensions can be achieved even if the replacement rate reduces.

From this exercise we can see the enormous complexity of the reform that is required. In the
coming years, Spain's pension system will have to overcome the triple challenge of strengthening
financial sustainability, providing adequate retirement income, and ensuring inter-generational
equity.**?To this end, the increased resources required to adjust income or redistribute expenditure
items will need to be defined and anticipated, and the implications of the decisions taken on inter-
generational equity will need to be clarified. Whichever route is taken, it will need to respect the
principle of equality for all generations, including the younger ones.
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The Toledo Pact is taking some steps in this direction. It includes, among other things, the
need to gradually bring the effective retirement age closer to the legal retirement age; promote
the extension of working life; and promote complementary social welfare.?®3 In line with this,
promoting occupational pension plans as adjuncts to the public pension is gaining in strength.
The aim is to promote a culture of saving throughout life, but without ignoring the differences in
the population's capacity to do so: people with levels of lower income will find it more difficult
to build a savings buffer and therefore special attention will need to be paid to them. In fact,
consideration is being given to the creation of a public fund to facilitate access to employment
plans by SMEs and the self-employed.%*

Regardless, there is still a lot of unfinished business. Far from being over, the debate on pensions
has only just begun. It is essential that decisions are taken as soon as possible so that we can
design the appropriate mechanisms to avoid abrupt adjustments in the long term. This must
also be done on the basis of a forward-looking approach, taking account of the social and economic
changes that will take place in Spain between now and 2050, and reflecting on the ways in which
our public pension system will need to adapt accordingly. For example, it will be necessary to
study the way that more fragmented and varied working careers than today's will affect the way
that retirement pensions are calculated. It will also be necessary to rethink the functioning of
pensions such as widows' pensions and how they progressively adapt to a world in which women
will have levels of educational training and professional development comparable to those of men,
whilst not forgetting the important role of protection that they still play today.*> Future reviews
will also have to take into account the potential loss of contributions due to family care.r® The
recent approval of a new supplement aimed at further reducing the gender gap in pensions is
another step in this direction.¢”

ITI. Changes in the use of health services

As we have already seen, demographic change alone is not expected to drive up health system
spending, although this will depend to a large extent on the health situation of older cohorts and
the way in which the structure and cover of health benefits evolves. The projections made in the
European Commission's 2018 Ageing Report set out different scenarios for the rise in Public
Health Expenditure (PHE) depending on the way in which the population's health evolves.**® In a
scenario in which gains in life expectancy are not accompanied by improved state of health,
the effect of ageing would increase public health spending by 0.9% GDP by 2050.1¢° However,
if we want to maintain a leading healthcare system that responds to future needs and demands
for services, this increase in spending should be higher.

For a complete prognosis, we need to add the possible disruptive effects of technological and
health developments to this base scenario. In the coming decades, we may see the widespread
use of revolutionary pharmaceutical and biotechnological innovations, such as gene therapy, stem
cells, the big data and artificial intelligence systems, robotics and wearables. These will allow the
development of medicine that is much more personalised, predictive and effective, especially in
therapeutic areas such as oncology.'’° Technology will also make it possible to predict survival
time more accurately and, with it, the consequences of diseases at the end of life. The concept
of "quality of death" will complement the concept of quality of life. There will be a significant
development of palliative care services and social positions on ethical issues will develop in regard
to the right to a dignified death. In this regard, it is worth highlighting the recent passing of the
law regulating euthanasia in our country, making Spain the sixth country in the world to legalise
death with dignity.1”*
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All these advances will bring with them challenges and opportunities for the sustainability of
the National Health System and they should be analysed as soon as possible. We will need to
have a clear plan for the kind of health service we want to have as a country, and design precise
standards that will enable us to determine the benefits and effectiveness of health innovations.
In this regard, it should be borne in mind that in Spain, as in most countries, the prices of health
innovations are not set by the market, but are established through negotiation between public
decision-makers and the companies marketing them. This means that the role of public policies
and the regulatory framework will be key to controlling health spending. The aim should be
to relate the price that the health authority pays for new technologies and treatments to their
therapeutic and social value.*”?

The future will also bring the emergence of new communicable diseases (as HIV/AIDS was in
the 1980s and Covid-19 is today) and an increase in other non-communicable diseases such as
mental and neurodegenerative diseases. This will force us to seek better coordination between the
National Health System and the Autonomy and Dependent Care System. We will also need to adapt
our health system, moving from an organisational model that is highly focused on treating acute
events (as it is at the moment) to a model more focused on chronic disorders and illnesses.'”

Similarly, the extent to which this type of illness proliferates and extends will depend on the
implementation of new health promotion and prevention policies and early diagnosis
mechanisms. As is well known, the determinants of health are multiple and go far beyond the
health sphere.r” The spread of social practices such as sedentary lifestyles, smoking and not
following a Mediterranean diet will have profound effects on the health of the elderly and on public
health spending [see chapter 9]. To alleviate this, these practices will need to be combatted at
root, with education in healthy habits being promoted and the health perspective being included
in all policies. On this, it should be stressed that, although in Spain we can find examples of
good, extensive public health policies and healthy ageing,*’®> there is no considered, mature
and applied framework for health policies aimed at the long term. It will need to be created in
the coming years.

These types of reforms, together with other organisational changes and improvements in health
governance, may have a greater effect on the evolution of health spending than aspects due to
demographic ageing itself, and may in turn serve to strengthen the role of the National Health
System as a source of innovation and generator of quality employment.

IV. The need to provide quality long term services to a growing part of the population

Our country's care system will change dramatically over the coming decades. The coronavirus
pandemic has highlighted the enormous importance of care and the room for improvement in
the model of residential care which, along with the demographic, health and cultural changes
already mentioned, will precipitate a profound expansion and transformation of the system.

The relationship between longevity and dependency, coupled with the reduced availability of
traditional caregivers, point to an increasing need for long-term care and a degree of informal
care being replaced by professional services.'’® It is not yet clear how this combination will be
structured, but what is certain is that informal care will continue to be decisive and, in many cases,
complementary to professional care.
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Something else that is certain is that the focus will increasingly be on people. The traditional model
will be redefined and new forms of integrated, person-centred care will emerge, designed to ensure
that individuals receiving care can continue to maintain their independence and autonomy.*”’

The strong preference, on the one hand, of the population to grow older at home,*”® and the increase
in single-person households among people over 65,17° on the other, pose a major challenge for the
design of these future services. It is most likely that care homes will be transformed and evolve
from the current "residential care home" model to a "home-based" model.*0 In parallel, new
options will emergeg, such as self-care formulas based on technological innovations (telemedicine,
apps, internet monitoring, home automation adaptations), cohabitation with inter-generational
support among non-family members, senior cohousing in its multiple forms (collaborative,
cooperative, collective housing),*®*and "time banks" or volunteering assistance aimed at avoiding
unwanted loneliness and encouraging such people to participate in society.*8?

With regard to the profile of family carers, this will also go through some transformations as
a result of the demographic change itself, with a growing involvement of couples (rather than
daughters), men and older people as main carers.*® Alternating the roles of "caregiver" and
“cared-for" will be increasingly frequent, with possible overlaps between them, especially during
the initial stage of old age.*®

Projections made by the Ageing Report suggest that, under a scenario where gains in life expectancy
are not accompanied by improvements in health, Spain's public spending on long-term care could
rise to 1.8% of GDP in 2050, compared with 0.8% today.*®> Under a scenario of transition to
professional care, spending would rise to 2.2% of GDP. However, if we converge in terms of costs
and cover with other EU countries, public spending would rise to 3.0% of GDP. Given the current
situation, anintermediate spending scenario of between 2.2% and 3.0% is the most plausible.
In fact, our calculations indicate that, in the next three decades, the number of people over
the age of 65 benefiting from dependency assistance in Spain could double from the current
806,963 to more than 1,600,000 in 2050.2¢ Other studies show similar figures.®’

For sure, improvements in the population's habits and technological advances will significantly
reduce care needs in relative terms. However, it is also true that the level of cover for support
should be increased compared to what it is now. It follows that care needs will grow dramatically
in absolute terms between now and 2050. This will be a remarkable challenge for our country,
but also a magnificent opportunity for businesses and for job creation, the scope of which could
even extend beyond the national population. Spain is considered one of the best destinations in
the world to live after retirement,*® thanks to its excellent geographical position, climate, way
of life, infrastructure and transport network. If we exploit this advantage well, our country could
become a leader at European and global levels in the provision of services to the elderly and create
remarkable economic activity around it,*® which would be in addition to the benefits yielded by
the silver economy in sectors like such as mobility, leisure, education and housing [see chapter 1].

Spain 2050 m Future ageing



WHAT COULD BE DONE TO ADAPT OUR WELFARE STATE T0 A LONGER-
LIVING SOCIETY

Between now and 2050, Spain will need to change a large part of its social, economic and labour
structures and adapt them to the inevitable and fortunate reality of a longer-living society. Doing
so will involve, among other things, improving the employability of young people, increasing
activity rates among the over-55s, reforming the pension system to achieve financial
sustainability, adapting the health system and vastly expanding the care system. However,
there is nothing to suggest that these transformations cannot be carried out and even become
opportunities to increase the prosperity and well-being of all citizens (not just the elderly). This
positive approach should guide future policy decisions.

Of course, it is difficult to achieve that which cannot be measured. It is therefore essential that,
in the coming years, we use social dialogue to reach a consensus on a dashboard of quantifiable
indicators and a list of specific goals that will enable us to monitor the progress made and guide
the ambition of our reforms. Here are some suggestions which follow the principles outlined in
the Introduction to this Strategy:

Goal 28. Progressively increase over-55's participation in work so that, by 2050, they are closer
to the levels seen in such as Sweden and Denmark, today's leading countries in this regard. This
will require creating the necessary incentives for people who wish to continue working and for
employers to be able to recruit them.

Goal 29. Progressively raise public spending on health to 7% of GDP over the next decade, in
order to meet the future needs and demands for health services of a long-living society.

Goal 30. Expand coverage and improve the quality of the long-term care system, raising its
funding to around 2.5% of GDP by 2050, paying particular attention to how it is coordinated with
the health system.

Goal 31. Reduce the waiting time between recognising someone's situation of dependency within
the framework of the Autonomy and Dependent Care System and granting them benefits.
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Table of indicators and targets

Average
2015-2019
Indicators Place o \Jaresr Targets
data available*
Between 55 Spain 62%* 63% 64% 67%
and 64
years old EU-27 62%* - - -
(%)
28 Activity EU-8 68%" - - -
ratett . 0% o o
Between 65 Spain 5% 7% 9% 11%
and 74 o
years old EU-27 11% - - -
%) EU-8 119" - - -
Public expenditure on health Spain 5.7% 7.0% 7.0% 7.0%
29 (% GDP) excluding health
expenditure on long-term EU-27 5.1% - - -
care?®?
EU-8 6.6% - - -
Spain 0.8% 1.5% 2.0% 2.5%
30 Public expenditure on
long-term care (% of GDP)'%3 EU-27 1.1% - - -
EU-8 2.3% - - -
31 Percentage of people who are Spain 17%* 0% 0% 0%

entitled to SAAD benefits but
do not receive them®™* EU-27 n.d. B B B

EU-8 n.d. - - -

To achieve these goals, Spain will need to undertake profound reforms and launch ambitious
initiatives on at least the following fronts:

Front 1: Make health a central focus of public policies, in order to improve the resilience of
the population at older ages
Four key policies are suggested to achieve this:

— Create a National Strategy for Healthy Ageing, based on the basic principle that health
is affected by all policies and not solely by those that are considered to be strictly
health policies. This strategy should be designed with the involvement of all society's
stakeholders. It should focus on prevention and self-care of health throughout life
(education on habits for healthy living from an early age is key) as well as strengthening
public health policies and reducing health inequalities (based on gender, educational
level, occupation and place of residence).*®* Due to their special prevalence and impact
on the elderly population, mental health and neurodegenerative diseases should be core
priorities in health policies [see chapter 9].

— Establish an autonomous independent Health Policy Assessment Agency, the purpose
of which is to evaluate ex post - before, during, and after - interventions that have the
greatest potential to improve life expectancy in good health and reduce inequalities.
Those that demonstrate success should be built on and those that have social opportunity
costs higher than the benefits achieved should be dropped.
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— To underpin the solvency of the National Health System,*°® making structural changes in
terms of organisation of health services along three basic lines:

- Promote profound institutional changes that allow for the creation of a framework
for good health governance. This would include: 1) increasing the transparency
of the information provided to users, professionals in the sector, and the general
public, facilitating access to planning reports on health services and health policies,
communicating the cost of health services and providing free access to the
results of the health services themselves by processes and centres; 2) improving
the accountability mechanisms of the party responsible in the health system; 3)
encouraging involvement and commitment of citizens and the professional sector
in decision-making (for example, promoting the free choice of health centres and
professionals, and making documents on health projects and policies available for
consultation by professionals and the public); and 4) encouraging evaluation of health
strategies and policies.

Transition from a healthcare organisational model highly oriented towards the
treatment of acute events, such as the one we have today, to a model that is more
focused on chronic conditions. That is, devote more resources to controlling the
development of chronic diseases and focus on secondary prevention (detecting
diseases at early stages) and tertiary prevention of these events (treatment and
rehabilitation to avoid diseases from worsening).*” This will require strengthening
primary care and further improving care coordination (primary and hospital care)
as well as coordination between health services and long-term care. It will also be
essential to prepare for potential emerging diseases, as the Covid-19 health crisis
has shown us.

— Ensure that public financing and use of health services and benefits are oriented towards
the efficient and equitable delivery of health outcomes. This would involve rules and
procedures so that funding medical services, medicines and health technologies is
done on the basis of its cost-effectiveness, and also taking into account criteria relating
to equity. It would also involve evaluating the effective use of services, as well as the
health provider organisations. Finally, it would entail discontinuing interventions that are
commonly applied in health practice but whose effectiveness, safety and efficiency have
not been proven (specific "do not do" programmes).*%

Front 2: Substantially increase older people's participation in work and society,
taking account of differences in the health of the population.

To achieve this, we propose the following:

— Progressively moving towards simplifying and adapting early, partial, flexible and
active retirement schemes in order to improve the compatibility between pensions and
work. To this end, it will be necessary to take into account the balance between the
two objectives required of the compatibility programmes: increasing job vacancies and
containing the Social Security system's financial costs. One way of achieving this would be
to encourage active retirement, improving the percentage of the pension enjoyed during
people's working stage, updating the pension at the end of the compatibility period, and
establishing specific incentives for employers (such as reducing salary compensation
linked to career length), among other things.**°

Future ageing® Spain 2050 231


http://www.aes.es/Publicaciones/SNS_version_completa.pdf

232

— Develop comprehensive programmes for retaining older workers and bringing them
back into work.?%® Retention must incorporate elements of recycling, updating and
modernisation within the company, as well as aspects relating to health, well-being
and adapting to the workplace. Reintegration, on the other hand, must be based on
transforming the skills of people who cannot continue in the jobs they have been doing
- either for health reasons or because of the excessive physical burden involved (for
example "training work sabbatical").?°* A key aspect of these comprehensive programmes
will entail aligning timetables and working hours to the physical and mental conditions
of older employees.

— Create programmes based around individualised orientation services for preparing for
transitions from working life to retirement.

— Implement campaigns that promote a change in the perception of old age, cutting out
the negative stereotypes and prejudices that currently exist. It must be ensured that age
is not a criterion for being excluded from work or any other field.

— Support entrepreneurship among seniors, improving incentives for older people to create
their own businesses aligned with their interests and life values, and supporting the
setting up of contact networks to encourage the sharing of knowledge and best practice
among this group.?%?

— Set up spaces and programmes in which older people can maintain and promote active
citizenship which include the development of interpersonal networks and the creation of
new links. Older people who participate in general social activities or for their community
could be recognised by receiving in-kind (non-pecuniary) compensation and enjoy public
goods and services of their choice, or "credits" that could be exchanged for these services
or other benefits.

Front 3: Guarantee sufficient pensions within a framework of a fully sustainable Social
Security system

Strengthening the sufficiency and sustainability of future pensions must be a priority aim for
the State and Spanish society as a whole. As we have seen, the demographic and economic
changes that will take place between now and 2050 will add extra pressure on the public system.
Improvements in the pattern of economic growth and the functioning of the labour market
(increasing the employment rate and reducing employment insecurity) as proposed in chapters
1 and 7 of this Strategy will help, in part, to overcome this challenge. There are also a host of
measures (some of which have already been outlined in the recommendations approved by the
Toledo Pact)?® that can be adopted and implemented to ensure the dual aim of sufficiency (with
a special emphasis on improving the purchasing power of minimum pensions) and long-term
sustainability. Among them, we highlight three:

— Develop a system of supplementary pensions that, without undermining the centrality of
the public system and its sufficiency, will by 2050 gradually approach those of today's most
advanced European countries in this regard. This would make it possible to supplement
retirement income from the public system, achieving higher total replacement rates and
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thus improving the extent to which retirement income as a whole is adequate, whilst at
the same time making progress on the goal of making the pension system sustainable.
A supplementary pension system like this would encourage savings, which would also
contribute to more sustained economic growth. To achieve its purpose, this system
should be owned personally such that it accompanies the beneficiary through the
different phases of their active life and is portable between companies, and is illiquid
until retirement. Exceptions to this would be situations of need such as serious illness,
occupational disability or cessation of activity in the case of self-employed workers,
among other reasons. Furthermore, it should be developed within a framework of dialogue
between companies and workers.

— Continue to reform the public pension system to make it more sustainable, and align
it to demographic changes (life expectancy) as they occur, introducing periodic review
mechanisms associated with changes in economic and employment dynamics. It would
also be advisable to develop measures to bring the contribution criteria for those working
under the Self-Employed Regime into line with those of the General Regime, linking the
contributions of the self-employed to their actual net income. Progress also needs to be
made in protecting non-conventional workers, given their foreseeable increase in the
future.

— Establish an advanced role for active retirement that allows us to prolong our working life
in a satisfactory way for all of us.

— In the coming decades, and once the effect of the other measures has been assessed,
the need to align the retirement age with the increase in life expectancy should be looked
at, whilst paying attention to health inequalities.

These are just some of the ways to ensure sustainability in the system. Spain may opt for other
complementary alternatives. In any case, the path to be taken must be one that ensures fairness
and equity between different groups and generations (present and future), so that the financing
of pensions for some cohorts is not at the expense of an excessive burden on others. In this
regard, it would be advisable to make explicit the implications on inter-generational equity of
any decisions taken, as well as increase transparency in the information offered to citizens in
terms of calculating benefits, accrued rights, or financing Social Security, with the aim of reducing
the population's uncertainty about their future pension and helping them to plan their retirement
better.204

Front 4: Transform the Long-Term Care (LTC) System

There are issues to be resolved within our country's care system that cannot be delayed: improving
and simplifying the management of the Autonomy and Dependent Care System (SAAD); reducing
waiting lists; strengthening home care; prioritising direct provision of services; increasing funding;
and the need for a comprehensive review of the SAAD. On this, it is worth noting the path opened
by the recently approved Shock Plan for the Autonomy and Dependent Care System.?%

In order to strengthen these action points and advance improvements to the care system as a
whole, several measures are proposed:2%
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— Make progress towards greater professionalisation of LTC:

+ Develop a National LTC Training Strategy, aimed at achieving improvements in the
training, qualification and accreditation of professionals working in the sector.

 Increase the proportion of non-financial benefits (day centres, night centres,
telecare, home help service, residential centres), and agree a minimum percentage
of total benefits earmarked for services to encourage autonomy. Clear conditions
for accessing financial benefits associated with home-based care (budgets, care
inspections) should be also established, and in-kind services prioritised.

« Remove barriers to accessing LTC services, by setting explicit maximum time limits
for evaluating and providing the required service, and conveying information to the
public to enable them to choose a care provider, based on the quality of care, the
services offered and the price.

« Improve coordination between the National Health System and LTC, through
appropriate organisational development and with a view to models of care for chronic
conditions and person-centred care. To support this change, the planning of health
services and LTC should be integrated. A single information system should also be set
up for the provision of these services, and encourage the role of "case management"
professional.

— Caring for caregivers by:

« Devoting a percentage of the system's resources to training them.
« Promoting "respite and support services for carers".
+ Creating specific psychological support programmes for caregivers.

+ Reviewing employment regulations to protect caregivers, regardless of how they are
hired (whether by a household or by an institution).

« Promoting a culture of care across generations and genders for a more equitable
redistribution of informal care.

« Raising the social standing of care work, through education and campaigns to raise
awareness of its importance.

« Encouraging co-responsibility in caring for the elderly, through greater numbers of
men working in this area.

— Drive forward changes in forms of care:

- Encouraging citizens to choose the most suitable place for their care (home,
institution, mixed).

« Favouring a person-centred approach?®” as an ethical model for LTC - both at home
and in care homes.
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« Promoting the use of new technologies (apps, internet monitoring, home automation
adaptations) in the homes of people with limited autonomy.

« Driving the development of new forms of housing (sheltered housing, self-managed
collective housing) and a reinventing of residential care to smaller and more modular
models, such as cohabitation units, with more homely and personalised environments
and settings.

— Encourage the creation of systematised LTC knowledge:

« Improve information systems for residential and home-based LTC - nationally and
in a standardised way - involving the collection of regular information on the types,
services, characteristics and users.

+ Promoting research to build knowledge and analysis on the different forms of LTC.

+ Sponsoring pilots for experimenting with and validating new LTC models - both in
homes and care homes.

Front 5: Make it easier for women to have the number of children they really want to have

In Spain, we have fewer children than we would like to have.?° The data reveal that women in Spain
would like to have 1.9 children on average,?®® whereas the current fertility level is only at 1.2.21°
The most effective way to move in this direction is to achieve the improvements in employment
and redistribution discussed in chapters 1, 7 and 8 of this Strategy, with a special emphasis on
reducing job insecurity and improving work-life balance. At the same time, we will need to bolster
family policies that have already produced the best results in other nearby countries.?** Among
others, we highlight the following:

— Promote greater equality in the sharing of care work and co-responsibility.?*?

— Strengthen the available options for state funded high quality early childhood education
until over 50% of children aged 0 to 3 are in school (the national average is currently
37%).2*3 Countries like Sweden and Denmark are already above this percentage, with a
high level of involvement by state schools.?*

— Supplement the educational options for 0-3 year olds with assistance services that ensure
effective schooling of children from the most vulnerable environments. It is proposed
that families in receipt of the Minimum Living Wage should also have automatic access
to school dinners and grants for fees at this stage of education.?*®
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T0 PROMOTE
BALANGED, FAIR
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TERRITORIAL
DEVELOPMENT






EXECUTIVE SUMMARY

— Spain has seen a large increase in its urban population. In 1950, 50% of the Spanish population
lived in cities; today that figure stands at 80%. This intense urbanisation has had very positive
effects on Spain’s economic and social development: it has enhanced access to services and
infrastructures, stimulated the transfer of knowledge and innovation, and has created more
education and job opportunities.

— However, urbanisation has also led to a very uneven territorial population distribution.
Demographic aging and a shortage of employment and services are threatening to empty
many rural areas (nearly half of all Spanish municipalities are at “risk of depopulation”) and
accelerating the population loss in some provincial capital cities.

— At the same time, urban concentration has led to significant challenges for cities: difficulties
accessing housing have increased (45% of tenants earmark more than 40% of their income
for rent), the environmental damage is greater due to heavier use of private vehicles, and
phenomena such as social inequality and segregation have worsened in some cases.

— Urbanisation will continue over the coming decades. By 2050, 88% of the Spanish population
is estimated to be living in cities with rural Spain losing nearly half of all its inhabitants. If
measures are not taken, large cities and their metropolitan areas will become more extensive
and disperse which will make them less socially and environmentally sustainable. Meanwhile,
many rural towns and medium and small cities will become less economically sound and suffer
a significant decline in their society and heritage.

Fortunately, such scenario can be avoided. If the right policies are implemented and good use
is made of megatrends such as digitalisation and the green transition, we can make the cities of
the future healthier, more cohesive and more sustainable than they are now, as well as greatly
improving the living conditions and opportunities in medium and small towns.

For better health and urban sustainability, we must return to the compact, friendly city model;
access to housing must be facilitated with a decisive commitment to affordable housing;
encouraging building refurbishment; creating low-emissions areas; expanding green areas;
and transforming the mobility model to favour public transport, carsharing, and active mobility
(biking, walking).

In order to promote balanced territorial development, we must reinforce the backbone role of
medium-sized cities, enhance production diversification in smaller-sized towns, and guarantee
access to services, all while improving transport connections and technology infrastructures,
among other initiatives.
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THE PAST: ACHIEVEMENTS

Cities are the engines of the world. The gathering of services, human capital and ideas make
them hotbeds of innovation and major epicenters for creating economic, social and cultural
opportunities. This is why urbanisation (the process of concentrating people and economic
activity within urban areas) has grown apace since the Industrial Revolution. Currently, 55% of
the population is concentrated in cities where around 80% of the world’s GDP is produced.t

Spain is by no means oblivious to this trend. Over the last century, the population living in cities
has more than doubled, from accounting for 32% of the total in 19002 to 80% in 2020 3 [Fig.1].

Fig. 1. Urbanization rates
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Source: By the authors based on data from the United Nations.*

This urban growth has had very positive effects on Spain’s economy and society: it has facilitated
the improvement of the services and infrastructures to which citizens have access, it has stimulated
the transfer of information and knowledge, it has fostered the development of companies and new
professional opportunities and it has contributed to an increase in productivity.®

Spain has been able to combine this growth in cities with enhanced levels of security and
wellbeing for most of its inhabitants. Various data sources indicate that Spain’s streets are some
of the safest in the world® and that its urban areas are some of the most child” and elderly friendly.®
Moreover, the levels of tolerance for foreigners® and trust among neighbours?®? are higher than in
many surrounding countries.

Despite the increasing difficulties, accessing adequate housing in Spain is no more difficult than
in most European countries [Fig. 2]. The Spanish population reflects a higher ownership rate
than the European average'! with a similar housing cost overburden [Fig. 3]. The quality of the
country’s housing stock has significantly improved over the last few decades. Some 94% of Spain’s
homes are in good condition with practically all homes enjoying running water, a telephone line,
and bathroom; 60% have heating. These proportions contrast with the 1970 figures when barely
8% of all homes had heating and only half had a bathroom or shower.*? The data also show that
the availability of m? per person has doubled from 1970 to 2011.%3
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Fig. 2. Percentage of revenue Fig. 3. Housing cost overburden rate, 2019
households earmark to pay for housing,
2018 or most recent data available
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Because of these and other improvements, the percentage of people suffering from overcrowding
(6% nowadays) and people suffering from serious hardship inside their home (2%) have gone
down with both values below those recorded for the EU-27 and EU-8%¢ [Figs. 4 and 5]. Other types
of housing problems such as severely sub-standard housing (slums) have also gone drastically
down in the last 40 years. In Madrid alone, there were some 30,000 shacks registered at the end
of the seventies with more than 100,000 people living in them.*” In 2018, only 132 sub-standard
homes of this type were registered in the same city.*

Fig. 4. Percentage of the population (total and at risk of poverty)
suffering from severe housing deprivation, 2019
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Fig. 5. Overcrowding rate by poverty status, 2019

60%[]

*
50%[]

*

40%]

30%[1

20%0

10% 0]

0%

Latvia
Spain

Romania [N
O

Bulgaria [ o

Croatia NI ¢

Poland N *
Slovakia NG
Greece I
Italy *
Lithuania NN ¢
Hungary NN o
EU-27 [ *
Sweden [N
Czech Rep. NN *
Austria [INEG_—_—— *
Estonia D ¢
Slovenia N o
Denmark [N *
Eu-g L 2
Portugal NN L 2
Belgium [N *
Germany [N *
France [N *
Finland [ *
Luxembourg [N *
*
Malta Il ¢
Ireland [l &
Cyprus [ &

Netherlands [N

M Total @ Atrisk of poverty

Source: By the authors based on data from EU-SILC.2®

With regard to environmental sustainability, the country’s cities have also seen significant
progress. Most Spanish municipalities have implemented measures?! aimed at reducing their
environmental footprint and improving the usability of their streets. Thanks to this, the percentage
of urban population exposed to high levels of air pollution has dropped substantially [Fig. 6], as
has the percentage who believe they suffer from environmental problems?? [Fig. 7].

Fig. 6. Urban population exposed to air pollutant Fig. 7. Percentage of the population claiming
concentration (pm. particles) to suffer from pollution
above WHO air quality guidelines and other environmental risks
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Besides being more sustainable, the country’s cities are now smarter due to a more extensive
and efficient use of sensors, open data and Artificial Intelligence when designing and managing
urban areas. Spain has 83 cities with more than 50,000 inhabitants who are committed to
using technology and innovation to improve issues such as saving energy, mobility, electronic
administration, and services for citizens.?®

In short, the urbanisation Spain has experienced in the last few decades has been positive
and successful. However, this does not mean there have not been any negative effects. As we
shall see, the growth of cities has also led to an uneven territorial population distribution which
has also created significant social, economic and environmental challenges in both rural and
urban areas.

THE PRESENT: UNFINISHED BUSINESS

Spain has an average population density much like the EU-27.2° Nonetheless, underlying it is a very
heterogeneous distribution over the territory [Fig. 8], where the high population concentration in
areas such as Madrid and Barcelona, the Mediterranean coast, the islands, some provinces of the
Basque Country and Andalusia contrasts with the relative depopulation of other Peninsular inland
areas.

Fig. 8. Municipality population density by province, Spain
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Source: By the authors based on data from the INE (Spanish National Statistics Institute).?”

The story of how the country got here is long and complicated.?® Cities (municipalities with more
than 10,000 inhabitants) have followed a rather unequal evolution in space and over time.
During the second half of the 20th century, the population increased in most cities in Spain first
due to migrations from rural areas and later from the development of the autonomous region
model which decentralized government and made it so that provincial capitals and other medium-
sized cities?® could house public institutions, universities, businesses and better job and leisure
opportunities.® After the nineties, however, this generalized rising trend began to revert in several
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areas of the country3* due to the drop in the birth rate (negative population growth), a reduction
in foreign immigrants, the inability to continue attracting people from nearby areas,*? and growing
attraction to large urban areas.®® Such is the case that half of the country’s capital cities have
lost inhabitants since 2010 [Fig. 9].

There are very different underlying causes for this trend which is determined by a multitude of
factors such as economic invigoration, access to transport infrastructures and geographic location
(i.e. proximity to the coast or pertaining to metropolitan areas of larger cities).3* In any case, the
conclusion is the same: population decline does not only affect rural Spain; it is also occurring
in many medium-sized cities throughout the country, including provincial capitals and county
seats.

Fig. 9. Population growth in provincial
capitals between 2010 and 2019, Spain
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With regard to rural municipalities (less than 10,000 inhabitants), most have lost population in
the last few decades.?® The so-called rural exodus began in the sixties and has not stopped since.
The arrival of foreign immigrants to Spain between 2001 and 2008 slowed the rural population
decline a little in some areas.?” However, the 2008 and 2011 economic crises reactivated the
process®® and consolidated the rural abandonment trend which neither the economic recovery
nor the recovery of the influx of immigrants could reverse over the following years.®* Thus, the
percentage of the population living in rural towns has dropped from 27% in 1981 to 20% in 2020
[Fig. 10]. Currently, nearly half of all Spanish rural municipalities are at “risk of a population
decline”,*® a phenomenon that affects practically all autonomous regions*! [Fig. 11] and has
major social, economic and environmental implications for the entire country.*
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Fig. 10. Percentage of the Spanish population Fig. 11. Municipalities with population decrease
living in towns with less than between 2010 and 2019, Spain
10,000 inhabitants.
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Source: By the authors based on data from the INE (Spanish National Source: MITECO (Spanish Department for the Ecological Transition and
Statistics Institute).* Demographic Challenge).*

Population decline in rural Spain has intensified due to the progressive population aging.*
The average age of Spanish society as a whole is 43.6 years, yet this average is closer to 50 in
municipalities with less than 5,000 inhabitants [Fig. 12]. The proportion of people aged 15-19
in those areas compared to retirees dropped 41% between 2000 and 2018.4¢ As the younger
population leave their birth villages due to a lack of opportunities, the proportion of elderly people
isrising.*” As aresult, there are now 1,109 municipalities in Spain where no child aged 0-4 lives
and there are 393 where most of their inhabitants are over 65.%¢ The low birth rate in these
population centres,* partly explained by the large number of young women who have migrated
from the countryside to the city, has made the demographic growth in these more unpopulated
areas negative even when these migrations have stalled.>°

Fig. 12. Average age by town size (inhabitants) in Spain, 2020
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The causes

The divergence between the demographic behaviour of urban and rural areas is due to a number
of economic, social and cultural factors. One of the main ones is no doubt the greater attraction
cities offer regarding access to services,®? infrastructures, and employment,®? education
and leisure opportunities. The increasing concentration of employment in Spanish urban
municipalities is a clear reflection of this [Fig. 13]. Moreover, there is evidence that wages (as well
as expenditure) tend to be higher the bigger the city is due to the learning and productivity benefits
usually involved.®* Thus, the average household income in Spanish urban areas, adjusted for the
population’s buying power, totaled 20,608 euros in 2019 versus 15,638 euros in rural areas.> In
contrast, the lack of diversification of rural economies (very much still dominated by the primary
sector) tends to mean less dynamic job markets and limited job and professional development
opportunities, especially for women.%®

Fig. 13. Difference in Social Security affiliation

between urban and rural municipalities by provinces, Spain

percentage point difference, average period 2015-2018
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Source: By the authors based on data from the Digital Atlas of Urban Areas of Spain.*’

As far as access to services and infrastructures, and despite the great progress seen over the
last few decades, the difference between the rural world and urban world is still notable. This is
due to the fact that it is more profitable for public administrations and companies to offer services
in densely populated areas where they are able to cover more needs for similar overhead costs.
Thus, the services and infrastructures in rural areas are much less developed. This reality can
be seen, for example, in the area of broadband access where the urban-rural divide in Spain
is still significant and much greater than is observed in the most advanced European countries
[Fig. 14]. Similarly, there is more motorway and highway density in places with a more heavily
concentrated population [Fig. 15], which facilitates interactions with other areas, increases the
market size for the purchase and sale of products and services and reduces production costs.%®
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Fig. 14. Urban-rural divide in Fig. 15. Motorway and highway density

broadband access, 2019 by Spanish provinces, 2018
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A different urbanisation model

The population of the various towns is not the only thing that has changed over the last few decades.
An urban model that is different from in the past has also been gradually forming. Up until the
eighties, most Spanish cities reflected what is known as the “Mediterranean city” model, which
is characterized by compact cities with diverse uses (residential, commercial and services) which
tend to be near to one another. This model, the roots of which date back to antiquity, offers several
advantages: more efficient use of infrastructures and resources, it encourages social integration,
is good for attracting tourism,®* and enables the development of active mobility habits®? which
are key to better health and wellbeing.® As of the nineties, however, suburbanisation processes
(the growth of residential areas outside the cities, mostly occupied by the middle classes)®* began
transforming this urban model towards a more disperse and less dense one [Fig. 16], which is
associated with higher land consumption, an increase in environmental pressure, longer travel
times and a significant increase in the costs of service provision.®®
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Fig. 16. City Models: Compact Versus Disperse
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Source: Adaptation based on Sanabria Artunduaga, Tadeo Humberto, and John Fredy Ramirez Rios, 2017.%¢

This rise in suburbanisation was very much linked to the expansion of the construction sector up
until the 2008 crisis.®” In those years, most new homes were built in medium-sized cities and their
metropolitan areas,® forming low-density urban developments.®? Part of this expansion was the
result of the economic internationalisation of metropolises, the location of business centres
in the suburbs’ as well as the formation of new households with the latter due to the entry of
the immigrant population and the increase in the number of people leaving the nest during those
years of a positive economic and employment situation.”

Many households found that these metropolitan areas better suited their housing preferences,”?
both in terms of the housing characteristics (size or availability of communal areas and parking)
and prices. Nonetheless, it is also true that there was a major imbalance in Spain between the
demographic and housing market growth?3 given that a significant portion of this expansive urban
development did not meet any real housing need but rather involved the acquisition of second
homes”* and fulfilled builders’, town halls’ and owners’ own economic interests. Proof of this can
be found in the fact that 25% of the homes in Spain in 2019 were not habitually occupied either
because they were empty or used as second homes.”®

Other factors that may have aggravated the unequal population distribution throughout the
territory and rise of suburbanisation in the last few decades included the fiscal differences
between the various autonomous regions,’® the complex legal and regulatory framework,
and the lack of any coordinated territorial policy.”” The first of these aspects has influenced
the location of production resources and company headquarters. On the other hand, legislative
plurality has limited the creation of synergies in the distribution of infrastructures and resources,
thereby affecting the population distribution throughout the territory.”® As well as this, several
autonomous regions still do not have territorial planning guidelines that serve as a strategic
guide within their regions” and, in terms of town planning, despite the fact that nearly 70% of
municipalities have a General Plan,® the time required for its modification does not allow them
to respond to a rapidly changing reality. Finally, in addition to all of the above is the fact that
urban development processes often extend beyond municipal borders without really any effective
coordination between metropolitan and provincial policies.®*
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The implications of the territorial imbalance in Spain

The territorial dynamics described have had and have a deep impact on the economy, society and
the environment. In fact, they are closely linked to many of the structural challenges facing
Spain which are discussed in this Strategy [see chapters 1, 3, 4 and 8]. More directly, they have
led to or worsened four significant challenges that must be resolved over the coming decades:
1) difficulties accessing housing, 2) the deterioration in the environment and urban health, 3)
inequality and social segregation, and 4) the loss of dynamismin the rural world.

I. Difficulties in accessing decent and adequate housing

Spain has one of the highest home ownership rates in Europe (76%) and one of the highest
percentages of population living in their own property without any type of mortgage (47%).52
Notwithstanding, this does not mean the population’s residential needs are wholly satisfied. In
fact, the numbers indicate that accessing a decent and adequate home in Spain is becoming
ever more complicated. With regard to owning homes, the rising difficulty of securing a mortgage
stands out. Over the last two decades, the sharp drop in interest rates has stabilized the proportion
of income households earmark each month for paying a mortgage (at around 30%), and far from
the 60% observed prior to the 2008 crisis.?® It has also meant that a lower and lower proportion
of people must over extend themselves® to try and make their pending mortgage payments
(currently less than 4%).8°

Yet even though monthly instalments have gone down, the initial effort it takes to buy a home
(ratio between the value of the home not covered by a mortgage and household income) has
considerably increased.® The harsher requirements for bank loans®” following the financial crisis
along with the high seasonality of the job market and low wages have made access to buying
quite difficult.® This is especially true in large cities like Madrid, Barcelona and Bilbao, 8%as well
as among the segments of the population with the lowest capacity to save such”® as young people
and lower income households.”*

At the same time, the proportion of the population living in rented housing has increased
considerably even though it continues to be quite lower than most countries surrounding Spain
[Fig. 17].
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Fig. 17. Share of population living in rented housing with a reduced price rent, 2019
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The increase in demand, along with an insufficient number of homes available for rent,*® has led to
asustained rise in rental prices over the last few years particularly in Madrid, Barcelona, Malaga,
Valencia, and some areas of the Balearic Islands and Canary Islands.* This increase, added to the
low number of subsidized homes® in Spain (only 2.5% of the total number of primary residences
are estimated to be reserved for subsidized rent when such percentage exceeds 20% in countries
like Austria, Denmark and Holland)?¢ has led to a significant increase in the proportion of people
who are financially overburdened when it comes to to paying their rent in this country, which
now reflects one of the highest rates in Europe for such figure [Fig. 18].

Fig. 18. Housing cost overburden rate among tenants (% out of the total number of tenants, 2019.
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The increased difficulty accessing a home, along with the precarious employment situation, has
had very profound effects on this country: it has contributed to the increase in inequality [see
chapter 8]; it has altered social dynamics, and has further prolonged the length of time young
adults remain living with their parents.® At present, 64% of all Spaniards between the ages of 18
and 34 live with their parents. This proportion is much higher than in the EU as a whole (50%)%°
and the figure for Spain just two decades ago (51%).1%° This delay in the age of leaving home
has also contributed to a higher average age of first-time mothers, a drop in the birth rate, and
worsened living propects for millions of young people®* along with everything this implies for the
country’s overall economy and society.

As far as housing quality is concerned, the situation in Spain is rather favourable in comparison
with most European countries. However, there are significant unresolved challenges that affect
the most vulnerable groups in particular. For the population below the poverty threshold,*°?
housing quality has substantially worsened: 11.3% are living in situations of overcrowding and
4.9% are experiencing severe housing deprivation.'®® All of this has a real impact on the physical
and mental health of this segment of the population.1®

Another unresolved issue is that of reducing the energy poverty*°® still affecting many households
in Spain, especially those headed by women and people over the age of 65.2% Nearly 17% of all
households in this country face energy bills which are in absolute disproportion to theirincome,%’
and 8% cannot keep their homes at an adequate temperature; this percentage is similar for the
EU-27, but much higher than for the EU-8 [Fig. 19].

Fig. 19. Proportion of the population unable to keep their home adequately warm, 2019
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One additional aspect that must be improved is accessibility to buildings, which is key to
the social inclusion of the population with mobility problems. In 66% of Spanish residential
buildings, people in a wheelchair can not get to the door of a home from the street without help.t%®
This situation will be more problematic in the future because of the ageing population.**°

II. Environmental deterioration, quality of public areas and improvement in urban health

Spain has made great progress in urban sustainability over the last two decades. In spite of this,
the country’s cities still face major challenges concerning their ability to reduce urban health
problems, fight climate change and environmental deterioration as well as adapt to the most
negative effects.

The recent trend towards a more disperse and lower density city model has made some of these
issues worse, particularly as concerns mobility. City compartmentalization into different areas with
various purposes (work area, residential area, leisure area) has caused an increase in urban and
metropolitan travel. Travel on foot, by bike or by public transport is more common in city centres
while the use of private vehicles is predominant in the surrounding metropolitan areas.*** Such
use in Spain is generally very polluting as the average cars are much older than in neighbouring
European countries.'*2 This has brought several negative consequences. Nowadays, around 60%
of the public areas in major Spanish cities are for private vehicles (circulation and parking),*?
meaning a significant decrease in the public space available for pedestrians and residents.
Moreover, travel by car is responsible for many of the air and noise pollution and congestion
problems suffered in the cities, all of which generate harmful effects for the environment and
people’s health.

Although air quality has improved in recent years, in part due to greater awareness of the impact
of pollution®'* and the implementation of measures such as low-emissions zones,*® the most
congested cities continue to surpass the regulated limits for air pollutants,**® which causes
thousands of deaths and diseases each year [see chapter 4]. Moreover, Spain still has relatively
high noise pollution levels. In 2017, more than three million Spaniards were exposed to high noise
levels according to the European Environment Agency.'?’

Finally, the trend towards a more dispersed city model has also led to an increase in the
environmental footprint of urban areas and their disconnection from rural areas, thus increasing
the cost of providing public services and making the development of sustainable, short-distance
supply chains more difficult.**®
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II1. Poverty, Inequality and Social Segregation

Spain has one of the highest poverty rates in Europe [see chapter 8]. This rate is higher in
rural areas;**® however, it is in the cities where the lack of resources may have a greater impact
on the population’s quality of life. Nowadays, 23% of all people living in urban areas are at
risk of poverty or social exclusion, which exceeds the EU-27 average (20%).*2° The number of
vulnerable neighbourhoods in Spanish cities (918 in 2011) has increased since the start of the
21st century along with the number of people living in them.*?* In many places, the situation
is truly concerning. In fact, a recent UN report highlighted the extreme poverty found in some
Spanish neighbourhoods as one of the unresolved issues that our country must tackle.*??

At the same time, poverty is just a part of a much bigger problem: income inequality. This is one
of the great paradoxes of modern cities: although the urban areas offer better opportunities and
higher income levels, they also reflect higher inequality than the rural world.*?* Such inequality
is associated with social/spatial segregation issues which create a differentiated population
distribution in urban areas based on income level, origin, gender and age. The factors behind this
segregation are quite diverse and numerous*?* yet the housing market is perhaps the main one.*?
Real estate development, the interest in centric areas among certain population segments (the
recent gentrification??® and touristification*?” phenomena) as well as the increased presence of
office space in residential buildings have worsened this segregation in big cities leading to a certain
displacement of the people with fewer resources to the peripheral areas and resulting in changes
to the social makeup and local trade in affected areas.’?® There are numerous significant negative
impacts of urban segregation for the entire country. The increased segregation tends to create
a less cohesive society, limits long-term economic growth,*?* increases tensions and conflict,*3°
and also reduces wellbeing and education and job opportunities in certain neighbourhoods.*3*

IV. Loss of dynamism in the rural world

Although the aforementioned challenges have had a greater impact on cities, the rural world
has also been deeply affected by the imbalances in the country’s territorial development. Firstly,
the ageing and declining population has been accompanied by a sharp drop in economic
dynamism.**? Thousands of companies and jobs have been lost in small towns,**3 and this has
conditioned residents’ income levels and wages.*** This trend is added to a deterioration in access
to basic services such as education, medical care, public transport and banking?* making it more
difficult for those who wish to remain in rural areas.**®

The emptying of rural Spain has also accelerated the environmental deterioration of several
places around the country and aggravated the climate emergency. Difficulty in obtaining land
has limited the inclusion of younger generations in farming.*3” The abandonment of many farming
and forestry practices has increased vulnerability to fires, soil erosion and the loss of biodiversity,*3®
while putting at risk the development of some primary activities which are essential to the entire
country®3? [see chapter 4].

Likewise, this rural depopulation is endangering the conservation of a significant portion of the
country’s material heritage (churches, traditional architecture, roads, bridges) and immaterial
heritage (dialects, oral traditions, dances, festivals, artisan techniques, culinary traditions)**° with
consequences for people’s wellbeing and the country’s cultural identity.
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THE FUTURE: CHALLENGES AND OPPORTUNITIES
FOR THE COMING DECADES

The short-term: life in cities and rural areas during Coronavirus

The pandemic has revealed just how vulnerable our country’s towns and cities are to public
health and environmental emergencies, which will almost certainly increase in frequency and
severity over the next few decades as a result of climate change and the deterioration of our
natural environment [see chapter 4]. The social and economic impact of the coronavirus has been
particularly severe in the most vulnerable and impoverished towns and neighbourhoods, largely
due to the employment situation of their residents (greater precariousness and less access to
teleworking) as well as their poorer health,*** but also because they do not have adequate housing,
live in overcrowded conditions or are more dependent on the use of public areas.'*? During the
lockdown, many homes were proven to have too little space and reflected a lack of adaptability
for new activities such as teleworking and education in addition to deficiencies in ventilation,
acoustic and thermal insulation, and not to mention a lack of sufficient natural light and balconies.
Urban areas particularly suffered the impact of the pandemic as more recurrent and sustained
restrictions were adopted. Even though the population in rural towns got through the public health
crisis better, its effects were also significant considering the difficulties accessing certain public
or commercial services within a nearby radius.

Whatever the circumstances, the pandemic also brought many opportunities for change which
is the not too distant future may be useful to modifylife in cities and dynamise rural areas. On the
one hand, the drop in traffic over the months of greatest restrictions on mobility led to a significant
decrease in air and noise pollution,*** thus making clear the positive effects of less car use on our
cities if the right measures are implemented. The crisis also led to the reassessment of public
areas and made clear the need to recover areas currently used by motor vehicles. Moreover, the
coronavirus led people to placing much higher value on having natural areas nearby, away from
any urban congestion. It is still too early to know if this will lead to a certain exodus to the rural
world or smaller cities by some segments of the population; however, the greater use of remote
work could boost this trend.

Meanwhile, the crisis has also helped speed up some changes that had been gradually observed
in recent years as far as consumption channels and habits. The rise in e-commerce and the
development of food delivery logistics platforms are proof of this. Thus, in a context of the complete
collapse of global production chains, it is hardly odd that the ties between cities and rural areas
have become more highly valued, especially those concerning food supply.

Finally, the pandemic highlighted the resilience and capacity for transformation in our social
system. During the lockdown, neighbourhood support networks became more important as they
offered essential assistance to the most vulnerable. Social relations among neighbours were
strengthened and helped people deal with the pandemic, especially when contact with family
and friends was partially interrupted.

In summary, the coronavirus crisis helped us re-think our city model and its relationship with
the rural world, thus creating a context that is conducive to major changes on both fronts.
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The medium and long-term: changing trends

Inthe medium and long-term, our territorial model will go through profound transformations as a
result of its interaction with a series of megatrends which will become apparent over the coming
decades.

One of the most important will be demographic aging and its impact on population growth. Over
the next 30 years, Spain’s population will increase at around 5% to exceed 49 million people by
2050.%* Notwithstanding, this growth will be mainly due to international immigration as more
deaths will occur every year than births. This will have effects on the country’s demographic
structure with a clear increase in the proportion of elderly [Fig. 20]**° and those born abroad
[see chapter 5].

Fig. 20. Projected population aged 65 and older
out of the total population of Spain, 2035
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Such a change in the demographic dynamics will affect the various regions and municipalities
in Spanish territory very differently. From now until 2035,**7 nine autonomous regions and one
autonomous city will lose population: Asturias, Castilla y Ledn, Extremadura, Galicia, Cantabria,
Ceuta, Castilla-La Mancha, the Basque Country, Aragén and La Rioja, in order of magnitude.**®
The population will increase in all the other regions. The biggest relative increases will occur on
the islands (Balearic Islands and Canary Islands) and in the Region of Madrid [Fig. 21]. However,
in absolute terms, the increases will be particularly concentrated in the Region of Madrid (where
614,049 more people will be living than now) and in Catalonia (with an increase of 414,060
people)**? due to the arrival of people from abroad as well as from other autonomous regions.>°
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Fig. 21. Relative population growth
by Spanish province, 2020-2035
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The same asymmetry will affect the urban - rural balance. At the dawn of the digital revolution
(end of the nineties), it was expected that the spread of the Internet and new technologies would
have a corrective effect on the population distribution since it would help distribute the economic
opportunities throughout the territory more evenly. However, the opposite occurred: the digital
economy concentrated its activities even more in cities and metropolitan areas with an expansion
of the services sector and greater accumulation of companies in urban belts.

Everything seems to suggest that this trend will be maintained or even accentuate in the
future. Although the progress being made with teleworking, telemedicine, e-commerce and
other innovations will make it possible to reduce the divide with the rural world in the coming
decades,*? cities will continue to comparatively offer citizens more opportunities for education,
employment and services. As a result, the proportion of the resident population in urban centres
will continue to rise and may even move from the current 80% of the total to 88% in 2050. 3
This same trend will also be seen in Europe and the rest of the world [Fig. 22].
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Fig. 22. Projected urbanization rate
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Moreover, it is quite possible that the population concentration in large Spanish cities such as
Madrid,*>® Barcelona, Valencia and Zaragoza will become even more pronounced and there will
be a progressive expansion of the metropolitan areas surrounding them,**® as they will move
from currently being home to 30% of the population to 32% in 2035.%%7

As for medium cities, their future will largely depend on their participation in regional and
national urban networks, their proximity to expanding metropolitan areas, their capacity to
take advantage of all their economic potential, and the evolution of nearby rural population
centres. If a medium city has the role of providing services to rural areas and these areas lose
population or even disappear, the city will likely end up falling into decline unless it finds activities
to self-sustain or joins metropolitan areas. This same logic applies in the opposite sense and,
therefore, the development of medium cities will be essential in preventing an even greater
exodus from our country’s villages and achieving instead a more balanced distribution of the
urban population.*®®

With regard to the rural population, everything seems to suggest it will continue declining from
the current 9 million to 5 million in 2050.%%° The process will not be the same throughout the
territory at any rate. As a general rule, the largest rural municipalities, with between 5,000 and
10,000 inhabitants, are expected to continue growing,¢° while the smallest population centres
(especially those with less than 500 inhabitants) may experience severe population loss. Given
the absence of new births and the reduced capacity to attract population, towns with a more
elderly population may die out naturally.

The destination of the country’s villages will depend on many factors: their current size, their
demographic pyramid, their proximity to nearby cities, their capacity for economic dynamism,
and guaranteeing access to quality services as well as the commitment and ties of their people.
Well-connected rural towns that are able to take advantage of opportunities provided by the
green transition and digitalisation to boost their attractiveness as places to settle, and whichare
brought to life through economic, educational, or cultural projects may retain and even draw in
more residents. On the contrary, poorly connected peripheral rural towns with barely diversified
economies will continue to lose inhabitants.6*
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There will be positive as well as negative effects from this contrast. On the one hand, the
population concentration in larger towns may help re-organize public expenditure (i.e. that which
is associated with health, education and waste management) and achieve greater economic
dynamism in the country as a whole. On the other hand, the population decline in some medium
cities and rural towns may increase the saturation of large cities, worsen the deterioration
and abandonment of the country’s natural ecosystems,? provoke an immense cultural and
heritage loss, and accelerate the economic decline in those areas, thus leading to the close of
many businesses, the loss of agricultural, forestry and tourism activities and the depreciation
of thousands of properties. Finding a balance between these potential losses and gains, and
designing a strategy to halt the loss of dynamism in the smallest towns based on such balance
will be one of the greatest challenges Spain must resolve between now and 2050.

The change in demographic structure will also modify our society’s priorities. In the cities, it will
force the refurbishment of thousands of buildings and public areas, the adaptation of services such
as healthcare and mobility and the expansion of care networks to ensure a balanced distribution
throughout the urban territory. In the rural world, where aging will be more pronounced, the
implementation of these changes will be particularly relevant and, in some cases, quite complex. In
any case, itis important to keep in mind that the new technologies, if developed under accessibility
criteria, will facilitate the work quite a bit. In addition to being a challenge, these transformations
will create a significant opportunity for economic and social development [see chapter 5].162

Another megatrend which will alter the country’s territorial model is the green transition. Over the
next three decades, Spain must become a carbon neutral economy, resilient to climate change
and sustainable in the use of its natural resources [see chapter 4]. As we will see, the country will
have to undertake deep transformations in its territorial model which will affect the cities and
towns, as well as the relationship between the two in order to reach this goal. Cities in general
are more vulnerable to climate change,*** as well as being responsible for most energy, water
and food consumption not to mention nearly 70% of the greenhouse gases emitted in Spain.1¢®
Rural municipalities, on the other hand, will be key to produce clean energy, absorb emissions
and ensure the sustainability of the country’s ecosystems.

Likewise, the Spanish territorial model will be affected by the digital revolution and progress
in innovation which may help substantially improve the quality of life in the urban and rural
world if well-managed. The massification of technologies such as Artificial Intelligence, advanced
robotics, autonomous vehicles, the Internet of Things (IoT) and 5G will have an impact on the
way in which our cities operate and may give rise to new jobs, new businesses, new forms of
consumption and service provision as well as new possibilities for management and government
which may enhance citizen participation and facilitate accountability.1®® The increase in
teleworking may reduce congestion in central hubs, expand the economic opportunities in many
neighbourhoods and make living in new areas and towns attractive. To this end, the creation of
innovation districts (knowledge districts of renewed urban development that are attractive for
entrepreneurial initiatives and foreign investment)'” may be one means of growth for smaller
cities with a lower cost of living 268

The use of digital technologies will also help design smarter cities'®® which are capable of
identifying pockets of poverty and social vulnerability, adjusting traffic and public transport based
on need at any given time, and better managing the supply of water and energy as well as waste
management, among many other key issues for urban sustainability.1”°
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Furthermore, the technology revolution will help enhance life in rural areas and smaller cities
by facilitating access to more and better jobs, information and service opportunities. In 2050, the
digitalization of the public sector will bring services closer to all of the population; telemedicine
will make it possible to serve thousands of patients each day in rural areas; e-commerce will take
products to even the most isolated corners; and online education will allow those living in small
towns to take the very same courses as those living in cities.?”* Plus, teleworking will give people
more flexibility when choosing a place of residence meaning the demographic loss expected for
some villages may be mitigated. Getting goods and services closer to those who do not have them
today combined with the benefits of living in small towns may make them increasingly attractive
places to live.

The Spanish urban model and future challenges

The megatrends will also change (and will be modified by) the evolution of the Spanish urban
model over the coming decades. Although it is impossible to anticipate anything with absolute
certainty, everything seems to suggest that the dynamic towards greater suburbanisation will
hold steady and increase from now until 2050, making cities become ever more extensive and
dispersed and borders increalingly diffuse, as has already occurred in metropolises like London
and Paris.?”2 This increase in dispersion may bring an increase in motorized mobility*”® and travel
times and, in the absence of measures, a bigger environmental impact.

This dispersion trend will coincide with and increase in the densification of consolidated areas
which still allow for such either due to the existence of available space, an increase in buildability
or the refurbishment of areas in poor condition. There are many benefits of a potential urban
regeneration: it may help invigorate the local economy, decrease social segregation and make
progress towards the environmental sustainability of cities and their adaptation to climate change.
However, an increase in densification may also lead to additional challenges for housing prices,
availability and access to urban facilities (i.e. education, healthcare, culture and sports) or the
healthiness of public areas. Greater densification also does not ensure the creation of communities
or prevent problems like undesired loneliness.

It is reasonable to think that the processes of touristification and gentrification observed
in recent decades will continue. Once the current crisis ends and tourism goes back to pre-
pandemic levels, many of the country’s neighbourhoods are likely to become renovated and
occupied by holiday rental flats and hotels or even homes for young people with greater buying
power than the previous residents who may be forced to move to peripheral or less attractive
neighbourhoods. This process may modify the social structure of the country’s major cities, thus
increasing segregation and altering the cultural and neighbourhood dynamics'’* as has already
occurred in several places around Barcelona and Madrid.*”®

This and the other undesirable processes described may, of course, be avoided. As will be seen,
if we are able to take advantage of the opportunities afforded by the social, technological and
environmental changes and implement the right policies, the Spain of the future may end up having
more habitable cities, livelier villages and more just and balanced territorial development.
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I. Guaranteeing access to housing

From now until 2035, the number of households in Spain will increase by 1.1 million at a slightly
higher pace than has been observed over the last few years (73,600 new households a year)*’¢
and with trends differentiated by region [Fig. 23]. This increase in household formation will be
due to demographic growth as well as a change in type, moving away from the traditional nuclear
family with children model. Thus, the expectation is that the average size of Spanish households
will fall,*”” the number of households with just one or two people will increase (accounting for
61% of the total in 2035) 78 [Fig. 24], and there will be more households with elderly members.

Fig. 23. Household projection in Spain, 2020-2035
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Fig. 24. Projected distribution of household by size in Spain, 2020-2035
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These changes, along with the trends already described, may intensify the difficulties accessing
housing in some areas of the country. The situation will particularly affect young people residing
in large cities and, above all, those with worse job conditions. Without decisive measures aimed
at improving employment rates and job conditions [see chapters 1 and 7], the increase in prices
will prevent many households from owning a home as they will not have the capacity to make a
down payment or stable revenue to pay a mortgage. Therefore, rentals are expected to continue
growing as the primary alternative®®* even though the increase in prices in some areas will also
make such access more and more erosive on tenants’ incomes, thus turning shared rentals into
real options for some sectors of the population.

In this context, other alternative occupation formulas may become more relevant than the
traditional purchase or rental ones such as temporary ownership*®? or shared ownership.*83 The
collaborative economy may also erupt onto the housing market in Spain: some shared housing
methods (like cohousing) may become interesting options for young people as well as the elderly,
leading to new forms of intergenerational co-existence. In any case, many people will not be able
to access decent and adequate housing without support from the State, meaning it is believed
that the potential demand for subsidized housing in Spain will nearly double over the next
decade from the 1.5 million homes some studies calculate as necessary currently to 2.6 million
by 2030.%%* One of the key aspects will no doubt be that theirimplementation takes in to account
people’s real housing needs and prevents the development of a new social-spatial process of
segregation.

Reducing the difficulties accessing quality housing is crucial to improving birth rates, favouring
household consumption and savings capacity, and thus preventing an increase in inequality,
both regarding revenue as well as wealth, which is very much in Spain is very much dependent
on owning a home [see chapter 8]. If we do not move in this direction, our large cities may lean
towards a model of “rich owners and poor tenants”,*® thereby polarizing households with one or
more owned homes (either because they have purchased them or received them in inheritance)
and those living in rented or shared homes. While some of these households may have savings
and resources to finance potential expenses (health, education, entertainment), a growing sector
of the population will have to earmark a large part of their wages or pension to paying rent each
month which may exacerbate the inequality seen among the elderly.

I1. Improving environmental sustainability and urban health

By 2050, Spanish cities must be carbon neutral, free of pollution, more sparing and circular in
the use of resources and have greater resilience to the impacts of climate change, especially in
regard to people’s health [see chapter 4]. In order to get there, major changes will be necessary
on several fronts. Three are highlighted below:

Firstly, Spanish cities must develop a more sustainable urban model that will reduce the
times and distances for travel between home, work and leisure places as this will minimize their
environmental footprint and help improve people’s wellbeing 18 Along these same lines, the space
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occupied by vehicles (circulation and parking) must be freed up and pedestrian areas expanded as
such measures will benefit health and commercial activity in local neighbourhoods.*®” Initiatives
designed to reduce traffic to a minimum and encourage pedestrian life with super-blocks, for
example, will become more and more common in Spain.*&

Secondly, our cities will have to transform their mobility models.*®” The progressive widespread
popularity of electric vehicles and autonomous vehicles®° will contribute to this transformation
although it will not be enough to reach the goals established for Europe as a whole. Thus,
reducing the use of private vehicles in favour of public transport, shared mobility services'**
(such as carsharing and carpooling), and active mobility models (biking, electric scooters and
walking)*°? with a special emphasis on metropolitan mobility will be essential. At the same time,
the integration of all these mobility services must be enhanced with shared memberships, digital
apps, and the use of technologies like Artificial Intelligence and the Internet of Things to optimize
the design and management of transport networks based on users’ changing needs.*

The expansion of e-commerce and home delivery will pose an additional challenge as it is already
threatening to turn the logistics sector into one of the main sources of pollution and congestion
in the cities of the future.** In order to prevent this, the last-mile delivery model (the last step
before a product arrives at a customer’s door) must be completely re-devised. Companies
will have to replace their current fleets of vans and lorries with lighter, carbon-neutral vehicles,
possibly even including delivery drones. They will also have to find new delivery methods such
as local neighbourhood pick-up points (mobile package boxes in urban centres) and use digital
technologies to make the distribution chain more efficient while reducing goods traffic.

Thirdly, our cities will have to reduce the environmental impact of their buildings and public
areas. This involves a mass renovation of the housing stock which is generally rather old **° and
reflects a significant margin for improvement in terms of energy efficiency.?*® Nowadays, some
26,000 homes are being renovated a year in Spain; this accounts for 0.1% of the total stock.?®”
In European countries like France and Norway, on the other hand, the percentage of renovated
homes each year is 2%.1% If we wish to adapt our homes to the new environmental paradigm,
we must drastically increase the renovation rates.?”® The Spanish National Integrated Energy
and Climate Plan (PNIEC)?% already indicates some 1.2 million homes must be refurbished from
now until 2030, with a particular emphasis on enhanced energy efficiency with wall and roofing
insulation and more modern building enclosures [Fig. 25]. These housing modifications must
be done considering the characteristics and needs of modern households which will possibly
favour smaller homes without architectural barriers, and that are adapted to people with reduced
mobility all while considering the physical, mental and social health of those inhabiting them.2°*
Additionally, electricity is expected to become more widespread in household climate control
systems with a greater use of heat pumps powered by renewable energies as opposed to
traditional gas boilers, not to mention the rollout of renewable and smart public lighting as well as
anincrease in self-consumption fixtures in line with the surge observed over the last few years.2%?
Solar panels will supply homes with the electricity needed for lighting, cooking and heating and
they may be used to charge electric vehicles as well as to store renewable energy at times of high
production and low demand.2%2
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Fig. 25. Projected energy-refurbished homes
in Spain as per the PNIEC (2021-2030)
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Source: By the authors based on data from MITECO (Spanish Department for the Ecological Transition and Demographic Challenge).?*

Moreover, Spanish cities will need to become greener, with the expansion and re-designing of
parks and gardens?% so they have hardier species that demand less water; the creation of noise-
free areas; promoting the construction of planted facades and terraces;?% encouraging urban
and peri-urban vegetable patches?®” and the development of technologies like hydroponics and
aeroponics;?®® as well as improving the reuse of grey water and capture of rainwater for irrigation.
In doing so, cities will expand their role as carbon drains and greatly reduce their consumption
of resources, further enhancing their self-sufficiency in food supply, fostering biodiversity and
increasing their resilience to climate change.?%®

Finally, better physical connectivity between cities, regardless of their size, and the rest of
the territory with the incorporation of a new paradigm of infrastructure modernisation and
environmental sustainability, the promotion of the railway and the development of intermodal
transport nodes must be ensured.

All of these transformations will pose significant challenges for public administrations,
companies and citizens both from the resource mobilization point of view and the management
of the interests of different social groups. Yet, if well-managed, they may also provide
opportunities for huge economic and social development. They will create thousands of jobs in
crucial sectors in Spain, lead to energy bill savings and greater comfort in homes and workplaces,
and improve people’s health while enabling new forms of leisure and living in society.

III. Reducing poverty, inequality and social segregation

If decisive measures are not taken, economic inequality will continue to grow in Spain over
the coming decades [see chapter 8]. This may lead to an increase in social/spatial segregation
in cities, especially in the biggest ones, as they may become more and more atomised where
people of different ages, income levels and origins barely interact. As already mentioned, the
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increase in the price of housing in some areas both for buying and renting may also add to the
polarization of the spatial distribution of the population. Households with high buying power
may mostly concentrate in the centre of cities or most socially highly-valued areas while lower-
income households will do so in the more impoverished and worse-equipped urban areas. The
result will be a less cohesive society with all of the social, economic and political consequences
of such a situation.

In order to prevent this prognosis, cities that identify these risks must implement decisive anti-
segregation actions over the next few years which guarantee equal access to public services
in all neighbourhoods, prevent housing discrimination,?!® mitigate the effects of gentrification
and touristification (as the loss of identity and local commerce in metropolises) and foster inter-
generational co-existence and the creation of a sense of community so as to reduce problems
of isolation and loneliness. The goal must be for Spanish cities of the future to be places where
people of different ages, origins and socioeconomic conditions live and interact cohesively.

IV. Dynamising rural Spain

In the next few decades, the heterogeneity of rural Spain is likely to intensify. The most isolated
and smallest towns which are disconnected from the new infrastructure and transport networks
as well as from urban centres for geographic or other reasons will probably continue to lose
population. In some very extreme cases, they may end up completely depopulated.

At the same time, however, many rural towns will begin enjoying new-found prosperity thanks
to greater economic diversification, the spread of new technologies and improved connections
with other municipalities providing access to quality services.?!* The ecological transition may also
bring new opportunities to rural Spain as well as what is known as the “silver economy”, which is
associated with the needs and new interests of the elderly. Technological advances such as 5G,
satellite Internet, robotics, autonomous vehicles and other social innovations will bring business,
employment, and service (healthcare, education and transport) opportunities to places that have
never before had them. For example, digital healthcare services will make it possible for those in
rural areas to have lab analyses, receive care from specialists hundreds of kilometres away and
complete administrative procedures with their mobile and electronic devices.?*?

Likewise, the popularisation of emerging social changes and dynamics such as the revaluation of
the environment and the increase in teleworking [see chapter 7], e-commerce and new forms of
entertainment (i.e. watching series and content online instead of going to the cinema) may turn
some disadvantages of living in a village around, with many people choosing to remain or even
move to a rural area to enjoy the benefits of living in these areas:?*® a lower cost of living, better
housing access and greater contact with nature, just to name a few. Moreover, the rural world may
also be conducive for the development of innovative educational projects, new means of active
aging and new cultural and sports activities.

To summerise, it is highly probable that less people will be living in rural Spain in 2050 than
today. However, if a more integrated and balanced territorial model is developed, those who
are able to take advantage of the opportunities created by trends like digitalisation, the green
transition and demographic change will live better than ever.

How can this be achieved? Various measures will be suggested on the following pages.
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WHAT CAN BE DONE TO ACHIEVE BALANCED TERRITORIAL
DEVELOPMENT AND MORE LIVABLE AND SUSTAINABLE CITIES

Overthe next few decades, Spain must achieve a more balanced population distribution throughout
its territory to facilitate the development of a more prosperous, socially just, and environmentally
sustainable economy. In order to do so, access to services and job opportunities in rural areas
must be improved on the one hand and, on the other, the livability, sustainability and resilience
of cities must be improved by opting for a compact urban model of proximity, thus enhancing
territorial cohesion and implementing ambitious initiatives aimed at improving urban health
and social inclusion.

To acheive these changes it will be vital over the next few years to reach a consensus, through
social dialogue, on a dashboard of measurable indicators and a list of specific goals to monitor
and update progress made in these areas as well as guide the ambition of these reforms. Here are
some suggestions, following the principles outlined in the Introduction to this Strategy.

Goal 32. Progressively reduce the proportion of population suffering from housing cost overburden
from now until 2050, especially those living in rented accommodation as they are the ones with
the greatest overburden.

Goal 33. Increase the annual percentage of renovated homes using an integrated approach
which includes enhancing their energy efficiency so that by 2050, 2% of the total stock is being
rehabilitated (now, 0.1%) to be in line with the European strategy for rehabilitation (Renovation
Wave) and the Long-Term Strategy for energy renovations in the building sector in Spain.?*

Goal 34. Reduce the maximum percentage of municipal waste deposited in landfill to 10% in
2030 (versus the current 53.4%),2%5 thus complying with the shared EU objective.?*¢ For 2050,
this goal must be even greater so that no municipal waste is deposited at landfill.

Goal 35. Reduce the number of people exposed to air pollution levels (PM, ) above the levels
recommended by the WHO by as much as possible.

Goal 36. Eradicate energy poverty by 2050, in line with the European Committee of the Regions

proposal.?’” Measures aimed at enhancing home energy efficiency should be added to increasing
income and reducing income inequality [see chapters 1 and 8].
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Scoreboard and Goals

Average
. 2015-2019
Indicators Place oF laatesr Targets
data available*
32 Percentage of population Spain 9.5% 8.0% 6.5% 4.5%7
suffering housing cost o
overburden®*® EU-27 9.2%
EU-8 9.4% - - -
. ) Spain 0.1% 1.5% 1.8% 2.0%
33 Proportion of dwellings
rehabilitated per year (% of EU-27 n.d. - - -
total stock)?2°
EU-8 n.d. - - -
1 0, 04,222 0, 0,
34 Municipal waste sent Spain 5% 10% % 0%
to landfill EU-27 25% _ _ _
(% of total generated)??*
EU-8 4% - - —
35 Population exposed to air Spain 51% 25% 15% 204224
pollution levels
(PM, 5 part|cle§) above WHO EU-27 7304 N 3 B
recommendations
(% of total)??3
EU-8 63%* = = =
36 Energy poverty (% of Spain 7.5%* 6.0%722° 3.0% 0.0%2%7
pop.ulanon.unabte to keep EU-27 829" B B B
their dwelling at an
adequate temperature)??® EU-8 3.0%* _ _ _

In order to reach these goals, Spain must undertake extensive reforms on at least five fronts as
set out in the Spanish Urban Agenda:??®

Front 1: Foster more balanced territorial development so those who so desire can remain
in medium and small cities as well as in rural areas.

— Improve and increase economic and employment opportunities in smaller towns, taking
advantage of local resources and promoting rural development. This means:

« Encouraging productive diversification by enhancing people’s skills, boosting
innovation and the knowledge economy [see chapter 1], and taking best advantage
of the opportunities offered by trends such as the green transition and the digital
transformation. To do so, entrepreneurism must be encouraged and SMEs must be
supported with advising plans and feasibility analyses in accordance with the territorial
potential, paying special attention to fostering youth and female employment. One
starting point to be explored would be business incubators.??®

Effectively updating and implementing the National Law on Sustainable Rural
Development,?3® considering the territorial heterogeneity when diagnosing
priorities for action, evaluating the potential benefits of public/private collaboration,
empowering local action groups, and focusing on protecting heritage and natural
resources. the experience of the LEADER fund may be a good reference to this end.?3*
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« Reducing the digital divide between rural and urban areas, guaranteeing 100% of the

population has 100 Mbps coverage by 2025, in line with the target established in the
2025 Digital Agenda.?%? In order to do so, digital infrastructures must be expanded
and improved in rural centres by following the Spanish National Strategy for the
Demographic Challenge,?*3 and developing digital education programs.

- Implementing a “Rural Guarantee Mechanism” which ensures the needs of rural

communities are taken into account as concerns the design and application of sector
and economic laws and policies.?**

— Balance the presence of public bodies belonging to the state in each territory without
creating duplicities. The digitalization of public administration may help achieve this [see
chapter 1].

— Design a strategy for metropolitan industrial clusters aimed at preventing dispersion of
efforts, reducing dependence on external areas, promoting the exportation of high added-
value products and creating stable employment. Some examples include the aerospace
cluster in Toulouse, the chemical corporations cluster in the Rhine basin (Bayer, BASF)
as well as the robotics cluster in Pittsburgh, among others.

— Develop a network of strategically located innovation districts which attract talent and
drive research and entrepreneurism by strengthening human capital as a key to improving
people’s wellbeing. Models such as the one in Boston (Boston Waterfront Innovation
District),?°> which is replicated in the metropolitan area (Kendall Square?¢ in Cambridge),
could be implemented.

— Increase access to both public and private services in small towns, which requires:

Developing more integrated territorial planning, not necessarily focusing on municipal
administrative limitations, based on people’s needs and aimed at the optimal use of
available resources.

Adjusting public infrastructure and services options in rural areas based on criteria of
demand, basic needs coverage, and efficiency, with a particular focus on territories at
risk of depopulation. The fundamental principle will be to ensure quality services are
provided and deciding upon the most appropriate approach or strategy in accordance
with the situation in each municipality. New technologies and social innovation will
facilitate both the provision of services as well as the analysis and prediction of
priorities for each population.

Facilitating the integration of rural areas in metropolitan systems and offering
incentives for the creation of municipal groups with shared interests by improving
the network of public transport connections and other shared mobility options so
that they may benefit from those already existing without resorting to the use of
private vehicles.
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Front 2: Effectively guarantee access to decent and adequate housing while reducing the
economic effort and improving its suitability

— With regard to the reduction of the economic effort, we recommend:

« Increasing the availability of public and subsidized housing with the acquisition of
homes in already consolidated buildings and communities, housing renovations or
the construction of new homes.?*” Their locations should prevent any new social/
spatial segregation processes.

« Encouraging the rental of empty homes while offering property owners sufficient
guarantees and controlling the quality of the housing offered. To do so, the creation or
improvement, as applicable, of public rental listings?3® and public/private collaboration
frameworks that contribute to better management (partnerships or models similar to
housing associations) are proposed.?%

« Creating a taxation system aimed at fostering both an increase in the range of rental
homes on offer at affordable prices as well as effective access to housing for those
in the lowest income brackets, particularly emphasizing territorial areas subject to
greater tension. With regard to the second point, it is important to consider the ratio
between rental prices and household income levels, as well as the regional and
municipal heterogeneity of the Spanish housing market.

« Establishing mechanisms to protect the stock of public housing and reserve land for
housing subject to rent control, ensuring the maintenance and availability thereof as
well as preventing their transfer to the private market.

- Offeringincentives for alternatives to absolute ownership and rental such as temporary
ownership and shared ownership, adjusting such methods to the Spanish reality.

« Guaranteeing households receive the correct information with regard to financing
when buying or renting a home, thus facilitating residential mobility as household
needs change. This implies ensuring their protection starting with the pre-contract
phase, the professionalism of real estate agents and the creation of public advisory
and supervisory systems that promote transparency (the Danish example).?4°

— To adjust the existing housing stock to the needs of today’s households, the following is
proposed:

- To implement aid programs aimed at achieving universal housing access as well as
alternative housing solutions such as exchange programs for housing managed by
public agencies or partnerships where people with mobility problems may rent their
home and become a tenant of another home that is better adapted to their housing
needs.

« Toimplement a National Strategy for integrated urban regeneration which particularly
focuses on underprivileged and vulnerable neighbourhoods or those with a presence
of shanty towns, as well as homes which are not in vulnerable areas yet are below
the acceptable housing standard.
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Front 3: Reducethe ecological footprint and improve the sustainability and
environmental health of the country’s cities

— Highlight the value of the compact, local urban model (“Mediterranean city”) in the
country’s urban planning in an effort to improve people’s health, foster inclusion and
social interaction and increase cities’ resilience to climate change.

— Promote the urban green transition by reducing the consumption of resources (water,
energy, food) and improving their management. To do so, the following is suggested:

- Develop strategies to improve adaptation to climate change in cities by integrating
climate criteriain urban planning, developing municipal regulations and institutions
that support and reinforce them, applying technologies that enable local risk
assessment and a decisive commitment to nature-based solutions.

- Integrate specific health and qualify of life criteria in urban planning in line with the
One Health concept [see chapter 4].

« Reducethe generation and improving the management of municipal waste. In the
firstinstance, with measures that encourage less use of packaging and packing, limit
food waste and foster community composting. In the second instance, with rubbish
compacters in bins powered by renewable energies, smart fleet management
systems and bin fill prediction.?** Successful examples in this field can be found in
Seoul and Singapore.?*?

« Promote sustainable water management systems that facilitate the collection of
rainwater, the re-use of used water and the reduction of flood risks with permeable
paving, planted trenches, plant covers and green roofs on buildings.?*3

+ Encourage local food sourcing with the creation of urban and peri-urban vegetable
patches and by setting up more local markets.

« Implement measures aimed at energy efficiency and the use of renewable energies
for all public infrastructures and buildings.?*

+ Raise the volume of energy generated with photovoltaic panels on roofs so that a high
proportion of the total solar energy produced in the country will be coming from this
method by 2050.2%° Moreover, legal frameworks and the necessary incentives must
be established to facilitate the generation of energy in the power supply system,
thereby enabling areas without generation capability to benefit from the energy
captured from adjacent buildings.
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- Promote the energy efficiency of residential buildings by renovating them to reduce
energy consumption among the existing housing stock to around 35% from now until
2050.2% Actions to improve building energy efficiency should include: the installation
of heat pumps for climate control and domestic hot water systems, the development
of renewable energies and improvements to thermal building envelopes (facade and
roof insulation, the replacement of wooden and metal frames, green roofs, etc.). The
construction sector also needs to spread the application of solutions that comply
with energy efficiency requirements as well as establish greater control for proper
compliance. This energy renovation will also act as a lever for approaching the issue
of energy poverty, eliminating architectural barriers and improving healthy housing,
especially among people with disabilities and among the elderly.?4”

Promote sustainable and inclusive urban and metropolitan mobility 2#¢ [see chapter
4].

« Use the Spanish Mobility Law to develop Sustainable Urban Mobility Plans guided by
health, specific age-gender perspective, climate change mitigation and adaptation
as well as education and awareness as the transversal backbones in order to drive
changes in mobility behaviours.

Implement low and ultra-low emissions areas (such as the Low Emissions Area in
Barcelona or Central Madrid), urban tolls (Stockholm, London, Milan) and super
blocks (Barcelona), for the purpose of lowering air and noise pollution to the levels
recommended by the WHO?*? in addition to road accident rates. Further proposed
is the establishment of maximum congestion and noise levels in Sustainable Urban
Mobility Plans.

- Streamline delivery logistics throughout urban areas by establishing a regulatory
framework and incentives that promote the use of low-emissions vehicles,
implementing local drop-off and pick-up spots to reduce e-commerce logistics
(returns and damaged items), creating ordinances on minimal storage areas and
preventing delivery activities during peak traffic hours.

« Encourage the use of public transport, improving route efficiency and frequencies with
Artificial Intelligence techniques. On a metropolitan scale, the connectivity between
residential areas and the main public transport stops needs to be reinforced (such asin
Vitoria Gasteiz) by increasing the frequency of radial connections and dissuading the use
of private cars with public car parks at transport stations.

« Promote active mobility by expanding bike lane systems and guaranteeing quality
pedestrian routes using not only the pavement but also stoplight cycles and all types
of intersections pursuant to universal accessibility criteria.
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Front 4: Work towards greater social cohesion by reducing vulnerability and social/spatial
segregation while fostering the sense of community belonging

— Turning public areas into meeting places for co-existence and social integration that value
daily living and contribute to the provision of care services. To do so, the following will
be necessary:

Creating cultural and leisure areas which are adequately equipped in areas where they
still do not exist or have not been sufficiently implemented all while following quality,
accessibility and inclusiveness criteria and performing adequate maintenance.

Recovering areas used for vehicle parking and limiting the privatization of public
spaces.

Improving the design of public areas and urban furniture, ensuring universal
accessibility and facilitating diverse, intergenerational use.

Incorporating care needs into urban designs by expanding proposals like the MICOS
Project in Madrid.?5° Also proposed is the implementation of safe itinerary designs in
the collective local space with less traffic around schools, parks, primary care centres,
elderly centres, hospitals and any other location where this need is detected.

— Adding mechanisms and protocols for flexible action and networked social services so

they may be more proactive in collaboration with key stakeholders in the early detection
of social vulnerabilities. This includes social workers in the public arena and those working
directly with groups at risk of exclusion.

— Developing a national integration and welcoming strategy for immigrants aimed at better
understanding and meeting the needs and aspirations of recently-arrived communities,

reducing stereotypes and prejudice, eliminating any form of discrimination in housing
access and fostering social relations with the locals. This strategy shall take into account
the needs associated with changing the future immigration profile.

— Approachingthe problem of loneliness by developing early detection systems, emphasizing
the value of community care among neighbours, implementing community co-existence

plans and reinforcing social service interventions. To this end, encouraging volunteering
and community action will be particularly relevant.
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Front 5: Improving territorial dynamics governance, monitoring and evaluation tools.

— Expand and optimize available databases and statistics, increasing their frequency and
including new indicators while desegregating them according to census tracts. This
measure should be completed with a stronger role played by Observatories already in
existence so they move beyond the descriptive dimension they mostly fulfil currently, and
begin to actively contribute to analysis efforts (generating open data which are available
to any user) and decision making by the competent bodies. Also suggested is the creation
of new Observatories in fields where the new territorial and urban realties require them?5t
as well as improved coordination between research and decision-making bodies.

— Implement a shared, continuous assessment and monitoring system for policies and
plans to establish proper diagnostics, make quick modifications when the outcomes are
not as expected and respond to unforeseen external changes.

— Implement effective multi-level, networked anticipatory governance systems in order to
take best advantage of territorial synergies, streamline available resources and create new
shares responses to the economic, social and environmental challenges of the future. To
do so, the following is suggested:

« Foster multi-level governance and strengthening methods of intra- and inter-
territorial collaboration by defining shared strategies among autonomous regions,
implementing new metropolitan management systems and offering incentives for
supra-municipal forms of collaboration when they are deemed efficient.

« Develop a nationwide urban policy which promotes sustainable, inclusive and resilient
long-term urban development and incorporates potential health risks and benefits as
the criteria for decision making [see chapter 4].252 Tt will be coordinated with relevant
sectoral policies (such as housing, mobility or climate change) and implemented
based on the collaborative framework established in the measure above. The purpose
is to handle present challenges as well as prevent and act in view of possible future
risks.

- Boost the role of city networks such as the Global Covenant of Mayors,?53 Eurocities?>*
and the Spanish Network of Cities for Climate.2%®

+ Increas cities’ influence on decision making and the design of national, EU and
international public policy. 2°¢ This means empowering local governments as well
as citizens by implementing the channels that foster more fluid communication with
government administrations, overcoming the current difficulties of bureaucracy and
taking advantage of all the potential of digitalization. All of this will favour the early
detection of any problems, an increased sense of belonging and greater support for
the measures adopted?®”.
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Challenge #7

ADDRESS THE
SHORTCOMINGS OF
OUR LABOUR MARKET
AND ADAPT IT TO NEW
SOGIAL, ECONOMIC
AND TECHNOLOGICAL
REALITIES






EXECUTIVE SUMMARY

— Over the last four decades, Spain has undergone a profound transformation in its labour
market, which has led to an increase in the employment rate from 50% in 1980 to 65% in
2019, a substantial reduction in gender gaps, and the significant improvement of the rights
and working conditions of millions of people.

— However, this progress has been overshadowed by the persistence of problems such as high
unemployment, high job insecurity, and job dissatisfaction, which have led to the marked
segmentation of the labour market. In Spain, established companies and skilled workers with
stable employment coexist with a majority of low productivity SMEs and workers in unstable
employment. This duality is splitting our society in two and limiting the economic and social
development of the whole country.

— The demographic and technological transformations of the coming decades will bring new
challenges, but also new opportunities to redress this situation. Ageing will lead to 3.7 million
fewer potential workers in our country. Unless reversed, this could lead to a fall in employment
of -0.5 per cent per year by 2050, compared to the 2.0 per cent increase we have seen between
1995 and 2019. To neutralise this loss of labour force, it will be necessary to increase the
employment rates of women, young people and the over-55s; incentivise legal immigration
and boost the recovery and attraction of talent.

Our goal must be to bring the unemployment rate to less than half and to reach an figure similar
to that of the most advanced countries in Europe (80% in 2050). This means increasing our
labour market insertion by 15 points over the next 30 years. It is an ambitious yet feasible goal
and one that has already been achieved in a number of neighbouring countries.

The spread of new technologies and the digital economy will profoundly change the way we
conceive, organise and caryy out work. In the short term, it could lead to job losses and a
worsening of the employment conditions of certain groups, a risk that will have to be countered
by a firm commitment to retraining and an adequate provision of social safety nets. In the
medium to long term, however, the technological transformation will create new jobs, increase
productivity, and improve working conditions for most workers.

To take advantage of the opportunities of the future, Spain must modernise its productive
network; update and strengthen its active labour market policies; adapt its regulatory framework
to the new economic and labour realities; update its collective bargaining mechanisms; and
improve working conditions to make work a more satisfactory experience for all citizens.
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THE PAST: WHAT WE'VE ACHIEVED

Employment is the foundation of any country's economy, a source of income, life stability and
fundamental personal development for citizens. Since the transition to democracy, Spain has
undergone a profound modernisation of its labour market, the balance of which has left
important unfinished business, but also many achievements that should be kept in mind, as they
are the irrefutable proof that our country is also capable of carrying out successful transformations
in this area.

In the last four decades, Spain has gone from having a closed and antiquated economy, with a
heavy reliance on agriculture,* to a dynamic and open economy, with a productive structure similar
to that of our European partners. Thanks to this modernisation process, Spain has managed to
significantly increase the labour market integration of its population, successfully incorporating
groups that had not previously participated in the labour market. While in the early 1980s only
47% of our workforce was working,? in 2019 the employment rate was 63% [Fig. 1]. The key
players in this process were women, who accounted for 70 per cent of the almost 8 million people
who entered the labour market since 1980.% Over this period, the female employment rate has
doubled, reducing the gap between it and the male employment rate to 10 points, a gap which in
the 1980s was more than 40 points * [Fig. 2].

Fig. 1. Rate of employment Fig. 2. Employment rate in Spain by gender
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This sharp increase in women's labour force participation has been accompanied by a progressive
narrowing of the gender gap. In the last two decades alone, the gender pay gap has narrowed
from 20% to 12%l[Fig. 3], with an increasing presence of women in governance and decision-
making bodies, on a par with the European average, both in the public and private sector” [Fig.
4]. Today, Spain is among the EU countries with the lowest levels of gender-based and other
forms of discrimination in the workplace.®
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Fig. 3. Gender pay gap Fig. 4. Percentage of women on Boards of Directors
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No less important have been the advances in labour rights and conditions,'* many of them
driven by European directives. We have forgotten that until not so long ago, most jobs in Spain
were physically demanding and often dangerous. Accidents and work-related illnesses were
frequent, and social protection mechanisms for such contingencies were very weak. Labour
rights were limited, and abuses and violations were common. Dismissal was poorly regulated
and unemployment benefits lasted barely half a year.?

Recent decades, however, have seen the modernisation of the productive network [see
chapter 1] and the advances resulting from collective bargaining®® have led to a substantial
improvement in working conditions in Spain.t* Fatal accidents at work have fallen by 60 per
cent since the late 1980s [Fig. 5],*° the proportion of physically demanding jobs has fallen to
one of the lowest rates in the EU,%¢ and jobs that are perceived as prestigious or more fulfilling
have increased significantly.’

In addition, the number of hours worked per week per employed person have fallen from an
average of 42 in 1980 to 37 in 2019, and the percentage of those working more than 50 hours
per week has fallen from 13% to 7%, in alignment with the EU-27 and EU-8 averages.? This
reduction in working hours has been accompanied by the extension and recent equalisation of
maternity and paternity leave,?® and more flexible working hours, which together have led to a
clear improvement in the work-life balance and the levels of well-being of millions of workers.
At the same time, dismissal has been regulated, the minimum wage has been raised,?* and
unemployment protection has been extended.??
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Fig. 5. Proportion of workplace accidents per total Fig. 6. Real minimum wage, Spain
employed persons, Spain
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Work and Social Economy.??

All these transformations have served to create a more flexible and efficient labour market.
Unfortunately, and as we will see below, most of these measures have been overshadowed by
the persistence and/or worsening of a series of structural deficiencies that have made the
labour market the great Achilles' heel of the Spanish economy today.

THE PRESENT: UNRESOLVED CHALLENGES

Despite the progress made in recent decades in terms of rights, quality and integration, the
Spanish labour market still suffers from a series of structural deficiencies that prevent us from
converging with the EU-27 and with the most advanced countries in Europe, here grouped under
the term "EU-8".2> What are these shortcomings? Here we highlight four.

Firstly, there is the low employment rate. Despite the significant increase in recent decades,
Spain has not yet managed to meet the labour force participation rate of the most advanced EU
economies. The recessions of 2008 and 2011 cut short the route to convergence initiated in the
mid-1990s. All the gains made since joining the euro were wiped out during the banking and
sovereign debt crises. And, although the economic recovery that started after the Great Recession
allowed for intense job creation, in 2019, Spain had the same employment rate as in 2008, and
its gap with the EU-27 and EU-8 average was still 7 and 11 percentage points, respectively
[Fig. 1].

This lower employment rate is reflected in high unemployment and high employment volatility.
On the one hand, Spain has an average unemployment rate much higher than that of most
developed economies (17% over the last four decades, compared to 8% in the EU-8 and 9%
in the EU-28) [Fig. 7]; on the other hand, our country creates more jobs than any other when
the economy is booming, but also destroys more in times of crisis. The result of this dynamic is
that, in 14 of the last 39 years, our unemployment rate has exceeded 20%, an exorbitant rate,
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even if we take into account that the official unemployment figures hide a significant segment of
the population employed in the black economy.?® Only once (between 2005 and 2007) was our
unemployment rate close to the EU-8 average (9%), at a time when our economy was growing at
4% and in an unbalanced way [see chapter 1].27

Fig. 7. Unemployment rate
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One of the starkest manifestations of this reality is the extraordinary level of long-term
unemployment in our country. In 2019, 5% of the labour force and 44% of those experiencing
unemployment had been unsuccessfully seeking work for more than ayear [Fig. 8].2% This problem
particularly affects those over 45 with a low level of education®® and means that in at least 4%
of households, the head of the household is long-term unemployed.?* The longer a person is
unemployed, the more likely they are to give up looking for a job; a "discouragement effect"
suffered by more than 280,000 people in our country.3?

Fig. 8. Long-term unemployment rate (one year or more)
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The high rate of youth unemployment is another of the great unresolved issues with our labour
market. In Spain, 33% of 16-24 year-olds who wanted to work in 2019 were unable to do so,
compared to 13% inthe EU-8 and 15% in the EU-27 [Fig. 9]. This low labour market integration
of young people has severe implications for the country as a whole, as it affects phenomena such
as the rising age of leaving home (among the highest in the EU),** the delay in having children,®
and the reduction in fertility rates,3¢ thus contributing to progressive demographic ageing [see
chapter 5].

Fig. 9. Youth unemployment rate, 2019
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The second shortcoming of the Spanish labour market is job insecurity, which is projected in at
least four dimensions. Firstly, the high rate of temporary contracts.® In Spain, 1 in 4 employed
persons has a temporary contract,®® twice as many as in the EU-8 and the EU-28[Fig. 10]. This
problem particularly affects the population with a migrant background*® and young people*
[Fig. 11], who are finding it increasingly difficult to get a permanent?*? full-time job.

Fig. 10. Temporary contract rate Fig. 11. Temporary, part-time and non-voluntary
part-time work rates in Spain, 2019
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A second dimension of job insecurity is the expansion of non-voluntary part-time work, which
has accelerated since the 2008 crisis, and which disproportionately affects women*®> who also
suffer a higher unemployment rate® [Figs. 11 and 12].

Fig. 12. Involuntary bias rate
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Thirdly, job insecurity can be seen in the high labour turnover. Over the last decade, the chaining
of very short-term temporary contracts,*® coupled with an increase in the turnover of permanent
contracts*’ and the expansion of some forms of atypical employment associated with digital
platforms,®® has led to an increase in the number of workers who change jobs every few years;
something that often brings with it greater uncertainty and vulnerability for these people and
their households.

Job insecurity can also be detected in the low quality of work that many of our workers suffer
from: little autonomy and accident rates which remain high®* [Fig. 13], fewer opportunities for
training and career development, and longer working hours than in many European countries
[Fig. 14]. All these factors negatively affect our social well-being, as they increase absenteeism
and sick leave, accelerate the flight of talent and reduce the productivity of those in employment.

Fig. 13. Working Conditions Index, 2015
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The third shortcomingis job dissatisfaction. There are numerous indicators suggesting that work
in Spain is generally less fulfilling and enriching than in other European countries. Surveys tell us
that 11% of our workers deal with emotionally disturbing situations (the highest percentage in the
EU),%* that 15% feel dissatisfied with their work situation [Fig. 15] that 31% do not learn anything
on the job,*® and that 1 in 3 suffer from work-related stress (a much higher proportion than the
EU-8 or EU-22 average) [Fig. 16].%¢ In fact, if they did not need the job to live, more than half of
employed people in Spain would not work; in contrast, three out of four Danes or Dutch people
would.®” The truth is that we have failed to make work a positive and rewarding experience,
something that affects both the productivity of our workforce and the subjective well-being
of citizens [see chapter 9].
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Fig. 16. People experiencing stress at work, 2015
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Finally, there is the problem of wage and employment polarisation, a phenomenon shared
by most developed countries. In recent decades, technological change has played a key role
in transforming the structure of the Spanish and European labour market.®®© Medium-wage
occupations involving routine tasks (e.g. administrative or industrial tasks) have become
increasingly automated and have been losing weight in the production structure, while those
requiring high abstraction and decision-making skills (e.g. legal advisory services), or a high non-
routine manual content (e.g. care work) have seen their weight in the economy increase®* [Fig.
17]. This has resulted in greater wage polarisation (more high and low wages, and lower average
wages), especially noticeable in cities,®? and in an increase in labour (working conditions, type of
contract) and income inequality in Spain [see chapter 8].

Fig. 17. Polarisation of employment: change in the share of occupations
by skill level in total employment, 1995-2018
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Taken together, the shortcomings described above (unemployment, job insecurity, job
dissatisfaction and polarisation) have led to a marked segmentation of the Spanish labour
market, divided between companies and skilled workers capable of generating and performing
productive and stable jobs; and many SMEs and workers who are forced into unproductive and
unstable pairings and, therefore, job insecurity, unemployment and, in many cases, poverty.
This phenomenon, often referred to as "duality," is splitting our society in two and is severely
limiting the economic and social development of our country. Progress in reducing it will be
crucial if we are to take advantage of the opportunities of the digital revolution and compete on
a level playing field with the world's most advanced economies.

The channels of improvement

The causes of the dysfunction of our labour market are numerous and complex. In an effort to
summarise, they could be grouped into two: the particularities of our production system and
the characteristics of our regulatory framework.®* Reducing unemployment, seasonality and
job insecurity requires simultaneous work on both fronts. Only in this way can we create stable,
quality jobs and reduce volatility in the face of changes in the economic cycle.

Let us start with the production system. As we have already seen, the deficitin human capital, the
lower technological implementation in the business network, the limited effort in innovation, and
the existence of bureaucratic obstacles limit the growth of our companies, which are predominantly
small in size [see chapter 1]. This, in turn, restricts the development of new ideas and products,
and means that our productive structure is biased towards industries with lower added value,
whose demand for human capital is also lower, and where recourse to temporary employment
becomes the first resort when faced with a crisis. Consequently, incentives for training and for the
implementation of workforce requalification programmes are substantially reduced.®® The first
way to improve the situation is therefore to break with this dynamic, which has been a feature of
our economy for decades.

The other front that needs to be addressed concerns the regulatory and institutional factors that
characterise our labour market. Although the Spanish economy does not reach the productive
complexity or the average level of human capital of the EU-8, it is in the upper part of the world
distribution in these variables. However, unemployment and temporary employment rates remain
higher than those of the world's most advanced countries and, in many cases, exceed those of
countries with a less sophisticated production system and a less educated population [Fig. 18].6¢
This shows that, in addition to improving business and productive dynamics, some regulatory
dysfunctionalities need to be corrected if we are to lay the foundations for a more efficient
and equitable labour market. This will require review of three priority areas: labour regulation,
collective bargaining and active labour market policies.
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Fig. 18. GDP per capita, unemployment rate and seasonality rate, 2019
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I. Labour regulation

Labour regulation explains, in part, the high level of temporary employment in our country. The
reforms of the Statute of Workers in the early 1980s opened the door to the increasingly widespread
use of formal temporary contracts, that is, contracts that do not respond to companies' temporary
production needs. What was initially conceived to create flexibility in entering the labour market
has also created flexibility for job destruction in times of recession, especially among those
who had been employed in the company for a short time.® Today, despite successive reforms,
the practical application of the regulations continues to allow a high level of fraud in temporary
contracts, without sufficient supervision and penalties for the perpetrator®® and improper use
of temporary contracts to break this dynamic. Differences in terms of severance costs between
temporary and permanent contracts,’® and the difficulties in establishing objective grounds for
dismissal in permanent employment relationships’* have also encouraged the use of temporary
contracts.

The result of all the above is that temporary contracts continue to have an excessively high
weight in our labour market. This results in high employment volatility by fostering extensive
adjustment, based on a "hire and fire” policy, rather than intensive adjustment, where firms and
workers negotiate changes in, for example, wages or hours worked.

In the case of SMEs and the public sector, the use of flexible temporary contracts for jobs that are
often open-ended in nature is particularly high.”? If "temporary unemployment" is to be reduced
and a higher conversion rate from temporary to permanent is to be achieved [Fig. 19], this "culture
of temporary contracting” in labour relations must be eradicated.
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Fig. 19. Transitions from temporary employment to unemployment and conversion rate from temporary to

permanent contracts, 2018
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II. Collective bargaining

Collective bargaining is a key mechanism for balancing industrial relations. The Spanish model
has irrefutable strengths that have enabled it to contribute enormously to improving the conditions
of the working population. In fact, many of the labour and social rights we have today would not
have been achieved without it. However, there are also major weaknesses to collective bargaining
that need to be addressed if it is to continue to play an important role in the new social and
economic realities. Among other issues, collective bargaining should address the debate on the
model of representation of the social partners (on both the trade union and employer sides);
improve the coordination and articulation of sectoral and company agreements; and resolve the
limitations of agreements on fundamental issues such as technological innovation, new forms of
work organisation, lifelong learning for the working population, or the adaptation of the workplace
to the needs of older people.”* It will also have to improve the elements of internal flexibility
to allow for wage and working hour changes (both upwards and downwards) in line with the
economic situation, in order to prevent companies from resorting to temporary hiring as a lever
for adjustment.

II1. Active labour market policies

The main tools available to the welfare state to fight unemployment are passive and active labour
market policies. The former cushion the blow of job loss; the latter aim to reduce employment
search time as much as possible. In Spain, high unemployment rates have meant that a large
proportion of the resources allocated to the fight against unemployment have gone to passive
policies (mostly benefits managed by the State), while the resources devoted to active policies
(transferred to the Autonomous Communities)’> have been considerably lower [Fig. 20].
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Fig. 20. Public expenditure on employment policies, 2018
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In addition to this lack of funding, there are some specific characteristics that limit the correct
functioning of these policies. In particular, the following should be noted:

— Recruitment subsidies and incentives (many of which are of low effectiveness’”) make up
the bulk of the budget, while money for training (including design, implementation and
evaluation) is much lower [Fig. 20] [see chapter 3].

— The low efficiency of the public employment services, due to the lack of resources; the
limited use of new technologies in the processes of searching for and filling vacancies;
the difficulties of coordination with the multiple collaborating entities; and the scarcity of
follow-up, control and evaluation mechanisms.”®

— Insufficient public-private partnership in both intermediation and training processes.

— The impossibility of transferring some social welfare benefits (e.g. housing assistance)
from one autonomous community to another hinders the mobility of jobseekers and
hampers adjustment at the aggregate level of the labour market.”®

Addressing these shortcomings in active labour market policies is imperative to make our labour
market institutions more effective in activating, orienting and guiding the unemployed back to
work.®0 If progress is made in this direction, the time it takes for an unemployed person in Spain
to return to work, currently much longer than in most EU countries, will be substantially reduced
[Fig. 21].
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Fig. 21. Distribution of unemployment by duration, 2019
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The long shadow of the Spanish labour market

These dysfunctional features of the Spanish labour market described above have a profound
impact on Spain's economic and social life. Indeed, it is no exaggeration to say that most of our
country's problems are related, directly or indirectly, to the same.

To begin with, high structural unemployment is limiting our capacity for growth. Spain is wasting
the skills of its labour force, something that not only damages our economy and conditions
our ability to grow in the long term [see chapter 1], but also explains much of the high income
inequality and poverty rates in our population [see chapter 8].82

Similarly, excessive temporality and high worker turnover are undermining labour productivity
and social cohesion. Firstly, because the short-term nature of the temporary contract reduces
the incentives for companies and workers to invest in training, which prevents productivity
gains through on-the-job learning [see chapter 3].83 Secondly, because, far from generating
sustained employment, the extension of job insecurity systematically leads to a reduction in
the quality of jobs and labour rights, and a decline in social well-being that distances us
further from an inclusive society.

The job insecurity of the labour market is also conditioning young people's age of leaving
home,®* and parenting decisions,® thus contributing to the problem of the low birth rate,
population ageing, and demographic contraction in our country [see chapter 5].

Future of work m Spain 2050

291



292

Finally, high unemployment rates and poor working conditions are undermining the well-being of
millions of workers and are currently the main source of dissatisfaction and unrestin Spain. This
is because unemployment not only determines current income and future income expectations,
but also affects other issues fundamental to well-being such as physical and mental health
(increased susceptibility to depression, anxiety and stress®®) [see chapter 9].

As we can see, the effects of our labour market deficiencies are multiple and profound and, if
not addressed, could be exacerbated in the coming years as a result of demographic change,
digitalisation and transformations in the international economy.

The good news is that this can be changed. Although the improvements achieved to date have
been insufficient, the fact is that Spain has the human, institutional and economic resources
necessary to carry out far-reaching reforms, and with room for improvement still to be exploited
which, if properly undertaken, could help to mitigate or correct many of the current and future
problems, and to articulate a much more efficient and fairer labour market between now
and 2050.

THE FUTURE: POSSIBLE DESTINATIONS

The short term: the labour market during the coronavirus crisis

The coronavirus pandemic arose when the Spanish labour market was close to recovering the
peak level of employment (20 million employed) it had a few months before the 2008 crisis. As in
other episodes of economic recession, there was a rapid and intense destruction of employment,
leading to a spike in unemployment and an increase in job insecurity. The most negative effects,
again, were concentrated on those with temporary contracts and on the young population.®’

The temporary nature of lockdown facilitated the government's intensive use of temporary
furlough scheme (ERTE).® The ERTESs prevented the destruction of some 3.5 million jobs during
the months of the March 2020 lockdown,®® coinciding with the closure of production activity on
a national scale. This has allowed the adjustment of employment in this crisis to be smaller
than that of economic activity, a notable difference with respect to what was observed in the
2008 and 2011 crises [Fig. 22].
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Fig. 22. Correction of real GDP and employment in Spain
during the last recessions (average quarterly change)
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Other labour flexibility measures such as the MECUIDA Plan,®* the redistribution of working
hours, organisational changes or the promotion of remote working,°? have also helped to protect
and maintain employment.”® For example, remote working made it possible to keep about 30%
of our country's workforce active during the toughest weeks of lockdown (compared to 46% in
the EU-8).%4

Despite the measures taken, the pandemic has led to an economic crisis, the consequences of
which are expected to be severe on the employment front. In 2020, almost 600,000 people®
lost their jobs and the number of unemployed increased by 280,000 (9% more than before the
pandemic),’® especially in those sectors hardest hit by mobility restrictions, social distancing and
border closures (e.g. hospitality, catering, air transport). At the worst moments of the crisis, the
unemployment rate reached 16.3%, 2.5 points higher than at the beginning of the pandemic.

What happens from here on? This will depend to a large extent on how many of the hundreds
of thousands of people currently on ERTE®” or in receipt of self-employed benefits®® manage to
keep their jobs and businesses open once the payment of these benefits comes to an end. This,
in turn, will be determined by the future evolution of the virus and progress with vaccination, the
performance of the global economy, and the effectiveness of the economic recovery measures
being implemented.”

Similarly, the evolution of unemployment in Spain will depend on the country's capacity to carry
out a sectoral reallocation of employment after the asymmetric impact of the pandemic, that
is, its capacity to generate jobs in those sectors that have been less affected by the crisis, and
meeting this new demand with the appropriate professional profiles [Fig. 23]. In this sense, it will
be essential that, in the future, both the ERTEs and the self-employed benefits are articulated
in such a way that they continue to prevent a greater loss in the productive network and do not
compromise to the necessary reallocation of employment between industries.
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Fig. 23. Forecasts of the unemployment rate in Spain
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The greatest risk is that the rise in unemployment will become chronic and lead to an increase
in job insecurity and inequality, as we saw in previous recessions [see chapter 8]. However, the
coronavirus crisis will also bring important opportunities that, if seized, could help to significantly
improve working conditions in Spain. For example, the trends necessary for transformation, such
as the digitisation of businesses and public administrations, the rise of remote working, flexible
working hours aimed at achieving a better work-life balance, and the revaluation of essential jobs
are likely to accelerate. Furthermore, the COVID-19 experience could be used to incorporate
transitional employment adjustment mechanisms such as ERTEs into our labour regulations,
facilitating internal flexibility in companies at times of crisis and helping to avoid job destruction
in future recessions.

The medium and long term: the future of our labour market

Sooner or later, Spain will overcome the coronavirus crisis. Our economy will return to growth
and employment generation, new businesses will be created and the economic situation of many
households will improve significantly. However, for the recovery to be sustained and to benefit
the majority of our population, it must be accompanied by a root and branch reform of the
labour market that corrects the deficiencies we have been experiencing for decades, creates
quality employment, and prepares us to deal with phenomena coming down the line like the
transformation of work or the ageing and contraction of our labour force. Otherwise, the same
patterns observed in the recent past will be replicated and Spain will move inexorably away from
the levels of prosperity and welfare enjoyed by the EU-8 countries.

Achieving this will not be easy. However, there is nothing to suggest that it cannot be achieved.
As we see below, Spain has the human and economic means to undertake the necessary
transformations and significantly reduce its unemployment and job insecurity by the middle of
the century.
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A shrinking labour force and a substantial change in the profile of our working population

Demographic ageing could reduce our working age population by 12% by the middle of the
century.’®? The effects of demographic change will be almost imperceptible between now and
2030, but will become significantly more pronounced thereafter [Fig. 24], so that by 2050, Spain
could have 3.7 million fewer potential workers [see chapters 1 and 5].2921f 2019 (pre-pandemic)
employment rates are maintained, this fall in the working-age population would translate into a
reduction in the number of employed by 2.5 million, *** which would have major consequences
for the economy and public revenue, and would place great strain on the sustainability of the
welfare state as we know it today.

Fig. 24. Working-age population over total population
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To avoid this potential loss of labour force, Spain must do two things. First of all, increase the
integration of women, young people and over-55s into labour market. Secondly, incorporate

hundreds of thousands of immigrants into the labour market and society.

In Spain, women, young people and the over-55s have lower employment rates than in the EU-8
countries [Fig. 25].

Future of work m Spain 2050 295



296

Fig. 25. Employment rate by age group and gender, 2019
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If we are to mitigate the negative effects of demographic change on our economy, we must
close this gap, taking advantage of the organisational, educational and cultural changes
already underway [see chapters 2 and 3].

Over the last two decades, Spain has managed to increase female employment rate by 20
points. If we were to achieve a similar increase between now and 2050, Spain would add almost
2 million additional workers to its workforce, many of them highly educated (in 2019, 58% of
Spanish university graduates were women).*°¢ This would help close the gender gap and raise
the productivity of our economy and the growth of our per capita income in the long run
[see chapter 1].

To achieve this, it will be necessary to continue to raise the average education level of women,
to boost professional networks for elderly care [see chapter 5], to continue to combat the
persistence of certain gender roles, and to further promote work-life balance, especially
after having children. Gender occupational segregation in our country is not only about women's
and men's choice of different educational and employment paths. It can also be observed in
early stages due to socialisation patterns and values acquired in the family environment.%”
For example, a mother's working time outside the home has an important effect on children's
attitudes towards gender equality, largely conditioning their behaviour as adults.1?® With regard
to work-life balance, the data reveal that, after having a child, a significant proportion of working
women in our country reduce their working hours or abandon their careers, resulting in adrop in
their labour participation of around 9% compared to their male partners.’?® Greater equality in
the sharing of care, both for children and other dependants, and an increase in co-responsibility
would help reverse this situation.*1°
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As far as young people are concerned, the key will be to reduce school dropout rates, to make
the boundary between work and training more porous, to promote formats like dual vocational
training, which offer students the possibility of entering the world of work while they complete
their studies, and to adapt their training to the real needs of the productive network [see chapters
2 and 3].In 2007, our country's youth employment rate was over 40%; in 2019, it was just 25%.
We must recover these levels based on the foundations of a better education that provides more
and better job opportunities for young people, and not as a result of the expansion of low-skilled
labour-intensive sectors of activity that lead to early school leaving [Fig. 26]. In fact, in the EU-8
countries, the youth employment rate has been around 45% for the last three decades and
without major variations. Increasing the employability and quality of youth work would also
contribute to progress in other fundamental dimensions of social development: it would improve
the possibilities of emancipation,*** be favourable for the birth rate,**? and significantly increase
commitment to work 13

Increasing employment rates among the over-55s will require progress in four directions. Firstly,
a paradigm of lifelong learning must be established as a way of improving the adaptability of
our workers to the new economic and employment realities, avoiding the obsolescence of their
skills and avoiding unemployment at an advanced age [see chapter 3]. Secondly, the way in which
work is organised and structured will have to change. Studies show that people bring a different
balance of skills depending on their age and work experience, all of which are valuable. The
younger population has better skills related to physical work, reading comprehension, numeracy
and the use of new technologies. In contrast, the senior population excels in key skills like the
ability to plan, monitor and react to setbacks.'* Over the coming decades, our country will have
to learn to make better use of the skills of both groups and the synergies between them. A key
way to achieve this will be to enable new positions in both business and government that better
match the interests (reduced hours, flexible working hours, greater autonomy and leadership **°)
and skills of our older workforce, while encouraging mentoring programmes and more horizontal
collaboration between generations.'® Thirdly, some stereotypes still associated with old age,
such as poor productivity or frailty, must be broken, so that people can develop and continue to
contribute their talents and experience for longer and longer [see chapter 5]. Fourthly, and finally,
incentives to work at older ages, with attention paid to health inequalities, and mechanisms
such as active retirement [sce chapter 5] should be encouraged in order to increase employment
rates in older age groups, where Spain still has significant growth potential [Fig. 26].
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Fig. 26. Age-group employment rate scenario for Spain
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Ultimately, our aspiration should be to reach a labour force participation rate of 80% by 2050,'8
positioning ourselves slightly above current EU-8 levels [Fig. 27]. Doing so will allow us to mitigate
the negative effect of demographic ageing and increase the number of employed people by 1.5
million compared to the 2019 level [Fig. 28]. This would, in turn, imply a growth in per capita
income of up to four tenths of a percentage point higher, on average, than we would have in
a scenario in which the employment rate remains unchanged at current levels,**” with all that
this implies for the maintenance of the public system of social services and benefits. This is a
difficult but achievable goal. After all, it means increasing our country's employment rate
by 15 points over the next 30 years - the same increase we already recorded in the 30 years
before the 2008 crisis.

Fig. 27. 2050 employment rate scenario Fig. 28. Number of employed in Spain
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The other thing our country will have to do to limit the reduction of its labour force is to welcome
and integrate hundreds of thousands of immigrants between now and 2050, achieving, at a
minimum, a migration balance (the difference between people entering and leaving) of more
than 191,000 people each year.*?? If we can integrate more, even better. For example, if we
achieve an annual migration balance in the region of 255,000 people, the fall in the working
age population would be 1.8 million (rather than the 3.7 million projected in a scenario with a
migration balance of 191,000).1%3

If well managed, the arrival of this foreign population in our country would have eminently
positive effects. Empirical evidence shows that increased immigration does not lead to increased
unemployment and it does benefit the economy.*?* This has also been the case in Spain. Between
1998 and 2007, Spain received 3.8 million immigrants*?® and the rate of employment rose by 17
points.*?¢ The foreign population have significantly higher activity and employment rates than the
indigenous population,*?” are a key workforce in sectors such as care or agriculture, contribute
to public finances, and do not use public services and benefits such as unemployment benefits
or pensions more than the Spanish population.*?® In short, immigration can, for a country like
Spain, be a source of solutions rather than a source of problems. It can help us to cushion the
decline in the working age population, to maintain our relative weight in Europe, and to ensure
the sustainability of our welfare state.*?®

Technological transformation

The other major megatrend that will transform the Spanish labour market is technological change.
In the coming decades, the generalised spread of technologies such as Artificial Intelligence,
Internet of Things, 5G, autonomous vehicles and advanced robotics will bring significant
improvement in our well-being, but also profound changes in the structure of the labour market,
which will affect both the distribution of occupations and the organisation of work itself.

This process is already underway. Since the late 20th century, technology has automated many
routine tasks associated with medium-skilled occupations, and has generated an increased
demand for occupations that are highly skilled and involve predominantly analytical and
interpersonal tasks. On the other hand, low-skilled occupations that cannot be digitised, such as
care occupations, have been able to better withstand technological progress [Fig. 29].1%°
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Fig. 29. Evolution of the type of tasks in employment, USA. .
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In the coming years, automation will continue to advance and will increasingly cover routine
(physical and abstract) tasks that, until now, could only be performed by humans (e.g.
administrative management, street cleaning, driving trains and underground trains). At the same
time, automation will extend its range of action to other more abstract and less repetitive
tasks where awareness, creativity or versatility are important.*3?2 Examples are medical diagnosis
(IBM Watson),*3 legal advice (LawGeek or Legal Robot),*3* text translation (Google translator),*3®
building construction,*3¢ copywriting,*3” music composition, or graphic design. Finally, it is
expected that non-routine manual tasks will progressively require greater specialisation and will
gain in importance as personal care services become more important.

This technological transformation will have three effects on our labour market: 1) destroy
some occupations, 2) create new ones, and 3) transform the rest.

First, the technological transformation will lead to the disappearance of many occupations.
In 2050, many of the jobs performed by people today will be done by autonomous machines,
supervised or coordinated by humans. Where once there were several accountants, in the future
there will be only one, aided by powerful digital assistants. Where there used to be a forestry crew,
there will be a forestry technician in charge of managing and maintaining a fleet of fire drones
and robots for forest clearance.

It is impossible to anticipate precisely how many jobs will be automated in the future. In fact,
all estimates made in the recent past have failed or are on the way to failing,**® and the latest
available estimates give very different results [Fig. 30]. What is certain is that a high number of
occupations will disappear and that it will most strongly affect those jobs that today eminently
involve physical tasks or repetitive abstract tasks that can be performed by a robot or a low to
medium-cost digital agent.
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In any case, this does not mean that structural unemployment will inexorably increase in
Spain. History shows us that, although technology may generate job losses for some groups
in the short term, in the medium and long term it always ends up creating more jobs than it
destroys.'*° This is why the percentage of the working population in Spain today is higher than
in 1850 despite the fact that, in between, several disruptive technologies (e.g. the telephone,
the automobile, the personal computer or the Internet) have become widespread [Fig. 31].
If technology were to destroy net employment on a sustained basis, the countries that have
automated and digitised their economies the most in recent decades should be the ones with
the highest levels of unemployment, when in fact the opposite is true.***
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This is because, by becoming more technologically advanced, companies increase their
productivity, which in turn allows them to increase profit margins, reinvest, grow, and employ
more staff. It happened to the textile sector during the first industrial revolution, to manufacturing
companies in the early 20th century, to service sector companies that introduced computers in the
1980s and 1990s, and to factories that introduced industrial robots between 1990 and 2016.143

This dynamic has been with us for centuries and there is no reason to believe that it will not
continue to do so in the future: new technologies will also create jobs, many of them associated
with the development, management and repair of these same technologies (programmers,
mechanics, remote robot operators, data scientists*#4) and with the growth of the metaverse
and virtual reality. Jobs such as Minecraft gardener, avatar trainer, or e-sports professional will
become increasingly common.

New jobs associated with increasing longevity, the green transition or changes in social
dynamics will also emerge. The Spain of the future will need more health personnel specialised
in care of the elderly and dependants, as well as psychologists and counsellors [see chapters
5 and 9]. Labour demand in science and engineering will also increase, with more specialists
needed in renewable energy, recycling, water management, building renovation or sustainable
food [see chapter 4]. In fact, it is estimated that the transformation of the energy system and the
development of the circular economy will generate a net increase in employment in our country
of around 250,000 people, on average per year, between now and 2050.%45 More jobs will also be
created in the fields of training (especially for adults), culture, mobility, and digital rights to name
but a few. As aresult, the greatest growth in employment over the coming decades is expected
to be concentrated in sectors such as healthcare, technology, R&D, leisure, and care[Fig. 32].

Fig. 32. Main sectors in which employment will grow and shrink in Spain
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Source: Drafted by the authors based on the above-mentioned studies.**
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In addition to destroying and creating new jobs, what technological change will do is to severely
transform most existing jobs. This transformation will be seen in at least two main ways.

On the one hand, the level and type of skills required for the job will be altered.*” The jobs
of the future will require more complex knowledge and skills than today, especially in terms
of technology. These skills will also be different. Physical performance will become less and
less important and STEM knowledge, advanced cognitive skills (such as creativity or deductive
reasoning) and transversal and soft skills (such as communication, teamwork, leadership or
negotiation) will gain in importance [Fig. 33], which are not really replaceable by machines and
algorithms.248

Fig. 33. Future demand for labour skills in Spain
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Source: Drafted by the authors based on Hidalgo.'*?

It will also change the way we conceive, carry out and organise work. The spread of digital
technologies, the growing outsourcing of economic activities (accelerated by the gig economy),
and the increasing concentration of production in larger and larger companies*®® will mean that
full-time salaried employment will become less common. The numbers in atypical forms of
employment such as the self-employed, freelancers, and on-demand workers,*** who combine
several sources of income and various professional activities will increase.*>?

In Spain, a model in which companies increasingly contract more tasks than people, and in
which people are paid for the results obtained, rather than for the hours worked will become
the norm. Perhaps the best example in this respect is the growth of employment linked to digital
platforms. The latest European Commission survey reveals that, in 2018, 18% of the working
population in Spain already worked on a recurrent or one-off basis for a platform, a much higher
proportion than in the EU-8 countries included in the study [Fig. 34] and which is likely to grow
in the future.
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Fig. 34. Intensity and relevance of work for platforms
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Between now and 2050, physical workplaces will also change. “Work” will cease to be a place
you go to and become an activity that takes place in the office, in the factory, on the street, but
also at home, in a rural house, abroad, or in one of the hundreds of coworking spaces that are
springing up in our cities. In Spain, there will be an increasing number of digital nomads, both
nationals and foreign, who combine remote and face-to-face work. In fact, it is estimated that the
number of people who will routinely work remotely in Spain could triple over the coming years.%

This digitisation of the workplace will open the door to a global market in which Spanish citizens
can and will have to collaborate and compete with professionals from other countries [see chapter
3]. We will also see the boundaries between personal and professional life become more blurred
and porous. Working time will be mixed with private life, each adapted to to the other, in some
cases resulting in greater flexibility and in others in a heavier workload.

In this new employment paradigm, careers will have less continuity. Instead of remaining with
the same employer all their lives, people will change employers or even sectors several times.
This will be due to the greater fluidity of the business world, but also the will of the workers
themselves, who are less and less interested in dedicating their entire professional career to the
same institution (surveys reveal that 52% of millennials in Spain plan to change jobs in the next
5 years).t%5

Allthese transformations in how we conceive, carry out and organise work will bring challenges,
but also immense opportunities to the country, which will be minimised or maximised
depending on how far-sighted and efficient the response of public administrations, companies,
trade unions and citizens is in regulating and channelling them.
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We tend to think that traditional forms of employment (employed, permanent and full-time) are
inherently better than other forms of employment. But this is not true in all cases nor need it
remain true for most in the future. If well managed, the rise of self-employment and freelance
work, partly associated with the expansion of digital platforms, could contribute to more flexible
working hours, a better work-life balance, and a significant increase in career development and
wage opportunities for many people (especially younger people and those living in unpopulated
areas with low levels of economic activity).**¢ It could also lead to a potential increase in business
productivity, especially in companies that are more digitised.*®’

On the contrary, if not well managed, the transformations over the coming decades could end up
leading to an erosion of the working conditions and welfare of a large part of the population,
through greater labour duality and social inequality. The growth of the gig economy, together with
the considerable weight of its large companies and platforms and the low bargaining power of its
workers, could lead to unstable and poorly paid jobs,**® lower levels of labour protection,**® and
longer and less satisfactory working hours.¢° At the same time, the rise of digital competition and
the possibility of outsourcing services to workers in other countries (often with high skills, similar
wage expectations and lower tax rates) could negatively affect employment and wages in Spain.*6*

Changes in the world of work could therefore lead to a weakening of social safety nets. As
new forms of work (voluntary non-permanent, part-time and non-dependent) become more
prevalent, our social safety nets may become less effective and leave more people unprotected.¢?
Despite the advances in social coverage achieved in recent decades,**3 the Spanish welfare
state, like many other European states, continues to be based on work and on a dominant way of
understanding and exercising it: permanent, full-time and employed, regulated by a contract and
a wage relationship between the employee and the employer.1%

To avoid this potential weakening of the welfare state, two major transformations will be necessary.
Firstly, it will be necessary to change the way in which workers contribute to the system by
ensuring that all workers, including those in unconventional forms of employment linked to the
digital economy,*®> are taxed on their real income [see chapters 5 and 8].

The way in which welfare state benefits are conceived and articulated will also have to be
adapted. Spain will have to consolidate a model in which citizens are protected on the basis of
their needs and not just theiremployment history.*¢ A model financed by workers' and employers'
contributions, but also by general taxation. Doing so will not be easy. The transition poses
significant economic, social and cultural challenges. However the process is already underway.
Our country has already moved from a health care system determined by social contributions
to a tax-financed universal health care system in the 20th century.2*” In the first half of the 21st
century, we will have to take a further step in the same direction, and extend the universality of our
welfare state to other areas. The adoption of the Minimum Living Income in 2020 is an important
step in this direction [see chapter 8].

How can these transformations be achieved? A number of measures are suggested on the
following pages.
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WHAT NEEDS TO BE DONE TO ENSURE QUALITY EMPLOYMENT FOR
ALL CITIZENS

Over the coming decades, Spain will have to carry out far-reaching reforms aimed at correcting
the structural shortcomings of its labour market, adapting it to the new social, economic and
technological realities and preparing it for the changes that these will bring in the future. In
addition, our country should progressively raise its employment rate to the current levels of
some of the most advanced economies in Europe. It must do so by improving the labour market
integration of all groups and, in particular young people, women and the over-55s.

It is impossible to attain that which cannot be measured. That's why it’s fundamental that, over
the coming years, to reach a consensus through social partnership on a dashboard of quantifiable
indicators and a list of specific goals that will enable us to monitor the progress made and guide
the ambition of our reforms. Here are some suggestions, following the principles outlined in the
Introduction to this Strategy:

Goal 3. Increase the employment rate from the current 62% to 80% by the middle of the century.
This increase should take place across all autonomous communities and in all social groups,
especially in those that currently have a lower rate of labour market insertion than the EU-8: young

people, women and the over 55s.

Goal 19. Increase funding for active labour market policies dedicated to training to reach 0.25%
of GDP by 2030 and 0.4% by 2050.

Goal 37. Reduce the unemployment rate to EU-8 levels (7%) by the middle of the century.
Goal 38. Raise the employment rate of women to at least the same level as that of men by 2050.
Goal 39. Reduce the youth unemployment rate by half, bringing it into line with the EU-8.

Goal 40. Increase the labour market participation of the population aged 55-64, raising their
employment rate by at least 15 points compared to the 2019 level.

Goal 41. Reduce the temporary employment rate to converge with the EU-8 average.
Goal 42. Cut the rate of involuntary part-time employment by half.

Goal 43. Progressively reduce the number of hours worked per week to levels similar to those
in the EU-8.

Goal 44. Close the gender pay gap by 2050.

Goal 45. Raise the percentage of people satisfied with their employment situation from the current
85% to the 93% recorded in the most advanced EU-8 countries.
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Table of indicators and targets

Average
5-
Indicators Place 2%%;362%9 Targets
data available*
Spain 62% 68% 72% 80%*¢?
3 Employment rate'¢® EU-27 68% - - -
EU-8 73% - - -
Spain 0.11% 0.25% 0.30% 0.40%
19 Active labour market policies
devoted to training EU-27 0.15% - - -
(% of GDP)*7©
EU-8 0.27% - - -
Spain 18% 12% 10% 7%
37 Unemployment rate!”* EU-27 8% - - -
EU-8 6% - - -
Spain 57% 65% 75% 82%
38 Employment rate o
of women?”2 EU-27 63% B B B
EU-8 70% = = =
Spain 40% 30% 21% 14%
39 Youth unemploy- o
ment rate!”? EU-27 18% B B B
EU-8 13% - - -
Spain 51% 56% 62% 68%
40 Employment rate o
(55-64 years)'7* EU-27 56% - — _
EU-8 62% = = =
Spain 26% 23% 18% 15%
41 Temporary rate'’ EU-27 15% - - -
EU-8 14% - - -
Spain 9% 7% 5% 3%
42 Involuntary part-time
ratel’6 EU-27 5% - = =
EU-8 5% = = =
Spain 37.7 37.0 36.0 35.0
43 Hours worked
per week”? EU-27 37.1 - - -
EU-8 35.4 - - -
Spain 14% 10% 5% 0%
44 Gender wage
gap!’® EU-27 15% - - -
EU-8 15% = = =
Spain 85%* 87% 90% 93%
45 People satisfied with o
their employment EU-27 83% B B B
i i 9
situation'’ EU-8 889%* _ _ _

To achieve these objectives, Spain must undertake far-reaching reforms and implement
significant initiatives on at least eight fronts:*€°
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Front 1: Correct the shortcomings of our productive system and promote the creation of
quality jobs

Many of the problems of our labour market stem from the deficiencies of our productive system:
lack of innovation, low implementation of technology in the business network, a deficit of human
capital, bureaucratic obstacles, and insufficient development of alternative sources of financing
to the banking system. Until these shortcomings are corrected, problems such as job insecurity
and unemployment cannot be solved. It is essential, therefore, to improve the skills and education
of the active population, increase R&D, promote the adoption of technologies, boost business
growth and modernise the functioning of the public sector, as set out in chapters 1, 2 and 3 of
this Strategy.

Front 2: Update and strengthen active labour market policies

Over the coming decades, technological change will cause many occupations to disappear, new
ones to emerge and the rest to be transformed. We must endeavour to ensure this transition is
as rapid and beneficial as possible for our working population. To this end, we must significantly
increase the capacity of our labour institutions to retrain, guide and assist jobseekers. In this
regard, it is proposed:

— To move towards the creation of an integrated system of lifelong learning that allows us
to keep our workforce up to date and to rapidly requalify those who will be irretrievably
displaced by automation in the coming decades [see chapter 3]. The philosophy must be
to protect the worker, not the job, and to understand that it is better to anticipate rather
than resist unstoppable trends of change. The evidence shows that those workers who
left the more routine jobs in the first wave of automation ended up with faster wage
growth than those who remained in them, regardless of the occupation they migrated
to (manual-low or cognitive-high).28?

— To create a state-wide digital platform that functions as a job marketplace connecting
all jobseekers with all job vacancies nationwide, both public and private. This platform
will rely on the use of Artificial Intelligence, profiling algorithms and big data to improve
the efficiency of job matching and increase competition and productivity in the economy.
It should be operated in a transparent and anonymous manner, both for workers and
companies, in order to avoid segregation and discrimination at work on the basis of
gender, age or race. In this respect, a good starting point could be the modernisation of
the Single Employment Portal.*82 In the medium to long term, it will also be necessary
for this jobs marketplace to be integrated into a similar one for the EU as a whole, thus
facilitating the creation of a truly integrated European labour market that allows the social
and economic advantages of the Union to be exploited to the full.

— To expand and improve guidance services for the unemployed to provide quality and
personalised guidance, with a special focus on the integration of women, young people
and the long-term unemployed.*® To this end, we propose the following:

+ Increase the ratio of guidance counsellor to unemployed person.
« Digitalise and automate administrative procedures related to unemployment, so that

the human and spatial resources of the State Public Employment Service (SEPE)
can be fully dedicated to vocational guidance. Priority should be given to returning
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to work from the first visit, introducing commitments on actions to be undertaken by
the jobseeker in the short term, and generalising coaching techniques [see chapter 3].

- Improve the training of counsellors, especially in the use of digital tools.

+ Putting new technologies at the service of guidance counsellors and the unemployed.
Create a system that, based on the digital jobs marketplace, makes it possible to
know the present training needs and anticipate the future needs of the productive
fabric [see chapter 3].

Increase the search range of the unemployed to broader economic activities,
occupations and geographical areas than those suggested by their most recent
jobs.184

— Achieve maximum coordination between the SEPE, regional employment services, trade
unions, employers' organisations and educational bodies to structure coherent and
integrated public-private responses at national level.

— Make social benefits fully portable (e.g. housing benefits) in order to facilitate the mobility
of jobseekers from one autonomous community to another. To this end, it will be necessary
to improve coordination between the different administrations (local, regional and state)
with responsibilities in this area. In parallel, this portability must also be fostered at
European level.18®

— Increase funding for active policies through the establishment of a guidance counsellor/
unemployed person ratio or other objective indicators to close the relative gap between
Spain and EU-8 countries [see chapter 3]. It will also be necessary to redirect hiring
subsidies towards groups with especial employability difficulties.

— Create an effective evaluation and monitoring system for active policies by standardising
all the information and including key criteria such as the success of labour market
insertion or the quality of the employment achieved. Data from this system should be
shared (properly anonymised) with the research and academic community, so that they
can also contribute to the monitoring and improvement of public policies.

Front 3: Modernise our regulatory framework to reduce unemployment and temporary
contracts and adapt it to the new social, economic and labour realities of the country
A number of measures are proposed in this regard:

— To make progress in simplifying the recruitment system, the establishment of three main
categories: a permanent one, a temporary one for temporary needs and substitutions,
and another of a training nature.

— Increase penalties and compensation for the use of fraudulent temporary contracts to
discourage the use of temporary work.

— Improve inspection resources to reduce unjustified temporary employment, job insecurity

and the black economy. This would require, among other measures, streamlining
and digitising all administrative processes in the labour and business sphere, and
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strengthening the Labour and Social Security Inspection System (ITSS), providing it with
adequate financial, human and technological resources (e.g. using Artificial Intelligence
to massively identify patterns such as the unjustified chaining of contracts of very short
duration).8¢

At the same time, the introduction of mechanisms to encourage permanent contracts
as opposed to temporary contracts at the end of the contract should be considered, in
order to help reduce the incentive to use the latter, always taking into account the effects
on job creation and workers' rights. It would also be desirable, within the framework of
social dialogue, to improve legal certainty for companies and workers in decisions to
adjust the workforce. These changes would help to avoid the massive destruction of
temporary employment during recessions and the excessive creation of precarious jobs
during periods of economic growth.

Reform the Basic Statute of Public Employment to reduce as much as possible the high
use of temporary contracts and their chaining in public institutions (especially in health
and education). Employment should be limited to permanent open-ended, open-ended
or temporary positions with a maximum duration of three years until the position is filled.

Incorporate a new employment adjustment mechanism which, based on the experience
of the ERTEs, introduces greater internal flexibility in companies in the face of temporary
or cyclical downturns in activity. This system should establish training programmes for
affected workers to facilitate their reintegration at the end of the crisis period.

Progressively adapt, through social dialogue, labour regulations in order to achieve greater
equality of labour rights and obligations for the working population. To this end, one could:

- Defing, in the framework of a new Workers' Statute, a Charter of social rights common
to all workers in areas such as health protection, prohibition of discrimination or data
protection.®”

+ Progressively adapt our labour regulation to converge, by 2050, with the regulatory
frameworks of the rest of the EU, which is essential if we want to implement common
policies such as a European unemployment benefit, reduce regulatory arbitration, and
achieve the articulation of a truly integrated EU labour market.

Gradually reduce the differences between regular activities and new forms of employment
in order to avoid regulatory and fiscal arbitration, and increase protection against potential
fraud and abuse of the working population. To this end, the differences between paid
employment and self-employment must be assessed with concrete and quantifiable
criteria (in terms of dedication, exclusivity, own means of production, and management
and control), taking into account the fact that circumstances are variable over time and
can be combined with each other. Particular attention should be paid to the regulation
of work on platforms.188

Further update the regulatory framework to extend the recognition and protection of
workers' digital rights (right to privacy, data ownership),*®® and take advantage of the
opportunities offered by remote working or hyper-connectivity to improve working
conditions and the work-life balance of men and women.
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— Adequately regulate markets for goods and services in order, on the one hand, to foster
competition and create an environment that facilitates the creation of firms and removes
barriers to their growth [see chapter 1], and, on the other hand, to prevent some firms
from having price and wage-setting power.

— Make changes to our regulatory and fiscal frameworks and push for the development
of international mechanisms and agreements to ensure social protection and tax
engagement for remote digital workers globally. The objective to be achieved is twofold:
firstly, that our companies can easily access talent in the international labour market;
and secondly, that our digital workers can access opportunities beyond our borders with
common rights and obligations.

Front 4: Modernise the social safety nets of our welfare state, adapting them to present
and future employment realities

Our entire welfare state is designed according to a single way of understanding, conceiving and
organising work and labour relations. As we have seen, this form is changing. It will therefore
be necessary to gradually adapt our welfare benefit system so that benefits are allocated
not only on the basis of people's employment history, but also on the basis of their needs, as
recommended by European directives®® [see chapter 8]. Thus, for example, retirement benefits
will have to adapt to a near future in which professional careers will be increasingly heterogeneous
and discontinuous; and unemployment benefits must adapt to an employment reality in which
full-time permanent work will no longer be an option for a large part of the Spanish population.

Front 5: Expand and update collective bargaining mechanisms
If collective bargaining is to continue to play an important role in the future, it must adapt to the
new social, economic and technological realities of the country. In this regard, it is proposed:

— To redesign the criteria for classifying professional groups and contracts so that they
better adapt to the reality of our productive activity. This process will need to be flexible
and dynamic, given the pace of change in technological developments.

— To update existing agreements, incorporating content related to technological innovation,
variable remuneration based on objectives, new forms of work organisation and the right
to lifelong learning for employees.

— To bring the regulatory framework closer to the changing needs of business, without
undermining workers' rights. One possible option would be to maintain the application
of firm collective agreements in those companies of a certain size with legal worker
representation and to bring sectoral collective agreements closer to smaller companies.
In this sense, a wage guarantee could be established at sectoral level to avoid excessive
wage adjustments (both in rate and duration) while, at the same time, allowing greater
flexibility in other relevant aspects such as work organisation, the distribution of hours
or the adaptation of the job to the skills of the workers.

— To strengthen business and trade union representation and representativeness, adapting
it to the reality of the business and social makeup of Spain, through a greater presence
of small companies both in the negotiation of sectoral collective agreements and in
trade union elections.
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— To extend collective bargaining to the self-employed without dependent employees
and other types of workers in the digital economy, while respecting the rules of free
competition.t??

— To adapt the mechanisms for renewing collective agreements in order to avoid prolonged
blockages and failure to update collective agreements over long periods of time, especially
in changing circumstances such as those caused by economic crises.

— To encourage the role of workers in decision-making in their companies and in the sharing
of productivity gains resulting from the technification of production systems. To this end,
it is recommended to facilitate the participation and investment of the workforce in the
robotisation and digitalisation of their companies, following the philosophy of cooperative
enterprises linked to the social economy [see chapter 8].

Front 6: Encourage labour participation, especially among young people, women after
having children and those over 55 years of age

— In order to bring the Spanish youth employment rate closer to the EU-8 average, and in
addition to the measures included in the Department of Labour and Social Economy's
Youth Employment Shock Plan 2019-2021%?, it is proposed:

To promote compliance with the European Youth Guarantee, whose implementation
in Spain has so far been very poor. The aim is to ensure that, once they have spent a
maximum period of time unemployed or not in education, young people are contacted
by the corresponding public employment service and receive a personalised activation
plan.

To promote dual vocational training as one of the most efficient ways of increasing
the labour market integration of young people [see chapter 3].

To strengthen career guidance systems in universities and vocational training centres,
increasing the number of guidance counsellors per student and improving their
technical training with constant refresher courses.

To promote the development of experimental pilot policies within public administration,
following the example of Denmark’s Building Bridge to Education.®3

Promote and incentivise entrepreneurship and self-employment among young
people, with a special focus on the most depopulated areas.

Create a national second-chance education programme to facilitate the re-
employment of young people aged 15-29 who are in neither employment nor training.
It should provide personalised training, which reinforces basic and work-related skills
and promotes practical experience in the company.

Encourage better and greater collaboration with specialised third sector entities to
reach the most vulnerable sectors.
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— Continue working to reduce the gender gap, both in education (greater presence of women
in science, technology and engineering) and in employment (greater presence of women
in certain sectors and equal working conditions), in the knowledge that an increase in the
female labour rate will contribute significantly to increasing the productivity and long-
term growth of the economy.*** To this end, it would be advisable to combat gender
stereotypes from an early age, focusing on both the family environment and primary
education. To avoid the drop in labour participation that affects many women after
motherhood, it is proposed, among other measures, to increase the public network of
childcare centres and to strengthen work-life balance policies, so that the burden of
parenting is reduced and shared equally between men and women.

— To increase the participation rates of the over-55s, it is suggested to match future jobs
to the skills and interests of older workers and to create more flexible tax and wage
mechanisms that facilitate and encourage their continued employment [see chapter 5].

Front 7: Incentivise labour migration and talent recovery

Our country must avoid the drain of domestic talent and encourage the arrival of foreign
talent to improve the quantity and quality of human capital [see chapter 1]. Spain should
facilitate the reception and integration (economic and social) of the foreign population to
cushion the potential reduction of the working-age population and underpin the sustainability
of the welfare state. By 2050, our country will need at least 191,000 net migrants per year if it is
to meet the conservative projections set out in this Strategy. To achieve this, Spain must:

— Promote recruitment at origin, in order to meet the potential needs of our productive
fabric in a more rapid and surgical manner.t> Doing so will require, among other things,
establishing more bilateral agreements with those countries from which we receive the
largest migration quotas, and updating and expanding existing ones.

— Optimise the procedures for hiring and Social Security registration for workers of foreign
origin and, while at the same time improving the administrative regularisation procedures
through channels other than employment and reducing technical difficulties, costs and
waiting times. The ultimate goal is for the immigrant population to integrate successfully
into the labour market and society, and to have full access to social protection mechanisms
and public services.

— Improve labour inspection and control instruments to avoid situations of abuse and the
black economy, as suggested by the Pact of Toledo.¢

— Develop mechanisms to improve the professional skills and lifelong learning of immigrants,
as well as their knowledge of the official languages of the State.r””

— Promote, at European level, the adoption of a common migration, asylum and refugee

policy that favours the socio-occupational integration, activation, recognition of
qualifications and development of migrants' skills.2®
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Front 8: Promote healthier and more satisfying work

As we have already seen, work in Spain stands out as less satisfying, less enriching, more
frustrating and more stressful than in most of the countries around us. To correct this problem,
it is proposed to:

— Amend workplace health and safety legislation to update the catalogue of occupational
diseases, renew the procedure for notification of workplace accidents, and incorporate
the treatment and prevention of stress, anxiety and other physical and mental health
conditions among workers [see chapter 9].

— Continue to adapt legislation to achieve more flexible working hours and shorter working
hours to converge on the EU-8 number of hours worked per week, taking advantage of
the opportunities of digitalisation and productivity improvements.*®

— Create public and private programmes to improve the training of managers in companies
(among the worst trained in Europe)?®° and public institutions to introduce a management
style that is less authoritarian, more participative and more committed to the professional
concerns and well-being of employees.

By adopting these and other measures, our country could address the shortcomings of our

labour market; adapt it to the new social, economic and technological realities and, as a result,
close the gap in labour market insertion with the EU-8.
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REDUGE POVERTY
AND INEQUALITY
AND REACTIVATE
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EXECUTIVE SUMMARY

— Spain has made substantial progress in living conditions, with benefits for almost all of its
population, thanks to the improvement of public services and the expansion of social welfare
provisions, both contributory and non-contributory.

— Nevertheless, Spain still has many shortcomings and imbalances that make it the country with
the third highest income inequality in the EU and the fourth highest population at risk of poverty.

— In terms of wealth, the situation is somewhat more favourable, with a level of inequality in
Spain similar to the EU average. However, for some years now, there has been a worrying
trend towards the concentration of wealth, with sharp intergenerational differences. So far
this century, the wealth gap between 65 year olds and 35 year olds has doubled, and now
resembles that of the US.

— The main causes behind this situation are the shortcomings of our labour market and the
insufficient revenue-raising and redistributive capacity of our tax system and welfare state.
In Spain, the poorest people pay more taxes (in relative terms) than the middle class, and
social transfers are less focused on vulnerable groups than in other neighbouring countries.

— Moreover, since the beginning of the century, our social elevator has been running poorly.
In Spain, being born into a low-income family conditions educational and professional
development opportunities to a greater extent than in other European countries.

— Demographic ageing and technological transformation could exacerbate these negative trends
over the coming decades. If we are to avoid this, Spain needs to change its growth pattern,
strengthen public education, address labour market deficiencies, and tackle the housing
problem, with a special focus on young people and the most vulnerable groups. It will also be
necessary to undertake a gradual but far-reaching tax reform that will make the system more
progressive, raise tax collection to the average of the most advanced EU countries, and reduce
tax fraud and the black economy.

— This is the only way we can strengthen the welfare state and increase public spending
on social protection (especially non-contributory benefits). The ultimate goal is to reduce
income inequality to the level of the most advanced countries in Europe and to halve the
poverty rate by 2050.
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THE PAST: WHAT WE'VE ACHIEVED

Spain is one of the most unequal countries in Europe. The particularities of our growth pattern,
the deficiencies of our labour market, the insufficient revenue-raising and redistributive capacity
of our welfare state, and the dynamics of our real estate market have created a vicious circle in
which some types of economic inequalities, far from being corrected, have been exacerbated over
the last decade. This has led to a severe social fracture that is preventing us from realising our full
potential as a country and is conditioning the lives of millions of people.

This does not mean, however, that Spain has not made great progress in living conditions [see
chapters 1 and 9] or that important progress has not also been made in the distributive sphere.
This progress began as early as the 1980s, when root and branch reforms were implemented
to make the tax system more progressive,! increase public spending on social transfers
(unemployment and pensions),? and universalise access to key services for equal opportunities,
such as education and health.® This resulted in a significant reduction in economic inequality (due
to both the improvement in low incomes and lower accumulation of higher incomes)* and a sharp
fall in poverty, which fell by more than 10 percentage points between 1980 and 1990° [Fig. 1].

In the 1990s, the expansion of the welfare state continued, albeit more moderately, in the
1990s. During this period, mechanisms created in previous years were consolidated and new, no
less important, mechanisms were introduced, such as non-contributory pensions and regional
minimum income schemes, which made it possible to regulate and expand social assistance
spending that until then had been limited almost exclusively to one-off, poorly regulated benefits.®
Fig. 1. Inequality of disposable income as expressed by the Gini coefficient in Spain
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Joining the euro and the adoption of the Lisbon Strategy at the beginning of the 21st century gave
the social agenda new impetus in Spain. Resources for the fight against social exclusion were
increased and coordination between different levels of government was improved, following the
National Action Plans for Social Inclusion.®

Unfortunately, the Great Recession of 2008 halted this progress and led to a rapid and significant
increase in inequality and poverty in Spain.’ In the crisis years, the rise in unemployment
and part-time employment and the fall in labour income?!® led to a sharp increase in income
inequality** [Fig. 2], and wiped out much of the progress made in previous decades [Fig. 1].2
In that period, one in six middle-income households fell into the lowest income group, and
one million people crossed the poverty line.** Our redistributive system managed to mitigate the
most negative impacts of the crisis by half between 2012 and 2015.* Even so, public intervention
was insufficient, and inequality and poverty increased in Spain more than in the rest of Europe
during those years.®®

When the economy started to grow again, from 2014 onwards, income inequality started to fall
again, but at a moderate pace. Spain was unable to recover the peak levels of equality reached
at the end of the 20th century. Persistently high levels of unemployment and underemployment
(unwanted temporary contracts and part-time work), low wages for younger people who had
entered the labour market during the crisis, and a falling wage share in national income until
2018, prevented a more equitable distribution of economic growth [Fig. 2]. By 2019, half the
population still reported difficulties making ends meet, and one in three people were unable to
meet unforeseen expenses.t’

Fig. 2. Average annual growth rate of disposable income by income decile in Spain
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Despite these difficulties, some important redistributive advances have also been made in recent
years. One of them is the approval of the Minimum Living Income in 2020, a welfare income
guarantee that represents a significant step forward in non-contributory benefits and which, when
fully developed, will bring us a little closer to the least unequal countries in Europe.*®

Today, our welfare state has reduced inequality by over 37% as a result of the tax and
benefits system; this is less than in other EU countries, but over 11 percentage points higher
than it was in 1980 [Fig. 3]. It also has also reduced poverty by more than 37%, while in 1980
that figure was 30% [Fig. 4].

Fig. 3. Reducing inequality in Spain as a result of the Fig. 4. Poverty reduction in Spain as a result
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As we will see below, there is still a long way to go. But it is important to keep in mind the many
achievements to date, which show that, we put our mind to it, Spain can make great strides
towards equality and equity.
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THE PRESENT: UNRESOLVED ISSUES

Despite significant progress on social issues in recent decades, today Spain remains what it was
at the end of the last century: one of the countries in Europe with the highest levels of income
inequality. This is evident in virtually all available indicators that measure the differences in
income that citizens derive from their labour and capital. The Giniindex is one of them.?? According
to the latest data, Spain is the country with the third highest disposable income inequality in
the EU-27 [Fig. 5].

Fig. 5. Inequality of disposable income expressed in the Gini coefficient, 2019
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High inequality in turn translates into a high incidence of poverty.? In 2019, 21% of Spain’s
inhabitants lived on less than 740 euros per month [Fig. 6] and more than 5% suffered severe
material deprivation, not being able to afford a personal computer or to keep their home at an
adequate temperature [see chapter 6].2°

Fig. 6. Percentage of population at risk of poverty, 2019
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These levels of poverty risk, disproportionately high for an advanced economy such as ours, are
also highly chronic?” and especially impact the younger population.?® Over the last two decades,
but especially since the Great Recession, the population at risk of poverty among over-65s and
over has fallen considerably, but has grown among those under 25 [Fig. 7] as a result of youth
unemployment, low entry wages, and rising housing prices.?’

This process has also affected households with dependent children, resulting in a significant
increase in children's vulnerability. Currently, an estimated 27% of children and adolescents
under the age of 18 in Spain live at risk of poverty and social exclusion, and 12% suffer from
severe poverty; a proportion that is almost double the EU average®° This is one of the most
serious structural problems in Spain, and a serious threat to the future, since child poverty has
a high cost for society and is one of the main determinants of poverty in adulthood,3* generating
a vicious circle due to its interdependence with other multiple aspects of social inequality.3?
Child poverty is also a burden for the reduction of school drop-out rates and the improvement
of educational results,?® and affects equal opportunities among the young.3* All this is reflected,
of course, in the access to quality jobs,3 thus affecting the welfare of a significant number of
citizens.3¢

Another worrying trend is that poverty is no longer only associated with unemployment, but has
spread to those still working. In fact, it already affects 13% of those in full-time employment in
Spain, the second highest rate of “working poor” in the EU.3” Even having a job is no guarantee
of protection against poverty and social vulnerability.

Fig. 7. Percentage of population at risk of poverty by age group in Spain
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In addition to income inequalities, there are also significant differences in wealth among
citizens. If we understand wealth as the sum of the value of assets owned (homes and other
buildings, and financial investments, mainly) minus debts, the latest available data reveal that, in
2017, the richest 10% of the Spanish population accumulated more wealth than the remaining
90%, hoarding assets worth 1.3 million euros. In contrast, the poorest 25% had debt worth an
average of 200 euros more than their assets.?”

Although this is a big difference, Spain has a moderate level of wealth inequality in the European
context, similar to the EU-27 average and lower than the likes of Germany, the Netherlands and

Austria [Fig. 8].

Fig. 8. Wealth inequality, 2017
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This is not to say, however, that this issue is of minor importance. Although wealth inequality
remained relatively moderate between 1980 and 2007, mainly due, as we shall see below, to
the high percentage of households in Spain with home ownership and rising house prices,** we
observe a change in the trend towards greater concentration of wealth from 2007 onwards,
which threatens to continue into the future [Fig. 9.
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Fig. 9. Distribution of wealth by income level in Spain
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There has also been a marked increase in intergenerational wealth inequality. Between 1999
and 2015, the average wealth of 65 year-olds in Spain more than doubled compared to the
average wealth of 35 year-olds. Today, people aged 65 have five times more wealth than people
aged 35. This generation gap is common in advanced economies (people accumulate assets over
the years), but in Spain it has accelerated to the point where it has reached the level of extremely
unequal countries such as, for example, the United States. [Fig. 10].

Fig. 10. Average wealth ratio of people aged 65 and 35 in Spain
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The effects of inequality

The impacts that inequality has on a country are not easy to gauge given the enormous complexity
of the causal processes involved and their great variability depending on the context in which they
occur.** A certain wage differential between workers with different productivity levels can provide
an incentive to improve human capital and thus economic growth in the long run.*® However,
an excessive level of inequality has very severe negative effects, not only on individuals at
the bottom of the income distribution (the poorest), but also on society as a whole. Indeed,
there is ample empirical evidence to suggest that inequality can harm economic growth*¢ by
increasing financial instability,%” discouraging innovation,*® and impeding the upgrading of labour
force skills, which in turn hinders productivity gains.*” Numerous studies have also shown that
greater inequality is associated with greater instability and lower political participation,®® higher
crime®® and violence,*? more corruption,® less trust in institutions,> lower well-being® and less
social cohesion.%®

Excessive inequality also tends to erode two of the main pillars of any liberal democracy:
intergenerational social mobility and equality of opportunity. Absolute social mobility is often
referred to as the "social elevator", and its study allows us to establish whether the next generation
reaches a better, equal or worse socio-economic position than that of their parents. Equality of
opportunity refers to the possibility for everyone to attain a certain level of education, occupation
and income regardless of the socio-economic position of their parents.

In the past, Spain managed to install a powerful social elevator that allowed many people to
progress and achieve a better social position than their parents had.’” From the mid-1990s
onwards, however, this social elevator became rusty and has run increasingly poorly, in particular
formen®8 [Fig. 11]. Today, Spain suffers from low and poorly distributed intergenerational social
mobility,>* which mainly affects the less wealthy autonomous communities and young people
from poorer households.®°

Fig. 11. The social elevator in Spain
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In addition to low intergenerational mobility, there is another major problem: the lack of
equal opportunities.®? Data show that equality of opportunity in the fields of education and
employment in Spain is one of the lowest in the EU® [Fig. 12]. Of particular concern is the
persistence of intergenerational transmission of educational disadvantage: 45 per cent of those
born into households with basic education remain at the same level, and only 32 per cent of
children from families with basic education go on to higher education.®*

Fig. 12. Educational and occupational social mobility
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Source: Author’s own based on data from the OECD.**

This inequality of opportunity most affects people in the poorest quintiles. Being born into
a low-income family in Spain is associated with poorer income®® and career outcomes,” and
significantly reduces the likelihood of good health.®® So much so that in cities such as Madrid and
Barcelona, average life expectancy in wealthier neighbourhoods is between 7 and 11 years
higher than in the poorest neighbourhoods.’

These gaps in opportunities and outcomes mean that the problems associated with poverty and
inequality impact generation after generation from the same households, becoming entrenched
and magnified over time, which in turn is an obstacle to improving human capital, productivity and
the well-being of the country as a whole. If Spain wants to converge with the EU-8 by 2050, it
will have to correct this situation and guarantee equal opportunities for all. Doing so will not
be easy, but it is perfectly possible. Spain has already made significant progress on this front in
the past and can do so again. Many of the necessary instruments and conditions already exist.
The key, as we will see below, is to address the causes of the problem in a comprehensive and
sustained manner.
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Pathways to improvement: ways to reduce inequality in Spain

The high levels of inequality in Spain are caused by a multitude of factors, many of which respond
to global trends that have affected most advanced economies in the West.”® One of the most
important of these has been the internationalisation of production processes and the emergence
of transnational value chains, which have given rise to a new economic order in which Europe's
middle and working classes have benefited less.”*

Anotherimportant factor has been technological change. Over the last two decades, digitalisation
has been transforming the structure of the European labour market and the type of income it
produces. Demand for medium-skilled labour has fallen, while demand for low and high-
skilled labour has increased,’ contributing to wage polarisation” [see chapter 7]. In the case
of Spain, the effects of these global trends have been compounded by a series of idiosyncratic
factors that have aggravated the problem of poverty and inequality. These factors are serious
problems for Spain, but also clear avenues for improvement that, if well exploited, could
help us build a fairer and more equitable society over the coming decades. Here we
highlight four.

I. Modernising our productive apparatus and our labour market

As we have already seen, the Spanish economy is characterised by a low level and growth
of productivity and a sectoral composition heavily skewed towards labour-intensive activities
[see chapter 1]. These characteristics, together with the peculiarities of our regulatory
framework, mean that employment in Spain is very sensitive to fluctuations in economic
activity, making for a very precarious labour market, with low wages, very high levels of
unwanted temporary and part-time work, and an abnormally high structural unemployment
rate for a developed economy [see chapter 7]. When a crisis arises, many Spanish households
suffer very pronounced losses of income, and a significant number of them (especially those
belonging to the lower-middle class) fall into poverty or even social exclusion.”* On the
contrary, in phases of economic expansion, income differences are reduced at a rate below
increasing income, which leads to a perverse dynamic that pushes Spain towards greater
inequality. Correcting this dynamic will allow us to mitigate or even prevent an important part
of inequality, as it involves implementing measures that can directly influence the "primary"
distribution of income (pre-distribution) and make ex-post redistribution measures less
necessary.”

I1. Harnessing the full revenue-raising and redistributive potential of our tax system

Our tax system collects less and redistributes income and wealth poorly compared to
other European countries [Fig. 13]. This problem improved greatly during the 1990s and early
2000s, but worsened again from 2008 onwards, when the share of after-tax income held by
the richest 10% rose again, while that of the poorest 50% fell [Fig. 14]. This indicates that
taxes and social transfers (discussed in the next section) did not exert sufficient corrective action
either during the Great Recession of 2008 or during the subsequent recovery.
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Fig. 13. Redistributive effect of direct taxes, 2018
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The low revenue-raising capacity of our tax system is mainly due to a combination of two factors.
Firstly, the characteristics of the productive apparatus and the high weight of the black economy
in Spain [see chapter 1]. Secondly, the design of the system itself, whose shortcomings have
prevented it from increasing the size of its revenues and its progressivity. In 2019, Spain’s
tax revenue was 35% of GDP compared to an average of 41% for the EU-27 and 43% for the
EU-8 [Fig. 15].
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The Spanish tax system is progressive in that the average effective rate increases with the gross
income of taxpayers, and the taxes and social contributions paid by taxpayers as a whole manage
to reduce income inequality (as measured by the Gini index) by around 3.5%.7° This progressivity,
however, is very imperfect, especially at the lower end of the income distribution. So much so that,
in Spain, the poor pay more taxes (relative to theirincome) than the middle class, an effect that
also occurs in other countries such as the UK and Ireland, and which is mainly due to the effect
of social contributions and indirect taxes [Fig. 16].

Fig. 16. Taxes paid as a share of gross income by income quintile in Spain, 2017
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Below, we look at some features of our main taxes, which contribute to limiting revenue collection
and the overall progressivity of the tax system.

Personal Income Tax (IRPF),5* which has marginal rates similar to those of other countries and is
the figure with the highest collection capacity, is the main source of progressivity in our system.
Despite this, its redistributive effect falls below the EU average,®? and its collection volume®
is affected by the existence of certain tax benefits (despite their reduction in recent years®), the
systems for quantifying income from economic activities®, and the capital gains tax.

As far as Value Added Tax (IVA), the second most important tax revenue figure in Spain, is
concerned, its revenue is reduced by the differentiation of rates that currently exists (general
rate versus reduced and super-reduced rates).®” Moreover, like other consumption taxes, it is
considered a regressive tax, as it taxes consumption ignoring household income levels.&8

Thirdly, in terms of revenue collection, Corporate Income Tax®’ revenue has fallen substantially
since the 2008 crisis, and is now half of what it was in 2006.7° The lowering of its tax rate from
35% to 25% in recent years, to bring it into line with the EU average, may have contributed to this
decline,”* but it has not been the only factor. The characteristics of our productive network (with
a predominance of SMEs, which suffer sharp falls in profits in times of crisis) [see chapter 1 | and
the relocation of companies and tax bases are also key.*?
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Finally, it is worth mentioning that the Wealth Tax and the Inheritance and Gift Tax, which,
although of a lower collection amount, are relevant for the progressivity of the tax system. The
lack of coordination between the different Autonomous Communities, as well as the tax benefits
introduced by them, however, significantly limit their scope.”®

Overall, the elements described above mean that, although the Spanish tax system today
has a ratio between direct and indirect taxes similar to the EU average,®* its revenue-raising
and redistributive capacity is considerably lower than that of its European neighbours. This
situationis a problem, but its detection is an opportunity to mitigate the problem of inequality in
Spain. Bringing the tax collection capacity of our tax system into line with the EU-27 average would
enable us to implement social policies that would significantly reduce inequality and poverty.

III. Strengthening our social transfers system

A third way to reduce the levels of inequality and poverty in Spain is to strengthen the capacities
and efficiency of our social transfer system. In Spain, redistribution through taxation represents
a low percentage of the total redistributive effect. The rest is achieved through the provision of
public services such as education and health, and, above all, through the payment of cash benefits
such as contributory and non-contributory pensions, unemployment benefits, study grants,
minimum incomes, and other benefits.”® These payments play a key role in alleviating poverty
and inequality,’® as they benefit lower-income population groups the most.”” However, the data
suggest that the effect is smaller in Spain than in most European countries [Figs. 17 and 18].

Fig. 17. Reduction in inequality (Gini) explained by social transfers, 2019
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Fig. 18. Poverty reduction explained by social transfers (excluding pensions), 2019
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Why? There are two main reasons for this. On the one hand, the lack of funding, which in turn
is conditioned by lower tax revenues. In 2019, Spain spent 17% of its GDP on social protection
expenditure, compared to 19% for the EU-27 and 20% for the EU-8 [Fig. 19].

Fig. 19. Public expenditure on social protection, 2019
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On the other hand, the very design of the social protection system, which gives less relative
weight to those transfers that most directly benefit the poorest groups (e.g. housing, child or social
inclusion benefits) and to non-contributory benefits (only 20% of the total), which is particularly
problematic given the high levels of underemployment and unemployment in Spain.t®* The result
is a system in which the richest quintile receives more public transfers (30%) than the poorest
quintile (12%). In the OECD, only Portugal, Italy and Greece have more regressive systems in
this respect®°? [Fig. 20].
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Fig. 20. Share of public transfers by income group, 2016
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IV. Improving property market dynamics

A fourth way to reduce inequality and poverty in Spain is to improve housing market dynamics. The
different ways in which people access housing in Spain have a direct and very notable influence
on inequality in terms of income, wealth and well-being. The first major fracture in this respect
is between those who own the home in which they reside and those who do not. In Spain, 76%
of inhabitants live in an owner-occupied home; 7 points higher than the EU-27 average. Of these,
38% have outstanding payments. In contrast, more than 20% live in rented accommodation, often
having to spend a very high proportion of their income on monthly rent,*** which makes it much
more difficult for them to save and accumulate wealth and thus to prepare for retirement or
to cope with eventual hardship, such as job losses or recession [see chapter 6].19°

Among the poorest households, the percentage of those renting is substantially higher than
average. In Spain, 43% of the population below the poverty line live in rented accommodation
and only 15% have subsidised or low-cost rent.*% This reality, together with the high prices paid
in some large cities, means that rent has become the main cause of evictions (67% in 2019)%7
and that the risk of social exclusion in Spain is three times higher in households living in rented
accommodation than in owner-occupied homes. 1%

Among those living in owner-occupied homes, there are also notable differences, with the key
distinction being between those who have inherited their home and those who have purchased
it. The former can devote the bulk of their income to expenses such as education and health, to
savings, or to building up their wealth. In contrast, most home buyers must dedicate a significant
part of their income to the monthly mortgage payment and have savings to pay for the deposit.
This mortgage pressure is particularly high among households in the lowest quintiles'®® and
often results in situations of stress, vulnerability and severe deprivation that affect not only the
economic situation of households, but also their professional performance and health status
[see chapter 6]. These dynamics mean that income and wealth differences are greater,
especially among the young and older population.t® In fact, it is estimated that inheritance
accounts for
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almost 70% of wealth inequality in Spain, a higher percentage than in other European countries
and similar to the US.1**

Housing also directly impacts wealth inequality through changes in property prices. Although
housing is the main economic asset of the Spanish population,**? there are notable differences in
the wealth composition of households [Fig. 21]. Poorer households channel their minimal savings
into maintaining a cushion of money, either in cash or on deposit in a bank. The middle class,
having a greater volume of wealth, opt for the purchase of their main residence, albeit generally
by taking out a mortgage. In contrast, the wealthiest groups (the richest 10% and, even more so,
the 1%) diversify their asset portfolios in such a way that, although they tend to own the home in
which they reside, they also invest in other rental properties and financial assets such as company
shares or investment funds. Compared to other countries, in Spain, the use of housing as a second
residence and investment asset by higher income households is particularly high.

Fig. 21. Composition of household wealth in Spain, 2015
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Source: Drafted by the authors based on data from Artola Blanco et al.***

These differences in the composition of wealth mean that house price fluctuations have a very
different and direct impact on the wealth accumulated by households. Thus, between 1980
and 2007, the increase in the relative price of property assets (those that have a greater weight
in the portfolio of the poorest 90% of the population) meant that the wealth concentrated in the
hands of the richest 10% of the population fell, making Spain a slightly less unequal society. The
end of the housing boom in 2007, however, reversed this trend; the fall in house prices and the
greater ability of the richest 10% to adjust and diversify their savings saw wealth inequality rise
again in Spain and in the rest of Europe, a trend that, as we shall see, continues today.
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THE FUTURE: A MORE UNEQUAL SOCIETY?

The short term: inequality in times of the coronavirus

The coronavirus pandemic has had a very asymmetric impact on Spanish households that will
almost certainly lead to an increase in income inequality in Spain in the short term.*** The
lockdown in spring 2020 has already set the wheels of this process in motion, affecting citizens
very unevenly. While some households kept their incomes intact and some even increased their
savings, others suffered a severe reduction and were forced to dip into their savings or borrow to
pay the bills.**® This situation was especially common among households in the lowest income
quintiles, whose members work mostly in those sectors most affected by the closure of non-
essential activities (e.g. non-food retail, and hotels and restaurants) [Fig. 22].21

Fig. 22. Workers in sectors affected by the closure of non-essential activities by income decile in Spain
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Source: Drafted by the authors based on data from the MCVL-CDF.**"

The lockdown was particularly tough for younger generations (20-30 years), those of immigrant
origin (especially those from countries with lower per capitaincome),**® and women,**° who, due
to their over-representation in the sectors most affected by the closure of activity, were affected
more severely by 5 points than men in all age groups [Fig. 23].
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Fig. 23. Working population affected by closures by sex and age in Spain
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The response of the benefit system, with the addition of new emergency assistance, served
to mitigate the asymmetric impact of the pandemic, reducing the proportion of people with no
income by more than 20 percentage points and the proportion of people on low incomes by more
than 10 percentage points, thus limiting the increase in inequality to almost 13% at the worst
point of the first wave of the pandemic*?* [Fig. 24]. Even so, some studies estimate that lockdown
caused a 10% drop in the lowest incomes in Spain?? and an increase in income inequality of 1.7
Gini points 12 (or up to 30% more).*?* This represents a slightly larger increase than during the
first year of the Great Recession in 2008.22° During the summer, inequality remained stable, but
increased again in autumn, coinciding with the second wave.

One of the groups most affected by the coronavirus has been schoolchildren. It is estimated
that after the closure of the schools, some 3 million pupils (more than 30% of the total) were left
without access to any learning activities.*?¢ Most came from disadvantaged households, which
have fewer digital means and fewer socio-cultural resources, both of which are necessary to
maintain the normal pace of learning from home.*?” It is likely that subsequent years will not
fully redress the learning inequalities generated during lockdown, which could lead to a general
deterioration in learning achievement and a possible increase in dropout and failure among
secondary school students from vulnerable families [see chapter 2].
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Fig. 24. Monthly evolution of the Gini index in Spain, 2020
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What happens next? The major pandemics of the last two decades (SARS, HIN1, MERS, Ebola
and Zika) were followed by a spike in income inequality of 1.5 Gini coefficient points in most of
the affected countries, mainly as a consequence of job losses and reduced income from other
sources (e.g. reduced remittances).?° The coronavirus pandemic will most likely have a similar
effect in Europe. This would have a particularly pernicious effect in Spain due to the magnitude
of the economic crisis and the greater relative weight in our production of some of the economic
sectors most affected by the virus (e.g. tourism services).’*° Some experts estimate that 2021
could end with up to 700,000 more people below the poverty line.*3* It is therefore reasonable
to assume that the Spain of 2023 will be more unequal than that of 2020.

The medium and long term: what might happen if major changes are not made

Although there is much uncertainty about the intensity and duration of the current crisis, Spain is
expected to reach pre-pandemic levels of growth and employment by 2023, in part thanks to the
boost from European recovery funds [see chapter 1]. In any case, the fact that the economy is
recovering does not mean that the gaps caused or widened by the coronavirus will close, just
as the inequality generated during the Great Recession of 2008 was not fully corrected during
the growth phase of 2013 - 2019. In fact, all indications are that, without far-reaching reforms
and more ambitious redistributive policies, inequality in Spain could stagnate at current levels
or even increase between now and 2050.%32

In the absence of major productivity gains and a significant increase in employment rates, the
Spanish economy could experience very low growth over the coming decades, resulting in lower
wages, lower public revenues and a reduction in the equalising effect of social transfers and
public services [see chapter 1], in other words, more inequality. If the projected productivity gains
are achieved, but are not accompanied by the improvements in education and social mobility
described above, inequality could also increase, as a result of the rising incomes of professionals
in the most competitive and leading sectors.
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The evolution of our tax system, of our public services, and of labour regulation will also determine
economic inequality over the long term. If we do not manage to increase the revenue-raising
capacity of the State, make the tax system more progressive, protect social benefits and strengthen
instruments such as collective bargaining over the coming years, it will be very difficult to achieve a
fair distribution of the benefits derived from the aforementioned productivity gains and to prevent
inequality from continuing to grow.

This process could be further exacerbated by the effects of megatrends such as demographic
ageing, technological transformation or ecological transition. Over the next three decades, Spain
will experience a significant increase in the proportion of its population that is elderly and in 2050,
1in 3 Spaniards will be over 65. This trend suggests an increase in the share of retirement benefits
in household income, which is expected to reduce income inequality after taxes and transfers.
However, if we fail to achieve better growth and reverse the decline in the share of wage income
in GDP, the financing of the public pension system as we conceive it today could be
jeopardised, affecting future pension payments [see chapter 5].

Moreover, if the criteria for allocating retirement benefits remain unchanged, the increase in non-
standard workers (e.g. freelancers) and the development of increasingly fragmented
careers expected over the coming decades [see chapter 7] are likely to lead to a greater
proportion of people reaching retirement age without having contributed to their pension
for a sufficient number of years and without accumulating sufficient personal savings
capacity, leading to a greater dispersion of income among older people.’33 Also, in the future,
many people will continue to work beyond the current statutory retirement age, which will allow
them to earn higher incomes for more years. Others, on the other hand, will not be able to do so,
either because of their health conditions or because of the type of work they do. This
divergence, if not well managed, could be an additional source of inequality among older
people.

Problems of access to housing could also lead to an increase in inequality. The
current difficulties in accessing home ownership will mean that, by 2050, more and more
people will reach retirement having to pay rent or part of their mortgage [see chapter 6]. This will
substantially reduce their savings cushion and deprive them of an asset that, in case of need,
can be sold or monetised to cover, among other things, care services.

The other major megatrend that will influence inequality in Spain is technological
change. So far this century, the digital transformation has altered much of the occupational
structure in Western countries, increasing wage inequality and favouring capital income over
labour income,** through an increase in the capital intensity of production and rising
employment and wages for skilled workers [Fig. 25]. It is unclear whether this trend will
continue in the future. What is clear is that, if it does, the spread of technologies such as
Artificial Intelligence and advanced robotics could lead to an increase in inequality in the
short-term.*
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Fig. 25. Adjusted labour income share of national income
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Climate change and ecological transition will also be key to how inequality evolves over the
long term. Firstly, because the most disadvantaged and vulnerable populations are often the
hardest hit by the adverse effects of climate change. These adverse effects include issues such as
food insecurity, loss of income and livelihoods, health impacts, and population displacement.*3”
Secondly, because climate policies will lead to a redistribution of wealth between and within
countries. An example of this is how the distributional consequences of fuel price interventions
have opposite effects on oil-exporting and oil-importing countries and, within each country, affect
some sectors (such as transport) more than others.*3®

In short, without far-reaching reforms to lay the foundations for a prosperous, sustainable
and socially inclusive economy, capable of seizing the many opportunities offered by the
megatrends described above, our growth will be very moderate and the future will replicate (or
accentuate) the income and savings divergences®*° observed in the past. This will also result in
anincrease in wealth inequality, even if residential property prices grow more moderately and
in line with inflation at a national level.?*° This increase in inequality will be greater if household
saving patterns are like those observed between 1995 and 2015, when the richest 10% of the
population accounted for more than 70% of total savings, while it will be more gradual if the
reference period is extended to 1984 (the share of savings hoarded by the richest 10% falls to
around 60%) [Fig. 26].
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In addition to this prognosis, there is also the potential effect of the growth of cities in the face
of the depopulation of some rural areas expected over the coming decades [see chapter 6]. In
large cities (e.g. Madrid and Barcelona), this could lead to an increase in the total weight of non-
productive revenue from fixed factors such as land, commercial premises and housing (e.g. rents),
and an increase in their value, which in turn would generate greater income inequality, greater
inequality in the intergenerational transmission of wealth, and greater difficulty in accessing credit.

Fig. 26. Possible evolution of wealth in the hands of the richest 10% in Spain according to past savings pat-
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Another future is possible

Naturally, none of these processes is unalterable or inevitable. Ultimately, the evolution of
inequality over the coming decades will depend on us; on our ability to make the changes
described in the other chapters of this Strategy and to seize the opportunities offered by
future megatrends.142

If we can lay the foundations for economic growth driven by productivity gains and the generation
of stable, quality employment, we will be able to improve the purchasing power of the population
as awhole, greatly reduce the effects of economic crises on inequality and poverty, and generate
sufficient public revenue to raise social spending and improve the redistributive potential of our
welfare state [see chapters 1 and 7]. To do so, we must modernise our productive network,
through innovation and technological diffusion in our companies, but, above all, through a
notable improvement in the training and skills of our entire population, from childhood to old
age. Education and the retraining of our workforce must be the main levers to reactivate the
social elevator and provide more and better economic and employment opportunities for our
population as a whole [see chapters 2 and 3].
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It will also be necessary to adjust and modernise labour regulation so that productivity gains
are shared fairly. If recent decades have shown us anything, it is that generating wealth unequally
and then redistributing it is not enough. In the future, this wealth must be generated in a more
balanced way. At the same time, it will be necessary to increase the revenue-raising and
redistributive capacity of our tax system and of public benefits and services, something for
which new technologies such as big data or Artificial Intelligence will be of crucial help, both in
the detection of fraud and in the administrative management of aid.

If the reforms proposed throughout this Strategy are implemented, through a very significant
increase in investment in education, a rise in productivity and greater redistributive capacity
through the policies described in this chapter, inequality could fall to the current levels of
countries such as Germany, France or Sweden (below 30 Gini points), and poverty could reduce
to historic lows.**3

Our welfare state will also have to adapt to the new economic and social realities that will
define the future of Spain. As we have seen, many of the dynamics that characterise our labour
or housing market today will be reproduced when today's population of young population reach
old age. The reforms that will be undertaken in the public pension system over the coming years
will have to take into account the discontinuity of working lives and the normalisation of new forms
of employment that break with the traditional paradigm of salaried staff spending several years in
the same company and generating the right to receive a contributory pension in retirement [see
chapters 5 and 7]. Similarly, it will be necessary to address the problems of access to housing that
exist in some parts of Spain, reducing, among other things, the overburdening of many households
to pay rent [see chapter 6]. This would reduce their vulnerability to a sudden drop in income or a
rise in prices and, together with the necessary improvement in working conditions, would correct
the current inequalities in the generation of savings and wealth.

At the same time, the effects of new technologies on inequality can be minimised with good
public policies aimed at ensuring that the new robots and digital agents do not replace human
workers, but rather empower and complement them; with intensive reskilling programmes that
facilitate the reincorporation of displaced workers; and with reforms to our tax and benefit system
that encourage more equitable distributions of productivity and improve the redistribution of
market rents.'** Indeed, if well governed, digital transformation could help mitigate many of
the inequalities that currently afflict our society, reducing the gap in services and opportunities
that exists between rural and urban Spain; facilitating access to services and productivity tools
for small businesses and the self-employed; enabling potential additional sources of income for
many workers; and improving the working conditions of thousands of people.

Similarly, the green transition need not become a source of inequality in Spain. There will be
transition costs in the short term; of that there is no doubt. But there are instruments, already in
place in several countries, aimed precisely at avoiding the regressive effects that certain measures
can have, such as increasing green taxation, and at guaranteeing a socially just green transition. In
the medium term, the development of the circular economy, renewable energies and sustainable
mobility could lead to a better distribution of economic and employment opportunities across the
territory, a reduction in the gender gap, the replacement of thousands of brown economy jobs
with more stable and secure ones, the mitigation of pollution and extreme events (which tend to
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affect the most vulnerable groups more), and a reduction in energy bills for many households [see
chapter 6]. These improvements could lead to reduced inequalities in health and living conditions,
and greater educational and economic equity.**®

Moreover, the world is changing and our welfare state must change with it. Spain should
therefore study, debate and evaluate new collective protection mechanisms to help extend
or reinforce existing ones. There are numerous proposals which, although still embryonic, are
already present in the social debate in our neighbouring countries. One of the most prominent is
universal public inheritance. As we have seen, intergenerational wealth inequality is one of the
greatest challenges facing European society. Inheritance is playing an increasingly crucial role in
wealth inequality. This unequal distribution of inheritance has a decisive impact on equality among
younger generations. A novel proposal to help prevent this phenomenon from worsening in the
future is the possible creation of a universal public inheritance; a financial endowment that all
young people in the country would receive once they reach a certain age. This endowment could
be used to buy a first home, to finance the creation of a business, or to complete training. It may
sound utopian right now, but it may become a reality in some countries over the coming decades.
Spain should therefore explore this possibility taking into account the levels of inequality existing
at the time of its implementation, as well as its effect in addition to other social measures.4®

A second idea that should be explored is the development of a public investment fund that would
allow the provision of long-term, "patient" financing to sectors where returns on investment are
more uncertain, such as the most innovative and cutting-edge sectors. Such funds complement
private investment and help diversify collective protection mechanisms against economic
fluctuations and global disruptions.**” A well-capitalised public investment fund in Spain, with
specific missions, could channel the role of the state as an entrepreneur in those areas where we
face the greatest idiosyncratic challenges.%®

In short: although rising inequality is a structural trend influenced by a multitude of factors,
there are ways to mitigate or even reverse it over the coming decades. This is essential if we

are to build a fair and cohesive society.

How can this be achieved? A number of measures are suggested on the following pages.
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WHAT NEEDS TO BE DONE TO REDUCE INEQUALITY AND POVERTY

By 2050, Spain will need to significantly reduce its levels of income inequality and poverty and
mitigate opportunity gaps in areas such as education in order to reactivate the social elevator.
Doing so will be essential if we are to remain a cohesive, prosperous and competitive country.

To achieve this, we will have to carry out a profound transformation of the productive system,
resolve the deficiencies of our labour market, solve the problem of access to housing and
modernising our system of lifelong learning and retraining, following the ideas set out in the
previous chapters of this Strategy. Of all these measures, the importance of improving human
capital and generating quality employment in Spain is vital. Without these structural changes,
the problem of inequality and poverty in Spain cannot be solved. In addition, the governance and
the revenue-raising and redistributive capacity of our tax system and our welfare state will
have to be improved, as this is a fundamental equity tool, the potential of which has not yet been
fully exploited in Spain. The proposals detailed below focus on improving the revenue-raising
and redistributive capacity of our system, thus complementing the other measures detailed in
the previous chapters aimed at reducing poverty and inequality, particularly those related to the
transformation of the labour market.

It is difficult to achieve that which cannot be measured. It is therefore essential that, over the
coming years, Spain reaches a consensus, through social dialogue, on a dashboard of quantifiable
indicators and a list of specific goals that will make it possible to monitor progress and guide
the ambition of the reforms. Here we suggest a few, in addition to those already mentioned on
economic growth, education, the labour market, and access to housing in previous chapters:

Goal 46. Reduce income inequality to converge with the current EU-27 average in the medium
term and that of the EU-8 countries by 2050.

Goal 47. Reduce the proportion of people living at risk of poverty from 22% today to 18% by
2030, to 10% by 2050.

Goal 10. Minimise the weight of students' social background on educational attainment to reach
the EU average by 2030 and converge with the EU-8 by the middle of the century.

Goal 48. Progressively increase revenue collection in our tax system from 37% of GDP today to
43% by 2050.

Goal 49. Increase public spending on social protection to converge with the EU-8 average.

Goal 6. Reduce the weight of the informal economy to levels at least similar to those of EU-8
countries by 2050.

Less unequal m Spain 2050

345



346

Table of indicators and objectives

Average
2015-2019
Indicators Place m,i,mst ’ Targets
data available*
Spain 34 32 31 29150
46 Gini Index
) . . EU-27 - - -
(income inequality)**? v 30
EU-8 27 - - -
Spain 22% 18% 15% 10%
47 Population at risk of poverty o
(% of total)s? B2y Ly B B B
EU-8 14% = = =
10 Importance of socio-econo- Spain 3.9% 3 2 1
mic differences on the
i . EU-22 2 - - -
probability of repetition at v 0
equal skills levels'®? EU-8 15 - - -
Spain 35% 37% 40% 43%
48 Taxrevenue o
(% of GDP)!5* EU-27 41% = = =
EU-8 44% - = _
Spain 17% 18% 19% 20%
49 Public expenditure on social
EU-27 20% - - -
protection (% of GDP)*** °
EU-8 21% - - -
Spain 20% 15% 12% 10%
6 Shadow economy .
(% of GDP)55 EU-27 17% - - -
EU-8 11% = - =

Achieving these goals is feasible, but to do so Spain will have to undertake far-reaching reforms
and launch ambitious initiatives on a multitude of fronts. A number of these are recommended
below:

Front 1: Increase the revenue-raising and redistributive capacity of our tax system

For decades, Spain has had a significant public revenue-public expenditure gap, which limits
the redistributive capacity of the welfare state. To correct this situation, Spain will have to make
a series of changes to its tax system, progressively over time, which will also affect the taxes
transferred to the autonomous communities and local administrations. In addition to helping to
solve the problem of insufficient revenue, these changes should be aimed at improving the equity
of the system, both vertically (increasing its redistributive scope) and horizontally (ensuring equal
tax treatment in identical circumstances), adapting or anticipating the socio-economic effects of
megatrends such as technological change, climate change and demographic ageing.

Under these premises, between now and 2030, it will be necessary to:

— Broaden tax bases, the main cause of the low revenue-raising capacity of the tax system.
This will require greater scrutiny of tax benefits, retaining only those that follow principles
of effectiveness, efficiency and equity. From a criterion of horizontal equity, the current
systems of objective assessment by modules or coefficients in personal income tax,

Spain 2050 m Less unequal



which do not have equivalents in the benchmark countries, should move towards taxation
systems based on real income, maintaining the simplicity and ease of management that
they entail. The digitisation of the tax administration can contribute to this goal.*%¢

— Rationalise corporate taxation and promote its harmonisation at international level. The
reform should mitigate, insofar as possible, the distortions caused by Corporate Income
Tax (CIT) tax benefits that end up skewing the burden towards small companies and
traditional and less mobile sectors. At international level, efforts should be made to
achieve an equitable allocation of revenue between countries. If no agreement is finally
reached in the OECD (BEPS Inclusive Framework),**” Spain should promote, within the EU,
the implementation of the Common Consolidated Corporate Tax Base system, in addition
to a multilateral solution to tax large digital services companies and the implementation
of a minimum effective rate in the CIT.258

— Deliver comprehensive reform of income, wealth and inheritance and gift taxes to remove
tax incentives for investment in real estate-related assets, raising the effective taxation
of capital to bring it into line with other EU countries?®® and boosting its contribution to
the progressivity of the system.® Likewise, the role of wealth tax and inheritance and
gift tax in the regional treasuries should be reconsidered in order to avoid undesirable
tax competition strategies, which undermine the revenue-raising and progressive scope
of these taxes and the principle of equality that prevails in Spain.

— Amend excise taxes, raising tax rates on alcohol, tobacco and petroleum-based fuels to
converge with those in the main EU countries; and creating a framework of incentives
and fiscal instruments to promote a green, efficient and socially just transition,¢* through
instruments such as climate rent [see chapter 4]

— Reduce tax fraud and the weight of the black economy to at least bring it into line
with the most advanced EU-8 countries [see chapter 1]. Continued strengthening of
instruments in the fight against the shadow economy, tax avoidance and evasion, and
the increasing use of tax havens,*¢? should be a priority line of action.*® This strategy
is required not only for reasons of revenue adequacy, but also for reasons of equity,
efficiency and competitiveness, and public morality. To reduce fraud and encourage
voluntary compliance, it is essential to increase the resources of tax administrations and
to improve the efficiency and co-ordination between them. Exchanges of information,
both between public administrations and between countries, should also be enhanced
and tax amnesties should be prohibited by law.

— Improve tax education and information for citizens. This policy would have two
components: an educational component, which proposes the inclusion of content related
to the functions of the tax system and tax social awareness in secondary education; and
an informational component, which proposes a combination of informational policies
and behavioural interventions to increase tax morale and compliance [see chapter 1].264

— Establish a medium-and long-term action plan for taxation based on the recommendations
of the committee of experts for the reform of the tax system.

In addition, by 2050, it will be necessary to:
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— Reconsider the bases and rates of taxation on labour through Personal Income Tax
(IRPF), adapting them according to the effects of technological change on the labour
market and wage inequality over the coming decades.

— Similarly, if technological change is relatively beneficial to the owners of capital, as
has been the case over recent decades in many advanced economies, capital taxation
must be updated to tax capital returns more heavily. For example, the tax burden on
non-productive revenue associated with technological change (e.g. those arising from
the exercise of market power by digital platforms) could be increased, something that
would not necessarily be a source of inefficiency, given the non-productive nature of this
revenue.

Front 2: Extend social benefits and adapt them to new labour and demographic realities
Social benefits are the cornerstone of the welfare state and the most important redistributive
tool our country has. It is therefore essential to ensure universal and quality access to them over
the coming decades, in line with the recent creation of the Minimum Living Income (IMV).2¢° To
achieve this, it will be necessary to gradually and continuously adapt the benefit system, with
the aim of moving towards a welfare state model that is more focused on people's needs than on
their work history [see chapter 7]. To achieve this, it will be necessary to:

— Increase public spending on social protection to converge with the EU-8 average by 2050.
Funding must be sufficient in all the autonomous communities, without any of them being
weighed down by their lower tax collection capacity.

— Ensure that the IMV and other non-contributory benefits act as a powerful redistribution
mechanism for groups with limited contribution histories, and integrate these benefits
with accompanying measures to ensure the full inclusion of these groups in society.

— Extend the coverage and amount of non-contributory benefits in the framework of the
IMV and beyond, adapting them to the needs of specific groups, such as families with
dependent children. By design, the IMV will have a limited redistributive effect, although
it will play a key role in reducing extreme poverty. Other instruments will therefore be
needed to expand income coverage. In this regard, it is proposed, for example:

+ Toreform family benefits, whichin Spain have very little effect onincome redistribution.
The economic support policies for households with dependent children are basically
concentrated in the personal income tax treatment of the family institution. These
have no effect on lower income and lower income households, which are clearly
insufficiently protected. In particular, those individuals and families who do not file
a personal income tax return because they do not earn income cannot benefit from
the tax savings corresponding to the charges for descendants.*®® In the medium to
long term, the tax treatment of child support should be changed so that, as with the
maternity deduction, it could be refunded to the taxpayer in the case of households
that are not liable for tax but whose annual income is above the IMV threshold.

+ To create a new child benefit for children under the age of 18. In the first instance,
this benefit should be targeted at all families who are at risk of poverty but do not
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qualify for the IMV. Subsequently, it should be extended to the rest of the country's
families, as is already the case in most European countries.¢’

— To preserve the efficiency of public spending on social protection through the integration
of non-contributory benefits which, while respecting the competences of the different
administrations, jointly meets the objectives of eradicating extreme poverty and
minimising the risk of poverty in Spain. To this end, it is proposed to strengthen the
Minimum Living Income Monitoring Commission as a framework for dialogue and inter-
territorial coordination on poverty reduction policies.

Front 3: Incorporate specific goals for the reduction of inequality and poverty into national
strategies, and strengthen transparency and evaluation policies

— Include explicit inequality and poverty reduction targets in national reform plans, and
allocate resources to specific programmes to achieve them. In the case of Spain, only very
general mentions have been made in the drafting of the National Action Plans for Social
Inclusion. It is proposed to incorporate this type of objective into the macroeconomic
framework on which the General State Budgets are drawn up, so that there is a more
explicit definition of the allocation of funds and a design of public policies aimed at the
pre-distribution and redistribution of income.

— Improve information systems to monitor progress and setbacks in meeting redistributive
objectives. On the one hand, the main surveys that measure the evolution of inequality
should be strengthened, improving their territorial representativeness and extending their
longitudinal information in order to be able to properly interpret their dynamics. One
way to achieve this, and to avoid the usual time lag between the period of information
collection and the date of publication of the data, could be to take advantage of the
richness of the administrative registers, so that advances of the distribution of some
income sources could be produced on a monthly or quarterly basis. Another way is
through the implementation of a system of National Distributive Accounts to allow long-
term analysis of the distribution of national income and wealth, as is being done in other
countries.1¢®

— Continue to promote pay transparency laws in companies and public institutions, which,

as several studies have shown, help reduce the gender gap without harming corporate
profits.26?
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Front 4: Promote the social economy, cooperativism and worker participation in
enterprises

Another avenue to be explored is the development of mechanisms of economic democracy, which
are protected by Article 129.2 of the Constitution and which constitute a clear example of pre-
distributive measures. To this end, one could:

— Promote cooperative entrepreneurship linked to the social economy, in which Spain
already has a great track record. The aim is to establish support and advice programmes
from the public administration that put entrepreneurs in contact with each other to create
cooperatives collectively, thus generating synergies between them and contributing to
overcoming barriers to the creation of cooperatives.t”°

— Consider the creation of mechanisms to encourage workers' participation in the capital
of their companies, something that is already being done in several European countries
such as Sweden.?” The aim is to promote co-determination systems through, "employee
funds", i.e. collective investment funds of the workforce in company ownership, which
reinvest the dividends obtained in their capitalisation. These mechanisms can generate
important distributional benefits. Firstly, as opposed to short-term measures that
sometimes hinder corporate governance, they can help to boost long-term investment
in the territory and, with it, job creation. Secondly, they can help reverse the growing trend
towards concentration of ownership by rebalancing the distribution between capital and
labour income.

If these reforms are implemented, Spain could drastically reduce its levels of poverty and
inequality, making it one of the most egalitarian, cohesive and fair countries in Europe.
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EXECUTIVE SUMMARY

— A country's economic, scientific and institutional progress only makes sense if, ultimately, it
serves to increase the well-being of its citizens. Spain's progress over the last four decades
has contributed to this purpose: according to the latest available data, more than 85% of the
population considers themselves to be "satisfied" with their life, ranking us above the EU
average and among the "happiest" countries in the world.

Our strengths include our good health, the quality of our leisure time and our personal
relationships. However, we still have an issue to be resolved - namely, the high levels of
economic and job-related dissatisfaction, which stems from high levels of unemployment and
job insecurity. Dissatisfaction in these areas is creating a notable gap among the population
and is preventing us from converging with the most advanced countries in Europe.

Between now and 2050, the evolution of how satisfied we are with our lives will depend
on our ability to face the social, economic, environmental and technological challenges and
opportunities set out in this Strategy. To secure our place among the happiest countries in
Europe, we will have to move towards a pattern of economic growth based on productivity
gains, the creation of quality jobs and the sustainable use of natural resources. Only in this
way, we will be able to finance the social safety nets and public services we need to ensure
that the population is satisfied with its life.

Among other things, the quality and coverage of health and care services will need to be further
expanded and aligned to new social realities such as increasing longevity, the prevalence of
mental disorders and loneliness. We should also focus on education as a way to teach basic
socio-emotional skills and tackle problems such as smoking, consumption of antidepressants
and obesity early on. Similarly, redistributive and social protection mechanisms should
continue to be strengthened to mitigate phenomena such as poverty and inequality.

New technologies and the ecological transition will be key allies in this process. Well used, they

will serve to improve our health, facilitate the work-leisure balance, better assist the elderly,
and allow us to enjoy greener and more liveable spaces.
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THE PAST: ACHIEVEMENTS

Enjoying a good life is one of the main aspirations of human beings and facilitating it should be
the ultimate goal of any government.! This was recognised under the first Spanish Constitution
(drafted in Cadizin 1812), Article 13 of which states: "The object of Government is the happiness
of the Nation, since the purpose of every political society is none other than the well-being of
the individuals who compose it."? Economic growth, technological development and legislative
advances are tools to achieve that purpose. For this reason, more and more people are calling
on governments to go beyond indicators such as Gross Domestic Product (GDP)? or the United
Nations Human Development Index * when defining the progress of nations, and instead place the
well-being of citizens at the heart of designing, implementing and evaluating public policies.

Today, many of the goods and services that are essential to our daily lives - such as instant
messaging applications, email and Wikipedia - have little impact on the calculation of GDP, although
they provide us with considerable personal well-being.® Similarly, GDP does not incorporate
dimensions such as environmental protection and sustainability or inequality,® which have very
significant impacts on the well-being of present and future generations. In fact, in recent years,
proposals for alternative measures to GDP have, in addition to income, looked at consumption,
inequality, life expectancy, leisure, care, environmental quality, public safety, political freedoms,
social cohesion, generosity, social support, and corruption, as variables that represent the well-
being of citizens.”

The first challenge in placing well-being at the centre of public policies consists in defining the
population’s “
complex experience that relates to present issues (what we experience today), but also to future
issues (such as expectations about tomorrow). Furthermore, it has to do with emotions (emotional
reactions - positive or negative) as well as the extent to which people are satisfied with their
life, when we assess the progress of our lives, compare ourselves with others and analyse how
we are doing in achieving our goals.” In this chapter, we will take levels of satisfaction with life as
the main point of reference, as it is a reliable indicator of people's experience of well-being. It is

also sensitive to factors that public policies can influence.

subjective well-being” in a specific and functional way. This is not easy,® since it is a

In this light, we ask ourselves: Are the citizens of Spain satisfied? According to the available
data, most of them are. In 2019, more than 85% of people in our country considered themselves
satisfied with their lives,'® compared to 15% who said they were not. This represents a notable
improvement compared to previous decades, despite the deterioration noted during the years
of economic crisis. It highlights the real impact of the social and economic progress experienced
by the country since the transition to democracy [Fig. 1].
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Fig. 1. Proportion of people satisfied with their life in Spain according to different sources
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Source: Authors' own, based on data from the European Commission, World Values Survey, European Social Survey and INE. **

As discussed in previous chapters of this Strategy, over the last 40 years, Spain's per-capita
income has doubled, the employment rate has risen by more than 15 points, the educational level
of the population has improved significantly, public benefits and services have greatly increased
their coverage and quality, and life expectancy has continued to grow [Figs. 2 and 3]. Society
has also reached very high levels of freedom, tolerance and security, and has strengthened its
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institutions, all of which have a positive impact on the well-being of its citizens.
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Fig. 2. Per-capita income and satisfaction with life
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As a result, Spain is today among the "happiest" countries in the world, with levels of
satisfaction with life that are above the European average (EU-27) and neighbouring countries
such as France and Italy [Fig. 4].
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THE PRESENT: WAYS T0 IMPROVE

In spite of the progress recorded over the last four decades, there are still many material and
immaterial issues that negatively affect the well-being of citizens in Spain and which prevent
the country from catching up with the EU's most developed countries - grouped here under the
label "EU-8" 1> [Fig. 4]. Here we point out three issues to be resolved.

The first is to do with the proportion of people who still say that they are dissatisfied with their
life: in 2019, 10% of the population considered themselves to be "not very satisfied" and 2% "not
at all satisfied". Reducing these figures is a challenge in itself, especially if we are to catch up with
European countries that have higher levels of well-being.

The second issue to be resolved has to do with the fragility of subjective well-being in Spain
- something that is very sensitive to economic crises. They impact both the magnitude of
recessions when they occur and the time it takes to recover to previous levels. Thus, levels of
satisfaction with life prior to the 1992 crisis did not recover until 5 or 6 years later, whereas in
2016 (8 years after the 2008 financial crisis), satisfaction levels were still far below those
at the beginning of the decade. The destruction of employment and the reduction of income,
together with an increase in uncertainty about the future brought about by economic recessions
in our country, explain this deterioration in subjective well-being and is something that particularly
affects people in insecure and low-skilled jobs.*®

Our third issue to be resolved is closely linked to the previous one and is to do with the
heterogeneity among the Spanish population's level of satisfaction with the different areas that
explain it. These are grouped here into 1) economic and labour situation, 2) physical and mental
health, and 3) social capital.?” The latter refers both to the relational environment closest to the
person (family, friends) and to aspects linked to society's general behaviour (norms and values,
spirit of cooperation and trust in institutions).*® Although many of the factors that make us more
or less happy are still unknown, it is known with certainty that the following three domains are
key to how satisfied people are with life: the countries with the greatest well-being are those in
which the majority of the population have a good job, good health and good social relations with
their nearest environment and community.

In Spain, a positive scorecard in these three domains is not achieved - mainly due to people’s
dissatisfaction with their economic and labour situation, which offsets the better ratings for health
and personal relationships and is to a certain extent conditioned by those in leisure ¥ [Fig. 5]. If
by 2050 we want to converge in terms of satisfaction with the happiest countries in Europe,
we will need to register significant improvements in the areas of income and employment.
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Fig. 5. Average satisfaction by domain of life in Spain
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Source: Author's own, based on Iglesias de Ussel et al data.?®

I. Economic and labour situation

If the Spanish population is not as satisfied with their lives as their equivalents in Scandinavian
countries, it is mainly because of their economic and labour situation. In Spain,
structural unemployment is high, temporary employment rates are unusually high [see chapter 7]
and labour productivity growth is lower than in more advanced countries [see chapter 1]. This
translates into comparatively low wages and longer working hours than our European
neighbours. If we add to this the impact that economic crises have in terms of job
destruction and deterioration of the business sector, it is not surprising that their economic
and employment situation is the main source of dissatisfaction for Spanish citizens. Raising our
per-capita income and at the same time improving working conditions are essential for
increasing our population's levels of satisfaction with life in the future.

Whilst it is true that money cannot buy happiness, income is one of the key factors for people's
subjective well-being - especially when it is low and uncertain.?* Uncertainty is especially
important for the middle classes. For people on low incomes, the total amount of income is the
determining variable. People with higher income tend to be more satisfied with their lives than
those with lower income.?? In Spain, 37% of people earning less than 1,000 euros per month are
dissatisfied with their lives, while among those earning 2,500 euros or more, the proportion
of dissatisfied people falls below 12% [Fig. 6].
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Fig. 6. Monthly household income and percentage level of satisfaction with life, on average, in Spain
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Source: Author's own, based on Iglesias de Ussel et al data.”

This positive relationship between income and subjective well-being hides some issues that are
closely related to each other and which are fundamental to designing public policies.

First issue: differences in levels of satisfaction with life are greatly reduced between people
with high and very high income.?* For example, among those earning 4,500 and 6,000 euros per
month in Spain, the level of dissatisfaction is practically the same. This suggests that, beyond a
certain point, more money does not bring more happiness and that, if we want to increase well-
being of society as a whole, it may be more efficient to direct income increases to the poorest
segments of the population in order to reduce the risk of poverty.?®

Second issue: the economic situation creates asymmetrical effects in terms of satisfaction with
life. Where income falls, perceived well-being levels fall sharply, as it is often accompanied by
job losses, increases in poverty and greater uncertainty. However, when income rises, well-being
rises relatively little. The latter is, on the one hand, due to the fact that, above a certain level
of income, subjective well-being does not increase ("satiety" effect); and, on the other hand, to
the fact that the population is adapting to the new income situation and other aspects that are
equally important for their quality of life begin to come into play.?¢ This particular phenomenon
can also be seen when people assess whether or not their income is sufficient.?’ Thus, Spaniards
who are dissatisfied with their financial situation display a lower level of well-being than those
who are satisfied with it.?8

Third issue: for gains in well-being to be sustained, it is not only income gains that matter, but
also how those gains are achieved (whether they are socially and environmentally sustainable)
and where the additional resources go. This last point is directly related to the way in which public
policies are oriented.?’
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Beyond people's economic situation, their employment situation is equally key to satisfaction
with life.3° Employed people in Spain are more satisfied with their lives.3* Satisfaction drops
among those who perform household chores and are retired, and falls markedly among the
unemployed [Fig. 7]. This is because unemployment not only determines current income32 and
future income expectations, but also affects other issues that are fundamental to well-being,
such as health (lack of routines and greater propensity to loss of self-esteem, anxiety, depression
or alcoholism33) and leisure (the unemployed tend to opt for more passive leisure activities).3

Fig. 7. Employment situation and levels of satisfaction with life in Spain (% of total), 2016-18

Housework 82%

Source: Authors' own, based on European Social Survey data.*®
Even if job stability is a determining factor for how satisfied people are with life, by reducing
uncertainty about future income, this does not invalidate the fact that work can and should be a
source of satisfaction in itself, insofar as it fosters learning, personal development, self-esteem
and social interactions.3¢ However, in our country, employment insecurity and long working hours
mean that it is perceived by a significant part of the population as a "necessary evil", and more
than half of employed people suffer stress in their jobs (a higher proportion than the EU and
OECD average).’” Therefore, if Spain wants to achieve well-being levels similar to those of the
most advanced countries in Europe, it must significantly improve the levels of motivation® and job
satisfaction among its population. These levels are currently lower than those of the EU-8 [Fig. 8].

Fig. 8. Percentage of people satisfied with their job, 2016
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II1. Physical and mental health
Health (physical and mental)*° and subjective well-being are closely linked: the former has
a direct impact on the latter and, conversely, well-being contributes to improved health and
perception of health.** In general, satisfaction with health in our country is quite high [Fig. 9].42
Fig. 9. Percentage of people satisfied with their health, 2016
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Source: Authors' own, based on Eurofound data.*®

The data support this. Spain is today one of the countries in the world with the highest life
expectancy at birth, enjoys more years in good health** at older ages, and has one of the most
advanced health care systems,*® in spite of the cuts in public health expenditure in over the last
decade and the shortcomings evident during the Covid-19 pandemic. This does not, of course,
mean that the health of the Spanish population is perfect, nor that there is not much to be done
to reduce inequalities between different groups [see chapter 5]. Physical illnesses such as back
and neck pain, cardiovascular problems, Alzheimer disease and cancer (to name but a few) reduce
the quality of life of hundreds of thousands of Spaniards every day.

As do mental disorders such as depression and anxiety.*® Several studies suggest that these
reduce our satisfaction with life to a greater extent than physical illnesses.*” In 2017, 13%
of the Spanish population was diagnosed with some type of mental disorder: 5.3% suffered
from anxiety, 3.5% from depression, and 1.5% had disorders associated with consumption of
drugs.*® However, the incidence of these problems and their manifestations varies greatly between
groups and is substantially higher among women (the data show that they suffer from depression
and anxiety twice as much as men of the same age), people who are unable to work and are
unemployed, and people with a low level of education.*®

The prevalence of this type of disorder and psychological problems in Spain is not higher than
it is in other European states. Nor is the number of deaths due to alcohol, drugs or suicide (in
fact, suicide rates are substantially lower than in EU-8 countries such as Denmark, Belgium and
Austria) [Fig. 10]. However, it should be noted that our consumption of antidepressants and
anti-anxiety drugs has sky-rocketed in recent years, °° placing Spain above the OECD average
in the use of these drugs [Fig.11].
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Fig. 10. Deaths due to suicide, alcohol and drug Fig. 11. Consumption of anti-depressants
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Source: Author’s own based on data from the OECD.**

Changes in our lifestyle, loneliness®® and the greater frustration we feel in the face of everyday
problems may explain part of this increase, although the way in which mental disorders are
treated in our country also has a great influence. In most cases, medication®* prescribed by
primary care doctors (rather than by professionals with expertise in mental health)®® is used
instead of other methods such as psychotherapy or positive psychology techniques. The excessive
consumption of these drugs and the potential side effects they cause when they are not correctly
administered constitute a source of risk for the health and future well-being of our citizens.
And it is one that should be corrected.

III. Social capital

Satisfaction with life does not come exclusively from material goods. Human are social beings
and need people around them to provide emotional support, approval, a sense of belonging and
affection.®® Subjective well-being has, therefore, a relational dimension®? that is nourished by
two sources: on the one hand, the satisfaction that comes from the interpersonal relationships
(family, friends, work colleagues); and, on the other hand, the satisfaction that comes from the
society in which we live. In Spain, citizens seem to obtain a great deal of satisfaction from the
former and somewhat less from the latter, although close relationships have a greater impact on
well-being than general social capital.5®

Our closest social circle is a great source of satisfaction with life for Spaniards, and is one of
Spanish society's unique strengths. More than 85% of citizens are satisfied with their family and
social life [Fig. 12], and 93% have a friend or relative they can confide in when they need to - one
of the highest percentages among OECD countries [Fig. 13]. These good data, however, should
not lead us to downplay the need to continue improving them in the future, and focusing, above
all, on people who still obtain a low level of satisfaction in their close relationships.
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Fig. 12. Percentage of people satisfied with family and social life, 2012
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Fig. 13. Percentage of people with relatives or friends they trust, 2018
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An essential issue that we must focus on is the persistence of old gender roles that negatively
affect the way people see themselves and relate to each other.®* They perpetuate archaic
prejudices and stereotypes, transform sexual difference into social inequality, and lead to all kinds
of social phenomena that dent happiness. One of the most serious is violence against women. This
takes various forms - from psychological violence (harassment, threats) to physical and sexual
violence.®? It is estimated that, in Spain, half of women (57.3%) aged over 16 have suffered some
of these forms of violence during their lives.®® In fact, in 2019 alone, more than 4 million women
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in Spain suffered from it.** These kinds of violence have all kinds of consequences: depression,
shame, fear, anxiety, frustration, and even changes in the way people use public spaces.®®
Although to a less severe extent, the persistence of old gender roles also affects thousands of
men, victims of a traditional vision of masculinity associated with glorifying competitiveness,
toughness, aggressiveness and physical strength® that often limits the development of good
self-esteem and prevents healthy management of emotions.®”

In clear contrast with the high levels of satisfaction gained from those closest to them, Spaniards
show a relatively high degree of disaffection with society,*® which has worsened in recent
decades. This trend, which is shared by other countries in Southern Europe,®® is reflected in
indicators relating to general confidence and relating to people's involvement in civic life. For
example, less than half of Spaniards believe that most people can be trusted, which places Spain
in anintermediate position in terms of "social trust" - far below countries such as Denmark, Finland
and Sweden, where trust levels are between 60% and 70%.7° With regard to social participation,
the percentage of people who involved in an association in our country barely reaches 31%,
whereas at the beginning of the 1990s it was over 70% [Fig. 14]. This proportion places us far
behind countries such as Denmark, the Netherlands, Germany and Finland, where more than 70%
of the public participate in associations.” In fact, the OECD's Civic Commitment Index - which,
in addition to electoral participation, incorporates citizens' involvement in government decision-
making - ranks Spain among OECD countries that have a low level of civic engagement.”?

Fig. 14. Percentage of Spaniards who belong to at least one association
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Source: Authors' own, based on World Values Survey data. 7

Low levels of trust and civic engagement have crucial repercussions for a country's
development, as they impact citizens' willingness to put the general interest before their own
interests and to accept far-reaching economic and social reforms. But they also have a direct
influence on social cohesion and well-being, resulting in people being less satisfied with their
lives and more frustrated with the world. Their disaffection means that they do not feel the need
to take part in processes of change.”
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Well-being synergies

It is important to bear in mind that subjective well-being is not just "the result" of issues such
as economic and employment status, health and social capital. Itis also a catalyst that affects
these situations, and transforms them. For example, empirical evidence shows that students
who are satisfied with their lives perform better academically and tend to stay in school longer,
thus contributing to a more skilled workforce and a better educated, more involved and less
unequal population.” It has also been shown that satisfied workers generate increased customer
loyalty, take less time off work, tend to be more creative and are also more productive.”® People
with a high level of subjective well-being live longer and are ill less often, which helps to reduce
pressures on health spending.”” They also tend to take part more in the life of their community,”®
fostering a greater sense of belonging and social cohesion.”” More broadly, the data show that
countries that have a higher quality of life tend to attract more foreign investment and talent. This,
in turn, affects their ability to innovate and grow over the long term.&

This means that there is a symbiotic relationship between the major challenges facing our
country and achieving national well-being. The social and economic improvements achieved in
recent decades are the basis on which Spain's well-being is based. At the same time, well-being
is an essential aspect of ensuring that these improvements are consolidated and continue to
expand in the future.

For this symbiotic relationship to be strengthened over the coming decades, Spain will have to
implement far-reaching reforms that will enable substantial progress to be made in the main
areas of life that define how satisfied the population is with life. Among other things, we will
need to address our economic and work-related weaknesses, strengthen health gains, resolve
emerging health challenges, and continue to strengthen social ties to consolidate Spain's position
as a prosperous, sustainable and socially cohesive country.
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THE FUTURE: POSSIBLE OUTCOMES

The short term: subjective well-being in the time of coronavirus

Although we will need to wait years to ascertain the true nature and magnitude of the impact
of the coronavirus pandemic on the well-being of the Spanish population, incoming data allow
us to anticipate its effects.®* Some studies refer to considerable psychological damage® that
could have affected all age groups - although older people were the hardest hit by the virus. It is
estimated that 1 in 3 people in Spain had significant symptoms of anxiety, depression or post-
traumatic stress disorder during the March 2020 lockdown. This was seen more frequently
among women, young people® and people who already had underlying psychological problems.*
Spanish children also suffered the effects of social isolation. In fact, a third of parents picked up
a greater sense of irritability, nervousness, feeling of loneliness and, above all, a greater absent-
mindedness® among their children during the months of lockdown.

A year after the start of the pandemic, there are two results that lead us to anticipate a decline
in well-being over the medium term. First: a significant loss of trust among the general public
("social trust") has been detected. Second: there is a significant deterioration in people's mood
("pandemic fatigue") - especially among young people, who have seen their routines greatly
disrupted and have been through three economic crises in a relatively short period of time.8

How long-lasting will these psychological effects be? That will depend on the use and effectiveness
of vaccines, and on whether or not the pandemic leads to drastic and permanent changes in
how people interact socially. Previous studies suggest that human beings have a great capacity
for recovery, and that we tend to overcome very traumatic episodes (such as terrorist attacks)
within about six months.®” In any event, this information refers to the general population. Victims
or people who had to deal with the issue more directly often experience significantly slower
recoveries. For example, two and a half years after the 2003 SARS crisis, 1 in 3 patients who
survived the virus still showed some kind of psychiatric disorder (mostly post-traumatic stress
disorder and depression).® Similarly, hospital staff who fought the virus on the front line reported
more emotional problems and increases in alcohol consumption.®? In the case of Covid-19, initial
studies in Spain reveal rates close to 50% of hospital staff manifesting significant symptoms of
depression, anxiety, post-traumatic stress and emotional exhaustion, and with a greater impact
among female healthcare workers.*®

The duration of the psychological damage from coronavirus will also depend on how severe and
prolonged the effects of the economic downturn turn out to be. The main risk is that the increase in
unemployment and inequality * will become chronic, and the education gap will not be corrected
[see chapters 2, 7 and 8]. In that case, the negative effects on our country's long-term well-being
will be very high. On the one hand, the degree of public dissatisfaction with their economic and
labour situation will grow. And, on the other, the state of health of the most vulnerable groups
will deteriorate sharply.”? This was indeed the case following the 2008 crisis, which had severe
psychological effects on a significant portion of the population, raising rates of depression and
reducing levels of satisfaction with life in Spain for years.”

Spain's population will, in any case, eventually overcome the setback and may even emerge
stronger from it. There are studies that show how some of the most traumatic episodes of the
past contributed to an improvement in the society, strengthening individuals and institutions, and
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resulting in an increase in behaviour that is empathetic, altruistic and philanthropic.?* Although
we cannot anticipate what will happen in this case, it is possible that the pandemic will have a
similar effect over the medium and long term, instilling among the public a greater desire for that
which is public and collective; the need to rethink urban spaces; the connection between cities
and the rural areas; improve the care system for the elderly; tackle the issue of climate change
forcefully; and begin to prepare for similar crises.

The medium and long term: the challenges for increasing our country's well-being

When Spaniards are asked about their expectations for living conditions over the next 15 years,
only 21% expect them to be better than they are now [Fig. 15]. This pessimism about the future
is shared by most countries in Western Europe and, although it is partly explained by a distorted
perception typical of the most developed countries around the world, it may also reflect a legitimate
concern on the part of people regarding the evolution of some essential issues for well-being.

Fig. 15. The citizens * views on how living conditions will evolve in the future, 2017
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As we have seen, people's satisfaction is affected by a range of objective realities (employment,
health) without which it is more difficult to be happy. The data reveal that, over the last two
decades, access to many of these material realities has deteriorated in our country. In fact,
an OECD report released prior to the pandemic ranked Spain among the countries with the
greatest challenges for future generations’ well-being, precisely because of the potential losses
on these fronts® [Fig.16].
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Fig. 16. Gains and losses relating to resources for future well-being compared to the current situation
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What are these challenges? Here, we highlight five:

First, there are concerns about the future of our economy and, along with it, of our welfare
state. As we have already discussed, unless there are deep changes in the next decade, Spain
could experience reduced economic growth in the long term [see chapter 1]. Although economic
growth per se is no guarantee of higher levels of well-being, the fact is that if income generation
were to be greatly reduced, public revenues would decline also, which would make it more
difficult to maintain current social benefits. Social transfers (e.g. retirement pensions, Minimum
Living Income, unemployment benefits), and access to and quality of public services could be
compromised, leading to an increase in inequality [see chapter 8] and a loss of well-being among
the population. This would be particularly intense among the most vulnerable groups and those
who at a greater risk of poverty.

The second challenge for our future well-being is related to weaknesses in our labour market.
If over the coming decades we fail to resolve current issues such as high levels of structural
unemployment and employment insecurity (temporary and part-time work) and long working
hours, technological changes and new forms of work could lead to a further deterioration in
working conditions in our country [see chapter 7]. This would further increase job dissatisfaction,
which is, as we have seen, already the key source of frustration in Spain.

The third challenge for the future well-being of the Spanish people may be due to population
ageing. Older age does not necessarily imply a substantial increase in dissatisfaction with life
- even though people at older ages suffer from greater health problems or are more likely to
feel lonely [Fig. 17]. This is partly explained by their greater maturity and the improvements
seen in their quality of life over the years, but also by material issues such as the economic
and psychological support provided by the pension system. Or the fact that the vast majority of
Spaniards over 65 own the home in which they live. However, these material realities could change
in the future [see chapters 5 and 6]. If the necessary reforms are not carried out, the quality of
our social protection could experience a significant setback, insofar as many of the social benefits
of our welfare state are linked to employment. It is not out of the question that future working
careers will become more erratic and discontinuous [see chapter 7]. Similarly, the difficulty many
young people face today in accessing housing could mean that, by 2050, the proportion of older
people owning a home will fall considerably [see chapter 6]. Rental payments would reduce
their availability of income for other expenses or savings, and this could result in lower levels of
satisfaction with their economic situation.
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Fig. 17. The Spanish population's satisfaction with life, by age, 2018

100%

80%
60%
40%
20%

0%

weight in each cohort

16-25 26-45 46-64 65-74 75+
M Satisfied Il Poor or very Often feel With financial
with their life poor health lonely difficulties

Source: Authors' own, based on European Social Survey data.”®

Furthermore, although life expectancy in "good health" is expected to continue to increase over the
coming decades [see chapter 5], the prevalence of certain diseases - and especially common
mental disorders - could become a source of dissatisfaction among our population (both for those
suffering from them and for their families). The changes in certain social patterns (for example,
smaller households and greater inter-territorial mobility) and the population's distribution across
the country (such as the depopulation of rural areas) could also lead to a decrease in social
interactions and a possible increase in loneliness caused, among other reasons, by families’
geographical remoteness.

The fourth challenge for the future well-being of the Spanish population is climate change and
environmental degradation. If we do nothing, the environmental impacts that occur in the coming
decades will worsen our quality of life.?” In fact, air pollution in Spain is already among the top ten
risk factors for health,?® and the evidence shows that rising temperatures and deteriorating air
quality doindeed reduce well-being.2%* Spain in 2050 will be warmer and more arid. There will be
more droughts, more fires, more heat waves, more torrential rains and more disease transmission
through food, water and animals [see chapter 4]. These are all issues that could reduce the well-
being of our citizens.

Finally, the well-being of the Spanish people could be diminished by the changes that will
occur in the way the population is distributed around the country between now and 2050. On
the one hand, depopulation and the loss of economic and employment dynamism in many rural
areas could negatively affect the well-being of the 12% of the Spanish population who will reside
inthem [see chapter 6]. This is especially true for the elderly in small towns, who will have difficulty
accessing certain services (banking, health and transport) and will see their social interactions
and capacity for personal and family development reduced. On the other hand, the growth of large
cities and the possible intensifying of current challenges such as access to housing and social
segregation could reduce the satisfaction among the urban population, prolonging and extending
elsewhere a trend that is already visible in some large cities.1%?
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Opportunities in the future to increase citizens' life satisfaction levels

The threats described above can of course be avoided or mitigated if we carry out the necessary
transformations that will enable us to guarantee a prosperous and sustainable tomorrow, thus
bequeathing the potential for greater well-being to future generations. The key is to convert
these challenges into opportunities, as explained in this Strategy.

If we are able to base our economic growth on sustained productivity gains, we will not only be
able to avoid a scenario of reduced growth, but also minimise our vulnerability during times
of economic recession; generate better working conditions; have more time for leisure and
human relations; and preserve and expand our welfare state, ensuring the provision of quality
public services and greater social equality. One of the keys to increasing our future well-being
is to achieve socially inclusive growth that reduces our high levels of poverty risk and income
inequality. This will also require a profound reorganising of public revenues (the tax system) and
expenditure (social benefits and public services). We will need to collect more and better in order
to spend more and better on items that are essential to our future well-being, such as health and
long-term care services [see chapter 8.

Technological change can be a key ally in this process of economic modernisation. If properly
managed, the development and spread of technologies such as Artificial Intelligence and
advanced robotics could translate into significant productivity gains (this, in turn, would boost
government revenues) and deliver a dramatic improvement in working life. Such innovations could
eliminate repetitive and physically erosive jobs; make working hours more flexible; expand the
opportunity for teleworking; and reduce working hours, freeing up time for leisure, rest, personal
development and social relations. All of this would have a very positive impact on the satisfaction
of our population. We will need, however, to pay attention to the possible perverse effects that
new technologies can have on the mental health of our population - such as stress caused by
excessive use of social networks and being online 24/7, which blur the boundaries between work
and private life.

Training and re-skilling our population will also be fundamental. Not only because improving
education is the most effective way of increasing a country’s productivity and quality of
employment,*® but also because - if approached holistically - education can enhance individuals'
level of satisfaction with life by developing psychosocial and emotional skills such as empathy,
critical thinking and introspection, as well as the acquisition of the knowledge necessary to lead
a healthy life and establish positive relationships with others. For example, domestic violence,
smoking, alcohol consumption, abusing antidepressants, and childhood obesity®* - all of which
are serious threats to the future health of Spain's population - can be corrected from an early age
through educational programmes. For this reason, schools should be viewed not only as places
where knowledge is acquired, but also as places for socialisation, where skills are taught and
the necessary tools are offered to be happy in adult life% [see chapter 2].
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To avoid a deterioration in older people's levels of satisfaction with life, it will be essential
to strengthen the National Health System and social services. Over the last few years, Spain's
public spending on health has stagnated: in terms of GDP, it has remained at around 6.5% since
2012, and in per-capita terms in 2018 it was at similar levels to 2009 [see chapter 5]. This has
occurred despite the increase in the health needs of the population?® as a result of (among other
things) progressive demographic ageing and the incorporation of new technologies and the latest
generation of drugs. In the coming decades, we will need to break this trend: our health spending
must be adapted to incorporate medical and therapeutic innovations as they emerge, to offer a
quality service to the population as a whole and thus become another means of increasing life
expectancy in "good health". We must also commit to creating a leading system, which meets the
growing needs of a long-living society and which increasingly prioritises autonomy, personalised
care and the “home” model in residential care homes services [see chapter 5]. Strengthening
professional and guaranteed social services and promoting interpersonal relationships in the
community will also be essential to reduce loneliness and dissatisfaction among the population.

The green transition could also result in a less polluted country, with greener and more liveable
cities, and citizens with better health and with access to more alternatives for leisure. The
natural environment has a direct impact on well-being,'®” meaning that all the improvements
that occur within it will result in greater levels of satisfaction with life. For example, the availability
of natural spaces and green areas helps to reduce stress, encourages physical exercise, and
facilitates social interaction and a sense of community.'°® To minimise the potential impacts of
climate change and move towards a carbon-neutral and resource-sustainable economy, we will
need to change the way we move around, produce goods and services, and consume. If the green
transition is executed well, fairly and equitably, these changes should not result in increased public
dissatisfaction, but rather the opposite.

The changes anticipated in our country could also result in greater well-being. Technology
will help to close part of the service gap that exists today between cities and rural areas, bringing
employment, training, medical and leisure opportunities to even the smallest villages. This could
lead to a significant improvement in opportunities and quality of life in rural areas, along with
improved levels of life satisfaction. At the same time, the proposed reforms could result in an
increase in the number of cities that are more liveable, community-oriented and cohesive, leading
to improved well-being, especially among the elderly and the most vulnerable households [see
chapter 6].

How can we make these improvements happen? In the following pages we suggest a number
of measures to supplement those described in previous chapters.
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WHAT CAN BE DONE TO ACHIEVE GREATER WELL-BEING

Spain's main medium- and long-term goal must be to preserve the levels of subjective well-
being that have been achieved in recent decades and to continue increasing them, to ensure
its position as one of the "happiest" countries in the world in 2050. To achieve this, it will be
essential to successfully overcome the challenges set out in this Strategy, developing a pattern of
growth based on increased productivity, environmentally sustainability and an inclusive society,
strengthening income redistribution mechanisms, and adapting our welfare state to megatrends
such as technological change and demographic ageing, so that it can continue to promote social
cohesion. Improving levels of economic and job satisfaction [see chapters 1 and 7] is crucial to
raising Spanish citizens’ levels of life satisfaction, while preserving the high levels of satisfaction
achieved in other areas of life such as close social relations and preventing low levels of satisfaction
among some groups from becoming chronic.

Goal 50. Progressively raise the extent to which the Spanish population is satisfied with life, to
approach the current levels seen among the EU-8 by 2050.

Table of indicators and targets

Average
. 2015-2019
Indicators Place — Targets
data available*
Spain 83% 86% 89% 92%

50 Percentage of people

- [)
satisfied with their life10? EU-27 82%

EU-8 92%

Below we offer some recommended measures to complement those set out in previous chapters
and enhance their impact on subjective well-being;:

Front 1: Put well-being at the heart of public policy and develop new tools to measure it
The State must ensure that decisions at all times, and above all, pursue the well-being of citizens.
We therefore suggest:

— Introducing the protection and expansion of citizens' well-being as an explicit and
fundamental objective when designing, implementing and evaluating all public
policies. A decisive step in this direction would be to establish a "well-being budget,"
similar to the way New Zealand has recently done.*®

— Improve measurement tools. Several countries (such as Germany,*** Austria,**? the UK,*3
and New Zealand***) have started to develop metrics and new tools to quantify and track
the well-being of their populations more closely.**®* Spain should do the same, expanding
the availability of data*¢ and longitudinal studies associated with well-being, and creating
a dashboard that is regularly updated,*'” so that there is a system of national well-being
measurements that complement the traditional metrics of GDP and national income.
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Front 2: Improve job satisfaction among citizens

This involves correcting the major deficiencies of our labour market (unemployment and temporary
jobs) and improving working conditions for the entire population, so that work is not an impediment
to good physical and mental health, family life, leisure and participation in the community. In this
regard, the following will be important:

— Being more rigorous about combatting practices such as overwork and encouraging
greater flexibility in regard to working hours, harmonising the criterion of productivity
with workers' well-being. We need once and for all to overcome the culture of having to be
present, and promoting an efficient use of working time as well as supporting the idea of
setting aside time for leisure activities and/or social and family relations.**® An interesting
example of this is the UK’s Flexible Working Act**?.

— Promoting practices among companies (including SMEs) that incorporate well-being
into human resources management and the value that is placed on the private sector's
contribution to society.?°

Front 3: Ensure the quality of the National Health System by improving the prevention and
treatment of physical illnesses and mental disorders that undermine people's well-being.
In addition to the measures proposed in chapters 4 and 5, we highlight the following:

— Strengthen the provision of mental health services delivered by primary care and by
care services that are accessible to the general population (such as social services) and
special groups (for example, people in prisons) - with a view to:

Reduce waiting times for mental health diagnosis and care. Although there are
notable variations between regions, it is common for waiting times to exceed 30 days
for the first consultation in the National Health System's specialist centres. We need
to reduce this waiting time and bring it into line, at least, with that of other primary
care health services.

Provide minimally adequate mental health treatments to reduce the use
of psychotropic drugs. Today, only 25% of people with a clinical problem of
depression receive "minimally adequate" treatment. The goal should be that at least
2 out of 3 people receive these effective treatments to comply with international
recommendations.??

Substantially reduce the percentage of people who do not receive any treatment
within 12 months.

Reduce health inequalities between different social groups.

Spain 2050 = Future well-being



To achieve these changes, it will be necessary to strengthen the integration of mental
health care into the “National Health System Portfolio of Services”,*?2 incorporating
staged procedures for psychological intervention ranging from low-intensity interventions
to interventions that require specialist mental health services.?> At present, all that
exists are pilot projects or projects of limited scope for providing psychological care
within some health centres in certain regions. Most of these show good results in terms
of cost and outcomes.*

— Introduce training programmes for teachers and health personnel to identify mental
health issues early on.*?* Half of the most common mental health problems arise before
the age of 15 and 75% start before the age of 25.1%¢ Proactive policies are therefore needed
for prevention, detection and effective treatment of these problems from childhood,*?”
within educational and health environments as well as in the community.

— Increase the number of mental health professionals in the National Health System.
The Spanish system's psychological care in mental health is still in its early stages. In
clinical psychology, there are 6 professionals per 100,000 inhabitants compared to 18
per 100,000 inhabitants in the rest of Europe.*?® The number of psychiatrists (10.9 per
100,000 inhabitants) is also among the lowest in the EU-27 (above only Poland and
Bulgaria).*?®

Front 4: Promote "education for well-being" within our educational plans

Over the next few years, our schools and colleges (primary, secondary and tertiary) will need to
introduce the acquisition of socio-emotional and humanistic knowledge and skills into their
curricula to help students better manage their emotions, deal with phenomena such as failure,
success, and pain, to lead healthy lives,*3° maintain positive interpersonal relationships, and "be
happy". This type of training is already being used in Spain, but is not formally or extensively
included in educational plans. Research shows that it not only improves the quality of teaching
and student outcomes and engagement,*3? but also helps foster a sense of community in schools,
reduces conflict (such as bullying) and reduces teacher dissatisfaction.*32 We therefore suggest
the following:

— Introduce socio-emotional skills into autonomous communities' education legislation
and teacher training so that education offers skills for quality human relations, greater
enjoyment of leisure time, responsible exercise of citizenship, respect for and appreciation
of diversity, health care, sensible eating habits, and environmental conservation, among
other things.

— Include these programmes in school curricula and teaching programmes, education

faculty curricula and training for active teaching staff through teacher training centres
(including management teams).
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— In line with the recommendations of the Council of Europe,*3® introduce and apply
positive parenting programmes, preferably in school or social/health care settings,*3
to include teaching effective communication skills, positive reinforcement, conflict
management based on non-violence, and problem solving, with educational content
adapted to different educational stages.

— Implement programmes to encourage peaceful coexistence and training on non-sexist
values aimed at the population as a whole, with greater emphasis on the adolescent
population. This would involve developing coeducation programmes based on values, in
which schools and families themselves should participate. It is also necessary to reflect
on the role models conveyed by the media (for example, different attitudes adopted when
presenting the same event, and hyper-sexualisation) and look at the behavioural models
portrayed in new media (such as Twitch and Instagram).
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The notion of the future is, along with those of equality and freedom, one of the most powerful
ever conceived by Western culture. It wasn’t always there. For centuries, our European ancestors
professed a deterministic view of the future marked by religious creed. In the Middle Ages and
much of the Modern Ageg, history was understood as an inexorable decline (mundus senescit) and
the future as a terrible and inevitable outcome predefined by the Scriptures (the Apocalypse) from
which humanity could not escape.

From the 16th century onwards, this view began to change. Scientific advances and historiographical
discoveries gradually gave rise to a different vision, which conceived of human history not as a
decline, but as a slow and arduous flowering, no longer the fruit of divine work, but of the efforts
of men and women living in society. It was then that the notion of progress emerged (with the
Enlightenment) and the first ideologies that dreamed of a better, fairer, freer and more egalitarian
world. It was then, too, that the first utopian and science fiction texts appeared which, unlike the
works of More, Campanella and Bacon, saw utopia not as a place on Earth, but as a better placed
time period of tomorrow.*

This replacement of "prophecies of the inevitable" with "prognoses of the possible" brought about
a fundamental change. With it, our ancestors moved from determinism to voluntarism, from
waiting to planning, from passive acceptance of change to being the drivers of change.? The
concepts of progress and the future permeated much of Western thought and became the main
driving force behind the great social changes that took place in Europe in the 18th, 19th and 20th
centuries.

Today, faith in progress seems more contested than ever. The data speak of a wave of pessimism
that is taking hold of the European and Spanish population. Asked whether future generations will
live better than their parents, the majority of our citizens say no [Figs. 1 and 2].
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Fig. 1. Citizens’ responses to the question of how Fig. 2. Citizens’ responses to the question of what

they think future generations will live in the EU, they think the financial situation of the younger
2017 generation will be like in the future, 2017
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This pessimism towards the future is understandable. Past progress, while impressive, has not
always been sufficient or benefited all of society equally. Moreover, the present is full of trends
- technological transformation, political polarisation, changes in the global order - that cast
long shadows of uncertainty into the future and remind us that progress is neither linear nor
inevitable. Between here and 2050, many things could get worse. In fact, we can be sure that
some will. But this should not make us forget another incontestable truth: over the last four
decades, Spain, like the rest of Europe, has improved enormously on practically all fronts and
there is nothing to suggest that it cannot continue to do so in the future.

Spaniards today live, on average, 36 years longer than our grandparents.® We do so in better
health and with a better quality of life, thanks to advances in science, the development of the
welfare state and changes in our habits. We have less dangerous, repetitive or physically eroding
jobs; shorter working hours; and a level of per capita income that is double what we had when
we established our Democracy in 1978. This allows us to access goods and services more easily
than the vast majority of people on this planet.

Moreover, we live in a freer and more inclusive Spain than before, with more social rights and
greater citizen security. We have quieter streets, more efficient and transparent institutions, a
cutting-edge infrastructure network and an infinitely greater capacity for access to information
and education than existed when the Transition began. Even on the environmental front, we have
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made remarkable improvements. So far in the 21st century, Spain has reduced the volume of
waste it generates by 27%,° expanded its protected areas to cover a third of the total land area’
and increased electricity generation from renewable sources to 100,000 gigawatt hours, enough
to supply more than half of the country’s households.

Of course, we have not improved in all areas and not allimprovements have benefited the whole
population equally. Our economy retains a fragile and unsophisticated growth pattern, failing to
generate sufficient wealth and quality employment and is neither socially nor environmentally
sustainable. We have a disproportionate level of unemployment for a country like ours, an
education system that is less advanced than that of our European neighbours, and a huge shadow
economy. Our public administrations still suffer from severe inefficiencies that limit the quality
of public services and the progress of private sector productivity. It is more difficult for our young
people to access stable work and housing than it was for their parents, and poverty still affects
an unacceptably high proportion of our population.

These are serious problems that condition much of our lives. Understandably, we are frustrated
by them and demand much more: from the state, from politicians, from companies and from
ourselves. But in doing so, we must not succumb to blindness and pessimism. The existence
of these problems should not lead us to completely overhaul everything, to ignore the valuable
progress made so far, or to return to the passive resignation to the future from which the
Enlightenment freed us. We can continue to make progress. All three statements are empirically
true at the same time:

— Spain has improved a lot since the Transition.
— Spain faces great challenges, present and future.

— Spain can overcome them and consolidate its position as one of the most advanced
countries in Europe before the middle of the century.

Any reflection on the present and future challenges facing Spain must start from the recognition
of this threefold assertion.

What do we need to improve? Unfortunately, there is no mathematical formula and no template
that we can follow. Every era, every territory, is different. In any case, history points to some
ingredients that should be there. The first, to be precise, is confidence in progress. A confidence
that we must find not in blind faith in the system or in uniform optimism, but in empirical analysis
of Spain's past trajectories, present capacities and projects for the future.

This is, in fact, one of the main propositions we have tried to achieve with this study. We believe
that the results are conclusive and that they show that, if we take the right measures, Spain
will be able to close or significantly reduce the gaps in social, economic and environmental

progress that separate it from the EU-8 by 2050, and thus consolidate its position as one of
the most advanced countries in Europe.
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To achieve this, we will need to make effective use of European recovery funds, seize the
opportunities offered by megatrends such as demographic ageing, digitalisation and the ecological
transition, and undertake far-reaching reforms over the next three decades. Reforms that, in many
cases, will be similar in difficulty and magnitude to those already implemented in the recent past.
If we could do it then, we can do it again, aided by the socio-economic transformations accelerated
by the pandemic and the ambitious recovery funds and plans articulated by the European Union.

Consider, for example, the economic and employment challenge. To catch up with the EU-8
countries and close the per capitaincome gap with them, Spain will have to increase its productivity
by 50% by the middle of the century [Fig. 3], while increasing its employment rate by 15 points
[Fig. 4]. It may sound like a lot, but the fact is that several Western countries (including our own)
have already made similar progress in recent decades. The fact that Spain is starting from lower
levels of productivity and employment, and that there are favourable trends underway such as
digitalisation and the development of Artificial Intelligence, the equalisation of education and
employment for women, increased training and the green transition, increase the chances of
achieving this [see chapters 1 and 7].

Fig. 3. Labour productivity in Spain Fig. 4. Employment rate in Spain
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The same sense of possibility should permeate our approach to human capital challenges. To
catch up with the EU-8, Spain must do two things: improve its learning levels (e.g. with a 20-point
increase in the PISA standardised tests) and increase the proportion of the population aged 25-34
obtaining education beyond compulsory by some 23 percentage points. Can it be done? There
are two powerful reasons to think so. The first is the fact that Spain has already made similar
learning and coverage gains in the recent past [Figs. 5 and 6]. The second is the possibility that
the demographic and technological transformations already underway will serve as a tailwind
to achieve this. By 2050, Spain will have almost one million fewer students between the ages
of 3 and 24. This could allow us to double our expenditure per student to the level of Denmark
without incurring a significant increase in public expenditure. This increase in resources, coupled
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with the spread of technologies such as 5G, sensor technology and big data, will allow us to more
effectively combat phenomena such as school dropout and segregation, to discover and better
harness the potential of our young population, and to reap the gains in coverage and learning that
we need to be at the cutting edge of education [see chapters 2 and 3].

Fig. 5. Spain's PISA results in mathematics Fig. 6. Population aged 25-34 with

education beyond compulsory second level in Spain
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As far as the training of the working population is concerned, the fact is that Spain already
has the institutions, the infrastructure and the human resources necessary to implement the
comprehensive requalification system it needs. What is needed is a series of gradual regulatory
and cultural changes, which are, to some extent, already underway. If Spain was able to create
almost 2 million training places in higher education and university between 1980 and 2020, it
will be able to create 1 million places for much shorter training programmes by 2050, especially
if it relies on new technologies and hybrid learning systems [see chapter 3].

In the environmental field, the challenges we will have to overcome in the future are particularly
significant. To curb climate change and avoid its most harmful effects, Spain, like the rest of the
world, will have to carry out profound transformations that will allow it to become a carbon neutral
and resource efficient society with sustainable consumption and production patterns. At the same
time, it will need to become more resilient to climate change, adapting to emerging risks and
changing the way we relate to the natural environment. Doing so will not be easy, and the track
record to date warns of the need for strong and immediate action in the coming years [Figs. 7 and
8]. In any case, the changes that have taken place since the beginning of the century (in terms of
recycling, efficiency in the use of materials, water and energy, or the expansion or organic crops)
and the plethora of legislative, economic and technological initiatives that are already underway,
offer reasons to be optimistic. So much so that most experts agree that Spain will play a leading
role in the green transition on a European level [see chapter 4].
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Fig. 7. Total greenhouse gas emissions Fig. 8. Electricity generated by renewable energy
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We should also be optimistic about the challenges posed by increasing life expectancy. The key
is to understand that what determines a person's expenditure for the state is not only the number
of years they live, but also the degree of health they enjoy until the moment of their death, and
the level of labour and social participation enjoyed over their lifetime. The ageing of the future
will not be the ageing of the past. It will start much later, will be more dynamic, and will not be as
associated with phenomena such as inactivity or dependency. This means that, if we make the
necessary institutional and cultural changes, the coming decades could see the employment rate
of older Spaniards increase considerably and of their own free will. This, together with a series of
reforms in our health system and the increase in public revenues that will be achieved through
the channels described in this Strategy, would mean that, by 2050, public spending in Spain on
pensions, health and care services would increase, but would remain at an affordable level of no
more than 25% of GDP, which is similar to what countries such as Austria and France already
have today [see chapter 5].

Another of the great challenges facing Spain is to guarantee the habitability, social cohesion
and environmental sustainability of its cities, while ensuring territorial balance and mitigating
the depopulation of smaller municipalities. From here to 2050, the proportion of the Spanish
population living in cities will rise by more than 8 percentage points, which could put additional
pressure on current challenges such as access to housing, social segregation and environmental
sustainability. However, we should not lose sight of the fact that, the last four decades have seen
Spain already record a similar increase in urbanisation and that, even so, its levels of residential
quality, access to housing, public safety and environmental pollution have improved or remained
stable and in line with the European average [Figs. 9 and 10]. If Spain was able to manage the
urbanisation process relatively successfully in the past, it should be able to continue to do so in
the future, aided now by new technologies, phenomena such as remote work or shared mobility,
the increase in public housing stock, the spread of new forms of access to and ownership of
housing, and a much more sophisticated and comprehensive knowledge of urban planning and
socio-economic dynamics than existed at that time.
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Fig. 9. Energy poverty (% of population unable to Fig. 10. Population exposed to levels of air pollution
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and the European Committee of the Regions.

These same instruments, together with a greater willingness to distribute economic opportunities
throughout the territory, will help us to halt the depopulation of Spain's medium-sized cities and
many small municipalities. In some cases, the hollowing out of rural Spain will not be halted. But
if we can take advantage of the changes that are coming, the opportunities and quality of life for
the people who will live in rural areas could improve substantially. Advances in technology and
social innovation will allow us to bring employment and services (health, education and transport)
to places where they did not reach before; the silver economy will boost economic and social
activity in many municipalities; and the green transition will provide clean energy and new job
opportunities even in the most remote parts of our geography. In 2050, fewer people will live in
rural Spain, but those who do could live better than they today.

The adaptation of our labour market to the new social, economic and technological realities
should also be approached positively. Demographic change will substantially reduce our labour
force, but if we can raise the employment rate to the current levels of the most advanced countries
in Europe (that is, a 15 point increase to 80%), we will be able to largely neutralise the negative
effects of ageing. From losing 2.5 million potential employees, we will create 1.5 million by 2050.
The same will happen with the technological transformation. History teaches us that technology
always ends up creating more jobs than it destroys. If we are able to take advantage of all its
benefits, we will create new jobs, reduce unemployment, increase productivity, and improve
working conditions for the majority of the working population.

Another aspiration must be to reduce our inequality and poverty rates. So far, Spain's progress
on this front has been particularly fragile. But that does not mean that the situation cannot change
from here on. If we achieve the gains in productivity, employment and education that this Strategy
calls for, we will greatly reduce the effects of economic crises on inequality and poverty, and
generate the public revenues needed to raise social spending and reduce our levels of inequality
and poverty to those of the most advanced countries in Europe by 2050.
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The socialimprovements envisioned by this Strategy are ambitious. But they are also technically
and economically feasible. Together, they would lead to an increase in public expenditure on the
items concerned of about 8 GDP points by 2050. This is not an excessive increase. In fact, it would
bring us closer to the level of public spending that the most developed countries in Europe already
have today (the EU-8 average is 50% of GDP)*¢ [Fig. 11].

Fig. 11. Public expenditure in Europe, 2018
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The bulk of the proposed increase would be concentrated on five items: education,*® R&D,*’
health,?® long-term care,?* and social protection.?? This reflects the opinions of most of the experts
consulted and coincides with the priorities of the majority of citizens, who, according to the most
recent studies, support prioritisation of spending on these items.?*

Of course, this does not mean that increasing public spending is enough to guarantee the
future welfare of Spain. It will be equally important to improve the efficiency of this spending
by implementing the many reforms in public administration that have been described throughout
this study.

It should also be noted that this increase in public spending would not necessarily lead to an
increase in the deficit.?* The increase in tax revenue? alone that this Strategy proposes (as a
result of both the suggested regulatory changes and the reduction of the shadow economy and the
fight against tax fraud) would be enough to offset this increase in public spending. To this should
be added the many efficiency gains and savings that would be made in other expenditure items
as aresult of the other proposed reforms (e.g. the digitalisation of public administrations or gains
in labour productivity) and the structural changes they would bring, such as the consolidation of
a sustainable and socially inclusive pattern of economic growth, which would help improve the
long-term dynamics of public debt, with positive effects on financing costs.?¢ Although difficult to
quantify in advance, the analysis of this Strategy suggests that these reforms will be instrumental
in helping to reduce the current public?’ deficit and ensure the long-term sustainability of the
public finances [Fig. 12]. In any case, it should be noted that this process of consolidation of
Spain's public finances should go hand in hand with European recommendations in this area.
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Fig. 12. Variations in public expenditure and revenue items by 2050 in line with the quantitative targets set
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To summarise: Spain has severe problems and will face significant obstacles between now and
2050. Even so, it is true that, since the arrival of democracy, Spain has not stopped progressing,
and there is not a single item of data that would suggest Spain would cease to progress now.
The future is often brighter than we think.

Naturally, progress will not happen by itself. To further improve and consolidate our position as
one of the most advanced countries in Europe, the generations that live in this country today
will have to carry out profound reforms and implement bold initiatives in this very decade. This
study suggests more than 200 actions aimed at generating a more competitive and resilient
pattern of economic growth; developing a circular and carbon neutral economy; improving the
training of our population; strengthening our capacity to innovate; modernising our economy and
our entrepreneurial culture; making our public administrations more efficient and transparent;
increasing revenues and progressiveness of our tax system; guaranteeing the sustainability of
our welfare state; closing the gender gap; improving the integration of legal immigration; and
supporting our youth, who are, after all, the embodiment of the better tomorrow we want to build.

This view is shared by those who have worked on this study and, we suspect, by millions of
Spaniards. In any case, we do not present it as a complete and closed Strategy, but rather as an
initial, incomplete and open proposal, which will need to be expanded and improved through
constant and reiterated dialogue involving all social and economic stakeholders in Spain. A
dialogue that should go beyond the institutional boundaries of the state government and enter
Congress; the regional parliaments; the management committees of companies; trade union
assemblies; the agendas of NGOs, think tanks and foundations; the classrooms of our universities
and institutes; and, ideally, our homes.

That is, ultimately, the real goal of this exercise: to help Spain think a little more about the long
term and to do so with more ambition, less tension and more willingness to reach consensus.
We humans cannot predict the future, but we can dream it, plan for it and make it a reality. Let's
be optimistic. Let's regain confidence in progress, in Spain, and in ourselves.
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