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December 21, 1965 Rodney H, Mills, Jr.

ZIhe Spanish '"Miracle': Growth and Change in the Spanish Economy
1959-1965

The surprisingly favorable changes in Spanish economtc
conditions in the past six years have received little attention
outside Spain itself. Retarded for more than a generation by depression,
civil war, world conflict, isolation, and ill-chosen policies, the
Spanish economy has acquired new strength and dynamism because of
important policy revisions dating from 1959. Broadly, these can be
described as a reorientation away from controls toward greater reliamce
on market forces.

Since thesé policy shifts began to occur, Spain's growth rate
has doubled and has averaged nearly 9 per cent per year. This rate
compares favorably with '"miracle" growth rates in postwar Germany and
Italy, but the use of the word "miracle' seems particularly apt in the
case of Spain because attitudes adopted were very different from those
of the past. Within the economy, the pattern of Spanish output has
become 1apidly more industrial in character, and industries producing
automoblles and other highly-finished manufactures have taken on
importance there for the first time.

These d::velopments have been, to a large extent, in response
to decisions permitting a rising inflow of badly-needed imports. To ob-
tain the much higher foreign exchange accruals required by this policy,
the currency was devalued and foreign investment was encouraged; Spain
has also had the good fortune of being able to help satisfy growing

Western European demands for tourist travel and for manpower. The degree
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to which the Spanish economy has been "opened up" since 1958 is
exemplified by a rise of 3-1/2 times in the dollar value of Spain’'s
exchanges of goods and services vith the rest of the world, and by the
growth of private foreign investment in Spain from virtually nothing
to $300 million per year.

Rapid growth of domestic output has been accompanied by the
reappearance of substantial inflationary pressures since 1962. Never-
theless, Spain's external financial position has been greatly
strengtiened: official reserves have risen from $60 million to $1,500
millior, U.S. aid has been terminated, and Spain now has access to
World Bank loans to help finance the development program begun in 1964.

Causes and consequences of the 1959 decisions

Economic difficulties that reached crisis proportions in the
late 1950's led to the policy shifts of recent years. Extremely
severe import restrictions were a ma jor weak point in the Spanish
economy in the postwar years. 1In part, the restrictions were a
deliberzte attempt to speed up industrialization by a heavy dose of
autarky; in part, they were required for balance of payments reasons.
The exchange rate of the peseta did not allow Spain to compete
effectively in export markets or in the increasingly important market
for tourists. Bilateralism in Spanish trading arrangements, and a
system of multiple exchange rates, added their own distortions.

However, serious reconsideration of Spanish trade policies did
not begin until after Spain began to suffer from a rapid acceleration
of domestic inflationary pressures in 1955-58, caused essentially by

deficits in the public sector. In consequence, there were large
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deficits in the balance of payments in the late 1950's, and by early
1959 Spain's official reserves of gold and foreign exchange were
almost gone.

Coincident with the deterioration of the external financial
position ware some internal political shifts that broughtofficials
with more liberal outlooks to the top rungs in Spain's economic
ministries. A stabilization program was drawn up, with the aid of IMF
and OECD advisers, and made effective in July 1959.2/ It provided for
curbs on official and private spending; a devaluation of the peseta,
with a unified exchange rate of 60 pesetas per dollar;gl and a
liberalizarion of imports to counteract inflationary pressures and
permit a much-needed improvement in resource allocation.

This set of measures caused foreign exchange receipts to soar
in the next 18 months. Export receipts (dollar values) rose 50 per cent
from 1957-538 (annual average) to 1960. Between the two periods, the
number of foreign visitors to Spain increased 90 per cent; the official
exchange receipts from foreign travel rose by four times as the black

market disappeared overnight. There was also a reflow of Spanish

capital from abroad. The international accounts for 1960, in fact,

1/ Spair became a member of the International Monetary Fund in
September 1958 and a member of the OECD (then OEEC) in July 1959.

2/ Previously, a basic rate of 42 pesetas per dollar was applied to
many imports and exports. However, under the multiple exchange rate
system, exporters received rates ranging from 31 to 50 Pts. per dollar,
and many imports were bought at a rate of 52.5 Pts. (In a few cases,
some import rates were higher still,) The amount of devaluation ranged
from 17 to 52 per cent for exports, and was 13 or 30 per cent for most
imports.
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closed with a large surplus, although this was partly a reflection of
a

a temporary dovnturn in domestic demand and imports. (See Table 1.)

The liberzlization and prowth of imports

A lifting of import restrictions over a very wide range of
commoditiesin 1959-65 has taken place, and has been possible because
the initizl gains in foreign exchange accruals resulting from the
devaluaticn were followed by further large increases derived from a
rising stream of tourists, a heavy flow of Spanish workers to other
Western European countries, and burgeoning foreign investment in
Spain. The dollar value of Spanish imports rose 225 per cent (3.25
times) froem 1957-58 (annual average) to January-June 1965 (seasonally-
ad justed annual rate). The rapidity of this increase reflects both
liberalization (removal or easing of license requirements) and the
strong grocwth of domestic output and money incomes; from 1957-58 to
1964, GNP rose 54 per cent in real terms and 97 per cent in money
terms.

Imports of equipment goods and other manufactures have been
in the vanguard of the expansion of total imports. This group rose 380
per cent in value from 1957-58 to January-June 1965 (unadjusted annual
rate), and its share in total imports increased from 40 to nearly 60
per cent. (See Table 2.) The rise in imports of equipment goods has
centered on machinery and electrical equipment; imports of vehicles
have been kept at low levels by high tariffs and severe quantitative
restrictions. Iron and steel mill proeducts and chemicals have been

the other major manufactured goods imported in rapidly growing volume.
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By contrast, the growth in fmports of rav materials, fuels
and lubricants has approximately parallelled the expansion of internal
economic activity. Even in 1961-62 (a good while after liberalization
had begun and after internal demand in Spain had again become strong),
these imports were only 20 per cent more than in 1957-58, a rise
slightly less than that in real GNP. It had been widely said that the
level of Spanish outpui in the late 1950's was depressed by shortages
of raw materials, but in fact these appear to have been limited so far
as the economy’s aggregate requirements of raw materials were concerned.

The pace of the annual rise in imports slackened off from 51
and 44 per cent in 1961 and 1962 to 26 per cent in 1963 and 15 per cent
in 1964. This slowing was partly an outgrowth of the process of
liberalization itself; but there was also some toning down of the
program of removing import restrictions in the interests of protecting
domestic producers. More recently, however, imports in the first half
of 1965 advanced sharply to 30 per cent above a year earlier, under the
impetus of a new round of liberalization measures begun in November 1964
to dampen down a renewed outburst of inflationary pressures.

Despite the progress made so far in freeing Spanish imports,
some sectors of Spanish industry and agriculture continue to be
protected in significant degree by quantitative reéttictions and State
trading arrangements. The location and extent of this protection is
difficult to appraise. In 1its annual review of the Spanish economy, in
mid-1965, however, the OECD recommended that Spain take new steps to

1ift import restrictions, both as an anti-inflation device and to move
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further down the road of integrating the Spanish and other European
economies. These remaining quantitative restrictions are in addition
to tariff protection which is high by current %estern European
standards.

The acceleration of domestic growth

Spain's GNP at constant prices increased an average of 9.1
per cent a year in the four years 1960-63; in 1964, very poor crops
caused the rate to drop back to 7.5 per cent (provisional). Over the
five years 1960-64, value added in industry (in real terms) rose bY an
average of 11-1/2 per cent a year, while in services the growth rate
averaged 10 per cent yearly. (See Table 3.) Rapid growth of industrial
production continued through the first eight months of 1965, when out-
put averaged nearly 10 per cent higher than a year earlier.

The average growth rate of real GNP in 1960-64 was more than
twice as great as in the preceding five years, 1955—59.2/ In both
industry and services, the growth of output in 1960-64 was about three
times faster than it had been in 1955-59. However, in agriculture the
pace of output not only failed to pick up but in fact slowed down, and

this has been a cause of difficulties for the economy.

Investument productivity rises sharply

An increase in the productivity of Spanish investment
expenditures is the majcr explanation of the acceleration of the

rate of output growih. In the years 1955-59, total investment

3/ National accounts have not been made for years before 1954. The
national sccounts statistics used here have become publicly available
only in the last year, and provide the first measurement of the
expansion of total economic activity of recent years.
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outlays (at constant prices) amounted to 4.9 times the sum of the annual
increases in real GNP which oeccurred during this period. For the

period 1960-64, however, this capital-output ratio was only 2.7.

(See Table 4.)

The reduction of nearly 50 per cent in this capital-output
ratio coincides with the increased availability of imports. Import
liberalization, therefore, seems to have raised the productivity of
Spanish investment in two important ways: (a) competition forced
Spanish producers to increase their efficiency; and (b) the influx of
imports greatly raised the productiveness of Spain's stock of
equipment. The role occupied by imports of machinery and other equipment
goods in total Spanish investment became much larger after import
liberalization began. 1In real terms, total gross investment in the
years 1960-64 was 62 per cent more than it was in the years 1955-59,
but impcrts of equipment goods in 1960-64 (valued in dollars at
current prices) were 2.3 times more than in 1955-59. (The degree of
price rise in these items was not large enough to detract from the
vividness of this comparison.)

Other policy changes in Spain, in addition to increasing
the freedom to import, have been made in recent years to improve resource
allocation. From the end of the Civil War until 1962, every investment
decision required governmental approval: no new productive capacity
could be established, and no existing installations could be modified,
without official sanction. This regulation was (belatedly) liberalized

in 1962 and abolished in early 1963, except for investment in certain
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sectors (principally public utilities, mining, shipyards, petroleum,
drugs, fats and oils, and military equipment).

In addition, foreign investment was officially discouraged
and was of negligible volume before 1959; since then, it has been
actively encouraged and has increased rapidly. A significant share of
this flow has been in direct investment which certainly has brought
more than a mere addition to resources. For decades, Spanish
entrepreneurs had extremely limited acquaintance with business practices
in other (and more economically advanced) countries, so that the
accompanying additions to "know-how" have also been of importance.

Investnent rate increases

A higher investment rate has been another contributory
factor in the stepping up of growth. Gross investment averaged 19
per cent of GNP in the years 1955-58. After dipping in 1959 and 1960
because of the stabilization program, it rose sharply to 24 or 25
per cert of GNP in each of the years 1962 through 1964. Investment
outlays in 1962-64 by enterprises (private and nationalized) show
about the same proportionate increase over 1955-58 as does investment
by the government.

Private investment incentives were sharpened by the profit
prospects opened up by import liberalization and the removal of
controls and red tape on investment outlays. Government financial
policy has also contributed to maintenance of high private investment
demand, for aggregate demand in the ecoromy has been kept buoyant

since 1961 by balance of payments surpluses, abundant bank credit,
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increasing loan extensions by the official credit institutions (which
lend largely to the private sector), and more recently by rising out-
lays by the public sector. The Economic and Social Development Plan
should also be mentioned in this context. Preparations for the
Development Plan, which covers the years 1964-67 and which is Spain's
first comprehensive development program, were begun in early 1962 and
were accompanied with much publicity. A mission from the World Bank
helped to lay the groundwork for the Plan, and the Plan's target of a
6 per cent average annual growth in real GNP over the period is
consonant with the World Bank's own assessment of Spain's possibilities.,
Private Investment has been spurred by expectation of a high national
growth rate reflecting the government's own strong desire to develop
Spain with the aid of highly-respected outside advice.

The change in the official attitude towards enterprise
investment by the public sector has been another development with
favorable effects on the inducement to invest. 1In 1941, the government
created I[NI (the National Institute of Industry), a holding company,
to industrialize Spain by launching enterprises in those lines where
private industry was unwilling or unable to venture. INI enterprises,

now numbering over 50, are found in practically every important branch

4/

of Spanish industry; in many sectors, INI companies play a leading role.

4/ Coupanies wholly or partly owned by INI include Spain's largest
steel company (ENSIDESA, a recipient of several U.S. Eximbank loans); the
most important automobile manufacturing company (S.E.A.T., maker of the
"Spanish Fiat"); two of Spain's four petroleum refining companies; one of
the majorr producers of heavy trucks (Pegaso); the Spanish airline (Iberia),
several of the largest electric power companies, a number of shipyards,
one of the major chemical companies, and enterprises in mining, the
engineering industries, aircraft construction, textiles, food processing,
telecommunications, and even banking.
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The degree of industrialization which Spain has so far managed to
achieve indisputably owes much to INI initiatives, but INI has long
been a target for criticism on two points. Many INI companies could
be established only with the aid of a high degree of protection from
foreign competition. 1In addition, according to critics including the
World Bank's mission, private investment in Spain was adversely affected
by various aspects of INI operations. INI companies were given highly
preferential treatment in such forms as important tax exemptions and
reductions of tariffs on imported materials and equipment, in addition
to other advantages in obtaining investment funds. Moreover, INI
enjoyed much autonomy and expanded in a way which kept the private sector
overly in doubt as to where and when it might expect to face INI
competition. In the past two years, the government has moved to place
INI under close control, has required it to disclose its investment
plans well in advance, and has modified laws on preferential treatment
in industry in a way which suggests that competition will be fairer in
the future. The resignation in 1963 of the man who was INI's president
since its founding serves as an indication of the changed status of INI.
The rise in the savings rate has been largely concentrated
in personal saving which, before the stabilization program, was
adversely affected by inflation. Personal saving as a percentage

of GNP rose from an average of 2 per cent in 1955-59 to 4  per cent

in 1960-6%; during the latter period it rose to 7 per cent in 1964,
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Industrial production changes character

From 1958 to 1964, total Spanish industrial production
(excluding construction) rose by nearly 70 per cent. Small increases
in 1959 and 1960 (the difficult years of stabilization) were followed
by a 60 per cent rise over the four years 1961-64. OQutput in January-
August of 1965 was up alwost 10 per cent over the same months of 1964.

In this period of rapid over-all growth, wide differentials
from sector to sector have caused considerable shifts in the structure
of Spanish industrial output. Production has actually declined in the
extractive industries; increases in demands for coal and iron ore have
been met: by imports. Production increases in the food industries and
textile industries have been only one-half as fast as the rise in over-
all production, Above-average increases have occurred in the metal,
chemical, and oil refining industries, and particularly in the metal
manufacturing industries. Rising output of machinery and other
equipment goods has reflected the investment boom; production of
automobiles and other consumer durables has also increased very fast
and taken on importance for the total economy. Passenger auto
production, which totalled 118,000 units in 1964, is expected to reach
150,000 in 1965; the Spanish Ministry of Industry recently predicted
that output would climb to 500,000 cars by 1967. The Spanish passenger-
automobile industry is largely Spanish capital, but has been based on
foreign technology. Production has consisted almost exclusively of
Spanish versions of Italian (Fiat) and French (Renault and Citroen)
models, but in July 1965 a joint venture of the Chrysler Corporation

and the Barreiros company (truck and engine manufacturers) began

production of Dodge automobiles in Spain.
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tourism, emigration, and foreign investment

One of the more unusual aspects of the Spanish situation has
been the strengthening of the foreign position despite rapid growth and
the surge of imports. The balance of paymency was in surplus in each
of the years 1960-64, and only a modesé deficit will be recorded in
1965. Spain built up its official reserves from $66 million at the end
of 1958 to $1,518 million at the end of 1964; they have since declined
to $1,477 million by October 1965. New allotments o U.S. aid and
surplus food sales to Spain were ended in June 1961; these transactions
had averaged over $100 million yearly in 1957-58. (In 1963-64, Spain
made small net outpayments on transactions relating to U.S.-owned peseta
funds.) Spain hopes for substantial credits from the World Bank in
connection with the development plan: three loans totalling $138
million hzve already been received from the World Bank, in 1963-65, for
the moderrization and expansion of roads, railroads, and ports,

Spain has paid for rising imports, and simultaneously
reconstituted its reserves, mainly with receipts from tourism, the
remittances sent back from Spanish workers abroad, and an inflow of
foreign capital. After their initial post-devaluation surge in 1959-60,
commodity exports have been on the disappointing side. Exports were
stagnant in 1961-63; they experienced a sharp rise in 1964, but then fell
back. 1In the first half of 1965, exports ran at a seasonally-adjusted
annual rate only 16 per cent higher than in 1960.

Gross receipts from foreign travel of $919 million in 1964
were 3.1 times greater than in 1960, and the second largest of any

European country except Italy ($1,035 million). The rise in receipts
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from 1960 to 1964 was faster than the increase of 2.4 times in the
number of foreign visitors: the average expenditure per visitor
increased about 6 per cent yearly. The annual increases from 1961 to
1964 were of course smaller than the big upsurges in 1959-60 produced
by devaluation. But, over this period, they showed no tendency to slow
down; annual increases between 1961 and 1964 were, in order, 29, 33, 32,
and 34 per cent. The rapidity of the rise in Spanish foreign travel
receipts in these years greatly exceeded that in all other ma jor
European tourist countries, clearly indicating that the effects of the
1959 devaluation in pulling tourists to Spain were not all concentrated
in the 13 months after the event.

Emigrant remittances rose from $48 million in 1960 to $238
million in 1964, as large-scale emigration raised the number of Spanish
workers abroad. 1In 1960, when internal labor demand slackened in the
wake of the stabilization program, gross emigration increased sharply
to about 75,000 workers. The strong demand for labor in other countries
of Western Europe caused further increases to over 200,000 in 1963; the 1964
figure was probably about 235,000. Net emigration (for which precise
data for recent years are lacking) has not been greatly less than
gross emigration: the 1962 figures show gross emigration of 186,000
and net emigration of 143,000. From 1960 on, the great bulk of the
emigration has been to Western Europe, notably France, Germany and
Switzerland, while the "traditional" emigration to the Americas has

declined even in absolute numbers (to 22,000 on a gross basis in

1963).
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Private foreign investment in Spain, which averaged $12
million yearly in 1957-58, trended upward to $213 million in 1963 and
then to $299 million in 1964 (inclusive of $20 million of Export-Import
Bank loans to Spanish enterprises). The inflow remained at around
this rate in the first half of 1965. It has taken a wide variety of
forms. By type, the annual averages in 1963-64 were, in order of
importance: (1) portfolio investment, $79 million; (2) direct
investment (excluding residential buildings), $60 million; (3) hotels,
apartment buildings, and other residences, $32 million (being foreign
investment in the Spanish tourist boom); (4) loans to Spanish enter-
prises, $31 million; (5) commercial credits, $22 million; (6) Export-
Import Bank loans, $20 million; and (7) advancés againstrships under
eonstruction, $14 million. Eximbank‘losns, averaging $30 million yearly
in 1960-64, have been mainly to electric power companies but have
also included loans to government-owned and private steel companies.
Since the 1959 stabilization program, there has been a substantial
reflow of Spanish capital from abroad, amounting recently to $57
million in 1963 and to a similar figure in 1964,

Foreign capital has been drawn to Spain not only by the
profit prospects which have accompanied growth, but also by changes in
Spanish attitudes and regulations. Prior to July 1959, foreign
investment was officially discouraged by regulations limiting foreign
participation in Spanish enterprises (generally to 25 per cent) and by
severe exchange control regulations on the transfer abroad of earnings

and invested capital. A new foreign investment law, effective in



July 1929, raised to 50 per cent the general limitation on foreign
ownership of Spanish companies, and the exchange controls were soon
thereafter modified in favor of fareign investors. Since the spring
of 1963, the transfer of earnings and capital relative to all foreign
investment made since July 1959 has been free of any limitaﬁidns.él

Since that time also, foreigners have been permitted, with some

exception, to own up to 100 per cent of the capital of Spanish

companies.

5/ 1Ir 1965, the few remaining restrictions relative to investments
made before July 1959 were removed.





