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Letter from the Editors

Spain’s fiscal outlook is at the core of the
January issue of SEFO. Following the recent
coming into power of Spain’s first ever
coalition government since the country’s
transition to democracy in the late 1970s,
we start out by taking stock of Spain’s recent
economic performance and presenting our
medium-term forecasts — drawing attention
to the country’s main challenge of reigning in
public expenditures. Drilling down on fiscal
issues, we then measure recent progress on
deficit reduction and provide some insights on
the expected consolidation path.

The Spanish economy registered growth
of 1.9% in 2019, in line with October forecasts.
The forecast for growth in 2020 is 1.5%, shaped
by a slowdown in housing investment, public
consumption and exports, the latter marked
by a climate of heightened trade tensions and a
slowdown in trade in manufactured products.
Based on an improved global backdrop
(i.e., relaxation of US/China trade tensions,
expansionary monetary —and in some cases
fiscal— policies), the slowdown in Spain could
hit bottom during the second half of the year,
facilitating a modest rebound in 2021 and
2022 to 1.7%. Under those conditions, Spain
would create close to 800,000 jobs over
the next three years, fuelling a drop in the
unemployment rate to 11.1% in 2022. A key
concern lies with the public deficit, which,
pending specification of the new government’s
economic policy, is barely expected to come

down during the projection period, at an
estimated 2.2% of GDP in 2022. In any event,
these forecasts may be subject to revisions
once the 2020 budget is approved and there
is more clarity over the new government’s
economic policy agenda. However, the biggest
downside risk lies abroad, particularly with
the prevailing trade tensions which, if they
were to intensify, could hurt the economic
outlook.

Due to both economic and political
pressures, Spain has repeatedly pushed back
its deficit targets. Unfortunately, the total
public deficit will not come down substantially
in 2019 compared to 2018, as expenditure
has continued to grow. Moreover, although
the government failed to pass its general
state budget for 2019, it did push through
increases in public sector wages, pensions
and unemployment benefits by way of decree.
To put the situation into context, with a
public debt-to-GDP ratio of 98.9%, Spain is
the seventh most indebted European nation,
well above the eurozone (86.4%) and EU-27
(80.5%) averages. Looking forward, the 2020
state budget has yet to take shape. However,
initial estimates show that while announced
tax increases could boost revenue between
0.3% to 0.4% of GDP, implementation of
the expenditure measures contained in the
coalition agreement will require paring
back other spending initiatives or additional
measures on the revenue-generation front.



As regards Spain’s financial sector, the
January SEFO provides a snapshot of the landscape
for the FinTech sector in Spain, as well as an
analysis of the recent changes in households’
financial asset allocation and risk preferences.

The FinTech sector has sustained
considerable growth in Spain in recent years,
measured by both the number of players and
the private investment it has attracted. In fact,
FinTech firms raised 192.93 million euros in 2019,
equivalent to an average of over 4 million euros
per round of financing. Most firms are the result
of entrepreneurial activity based in Spain’s largest
cities, such as Madrid, Barcelona and Valencia.
Specifically, 93% of existing FinTech firms were
established by groups of entrepreneurs, with just
under 7% founded within an existing enterprise.
The sector is primarily concentrated around
four segments: credit, payments, investments
and personal finance management. Many of
these offerings are B2B solutions, with FinTech
firms supporting the digitalisation of Spain’s
SMEs. While the initial expectation was that the
Fintech players and banks would compete, there
has been a marked shift towards collaboration
among these two types of firms. Most notably,
the banking sector frequently invests in FinTech
start-ups and sponsors accelerators or incubators
to support these firms in the early stages of their
development.

The growth in the volume of retail customer
funds managed by Spain’s financial institutions
has accelerated in the last year from the scant
1% observed in prior years to nearly 4%. This
development has occurred in tandem with a two-
percentage point increase in the savings rate. Of
particular note is the shift from mutual funds
to demand deposits. While the former attracted
increased capital after 2012 thanks to the strong
performance of equity markets and ultra-lax
monetary policy, this trend has lost steam over
the past year in both Spain and other main EU
markets. Specifically, assets under management
contracted by around 4 billion euros in Spain with
bank deposits growing by 37 billion euros. Such
a reversal is curious given the continued decline
in demand deposit interest rates, indicating

growing caution among households due to global
uncertainty as well as increasing sensitivity to
swings in the value of holdings. Importantly,
these changes in risk appetite could lead to
greater volatility in households’ financial asset
allocation decisions, with potential implications
for financial stability.

We then focus on an intensifying debate at
the global, European and Spanish level — climate
change. This year’s World Economic Forum
(WEF) in Davos towards the end of January
essentially approximated a climate conference.
According to the latest WEF global risk report, all
five of the top risks in terms of likelihood touched
on climate and the environment. In this issue of
SEFO, we explore potential to address the climate
change challenge from the European standpoint
and through a somewhat unconventional lens —
evaluating the capacity for greening the ECB. We
also assess how Spain is addressing the climate
change challenge at the country level and progress
on transitioning to a greener economy.

Incoming ECB President Christine Lagarde
has signalled a commitment to ‘green’ the ECB.
In this regard, the ECB could potentially support
efforts to adapt to climate change through
changes to supervisory requirements, credit
rating agencies’ methodologies, and/or its own
formulas for macro-prudential supervision. It
could even intervene in financial markets under
a ‘green’ asset purchase program, however
this could potentially create distortions, while
effectiveness would be conditioned on the timing
of such programs. The institution could even
consider the use of its own investment portfolio to
meet such objectives, creating a signalling effect.
Nevertheless, to date, former ECB presidents
have interpreted this dual mandate as prioritizing
price stability over any economic policy objective.
Thus, critics have expressed concern that going
beyond that, i.e., with the ECB’s foray into climate
change activism, could undermine the political
independence of the central bank.

Preliminary estimates of the European
Environment Agency (EEA) show greenhouse
gas emissions in the European Union decreased



by 2% in 2018, having edged 0.6% higher in 2017.
Although a positive trend, scenarios envisioned
by the European Environment Agency indicate
the EU would still miss its stated target of a 40%
reduction by 2030. The advancement of climate
change will involve structural shocks with effects
in the medium and long-term. However, climate
change and the actions taken to stall it are bound
to have a growing impact on macroeconomic
performance, too. In Spain, the government
estimates that emissions decreased by 2.2% year-
on-year in 2018, thanks to reduced emissions by
the electricity sector, partially offset by growth
in emissions in transport. Similarly, there has
been an increase in the share of renewable energy
and a decrease in the intensity of energy usage.
Nevertheless, Spain’s agricultural, energy, and
tourism sectors remain highly exposed to climate
change. Thus, it is imperative that the country
make further advancements by taking advantage
of its relative abundance of renewable sources,
which will also mitigate the economic cost of its
dependence on imported oil and gas.

Finally, we close with an assessment of
the real estate market, taking a look at the broad
transnational differences in this still-significant
segment of the economy. House prices in Spain
have recovered significantly over the past years
and currently stand at a little over 80% of pre-
crisis peak levels. Nevertheless, noteworthy
variation exists across Spain’s regions. While
nine provinces have outperformed the national
average, 22 of Spain’s provinces have achieved
a price recovery equivalent to just 65% of peak
levels. Furthermore, the rebound in transaction
volumes has lagged the recovery in prices.
Volumes currently stand at just over 60% of
peak levels but present considerable differences
across provinces. It is worth highlighting the
weak new housing construction figures. These
statistics suggest Spain’s housing market is still
digesting the legacy stock of unsold housing
from the previous construction boom. Lastly,
housing affordability has improved in all regions,
even those in which the price recovery has been
most dynamic, putting prices at close to pre-
crisis levels. Looking forward, the data suggest
the housing market is likely to experience a soft

landing rather than another crash. That said, the
varying degrees of recovery draw attention to
important structural dynamics, which could pose
future challenges.
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What's Ahead (Next Month)

Month

February

March

Day

4
7
14
17
20
20

27

31

11
12
13
16
20
25
26-27
30
30
31
31
31
31
31
31

Indicator / Event

Social Security registrants and official unemployment (January)
Industrial production index (December)

CPI (January)

Eurogroup meeting

Special European Council

Foreign trade report (December)

Preliminary CPI (February)
Balance of payments monthly (December)

Social Security registrants and official unemployment (February)
Industrial production index (January)

Retail trade (January)

ECB monetary policy meeting

CPI (February)

Eurogroup meeting

Foreign trade report (January)

Balance of payments quarterly (4. quarter)

European Council

Preliminary CPI (March)

Retail trade (February)

Quarterly National Accounts (4. qr. 2018)

Institutional Sectors Non-financial quarterly accounts (4. qr. 2018)

Non-financial accounts, State (Dec., Jan. and Feb.)

Non-financial accounts: Central Government, Regional Governments
and Social Security (Dec. and Jan.)

Non-financial accounts, Total Government (4™. quarter)

Balance of payments monthly (January)

Vil
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What Matters

The Spanish economy in 2019 and forecasts
for 2020-2022

While Spain’s growth is projected to slow to 1.5% in 2020,
supportive international factors should begin to take effect

during the second half of the year, underpinning a recovery
in 2021 and 2022. That said, risks remain in the form of a

persistently high budget deficit and global trade tensions.

Raymond Torres and Maria Jesus Fernandez

Deficit reduction: Insufficient progress and
low probability of improvement

Spain’s public deficit targets have been repeatedly relaxed.
While it is not yet certain what form the 2020 General State
Budget will take, analysis suggests the coalition’s expenditure
measures will need to be met by additional efforts on the

revenue-generation front or cuts in other spending programs.

Santiago Lago Penas

25 Snapshot of the FinTech sector in Spain

Spain has seen a five-fold increase in its number of FinTech
firms, many of which are the result of ambitious entrepreneurs
whose solutions are supporting the digitalisation of Spanish
SMEs. Although FinTech firms were expected to compete
directly with established banks, the two sectors increasingly
collaborate through funding and innovation labs.

Santiago Carb¢ Valverde, Pedro Cuadros Solas and
Francisco Rodriguez Fernandez



3 3 Shift in retail money from funds to deposits

The past year has seen a reversal of capital flows from previously
dominant mutual funds to demand deposits, despite the
continued decline in interest rates. This dynamic indicates a
growing sense of caution and sensitivity among households,
which could contribute to greater volatility in households’
financial asset allocation decisions and financial markets in

general.

Angel Berges, Federica Troiano and Fernando Rojas, A.F.I

The greening of the ECB

Christine Lagarde has signaled her desire to ‘green’ the
European Central Bank (ECB), a statement that has both
garnered applause from climate change activists and alarmed
orthodox monetarists. While the ECB does have a dual
mandate and numerous instruments at its disposal to achieve
Lagarde’s objectives, there is concern that such actions could
undermine the political independence of the central bank.

Erik Jones

The climate change challenge for the Spanish
economy

The Spanish economy is making progress on reducing

its greenhouse gas emissions and energy intensity, while
increasing renewable energy generation. Given its energy
dependence, as well as its abundance of renewable energy
sources, accelerating the transition towards a low-carbon
economy represents a future insurance policy and an

opportunity.

Gonzalo Garcia and David del Val, A.F.l
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degrees across regions, rebounded in terms of prices and

unlikely to experience a hard landing,

Fernando Gémez Diaz

Regulation and Economic Outlook
Recent key developments in the area of Spanish financial regulation

Prepared by the Regulation and Research Department of the Spanish
Confederation of Savings Banks

Spanish economic forecasts panel:
Funcas Economic Trends and Statistics Department

Key Facts
Economic Indicators
Financial System Indicators

Social Indicators

The housing market: An uneven recovery

Oper the past years, Spain’s housing market has, to varying

transaction volumes, while improving in affordability. Although
the housing market is expected to cool in the near-term, it is
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The Spanish economy in 2019
and forecasts for 2020-2022

While Spain’s growth is projected to slow to 1.5% in 2020, supportive international factors
should begin to take effect during the second half of the year, underpinning a recovery in
2021 and 2022. That said, risks remain in the form of a persistently high budget deficit and

global trade tensions.

Abstract: The Spanish economy registered
growth of 1.9% in 2019, in line with October
forecasts. The forecast for growth in 2020
is 1.5%, shaped by a slowdown in housing
investment, public consumption and exports,
the latter marked by a climate of heightened
trade tensions and a slowdown in trade
in manufactured products. Based on an
improved global backdrop (i.e., relaxation

of US/China trade tensions, expansionary
monetary —and in some cases fiscal— policies),
the slowdown in Spain could hit bottom
during the second half of the year, facilitating
a modest rebound in 2021 and 2022 to 1.7%.
Under those conditions, Spain would create
close to 800,000 jobs over the next three
years, fuelling a drop in the unemployment
rate to 11.1% in 2022. A key concern lies with



the public deficit, which, pending specification
of the new government’s economic policy,
is barely expected to come down during the
projection period, at an estimated 2.2% of
GDP in 2022. In any event, these forecasts
may be subject to revisions once the 2020
budget is approved and there is more clarity
over the new government’s economic policy
agenda. However, the biggest downside risk
lies abroad, particularly with the prevailing
trade tensions which, if they were to intensify,
could hurt the economic outlook.

The Spanish economy in 2019

Although not all the fourth-quarter
indicators are available, it is expected that
Spain will have grown by 1.9% in 2019,
down from 2.4% in 2018 (Exhibit 1). That
figure, although in line with Funcas’ October
forecasts, is below that of the Funcas’ panel
of consensus forecasts at the end of 2018,
of 2.2%. Note, however, that those consensus
forecasts were prepared on the basis of the
then prevailing national accounting figures,
which were revised significantly downwards
in September 2019.

Exhibit 1 GDP

Annual growth rates
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The slowdown was driven entirely by
domestic demand, as foreign trade made a
positive contribution to growth for the first
time in three years. Growth eased across all
components of domestic demand, except
for public consumption, which accelerated
(Exhibit 2).

It is worth highlighting the resilience of
investment in capital goods, especially
given the uncertainty felt globally. Growth
in this heading, albeit lower than in 2018,
was above the eurozone average, despite
the fact that growth in domestic demand
trailed that of the eurozone. The dynamism
of investment in capital goods in Spain has
been a persistent trait since the start of the
recovery (Exhibit 3).

Growth in goods exports also lost momentum,
virtually stagnating in 2019. In contrast,
exports of services other than tourism,
registered sharp growth. Imports, on the
other hand, slowed by more than exports. In
fact, the low growth in imports throughout
2019, which was well below the level derived
from applying the usual rates of elasticity

2
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The Spanish economy in 2019 and forecasts for 2020-2022

Exhibit 2

GDP, domestic demand and external sector

Annual growth rates and contributions to growth
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with respect to final demand, was one of the
economy’s defining characteristics last year.
For all those reasons, exports grew by more
than imports, so that trade made a positive
contribution to GDP growth, having detracted
from that growth during the two previous
years.

Sector-wise, one of the most surprising trends
was the slump in the construction sector,
which contracted during the second half.
Similarly noteworthy was the continuation
of the pattern already observed last year,
and common throughout the eurozone, of
divergence between the relative weakness
of the manufacturing sector, which eked out
growth of just 0.5%, and the services sector,
which expanded by more than 2.5%. The

14

characteristics in 2019. )

fact that the manufacturing sector’s weak
performance did not spill over to services
may be attributable to the fact that the former
has continued to create jobs despite its scant
growth.

Nevertheless, job creation eased in all
sectors in 2019. In parallel, the downtrend in
unemployment stalled considerably, slowing
more intensely than job creation due to
growth in the labour force following higher
inflows of immigrants. The average annual
rate of unemployment in 2019 is estimated
at 14.2%.

Wages increased by around 2%, the highest
rate since 2010, in part due to discretionary

The low growth in imports was one of the economy’s defining



Exhibit 3
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Forecasts in shaded area.
Source: INE and Funcas (forecasts).

measures, such as the increases in the
minimum wage and public sector pay, as
well as wage increases negotiated under
the umbrella of collective bargaining.
Productivity, meanwhile, the weak link in the
recovery of recent years, deteriorated, such
that unit labour costs sustained their fastest
growth since 2008 (Exhibit 4).

Following the review of the national
accounting figures, the household savings
rate for 2018 was revised upwards to 5.9%
of gross disposable income, an increase
from 5.5% in 2017. The data as of the third
quarter of 2019 suggest that this metric has
continued its upward trajectory, rising to
just under 7%. That has enabled a recovery
in the household sector’s net lending position
from virtually zero in 2017 and 2018 (figures
revised upwards from negative numbers) to
0.5% of GDP in 2019. The net flow of new
loans for this sector was positive in 2018
for the first time since 2010 (i.e., new loans
exceeded repayments), a trend that continues
into the third quarter of 2019. Nevertheless,
the nominal value of household debt and the
resulting leverage rate continued to decline.
Household finances, therefore, remain solid,

8 Funcas SEFO Vol. 9, No. 1_January 2020
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although the deleveraging process may be
nearing its end (Exhibit 5).

Spain’s non-financial corporates also
presented a net lending position. This marks
the continuation of a trend first observed in
2009, though this figure now stands at less
than 2% of GDP as of 2019. Despite generating
a considerable financial surplus, the non-
financial corporates are no longer reducing
their volume of nominal debt. However, their
borrowings as a percentage of GDP continue
to fall.

The public sector deficit is expected to come
in at 2.5% of GDP in 2019. The slowdown
in public revenue as a result of the lower
growth in GDP was not accompanied by an
equivalent moderation in spending growth.
Instead, public spending remained buoyant
with public sector pay increases and hiring,
as well a growth in expenditure on pensions.
The upshot was a deterioration in the primary
deficit (net of interest payments), interrupting
the downward trend initiated in 2010.

The 2018 balance of payments figures were
revised upwards considerably, such that



The Spanish economy in 2019 and forecasts for 2020-2022

Exhibit 4 Employment and productivity

Annual growth rates
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the overall surplus increased by one whole borrowings. In 2019, the surplus narrowed,
percentage point to 1.9% of GDP. This solid due mainly to growth in the income deficit,
performance is a fundamental part of Spain’s  to around 1.6% of GDP, still comfortably in
ability to continue the reduction in its foreign  positive territory (Exhibit 6).
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Lower growth caused a slowdown in public revenues not accompanied

by an equivalent moderation in public spending growth, which
resulted in the deterioration of the primary deficit - interrupting the

downward trend since 2010. 2

Exhibit 6
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Forecasts for 2020-2022

The slowdown is expected to continue in
coming quarters, in line with the outlook for
trade, which is shaped by weak international
markets. Those markets are barely expected
to grow until mid-2020 as a result of trade
tensions, the cooling of the Chinese economy
and the slump in manufacturing, particularly
the automotive sector. During the second
half of the year, relaxation of the trade war
between the US and China, coupled with
monetary stimulus measures from the main

14

2011

Current account balance of payments

2012
2013
2014
2015
2016
2017
2018
2019

== Primary income balance
—— Current account balance

central banks and an element of fiscal easing in
some countries, such as Germany and France,
should begin to take effect, underpinning a
slight recovery in 2021 and 2022.

That profile of weak growth marked by global
uncertainty for much of this year, followed by
a rebound, is echoed in the main international
organisations’ current forecasts. In its latest
set of projections, the IMF expects global GDP
growth of 3.3% in 2020, down 0.1 percentage
points from its last estimate, and of 3.4% in

The IMF expects global GDP growth of 3.3% in 2020, down 0.1

percentage points from its last estimate. o
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The Spanish economy in 2019 and forecasts for 2020-2022

14

2021, down 0.2 percentage points. In the
eurozone, Funcas, in line with a majority of
analysts, is projecting growth of 1% in 2020
(down 0.1pp from 2019), followed by slightly
stronger performance thereafter.

For Spain, pending further specifics on the
direction of the new government’s economic
policy, the projections assume the carry-
over of prior-year budgets, albeit with a few
adjustments, such as pension and public
pay increases and advance payments to the
regional governments.

The trends in the global and European
economies, coupled with the direction of
fiscal policy, will shape Spain’s economic
performance. We are forecasting GDP
growth of 1.5% in 2020, which is lower than
the 2019 figure and unchanged from our
previous estimate. We expect the slowdown
to be driven by slower growth in investment,
particularly in the construction sector, and
less buoyant public consumption. The slight
uptick in private consumption is attributable
to the expectation that the savings rate
will stabilise (in 2019, Spanish households
increased their savings as pent-up demand
was depleted), albeit not by enough to fully
offset the slowdown in the other components
of domestic demand.

Foreign trade is expected to reduce its
contribution to growth in 2020, due to:
(i) export weakness (exports are expected to
grow at about half of the pace registered during
the recovery, as a result of the slowing growth
in global trade); and, (ii) growth in imports
more in line with the trend in demand (based
on the elasticity as estimated by Funcas), after

14

the next three years. ”

Net exports are expected to make a positive contribution to growth
in Spain, driven by the rebound in world markets.

b

having expanded at a lower rate in 2019 as a
result of exceptional factors.

The anticipated improvement in the external
environment towards the end of the year,
albeit less intense than previously estimated,
will have a positive effect in 2021. For that
year we are forecasting GDP growth of 1.7%,
down slightly from the 1.8% we estimated
in October. Driven by the rebound in
exports, foreign trade is expected to make a
positive contribution to growth. Investment,
particularly in capital goods, the element of
domestic demand most responsive to the
exports climate, should also recover. Private
consumption is forecast to grow in line with
disposable household income, while public
consumption would repeat the performance
of 2020. More of the same is expected for
most demand components in 2022, leaving
GDP growth at around its potential.

The positive growth differential with the
rest of the eurozone suggests that Spain will
continue to record a solid current account
surplus throughout the projection period.
That would mean that, underpinned by a
favourable competitive position, the Spanish
economy would have notched up consecutive,
albeit waning, external surpluses throughout
an entire decade, an unprecedented
achievement.

Job creation is expected to lose momentum
as a result of the economic slowdown.
Nevertheless, the economy would still
generate close to 800,000 net new jobs over
the next three years (in full-time equivalent
terms), thus bringing the unemployment rate
down to 11.1% in 2022. That year, 19.1 million

The economy is forecast to generate close to 800,000 net jobs over



Table 1 Economic forecasts for Spain, 2020-2022

Annual rates of change in %, unless otherwise indicated

Actual data Funcas forecasts
Ave Average | Average | 2018 | 2019 | 2020 | 2021 | 2022
1996-2007|2008-2013|2014-2017
1. GDP and aggregates,
constant prices
R : 1.3 2.7 24 19 15 17 17
Final consumption
households and NPISHs 3.7 -2.1 2.4 1.8 1.3 15 15 15
Fiz) e i e e et 4.2 0.9 1.0 19 22 14 14 13
government
Gross fixed capital formation 6.1 -7.6 4.5 5.3 2.8 1.9 2.8 3.0
5.5 -10.7 37 66 19 10 22 25
76 a1 70 77 26 12 28 2
Non-residential 37 -10.0 0.8 53 09 07 16 21
construction
Capital goods and other 75 27 53 41 38 57 3.4 35
products
Exports goods and services 6.5 1.8 4.4 2.2 2.0 2.5 2.9 3.1
Imports goods and services 8.7 -4.0 4.9 3.3 1.7 2.6 2.9 3.2
National demand (a) 4.4 -3.1 2.7 2.6 1.8 15 1.6 1.7
External balance (a) -0.7 1.8 0.0 -0.3 0.1 0.0 0.1 0.0

—_

GDP, current prices: - € billion - - - ,202.2 1,244.4 1,279.0 1,317.6 1,356.7

2
:
B
o
@
©
N
w
g
S
o

3.3 3.5 3.5 2.8 3.0 3.0
2. Inflation, employment and
unemploymen
3.5 0.5 0.6 1.1 1.6 1.2 1.3 1.2
3.1 1.7 0.7 15 1.0 11 1.2 1.2
;"Ct:éjr’:t’goyme”t (el 3.3 -3.4 25 25 22 14 15 14
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The Spanish economy in 2019 and forecasts for 2020-2022

Table 1 Economic forecasts for Spain, 2020-2022

Annual rates of change in %, unless otherwise indicated

(Continued)

Average Average Average | 20 19 | 2020 | 202 2
1996-2007 | 2008-2013 [2014-2018

3. Financial balances

% of GDP
16.7 18.8 214 223 226 227 229 232
- of which, private saving 13.3 22.9 23.5 22.8 23.0 23.0 23.1 233
26.7 21.7 191 204 210 212 214 217
- of which, private investment 17.9 17.8 16.9 182 188 19.0 193 19.6
Current account balance with 45 29 53 19 16 15 15 14
RoW
Nation's net lending (+) /net IR 24 27 24 20 18 18 17
borrowing (-)
- Public sector (general 0.1 8.8 42 25 25 24 23 22
government deficit)
- General gov. deficit exc. [ 8.1 41 25 25 24 23 -22
financial instit. bailouts
Public debt according to EDP 52.2 67.6 99.1 976 969 96.7 96.1 955
4. Other variables
Eurozone GDP 25 -0.3 1.9 2.0 0.9 1.0 1.2 1.3
Household saving rate
(% of GDI) 9.5 8.8 6.4 5.9 6.8 6.8 6.7 6.7
Al TEUG DL 93.3 128.5 1038 949 90.3 865 831 798
(% of GDI)
Non-financial corporates
gross debt (% of GDP) 91.5 133.4 105.2 955 920 893 865 838
Spanish external gross debt
(% of GDP) 60.6 162.4 168.0 167.5 165.5 164.3 162.4 160.7
12-month EURIBOR (annual %) 3.74 1.90 0.06 -0.17 -0.22 -0.25 -0.05 0.08
10-year government bond 5.00 4.74 177 143 066 060 075 0.90

yield (annual %)

Note: (a) Contribution to GDP growth, in percentage points.
Sources: 1996-2018: INE and Bank of Spain; Forecasts 2019-2022: Funcas.

o The main internal concern is the public deficit —forecast at 2.4% in

2020- which, barring new policy announcements, is barely expected
to come down during the projection period. ”



14

The recovery anticipated from the second half of this year depends

crucially on developments in trade negotiations —the scope for
agreements between the US and China and the UK and EU- and an

improvement in the investment climate.

people would be in work, which would still
be half a million shy of the pre-crisis peak.
Thanks to the reversal of migration flows,
with more arrivals than departures since
2018, the working-age population is expected
to increase by 300,000 by 2022.

Wage growth is projected to lag that of 2019,
which was heavily influenced by the hike
in the minimum wage. That, coupled with
modest productivity gains, should translate
into moderate growth in unit labour costs, but
not enough to erode Spain’s competitiveness.

The main concern lies with the public deficit,
which, in the absence of new policy-making,
is barely expected to come down during the
projection period. We are forecasting a deficit
of 2.4% in 2020, despite the downward trend
in borrowing costs in the current low-rate
environment. The deficit is expected to dip to
2.2% in 2022. As a result, public debt would
decline marginally as a percentage of GDP.

Risks and opportunities

The international environment remains the
primary risk factor. The recovery anticipated
from the second half of this year depends
largely on developments in trade negotiations
—the scope for agreements between the US
and China—- and an improvement in the
investment climate. In Europe, the forecasts
assume that the UK’s exit from the EU
will be orderly, although the details of the
new regime of bilateral trade agreements
remains shrouded with uncertainty. Lastly,
the forecasts presented in this paper were
made assuming oil prices remain stable at
around $65 per barrel of Brent. However, any
intensification of the geopolitical conflicts in
the Persian Gulf (which should not be ruled
out) would have an immediate impact on the

14 Funcas SEFO Vol. 9, No. 1_January 2020

b

markets and would weigh on the Spanish
economy.

On the upside, the deployment of new
reforms designed to reduce economic and
social deficits, in addition to improving long-
term growth prospects, would have a positive
impact on confidence in the short-term
and help shore up growth throughout the
projection period.
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Deficit reduction: Insufficient
progress and low probability of

improvement

Spain’s public deficit targets have been repeatedly relaxed. While it is not yet certain what
form the 2020 General State Budget will take, analysis suggests the coalition’s expenditure
measures will need to be met by additional efforts on the revenue-generation front or cuts

in other spending programs.

Abstract: Due to both economic and political
pressures, Spain has repeatedly pushed back
its deficit targets. Unfortunately, the total
public deficit will not come down substantially
in 2019 compared to 2018, as expenditure
has continued to grow. Moreover, although
the government failed to pass its general
state budget for 2019, it did push through

Santiago Lago Pefas

increases in public sector wages, pensions
and unemployment benefits by way of decree.
To put the situation into context, with a
public debt-to-GDP ratio of 98.9%, Spain is
the seventh most indebted European nation,
well above the eurozone (86.4%) and EU-27
(80.5%) averages. Looking forward, the 2020
state budget has yet to take shape. However,
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The budget deficit target of 1.1% has been delayed to 2020

and the probability of achieving it on schedule is extremely unlikely. "

initial estimates show that while announced
tax increases could boost revenue between
0.3% to 0.4% of GDP, implementation of
the expenditure measures contained in the
coalition agreement will require paring
back other spending initiatives or additional
measures on the revenue-generation front. [1]

2019: Deficit reduction, insufficient
progress

Budget planning in Spain has been
characterized by laxness and ongoing revisions
to public deficit targets for the past decade.
Established targets have been repeatedly
revised to reflect the reality of budget outcomes
These revisions are due to both economic and
political considerations including changes
of government, no-confidence votes, budget
carryovers, etc. Either way, the reality is that
the end goal of a balanced budget has been
repeatedly pushed back.

Exhibit 1

Percentage of GDP

2019
0,0 H+ L

For example, the 2012-2015 Stability
Programme was designed to deliver a total
public deficit in terms of gross domestic
product (GDP) of 1.1% by the end of the
period, starting from the deficit forecast at
the time for 2011 of 8.5%. Two years later,
when the Programme was updated for 2014-
2017, the target for 2015 had already been
revised upwards to 4.2% and the target of 1.1%
had been pushed back to 2017. Today, that
goal is still a long way off.

The current deficit-cutting roadmap was
approved by Spain’s Cabinet on July 7, 2017,
(and subsequently ratified by the Parliament)
for 2018-2020. In July 2018, the Government
tried to revise it upwards, but the new figures
did not secure a majority vote in the Senate,
thus they were dismissed. Subsequently, the
Stability Programme was updated for 2019-
2022, once again raising the deficit target
for 2019, despite the change not having been

Budget deficit targets, 2019-2022

2020 2021 2022

-0,5

-2,0
-2.0

-2,5

= Current Roadmap

l O.O

-0.5

-0.4

-1.1

2019 - 2022 Stability Programme

Source: Authors’ own elaboration based on Ministry of Finance report (2019a).

16 Funcas SEFO Vol. 9, No. 1_January 2020



Deficit reduction: Insufficient progress and low probability of improvement

ratified by the legislative process. Exhibit 1
presents the current actual targets and those
included in the most recent proposed updates,
referred to above. The target of 1.1% has
been delayed to 2020 and the probability of
achieving it on schedule is extremely unlikely.

Barring unforeseen developments in the
comprehensive budget settlements for 2019,
which should be disclosed in March 2020,
the total public deficit will not come down
substantially in 2019 compared to 2018. By
extension, this implies an increase in the
structural deficit. The deficit recorded in 2018
was 2.5%. The consensus forecast published
by Funcas calls for a deficit of 2.4% in 2019,
with the analysts forecasting that metric
within a range from 1.9% to 2.6% (Funcas,
2020).

Indeed, the monthly settlement figures
available to October (Ministry of Finance,
2019b) point to a deterioration in the deficit
compared to the first 10 months of 2018.
Excluding the local authorities, the deficit
was running at 1.41% compared to 1.08% in
10M18. If we use the figures for the first three
quarters, in order to include local government
numbers, the outcome is also worse: 1.47% in
9M19 vs. 1.2% in gM18.

The deterioration is primarily attributable
to expenditure. Although the government
failed to pass its general state budget for
2019 (2019 GSB) resulting in an extension
of the 2018 GSB, it did push through
increases in public sector wages, pensions
and unemployment benefits by way of decree.
That said, the changes made in 2018 had a
positive impact in the last quarter of 2019
affecting social security contributions and
the instalment payment system for corporate
income tax. These developments suggest that
the year-end figures may be less negative than
initially anticipated. The Bank of Spain’s most
recent calculations (2019) point to a 2019

1

deficit of 2.5%, which coincides with the figure
estimated by Conde-Ruiz, Marin and Rubio
Jiménez (2019). Elsewhere, Funcas (2019)
is also predicting a deficit in line with that of
2018 (2.5%)

Spain’s independent fiscal institution, the
AIReF (2019a), is a little more optimistic.
In addition to the above-mentioned last-
quarter revenue boost, the AIReF, in its
base-case scenario, is forecasting a deficit of
2.2%. However, the target of 2% is considered
“improbable”.

By level of government, the figures point to a
significant shift in responsibility for the failure
to deliver the fiscal stability targets (Ministry
of Finance, 2019b). The central government
has improved its performance considerably.
As of October 2019, its deficit had decreased
from 0.73% in the first 10 months of 2018 to
0.58%. In contrast, the regional governments’
finances had deteriorated substantially, moving
from a surplus of 0.14% to a deficit of 0.35%.
Elsewhere, the local authorities’ surplus has
narrowed while the deficit at the social security
level has increased slightly. The main reasons
for the disparate performances at the central
and regional government levels lie with: (i)
the lag in executing advance payments to the
regional governments; and, (ii) the impact of
the change in the VAT management system
introduced in 2017 with the rollout of the
so-called Immediate Supply of Information
regime.

By year-end, the first factor should reverse,
reducing the regional governments’ deficit
and increasing that of the central government,
as the advance payments made in December
were well above usual. On the contrary, the
VAT impact will not be reversed. The switch
in management regime will translate into a
drop in revenue for the regional governments,
which the central government will keep,
equivalent to 0.2 percentage points of GDP

The most recent estimates by both the Bank of Spain and Funcas

point to a deficit for 2019 of 2.5%. o
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indebted European nation. "

in 2019. The government formed in the
wake of the no-confidence vote of June 2018
previously announced that the VAT impact
would be neutralised. As a result, the regional
governments prepared their budgets for 2019
with that funding in mind- around 2.5 billion
euros. However, the challenging political
environment and carryover of the 2018 budget
have meant that offset did not occur, thereby
undermining the regional governments’
finances.

To put the current fiscal situation into context,
Exhibits 2 and 3 depict, respectively, public debt
at the end of the second quarter of 2019 and the
structural public deficit. Spain, with a public
debt-to-GDP ratio of 98.9%, is the seventh
most indebted European nation, presenting
leverage that is well above the eurozone
(86.4%) and EU-27 (80.5%) averages.
Only other southern European economies
(Greece, Italy, Portugal, and Cyprus) as well
as France and Belgium are more indebted.

Exhibit 2

Percentage of GDP
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Spain, with a public debt-to-GDP ratio of 98.9%, is the seventh most

That ratio is significantly above the European
Union benchmark (60%); it massively restricts
Spain’s ability to use national fiscal policy as a
macroeconomic policy tool; and heightens the
economy’s exposure to sovereign debt crises
or rate increases.

That is why it is so important to analyse deficit
dynamics, which increase or reduce the stock
of debt from one year to the next. Examining
the structural deficit is particularly important
as it eliminates the effect of the economic
cycle and highlights the underlying mismatch
between public revenue and expenditure.
The estimate shown in Exhibit 3 corresponds
to 2019 and was compiled by the European
Commission. Here, Spain is one of the
underperformers with only France, Hungary
and Romania presenting higher structural
deficits.

In short, Spain (along with Italy and, to a
lesser extent, France and Belgium) faces

Spanish public debt as of 2Q19
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40 |
20 -
0o .
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EA-19 _

Source: Author's own elaboration based on Eurostat data.
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Exhibit 3

Percentage of GDP
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Source: Author’s own elaboration based on European Commission estimates (2019).

an excessive public debt burden that the
government has failed to resolve. Spain has
not taken advantage of its strong growth since
2014 to reduce its debt ratio, managing only
to stabilise it at around 100%. According to
the AIReF (2019b), the positive impact of the
growth in nominal GDP would have enabled
an 18-percentage point reduction in the debt
ratio by 2019 (which would put Spain in line
with the EU-27 average), were it not for the
structural deficit, which has almost entirely
wiped out that effect.

Outlook for 2020

The Funcas (2019) consensus forecast for
2020 is for an overall deficit of 2.2%, with
analysts’ estimates spanning a range of 1.5%
and 2.8%. The Bank of Spain’s most recent
forecasts (2019) point to a deficit of 2.1%, while
the European Commission (2019) anticipates
a 2.2% deficit. These figures are well above

14

those projected in the roadmap depicted in
Exhibit 1. The most recent fiscal consolidation
roadmap approved by the Spanish Parliament
targets a deficit of 0.5%, while the 2019-2022
Stability Programme is targeting 1.1%.

Meanwhile, the fiscal landscape has become
increasingly uncertain. At present there is
not even a draft GSB for 2020. The lack of
a sufficiently large parliamentary majority
has prevented approval of the limit on non-
financial spending for 2020 or the revision of
the fiscal stability targets. The main reference
document available at this time is the Draft
Budgetary Plan for 2020 (2020 Plan), which
was published and submitted to the European
Commission on October 15", 2019 (Ministry
of Finance, 2019a). The 2020 Plan reflects
a “no-policy-change” fiscal scenario. This
entails a lack of additional measures on the
revenue side with the odd intervention on

The lack of a sufficiently large parliamentary majority has prevented

approval of the limit on non-financial spending for 2020 or the revision

of the fiscal stability targets. Y
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The coalition agreement between PSOE and Podemos as well as

bilateral agreements with other parties mean increased pressure on

spending. o

the spending side, all of which will be adopted
upon government formation. Specifically,
this entails implementation of the agreement
with the unions for the period 2018-2020
to increase public sector wages and the
commitment to increase pensions at the same
rate as the expected increase in consumer
prices in 2020. According to the Spanish
government, the result of the no-policy-
change scenario would be a reduction in the
overall deficit from 2.0% to 1.7%.

The European Commission did not respond
favourably to this 2020 Plan for three main
reasons. Firstly, according to the projections
made by the EU, the 2019 Spanish deficit
will be 2.3%, 0.3 percentage points above the
government’s projection. Secondly, increases
in public wages and pensions involve a
significant increase in public expenditure of
0.4%-0.5% of GDP, such that the overall 2020
deficit would barely budge (2.2%). Finally,
the structural deficit will deteriorate by 0.1
percentage points while the Stability and
Growth Pact recommends a structural deficit
reduction of 0.65% of GDP. The Commission
therefore concluded that the Plan runs the
risk of non-compliance with the provisions
of the Stability and Growth Pact. It does,
however, acknowledge that given the Plan’s
“no-policy-change” nature, there is room
for an additional deficit reduction effort.
This should be included in an updated draft
budgetary plan when the draft 2020 budget
law is submitted to the Spanish parliament.

14

According to the Spanish Employers’ Confederation

What can we expect from the new 2020
GSB? The investiture of Pedro Sanchez as
president on January 7%, 2020, partially
reduces political uncertainty, although
the parliamentary arithmetic continues to
complicate the drafting and passage of a
new budget, on which there will be pressure
to increase spending. This is due to two
dynamics. The first relates to the coalition
agreement between Spain’s socialist party,
PSOE, and Unidas Podemos. [2] The second
is due to the multiple bilateral agreements
reached with parties with purely national
interests.

There are different ways of trying to determine
what direction the fiscal policy of the 2020
GSB will take. One possible approach would be
to quantify the impact of the measures with an
eye on spending and revenue contained in the
investiture agreements. The issue, however,
lies with the sheer number of agreements
and the lack of precise figures. Nevertheless,
Spain’s Employers’ Confederation, the CEOE,
has taken a partial stab at it by focusing solely
on the agreement between PSOE and Unidas
Podemos. According to their calculations,
expenditure and revenue is set to increase by
1.5 and 0.5 percentage points, respectively.
This would push the 2020 deficit over the 3%
threshold again. [3]

There is, however, an alternative approach to
this calculation. Starting from the 2020 Plan,
we include the additional sources of revenue

(CEQE),

expenditure and revenue is set to increase by 1.5 and 0.5 percentage
points, respectively, pushing the deficit one percentage point higher

to the 3% threshold.
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featured in the Draft Budgetary Plan for 2019
(2019 Plan), which are essentially identical to
those in the subsequent draft 2019 GSB (Lago-
Pefias, 2019), and then layer in the possible
sources of additional tax revenue outlined in
the coalition agreement. Because the 2019
Plan includes more precise calculations and
measures affecting total public revenue that
are absent from the agreements with other
parties, these calculations are less uncertain.
Such an approach gives us an idea of how
much room the coalition government has
to increase expenditure over and above the

Table 1

no-policy-change scenario underpinning
the 2020 Plan, which already includes wage
increases for public employees and higher
pensions.

Table 1 presents the government’s and
AIReF’s estimates for each of the new
revenue measures included in the 2019 Plan
and for the increase in the social security
earnings cap, a measure only decided on by
the government after it sent the Plan to the
European Commission. Layering the latter
measure in puts the government’s estimate

Revenue measures included in the Draft Budgetary Plan for

2019 and assessments by the AlReF

Millions of euros

Revenue measures

Draft Budgetary ]
Plan for 2019 | AIReF estimates

Corporate income tax: Limit on double

taxation exemptions and minimum rate

over taxable income

Corporate income tax: Rate cut for SMEs

Tax on financial transactions

Tax on certain digital services

Increase in personal income tax rates in

highest-income brackets

Green taxes (tax on hydrocarbons)

VAT: Rate cut for veterinary services

VAT: Gender equality oriented tax
measures

Remedy of tax fraud: Limit on cash

payments

Remedy of tax fraud: Reinforced list of tax

debtors

Remedy of tax fraud: Best international

practices for the prevention and remedy

of tax fraud

Social security contributions following

minimum wage increase
Property tax

All measures as per budgetary plan

Measure not contemplated in the
budgetary plan

Increase in social security earnings cap

All measures

Source: AlReF (2018).

1,776 (1,650 / 1,900)
-260 (-242 / -278)
850 (420 / 850)

1,200 (546 / 968)
328 (245 / 255)
670 (649 / 693)
-35 -35
-18 -18
218 (100 / 200)
110 (50 / 100)
500 (200 / 270)
1,500 (1,500 / 1,700)
339 (0/8)
7,178 (5,065 /6,613)

- (1,000 / 1,100)

7,178 (6,065/7,713)

21
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In the no-policy-change scenario depicted in the 2020 Draft Budgetary

Plan, there is already an increase included for public wages and

pensions. L

for incremental revenue (7.18 billion euros)
within the confidence interval projected by
the AIReF (6.07-7.71 billion euros). If we
subtract the increases in the social security
earnings cap that were implemented despite
the vote against the 2019 GSB from those
figures, as well as the estimated increases
from anticipated social security contributions
(i.e., after the minimum wage increase)
AIReF’s interval decreases to 3.57-4.91 billion
euros. All of which would imply an increase in
revenue of between 0.3% and 0.4% of GDP.

Section 10 of the coalition agreement sets out
the measures agreed on for increasing public
revenue and guaranteeing budget equilibrium.
In the case of corporate and personal income
tax, the coalition agreement essentially
mimics the contents of the 2019 Plan. The
new taxes on certain digital services and
the tax on financial transactions also feature
in the 2019 Plan. The same is true of the VAT
reduction and the measures for combating tax
fraud. Lastly, the coalition agreement does
not make any reference to increasing the net
wealth tax, but does explicitly state that the
government will “study the taxation of high
net worth individuals with the aim of ensuring
they contribute to a more just and progressive
tax system”. In short, the coalition agreement
does not include significant measures for
boosting revenue different to those already
quantified in the 2019 Plan and endorsed by
the AIReF.

Let us depart from the European
Commission’s estimate for the deficit in 2020
in the above-mentioned no-policy-change
scenario depicted in the 2020 Plan (2.2%).
Implementation of all of the revenue measures
outlined to date would put the overall deficit
at 1.8% in the best-case scenario. That figure
would neither comply with the 2019-2022
Stability Programme target nor would it

22 Funcas SEFO Vol. 9, No. 1_January 2020

deliver the targets for reducing the structural
deficit in 2020 (-0.65% of GDP).

Furthermore, the period contemplated in
Transitional Arrangement One of Organic Law
2/2012 of April 27, 2012, on Budget Stability
and Financial Sustainability ended on January
1%, 2020. The limits stipulated in articles 11
and 13 of that legislation are now in full effect.
Specifically, article 11 stipulates that: “no
public administration may incur a structural
deficit, defined as the cyclically-adjusted
budget balance net of one-off and temporary
measures. However, in the event of structural
reforms with budgetary effects in the long
term, in keeping with European legislation,
Spain may incur an overall structural deficit
of 0.4 percent of gross domestic product
expressed in nominal terms, or the percentage
stipulated in European legislation to the
extent lower”. Additionally, the organic law in
question implements article 135 of the Spanish
constitution, which stipulates that: “Neither
the State nor the Autonomous Communities
shall enter into a structural deficit beyond
the limits stipulated, if applicable, by the
European Union for its Member States [...]
Ceilings on structural deficit and public debt
volume may only be overrun in the event of
natural catastrophes, economic recession or
situations of extraordinary emergency which
are beyond the State’s control and considerably
harm the State’s financial situation or its
economic or social sustainability, recognised
as such by the absolute majority of the
Congress of Deputies”.

Accordingly, it seems the implementation
of the expenditure measures contained in
the coalition agreement between PSOE and
Unidas Podemos will require paring back
other spending initiatives or additional
measures on the revenue-generation front,
preferably framed by a far-reaching and in-
depth reform of the Spanish tax system.
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Notes

[1] The author would like to thank Fernanda
Martinez and Alejandro Dominguez for their
assistance.

[2] Retrievable from https://www.psoe.es/media-
content/2019/12/30122019-Coalici%C3%B3n-
progresista.pdf

[3] Retrievable from: https://www.elmundo.es/
economia/2020/01/09/5e162291fdddffag41

8b4638.html
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Snapshot of the FinTech sector

In Spain

Spain has seen a five-fold increase in its number of FinTech firms, many of which are
the result of ambitious entrepreneurs whose solutions are supporting the digitalisation of
Spanish SMEs. Although FinTech firms were expected to compete directly with established
banks, the two sectors increasingly collaborate through funding and innovation labs.

Santiago Carbo Valverde, Pedro Cuadros Solas and Francisco Rodriguez Fernandez

Abstract: The FinTech sector has sustained
considerable growth in Spain in recent years,
measured by both the number of players
and the private investment it has attracted.
In fact, FinTech firms raised 192.93 million
euros in 2019, equivalent to an average of over
4 million euros per round of financing. Most
firms are the result of entrepreneurial activity

based in Spain’s largest cities, such as Madrid,
Barcelona and Valencia. Specifically, 93% of
existing FinTech firms were established by
groups of entrepreneurs, with just under
7% founded within an existing enterprise. The
sector is primarily concentrated around four
segments: credit, payments, investments and
personal finance management. Many of these
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offerings are B2B solutions, with FinTech
firms supporting the digitalisation of Spain’s
SMEs. While the initial expectation was that
the Fintech players and banks would compete,
there has been a marked shift towards
collaboration among these two types of firms.
Most notably, the banking sector frequently
invests in FinTech start-ups and sponsors
accelerators or incubators to support these
firms in the early stages of their development.

Introduction

Although the financial sector had already
begun to embrace technology in the run-up
to 2007, the financial crisis accelerated this
trend. The post-crisis years were shaped by the
proliferation of new financial services firms
with business models based on technology
solutions aimed at enhancing the customer
experience.

The Spanish FinTech phenomenon has left a
considerable mark. As illustrated in Exhibit 1,

Exhibit 1
(2015-2019)
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The FinTech sector has grown from 78 companies in 2015 to 385

the sector has grown from 78 companies in
2015 to 385 in 2019- a nearly five-fold increase.
The types of financial services offered have
also become more diversified. Although credit
and payment service providers continue
to dominate, new players have emerged in
personal finance management and the foreign
currency arena. In some instances, FinTech
players have gradually added new financial
services, morphing into so-called ‘neobanks’
(digital-only banks).

The evolution of Spain’s FinTech sector
includes a changing relationship with the
country’s banking sector. Initially, Fintech
players and banks were seen as direct
competitors. However, over the last few years
these firms have increasingly collaborated
together. Where competition persists,
evidence suggests that it is oriented around
intellectual property. Indeed, over the past
few years, Spanish financial institutions have
invested in Spanish FinTech companies, either

Trend in the number of FinTech companies in Spain

385

328
289

2015

2016

2017 2018 2019

Source: Finnovating and authors’ own elaboration.
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by taking direct equity interests or fostering
FinTech incubators and accelerators.

Overview of the Spanish FinTech
ecosystem

One of the unique characteristics of the
Spanish FinTech landscape is the broad
spectrum of financial intermediation activities
performed by the 385 FinTech enterprises.
Exhibit 2 shows the breakdown of FinTech
firms by activity. We identify 11 types of
financial services. As shown in Exhibit 2, the
majority are lenders. A total of 96 FinTech
companies, one out of every four, are active
in this segment. A high percentage (15.06%)
of FinTech firms is devoted to payments. This
category includes all the firms that provide,
whether directly or through other entities, retail
electronic payment services. Many of these
FinTech firms are certified by the National

Exhibit 2
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Securities Market Commission (CNMV) as
electronic money and payments institutions.

Another 12.47% are active in the investment
arena. This category includes FinTech firms
that provide investment advisory services on
an automated basis, automated management
services, investment networks, and trading
platforms. Lastly, the number of firms offering
accounting, tax and other management
activities, which currently account for 10.39%
of the total, has been growing. Exhibit 2
shows the concentration of Spanish FinTech
firms —62.86%— in the above four categories:
lending, payments, investment and tax/
accounting.

Exhibit 2 further highlights a unique
characteristic of the Spanish FinTech sector.
While Europe stands out for the proliferation

Breakdown of FinTech firms by segment of activity

Source: Finnovating and authors’ own elaboration.
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of crowdfunding platforms, in Spain there
are just 17 FinTech firms —less than 5% of the
total— of this kind. Exhibit 2 also evidences
the advent of the ‘neobanks’. In many cases, the
neobanks are FinTech firms that were set up
to specialise in lending or payments and have
gradually expanded their service offerings to
become ‘new digital-only banks’.

Table 1 depicts some of the key characteristics
of Spain’s FinTech players in terms of their
founding and business models. On average
they have 2.03 founders. The vast majority
are the result of individual entrepreneurship.
Indeed, 93% of existing FinTech firms were
established by groups of entrepreneurs, with
a broad range of professional backgrounds.
These entrepreneurs shared the common
aim of developing innovative ideas in
financial digitalisation. Only a small portion
—under 7%— were founded within an existing
enterprise.

Table 1
business model

N¢ of founder
Start-ups, %
Existing firms, %
Location of start-up
Madrid, %
Barcelona, %
Valencia,