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In 2 nutshell

The Spanish economy recorded a strong growth in
2018, even though it marked a slight slow-down in
comparison to previous years. In 2018, the
country’s GDP grew by 2.4%, a slight decrease
from 2.9% in the previous year.

Mirroring the trends of the overall economy, the
broad construction sector in Spain also gained
momentum. The volume index of production in
the narrow construction sub-sector increased by
6.0% between 2015 and 2018. Likewise, the
volume index of production in the construction of
civil engineering and the construction of buildings
grew by 12.3% and 5.3% over the time period.

Volume production in the
construction of civil
engineering between
2015 and 2018

12.3%

Even though the turnover of the broad
construction experienced a 41.8% decline between
2010 and 2014, it increased continuously until
2018, reflecting the growth of volume index of
production. However, the turnover of the broad
construction sector reported a decline of 18.3%
between 2010 and 2018, reaching EUR 226.5
billion. This decline was mainly due to a 27.9% and
7.3% decrease in the turnover of the narrow
construction and manufacturing sub-sectors. In
contrast, the turnover of the real estate activities
and architectural and engineering sub-sectors
increased by 35.4% and 0.5% respectively in the
same period. However, the turnover of the broad
construction sector has continuously increased
since 2013, when it reached its bottom low of
EUR 155.3 billion.

Turnover of the broad
construction sector
between 2010 and 2018

18.3%

In parallel, the profitability in the sector has also
experienced a decline between 2010 and 2017.
While the gross operating rate of the broad
construction sector increased from 13.0% to
14.0%, three out of four sub-sectors experienced a
decline (the narrow construction, real estate
activities and architectural and engineering
activities sub-sectors), thus indicating lower profit
margins.

This may be partly explained by two factors: the
decline observed in the apparent labour
productivity and the increase of construction costs
(and especially input material cost). Between 2010
and 2018, the apparent labour productivity across
the narrow construction and real estate sub-
sectors declined by 13.3% and 11.1% respectively.
In parallel, input materials cost increased by 7.3%
between 2015 and 2018.

Apparent labour
productivity in the
narrow construction
sub-sector between 2010
and 2018

13.3%

Employment in the Spanish broad construction
sector recorded a decline of 15.7% over the
2010-2018 period. This fall was mainly due to
decline in the employment across all the
sub-sectors except for the real estate activities sub-
sector, which experienced a 39.7% increase
between 2010 and 2018. Employment in the
manufacturing, narrow construction and



architectural and engineering activities sub-sectors
decreased by 23.7%, 22.9% and 4.5% respectively,
over the same time period.

Employment in the broad
construction sector
between 2010 and 2018

15.7%

The investment index in the broad construction
sector has experienced a steady growth since 2015,
rising by 14.7% over the 2015-2018 period. The
growth was mainly driven by investments in
dwellings. The latter rose by 30.8% between 2015
and 2018, in line with the high demand for housing.
Investment in non-residential buildings and civil
engineering remained rather stable, growing by
0.4% over the same period, due to the ongoing
commitment to fiscal deficit reduction.

Total investment in the
broad construction sector
between 2015 and 2018

14.7%

The housing market is driving the growth of the
construction sector. The house price index for total
dwellings has increased by 18.6% between 2015
and 2018. This was mainly driven by a 20.1% rise in
the price of new dwellings and an 18.3% growth in

the price of existing dwellings. Also, the demand
for housing is expected to increase in the years to
come, and the need for additional housing has
been estimated at 140,000 annually until 2024.

In addition, the government has taken several
actions to address the housing shortage and the
issue of affordability and renting. In March 2018,
the Spanish government approved the new State
Housing Plan for the period 2018-2021.

18.6%

House prices index
between 2015 and
2018

While the sector’s prospects are positive, it faces
some key challenges. These include labour
shortage, the issue of late payment, as well the
indebtedness of construction SMEs. These may
threaten the long-term sustainable development of
the sector.

Overall, the outlook for the broad Spanish
construction sector is positive, mainly driven by
the housing market. Tackling challenges such as
labour and skill shortages will help realising the
full potential of the construction sector.
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Key figures

Construction market

The number of enterprises in the Spanish broad
construction sector amounted to 698,086 in 2018
(Figure 1). Companies in the narrow construction
sub-sector accounted for 54.8% of the total
number of enterprises, followed by real estate
activities (26.3%), architectural and engineering
activities (14.1%) and manufacturing (4.8%). While
the number of construction companies
experienced a sharp drop between 2010 and 2013
(-12.4%), it recovered steadily from then onwards.
Put in comparison to 2010, the number of
companies hence increased by 9.4%.

The largest increase in the number of enterprises
since 2010 has been reported in the real estate
activities sub-sector (+51.8%), followed by the
narrow construction sub-sector (+3.1%).

Conversely, the number of companies in the
manufacturing sub-sector and architectural and
engineering activities sub-sector decreased by
18.0% and 6.2%, respectively, over the same time
period.

Number of companies in
the broad construction
sector between 2010 and
2018

9.4%

During the period 2015-2018, the volume index of
production in the narrow construction sub-sector
experienced a 6.0% increase. In addition, the
volume index of production of construction of the
civil engineering reported a 12.3% increase,
followed by the construction of buildings (+5.3%),
over the same period of time (Figure 2).

12.3%

Production of civil
engineering between
2015 and 2018

Figure 1: Number of enterprises in the broad
construction sector in Spain between 2010 and
2018
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Figure 2: Volume index of production in the
Spanish construction sector between 2010 and
2018 (2015=100)
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In 2018, the total value added at factor cost’ of
the broad construction sector amounted to
EUR 75.5 billion with narrow construction sub-
sector having the largest share (55.9%). After a
decline between 2010 and 2012, the total value
added of the broad construction sector increased
constantly until 2018. However, it remained 21.3%
below the 2010 level.

The share of gross value added of the broad
construction sector in the GDP? decreased from
20.4% in 2010 to 17.7% in 2017%. In 2018, the real
estate activities sub-sector had the largest
contribution (10.5%), followed by the narrow
construction sub-sector (5.6%) (Figure 3).



Figure 3: Gross value added as share of GDP in the
Spanish broad construction sector in 2018 (%)
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Source: Eurostat, 2019

The gross value added of the construction
sub-sectors is not equally distributed over the 19
NUTS-2 statistical regions of Spain. In fact, the
regions of Communidad de Madrid, Andalucia and
Catalufia accounted for 14.9%, 14.7% and 14.7%
of the gross value added of the narrow
construction sub-sector in 2017. The same regions
accounted for 16.3%, 16.0% and 20.9% of the
gross value added of the real estate activities sub-
sector, respectively over the same year.

Productivity

Apparent labour productivity® in the broad
construction sector decreased from EUR 40,150 in
2010 to EUR 38,569 in 2017 (-3.6%). This decline is
reflected in some of the construction sub-sectors.
The apparent labour productivity in the narrow
construction and real estate activities sub-sectors
reported decreases of 13.3% and 11.1%
respectively between 2010 and 20188, Conversely,
the manufacturing and architectural and engineer
sub-sectors increased by 3.4% and 0.6%,
respectively, during the same period (Figure 4).

Labour productivity in the
narrow construction sub-
sector between 2010 and
2018

13.3%

Figure 4: Labour productivity in the broad
construction sector in Spain between 2010 and
2018 (EUR k)
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In 2017, a five-year National General Collective
Agreement was signed between partners in the
construction sector: the National Confederation of
Construction (CNC), which represents employers,
and the two trade unions CCOO Construction and
Services and UGT-FICA. It is the 6™ General
Agreement from the construction sector and its
objective is to increase productivity and
competitiveness in the construction sector among
other things. It is one of the biggest agreements in
the Spanish economy since it involves directly
around 800,000 employees’. The agreement aimed
at promoting the use of new technology, including
the "BIM Environment", a new collaborative work
methodology, based on the use of an intelligent 3D
model. In addition, it aimed to keep improving the
qualification and necessary skills of employees in
the sector with specific formation given by the
Construction Labour Foundation (FLC).

Turnover and profitability

The turnover of the broad construction sector
reported a decline of 18.3% between 2010 and
2018, reaching EUR 226.5 billion. This overall
decline was mainly due to a 27.9% and 7.3%
decrease in the turnover of the narrow
construction and manufacturing sub-sectors. In
contrast, the turnover of the real estate activities
and architectural and engineering sub-sectors
increased by 35.4% and 0.5% respectively in the
same period. However, the turnover of the broad
construction sector has continuously increased
since 2013, when it reached its bottom level of
EUR 155.3 billion. In particular, it jumped from EUR
195.8 billion in 2017 to EUR 226.5 billion in 2018,
marking a 15.7% growth.



Turnover of the real
estate activities sub-
sector between 2010
and 2018

35.4%

Similarly, the gross operating surplus of the broad
construction sector in Spain declined by 24.0%
between 2010 and 2017, going from
EUR 36.0 billion to EUR 27.4 billion. As for the
turnover trends, the gross operating surplus for
the broad construction sector dropped until 2013,
before growing continuously until 2017. In 2016, it
stood at EUR 27.0 billion, significantly below the
EU-28 average of EUR 509.9 billion.

The gross operating rate of the broad construction
sector®, which gives an indication of the sector’s
profitability, stood at 14.0% in 2017, slightly higher
than the 2010 value (13.0%). The most profitable
sub-sector was the real estate activities, with a
gross operating rate of 37.1% in 2017. However,
three out of four sub-sectors experienced a decline
in gross operating rate (the narrow construction,
real estate activities and architectural and
engineering activities sub-sectors).

In parallel, construction costs increased by 3.3%
during the period 2015-2018, mainly driven by the
rise in input prices for construction materials
(+7.3%). Labour costs decreased by 4.7% in the
same period (Figure 5).

Construction cost index
between 2015and 2018

3.3%

Figure 5: Construction cost index between 2010
and 2018 (2015=100)
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Employment

fala

The number of people employed in the
broad construction sector declined
sharply from 2010 to 2013, from 2.4 to
1.6 million people (-35.0%). It has
slowly recovered since 2013, reaching
2.0 million in 2018.

Thus, during the period 2010-2018, the total
number of people employed in the broad
construction sector decreased by 15.7%. The
narrow construction sub-sector employs 63.6%
(1.3 million people) of the number of people
employed in the broad construction sector. The
real estate, architectural and engineering activities
and manufacturing sub-sectors employed 14.0%
(282,256 workers), 11.9% (240,409 workers), and
10.5% (210,946 workers) of people respectively in
2018 (Figure 6).

Among all sub-sectors, only the real estate
activities experienced an increase (+39.7%) in
terms of people employed between 2010 and
2018. This reflects the rise in activities and
profitability of the sub-sector. Employment in
manufacturing and narrow construction sub-
sectors declined by 23.7% and 22.9%, respectively.
Similarly, architectural and engineering activities
sub-sector registered a decline of 4.5% in the same
period.

However, employment in the construction
sub-sectors is not equally spread over Spain. In
fact, the regions of Communidad de Madrid,
Andalucia and Catalufia accounted for 46.4% and
59.2% of the total employment of the narrow
construction sub-sector and the real estate
activities sub-sector, respectively, in 2017.

In terms of employment by occupation, the
number of professionals, clerical support workers
and technicians and associate professionals in the
real estate activities sub-sector increased most
between 2010 and 2018 (+175.0%, +101.2% and
+85.2% respectively). Similarly, in  the
manufacturing  sub-sector, employment of
professionals, and clerical support workers grew by
45.5% and 33.1%, respectively. Conversely, it
recorded declines in the employment of skilled
agricultural, forestry and fishery workers (-33.3%)
and managers (-32.8%). Most of the drops in terms
of employment occupation were recorded in the



narrow construction sub-sector. In this sub-sector,
the number of plant and machine operators and
assemblers, managers, and elementary
occupations dropped by 51.3%, 45.6%, 28.7%,
respectively, over the same time period.

Figure 6: Percentage of people employed per
construction sub-sectors Spain in 2018
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m Real estate activities
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Source: Eurostat, 2019.

The number of self-employed people in the
narrow construction sub-sector decreased from
399,900 in 2010 to 321,400 in 2018, representing a

decline of 19.6%. Conversely, the number of self-
employed persons in the real estate sub-sector has
recovered rapidly from the crisis, reaching 50,700
in 2018, an increase of 66.2% compared to 2010. In
2018, self-employed people in the narrow
construction and real estate activities sub-sectors
represented 11.0% and 1.7%, respectively, of the
total self-employed in the general economy.

The share of people employed by SMEs in the
broad construction sector in Spain has remained
stable for the past decade. In 2017°, SMEs
employed 88.4% of the entire workforce of the
broad construction sector, as compared to 89.4%
in 2010.

Number of self-employed
workers in the narrow
construction sub-sector
over 2010-2018 period

19.6%
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Macroeconomic indicators

Economic development

In 2018, Spain’s GDP recorded robust growth,
amounting to EUR 1,169.2 billion, a 2.4% and
8.4% increase in comparison to 2017 and 2010
respectively.

The growth of GDP is supported by private
consumption and capital formation. The potential
GDP stood at EUR 1,157.3 billion, which is very
close to the actual GDP. This resulted into a
positive output gap of 1.0% in 2018 as compared
to a negative output gap of 0.1% in 2017. This
shows that the economy is working at full capacity.

In 2018, the country’s inflation stood at 1.7% as
compared to 2.0% in 2017. Due to the widening
output gap and increase in the minimum wage, the
country’s core inflation is expected to rise
gradually™®.

Demography and employment

The unemployment rate in Spain stood at 14.0% in
2018, well above the EU-28 average of 6.1%. It has
been decreasing significantly since 2013 when it
reached 23.9%. The youth unemployment rate
(below the age of 25) stood at 34.3% in 2018, well
above both the EU-28 average of 15.2%. However,
the situation has improved since 2014, when the
youth unemployment rate stood at 55.5%.

Unemployment rates in 2018

EU-28

Spain

In terms of demographics, the total population in
Spain amounted to 46.8 million people in 2018,
0.5% below the 2010 levels. However, the low
employment rates, especially among young
people, have contributed to the outflow of labour
force from the country, decreasing its factual
population!. The number of Spanish people
registered abroad has increased from 1.4 million in
2008 to 2.5 million in 201823, This has been
compensated by the immigration flow in the
country!*. In fact, the net migration rate in 2018
stood at 332,447.

The population of Spain is expected to increase
3.0% until 2030. Between 2030 and 2050, the
population is expected to grow by 3.9%, reaching
50.0 million people. In 2018, Spain’s working age
population accounted for 65.8% of the total,
exceeding the EU-28 average of 64.7%. However, it
is expected to decrease to 63.6% by 2030, and to
54.7% by 2050 — below the EU-28 average of
57.1%. In parallel, due to the increase in life
expectancy among other factors, the proportion of
elderly people will increase from current 19.2% in
2018 to 32.4% by 2050. This is above the EU-28
average of 28.5%.

Spain faces specific territorial cohesion
challenges, that are similar to many other EU
Member States. Its population is leaving rural
areas to live in urban areas; and the average age
of the population in rural areas is higher than in
urban areas. In turn, this demographic trend
creates demographic pressure in some urban
areas’.

Most of the major urban areas in Spain have
experienced rapid population growth, leading to
problems related to urban sprawl, poverty, traffic
congestion, and bad air quality. Similarly,
depopulation and acute ageing processes are
taking place in certain rural and smaller urban
areas, making them less attractive for doing
business and making the cost of providing public



services high. Currently, there are 14 provinces
which are heavily affected by demographic decline,
with more than 25% of their population aged 65 or
older. This puts additional pressure on the
provision of healthcare and long-term care
services'®.

Share of working age population in Spain

2018 2050

Public finance

Government spending has been decreasing,
reaching 41.7% of GDP in 2018, 4.3 percentage
points lower than in 2010 and lower than the
EU-28 average of 45.6%. This reflects in part the
ongoing commitment to fiscal deficit reduction. In
parallel, the government deficit declined in the
past years, reaching —2.5% in 2018. This is much
lower than the 2010 level (-9.5%), but remains
higher than the EU-28 average of -0.6%. On the
other hand, government debt accounted for 97.6%
of GDP in 2018, decreasing slightly since 2014
level. However, it remains much higher than the
2010 levels (60.5%) and the EU-28 average of
80.0%.

Entrepreneurship and access to
finance

Spain was ranked 97" out of 190
economies in terms of starting a

business in 2019, according to the
Doing Business 2020 Report"’.
Registering a firm requires completing 7

procedures and 12.5 days, considerably above the
OECD high income average (4.9 procedures and 9.2

days). Furthermore, the cost of starting a business
represents 3.9% of income per capita, compared to
the 3.0% OECD high-income average. The paid-in
capital for a new firm stood at 11.6% in 2019, again
considerably higher than the respective OECD
average (7.6%)%.

In terms of four SBA (Small Business Act) principles
(‘second chance’, ‘responsive administration’,
access to finance, and skills & innovation), Spain
performs in line with the EU average. However,
Spain is lagging behind in the “State aid and public
procurement”, “Single market” and “environment

and internationalisation”®.

According to the 2019 Global
Competitiveness Report, Spain ranked

26" when it comes to its financial
system.

Spain performs well in terms of Credit gap (1%),
Domestic credit to private sector (22"), and
Insurance premium (27"). In parallel, the
indicators for Venture capital availability (29*") and
Financing of SMEs improved (40%) in comparison
to the previous year. However, the indicators
relating to the banking system score relatively
poor. Spain ranked 104", 72" and 68",
respectively, for the following indicators: Banks’
regulatory capital ratio, Non-performing loans and
Soundness of banks®.

Loans advanced to Spanish non-financial
corporations have been decreasing steadily over
the past years. In 2018, these amounted to
EUR 88.6 billion. This is the lowest amount in the
past few years, and especially in comparison to
2013, when loans advanced to Spanish resident
non-financial corporations amounted to
EUR 1,009.4 billion.

Access to finance is being supported by several EU
Institutions, such as the European Investment
Band or European Investment Fund (EIF). Spain
was the first EU-28 country to implement EIF’s
SME Initiative, which entails an innovative use of
Structural  and Investment  Funds  (ESIF
2014-2020)%.
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Key economic drivers of the

construction sector

Business confidence

Business confidence has generally been improving
in Spain since 2010, with the consumer
confidence indicator increasing from -22.9 in 2010
to -5.7 in 2018. However, this is still below
the -4.7 EU-28 average.

The industry confidence indicator turned negative
in 2018, standing at -0.1 While this is well above
than the 2010 levels of -13.7, it is below the EU-28
average of 6.0. Last, the construction confidence
indicator improved from -29.7 in 2010 to -4.6 in
2018. While this is an improvement, it is also well
below the EU-28 average of 4.1.

Consumer confidence indicator in 2018

EU-28

Spain

In parallel, the investment ratio declined from
20.0% in 2010 to 17.4% in 2013 before increasing
again from 2014 onwards. The investment ratio
reached 18.9% in 2018, and with the growing
confidence in the sector, it is expected to continue
its upward trend. Similarly, investment per worker
increased in recent years, reaching EUR 90,546 in
2017. This is a 50.3% increase in comparison to
2010.

Investment per worker
over 2010-2017 period

50.3%

Domestic sales

The ranking of the most domestically sold
construction products has generally remained
constant in Spain between 2010 and 2018.

All products in the top five of the most
domestically sold construction products
experienced decreases in terms of sales value over
the 2010-2018 period except “Prefabricated
structural components”, which increased by 9.8%.
The largest decrease was reported in the sales of
“Ready-mixed concrete” (-44.7%), followed by
“Portland cement etc.” (-44.6%), “Doors, windows
and their frame etc.” (-21.3%), and “Prefabricated
buildings of metal” (-5.5%). The top five most
domestically sold construction products, both in
Spain and the EU, are summarised in Table 1: Five
most domestically sold construction products in
Spain and in the EU in 1. Together, these made up
47.0% of all Spanish construction product sales in
2018.

Table 1: Five most domestically sold construction
products in Spain and in the EU in 2018

Spain EU-28
Share in
Value construction
Product product Product
(EUR m) ;
domestic
sales (%)
Doors, Other
1 windows etc. 14338 118 structures
(Group (Group
251210) 251123)
Ready-mixed Doors,
2 | concrete 1,185.6 9.8 windows etc.
(Group (Group




Table 2: Five most exported construction products
in Spain and in the EU in 2018

Spain EU-28
Share in
Value construction
Product product Product
(EUR m) .
domestic
sales (%)
236310) 251210)
Prefabricated
structural Ready-mixed
components concrete
3 | for building 1,111.7 9.2
otc (Group
(Group 236310)
236112)
Prefabricated Prefabricated
buildings of buildings of
4 | metal 1,063.2 8.8 metal
(Group (Group
251110) 251110)
Portland Prefabricated
structural
cement,
aluminous components
5 901.4 7.4 for building
cement, etc.
(Group etc.
(Group
235112) 236112)

Source: PRODCOM, 2019.

Export of construction-related
products and services

Table 2 presents the top five most exported
construction products, both in Spain and in the EU.
These accounted for 60.0% of all construction
exports from Spain in 2018. As compared to 2010,
there were three changes in the ranking of the top
most exported construction products in 2018.
“Towers and lattice masts”, “Portland cement,
aluminous cement” and Marble, travertine,
alabaster” were replaced with “Ceramic tiles and
flags”, “Other structures and parts” and
“Fibreboard of wood”. Between 2010 and 2018,
the values of the exports of “Boards, blocks and
similar articles”, “Mortars” and “Barrels and
coopers' products of wood” have increased by
1167.7%, 263.7% and 248.3%, respectively.
Nevertheless, the overall export sales have
increased between 2010 and 2018.

Spain EU-28
Share in
Value construction
Product product Product
(EUR m)
export sales
(%)
Ceramic tiles Ceramic tiles
1 and flags 2.730.0. 37.5% and flags
(Group (Group
233110) 233110)
Other Other
2 structures 487.9 6.7% structures
(Group (Group
251123) 251123)
Articles of
cement, Fibreboard of
3 | concrete etc. 444.0 6.1% wood (Group
(Group 162115)
236919)
Other worked
ornamental Marble, etc.
4 | etc. 419.7 5.8% (Group
(Group 237011)
237012)
Prefabricated
Fibreboard of buildings  of
5 | wood (Group 287.1 3.9% metal
162115) (Group
251110)

Source: PRODCOM, 20189.

In terms of cross-border provision of construction
services??, Spain exported services for EUR 1.3
billion in 2018, an increase of 8.1% in comparison
to 20122%. In parallel, Spain imported a total of
EUR 97 million in construction services in 2018,
55.5% lower compared than the 2012 level?*. Last,
Spain exhibited a trade surplus of EUR 1.2 billion in
services in 2018.

Access to finance in the
construction sector

The economic crisis has affected the ability of
Spain’s construction sector to access loans and
other sources of finance. The total volume of loans
to narrow construction sub-sector in Spain has
drastically decreased in the last years, reaching
EUR 27.6 billion in 2018, 75.9% less than in 2010
(EUR 114.5 billion). This indicates difficulties for
the construction sector (and especially SMEs) to
obtain credit and access the financial market.




The EIB Investment Survey
for 2019 shows that 67%
firms in the construction
sector consider availability
of finance as a long term
barrier?.

As per the survey, 14% construction firms sector
are dissatisfied with the cost of finance obtained,
whereas 9% are dissatisfied with collateral
requirements?®. According to Survey on the Access
to Finance of Enterprises (SAFE) report 2019, 8% of
Spanish SMEs consider access to finance as their
most important concern, above the EU-28 average
of 7%’ .Between April and September 2019, 31%
of SMEs in Spain applied for a bank loan, higher
than the EU-28 average of 24%. Only 3% of SMEs
did not apply because of fear of rejection®. This
could potentially benefit the construction sector.

Furthermore, Spanish SMEs also get financial
assistance from the European Commission. Over
the past five years, one of the Commission's top
priorities has been to boost funding opportunities
for SMEs in Europe.

In November 2019, the European Investment
Bank (EIB) invested around EUR 61 million of
Alhambra SME Funding 2019-1 DAC (Alhambra
2019-1). This is the first-ever securitisation of
loans, originated by Be-Spoke Capital, a new
direct lending platform?,

This newly established platform will provide
support to Spanish SMEs and mid-caps with
long-term financing opportunities that would
complement the offer of traditional lenders. The
agreement is supported by the European Fund for
Strategic Investments (EFSI), the main pillar of the
Investment Plan for Europe (Juncker Plan).

Loans to the narrow
construction sub-sector
between 2010 and 2018

75.9%

Access to housing

The number of households has been steadily
growing since 2010, reaching 18.6 million in 2018
(+5.3%).

The share of total population in cities and greater
cities has increased significantly from 2010 to
2018, going from 55.9% to 78.4%. This indicates
that urbanisation is a key issue affecting the
construction sector development.

At the same time, the annual mean equivalised
net income increased slightly by 0.1% between
2010 and 2018, reaching EUR 16,937. That being
said, it has been constantly increasing since 2014.
In 2017, it stood at EUR 16,390, below the EU-28
average of EUR 19,387. Together with the general
population growth, these figures support the rising
housing demand and ensuing need for new
residential properties, especially in urban areas.

5.3%

Number of total
households between
2010 and 2018

In parallel, interest rates on mortgages declined
from 2.8% in 2010 to 1.2% in 2018 (Figure7).

Figure 7: Mortgage rates for loans for over five
years original maturity (%) between 2010 and 2018
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Source: ECB MFI Interest Rate Statistics, 2019.

However, this decline did not drive households
residential loans up. In fact, the total outstanding
residential loans to households decreased by
20.9%, from EUR 620.4 billion in 2010 to EUR 490.8
billion in 2018.

According to the European Central Bank (ECB),
the Spanish mortgage market declined to around
42.7% of GDP in 2018, from 61.5% of GDP in
201130,



Despite this decline, loans for new housing have
recently risen. During the first ten months of 2018,
the total number of new home mortgages
increased by 10.7% y-o-y to 295,418. This remains
well below the average of 1.13 million new home
mortgages granted every year between 2003 and
20083,

The growth in the household debt was primarily
driven by significant growth in new credit to
finance durable consumer spending, as well as
growth in lending for house purchases and a
reduction in the repayment of mortgage32.

20.9%

Residential loans for
households in Spain
between 2010 and 2018

Spain experienced one of the highest price
increases prior to the economic crisis, resulting in a
housing bubble33. The housing bubble exploded
together with the economic crisis, leading to a
dramatic decrease in housing prices and
construction activities until 2013. However, this
downward trend started recovering in 2014
onwards (Figure 8). The housing price index
increased by 18.6% in 2018 in comparison to 2015,
driven by a 20.1% increase in the price of new
dwellings and a 18.3% growth in the price of
existing dwellings. However, house prices remain
below the pre-crisis level, in nominal terms and
real terms (around 22% and 32%, respectively)®*.
Housing price index
between 2015 and 2018 1806%

Figure 8: House price index in Spain between 2010
and 2018 (2015=100)
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Source: Eurostat, 2019.

Following the housing price increase, housing
affordability has become an increasing issue,
especially in a context where the unemployment
rate is high.

Several actions have been adopted by the
government to address the housing shortage and
the issue of affordability and renting. In March
2018, the Spanish government approved the new
State Housing Plan for the period 2018-2021.

The general strategy for access to housing in
Spain is set out in in the National Housing Plan
2018-2021, which updated the Housing Plan 2013-
2016.

Through a range of schemes to support rental
housing, urban rehabilitation and renovation, the
new Plan’s objective is to facilitate access to
housing for the most vulnerable groups, and to
reactivate employment in the construction
sector®,

In order to regulate housing “as a public service in
the general interest,” the Socialist Party (PSOE)
government drafted a set of initiatives in 2018
that would affect property owned by banks and
developers, but also private citizens. The
initiatives are part of a report by the Housing
Secretary General’s Office, which is meant to
influence existing and potential laws regarding
housing?.

Furthermore, the building stock distribution of
residential dwellings in terms of ownership has
slightly decreased from 79.8% in 2010 to 76.3% in
2018, among which 29.4% have a mortgage or a
loan. The population earning above 60% of median
equivalised income experienced a slight decline in
terms of dwelling owned — 81.7% in 2018, from
83.9% in 2010. In the same line, the population
earning below 60% of median equivalised income
shows a sharp decline in ownership. It reduced
from 64.2% in 2010 to 56.7% in 2018.

The demand for housing is expected to increase in
the years to come, and the need for additional
housing has been estimated at 140,000 annually
until 2024. The rise in demand also explains the
rise in the residential transactions in the real
estate. According to Statista, in 2018, around
581,790 residential real estate transactions took
place in Spain, as compared to 491,290



transactions in 2010, representing an increase of
18.4% during the period®’.

In parallel, the number of dwellings for which
building permits were granted increased
significantly by 91.8% between 2015 and 2018. In
case of one dwelling buildings and two dwelling
buildings, it rose by 56.7% and 117.9%,
respectively, over the same period. In absolute
terms, a total of 78,000 new dwellings were
granted permits across the country in 2018, an
increase of 23.1% from 2017%. This, in turn, may
have contained the rise of house price.

91.8%

Residential building
permits between 2015
and 2018

The housing cost overburden rate* stood at 8.9%
in 2018, slightly below the EU-28 average of 10.4%
and the 2010 level (9.7%)%. Likewise, the severe
housing deprivation rate*! stood at 1.5% in 2018,
which is well below the 4.0% EU-28 average®. Last,
the overcrowding rate® in 2018 stood at 4.7%,
below the EU-28 average of 15.5%*. All in all,
these indicators seem to suggest that housing
quality in Spain scores above the EU-28 average.

5 79% 10.4%
. o
8.9%

Spain 2010 Spain 2018 EU-28 2018

Housing cost overburden rate, %

Infrastructure

Spain ranks 7" out of 141 countries
regarding  the quality of its
infrastructure, according to the 2019

”“ Global Competitiveness report®, five
positions above the previous year’s.

More specifically, it ranks the best (1%) for its road
connectivity, 8" for Airport connectivity and 9*" for
its Efficiency of train services. It ranks 11*" in terms
of quality of road infrastructure and liner shipping
connectivity. Conversely, it performs
comparatively worse in terms of efficiency of air
transport services (18") and railroad density (28%").

Over the years, Spain has developed a broad and
modern network of infrastructures for all modes of
transport. Nonetheless, some Spanish transport
infrastructures, such as ports, high speed rail
connections and airports, still operate well below
their capacity. Indeed, in 2016, the share of freight
transported by rail remained low at 5.1%. Road
transport is prominent for both passengers and
freight in Spain. The country’s rail segment still
lacks multi-modal connections with ports and
logistic hubs?®.

Furthermore, the Trans-European Transport
Network (TEN-T) Atlantic and Mediterranean
corridors are not complete yet. By addressing
these challenges through infrastructure
investment, Spain would contribute to the
connectivity of its territory, in particular with
France, and to the competitiveness of its economy.
The country also needs to pay attention to the
maintenance of the extensive road network in
order to keep the existing high level of road safety
standards and ensuring connectivity?’.
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Key issues and barriers in the

construction sector

Company failure

Reflecting the increasing number of companies in
the broad construction sector, Spanish
construction companies have shown positive
demographic trends between 2010 and 2017.

With the exception of the real estate activities
sub-sector, all sub-sectors experienced a decrease
in terms of company deaths and an increase in
terms of company births. Within the narrow
construction sub-sector, the number of company
deaths decreased by 40.4% between 2010 and
2017, from 60,979 to 36,318. Conversely, the
number of company births increased by 41.8%
from 37,010 in 2010 to 42,477 in 2017 in the same
period. The companies created in 2017 in the real
estate activities sub-sector experienced an
increase of 58.8% compared to the 2010 values.
On the other hand, the company deaths in the
same sub-sector decreased by 12.3% between
2010 and 2017. Last, the architectural and
engineering sub-sector experienced a 22.4%
increase in company births and a 25.9% decrease
in the number of company deaths over the 2010-
2017 period. In other words, 2017 confirms the
positive development (and recovery) of the
construction sector.

Number of company
births in the real estate
activities sub-sector
between 2010 and 2017

58.8%

Moreover, newly created companies in the
construction sector represented 23% of new
companies in Spanish economy®. At the same
time, the number of bankruptcies in the sector
stood at 962 in 2017 — which is the lowest level

since 2010, and far from the record level reached
in 2013 (when close to 3,000 construction
companies went bankrupt®).

Trade credit

In Spain, 37.2% of the total value of B2B sales was
transacted on credit in 2018, in line with the
average for Western Europe (37.4%). This
represents a decrease from 2017 and 2016 values
(38.8% and 42.8% respectively). In 2018, 46.9% of
B2B transactions on credit are domestic, while
27.5% are foreign. The main reason for granting
trade credit to the B2B customers is the wish to
grow business. Also, selling on credit is considered
as a way to reward loyalty, build trust and attract
new customers. The main reasons for SMEs not to
extend credit to their domestic B2B customers
were that buyer’s payment behaviour is poor and
that the level of economic or political risk is high®°.

Domestic B2B customers are
almost twice as likely to receive
credit terms as foreign B2B
customers®?,

Spanish companies mainly grant trade credit to
their foreign B2B customers to further open up
sales and expand their international business.
Long-term cooperation also influences this
decision as it helps build trust and provides insight
into the customers’ payment behaviour®?. The
trade credit remains more widespread among
SMEs, both in terms of credit granted and
received.



Late payment

According to the Payment Practices Barometer
October 2019 survey report, around 88% of
Spanish companies®® reported that they were
adversely impacted due to late payment of
invoices by B2B customers.

This is slightly above the Western Europe average
of 85%. The average payment terms offered to
domestic B2B customers stand at 48 days from
invoicing (compared to 47 days last vyear),
significantly above the 34 days regional average.
The terms in the country are the third longest
observed in Western Europe, after Italy (51 days)
and Greece (66 days).

According to the survey findings, 66.9% of the total
value of the B2B invoices issued by respondents
was paid on time, higher than 57.7% in the last
year. Due to the improvement, Spanish
respondents cash in past due payments earlier
than last year (on average within 63 days from
invoicing, down from 69 days last year)ss.

In 2018, the B2B customers in the construction
sector were given 60 days to pay their invoices. In
2018, these customers paid on average, 18 days
after the due date. The main reason for payment
delays were insufficient availability of funds®®.

Time and cost of obtaining building
permits and licenses

Spain ranked 79 globally, among 190
economies, in the 2020 in “Dealing with

”“ construction permits”s’.

Completing the formalities to build a warehouse®®
requires 13 administrative procedures (above the
OECD average of 12.7 for high-income countries)
and takes 147 days (in comparison to the 152.3
days for OECD high-income countries) (Table 3)*°.
Nevertheless, the cost of completing the
formalities to build a warehouse represents 4.7%
of the value of the warehouse, above the OECD
high-income average of 1.5%. Specifically,
obtaining a building permit takes 45 days and
costs EUR 52,005.

Table 3: Construction procedures timing and costs
in Spain

Associated

Procedure
costs

Time to complete

Obtain results of
geotechnical study / soil 17 days
test

EUR 1,875

Request and obtain the
official alignment
(alineamiento oficial)

14 days EUR 186

Obtain results of

topographical study 7 days EUR 800

Obtain approval of draft
project proposal and
implementation plan
(Visado del proyecto 3 days
bdsico y proyecto de
ejecucion) from College
of Architects of Madrid

EUR 1,155

Request and obtain a
building permit (licencia 45 days
de obras)

EUR 52,005

Notify labour authority of
the start of construction
(apertura del centro de
trabajo) at the Ministry
of Employment, Tourism
and Culture

1day No charge

Receive initial inspection 1day EUR 375

Obtain completion

certificate (visado del
certificado final de obra - 3 days EUR 204
CFO) from College of
Architects of Madrid

Request final inspection
in connection with the
occupancy permit
(licencia de primera
ocupacion y
funcionamiento)

1 day EUR 1,116

Receive final inspection 1 day No charge

Obtain occupancy permit
(licencia de primera
ocupacion y
funcionamiento)

60 days No charge

Register the new building 18 days EUR 1,255

Request and obtain
water connection

10 days EUR 1,200

Source: Doing Business overview for Spain, Word Bank, 2020.

Skills shortage

The number of job vacancies®® in the narrow
construction sub-sector decreased by 41.7% from
9,102 to 5,311 between 2010 and 2018.

Number of job vacancies in the narrow
construction sub-sector between 2010 and 2018

-41.7%

® >

2010: 2018:
9,102 5,311




Adult participation in education and training in
the narrow construction sub-sector has been
fluctuating in recent years. After an initial increase
during the period 2010-2013, the adult
participation in trainings for the narrow
construction decreased, reaching in 2018 6.3%,
i.e. -1.0 percentage point below the 2010 levels.
Conversely, adult participation in education grew
in the real estate activities sub-sector from 6.5% in
2010t0 10.3% in 2018.

The number of tertiary education students in
engineering, manufacturing and construction has
increased by 17.1% since 2010, reaching 63,260
students in 2017°%. This highlights the increasing
interest of students in engineering (+27.9%),
manufacturing and processing activities (+36.8%),
and their reluctance to engage in architecture and
building studies (-18.8%).

Number of tertiary
education students in
engineering,
manufacturing and
construction between
2010 and 2017

17.1%

Experts believe that the focus in vocational
education should be put on the quality of the
training, the attractiveness of the sector and the
creation of further job opportunities®?. Indeed, the
construction sector has traditionally been one of
the main employers of relatively low-skilled
workers. This is the case particularly for young
people aged 15-24, educated below upper
secondary level®®. Many of these, currently
unemployed, will need to be retrained, especially
taking into account new (technological)
development in the construction sector. Skills
shortage is a key issue, that may impede the
growth of the sector especially in the big cities
(such as Madrid and Barcelona), which is expected
to hire 150,000 workers in the next few years®®,

Furthermore, skills polarisation and  skills
mismatches also affect the performance of the
labour market in Spain and weight on the
productivity growth. In 2018, the proportion of low
and high qualified adults on total employment in
Spain stood at 32.8% and 43.2% respectively. This
is above the EU-28 averages of 16.3% and 35.8%
respectively. However, the proportion of mid

qualified adults (23.9%) stood below the EU-28
average (47.7%)°.

Sector and sub-sector specific
issues

In 20167, Spain produced 129.0 million tonnes of
waste, out of which 35.8 million tonnes, i.e.
27.8% of the total, were generated from the
construction and demolition (C&D) activities®®°.

This is 6.2% lower than the C&D waste generated
in 2010 and well below the EU-28 average of 923.7
million tonnes’®. From the total waste, 53.7%
ended up in landfill, 5.7% was reused in backfilling
operations and 37.1% was recycled’’. Currently,
Spain segregates around 15% of the waste on-site
and aims to raise that share up to 80% in the
future’.

During 30-31 October 2019, the Spanish recycling
industry organised the first International Congress
of Construction and Demolition Waste Recycling
(C&D WASTE) in Madrid, with the slogan "For a
Sustainable Circular Economy in Construction’”.

Currently, the recycling rate of CDW in Spain is
approximately 40%, which is still considerably
below the 70% target for 2020 set by the EU Waste
Framework Directive. It is also well below the
recycling rates in other countries such as the
Netherlands, Denmark and Germany that exceed
the recycling rate of 80%’%. To reach this goal, a
Demolition Waste National Plan was approved in
2016 for the period 2016 — 2022 (Plan Estatal
Marco de Gestion De Residuos (PEMAR)) 7®. It aims
to reduce resources, increase the recycle rate and
improve its use efficiency. The plan has a specific
chapter targeting construction waste and
demolition in order to promote actions for
reutilization and recycling of construction material
to ensure that Spain complies with legal EU
objectives. Some objectives include promoting the
use of sustainable and non-dangerous construction
materials, studying the durability and recycling
possibility of the materials, and increasing taxes or
to encourage the use of-sustainable products. It
also focuses on R&D, which will play an important
role in achieving the EU recycling target.



According to sources from the Ministry of
Ecological Transition, Spain is facing disciplinary
actions from the European Union for failing to
meet the Waste Framework Directive, due to its
poor management of construction waste’®.

Emissions of greenhouse gases (carbon monoxide
and dioxide, methane, nitrous oxides and
particulate matter) from activities in the narrow
construction and real estate sub-sectors amounted

to 633,387 tonnes and 64,029 tonnes in 2018,
respectively. These declined by 54.3% and 37.8%
respectively in comparison to the 2010 levels. This
can be explained by the decreasing activity of the
sector, as well as by the implementation of more
environmental-friendly practices and processes.

Emissions of greenhouse
gases from narrow
construction sub-sector
between 2010 and 2018

54.3%



Innovation in the construction sector

Innovation performance

Spain’s overall performance in terms of
innovation and R&D expenditure is
below the EU average, classifying the
”“ country as a Moderate Innovator,

according to the Innovation Union

Scoreboard 201977,

Spain performs well in terms of human resources
and innovation friendly environment. The country
also scores high on Sales of new-to-market and
new-to-firm product innovations, Broadband
penetration, and New doctorate graduates. At the
same time, its weakest innovation dimensions
include Innovators, Linkages and Firm
investments’®,

The gross domestic expenditure on R&D as share
of GDP stood at 1.20% in 2019, which is slightly
less than the 2014 levels (1.24%) and the EU 2020
target of 2.0%’°.

This situation is reflected in the construction sector
by the business enterprise R&D expenditure
(BERD), which, despite some fluctuations,
generally displayed a negative trend across all sub-
sectors between 2010 and 20178 (Figure 9). BERD
dropped in the narrow construction sub-sector, by
29.5%, between 2010 and 2017. The drop was less
important in the professional, scientific and
technical activities sub-sector, which experienced a
13.2% decrease over the same period of time. In
contrast, BERD in the real estate activities
sub-sector experienced a significant increase of
37.1% over the 2010-2017 period. In absolute
terms, professional, scientific and technical
activities sub-sector remains the most important
sub-sector in terms of BERD, with EUR537.0
million invested in 2017. It is followed by the
narrow construction and real estate activities sub-
sectors with EUR 112.0 million and EUR11.0
million, respectively.

Business enterprise R&D
expenditure in the narrow
construction sub-sector
between 2010 and 2017

29.5%

Business enterprise R&D
expenditure in the real
estate activities sub-
sector between 2010 and
2017

37.1%

Figure 9: Business enterprise R&D expenditure
(BERD) per construction sub-sector in Spain
between 2010 and 20173 (EUR m)
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Source: Eurostat, 20189.

In parallel, the total R&D personnel (full-time
equivalents — FTE®) in the narrow construction
sub-sector reached 1,525 in 2017%, i.e.29.3%
lower than in 2010 (2,068). Likewise, the
professional, scientific and technical activities
sub-sector experienced a (slighter) decline in terms
of R&D personnel, decreasing by 2.1%. Conversely,
the real estate activities sub-sector reported a
significant increase of 108.1% in the period,
increasing from 74 in 2010 to 154 in 2017.

R&D personnel in the
narrow construction sub-
sector between 2010 and
2017

29.3%



The limited investments on innovation of the
Spanish construction sector are also reflected by
the 26.5% drop in the number of construction-
related patent applications, which fell from 98 in
2010to 61 in 2018.

In 2018, there were 21 Spanish firms ranked
amongst the top 1,000 EU companies by R&D
spending, including five construction-related firms.
The highest-ranking Acciona (141 place) has spent
EUR 225.4 million on R&D in 2018%*. Ferrovial, the
Spanish  Construction and Materials (C&M)
company, and ACS were ranked 434 and 562
having spent between EUR48.0 million and
EUR 29.6 million.

The Spanish government is taking several
measures to uplift the country’s performance in
terms of research and innovations. The Ministry of
Science, Innovation and Universities allows for a
more comprehensive vision of policy needs and
synergies in policy-making. Also, the Spanish
Research Agency has been operational for a few
years and manages public research grants. The
government is also making several efforts to
improve coordination between national and
regional initiatives in research and innovation
policies®.

Under the National Plan for Scientific and
Technical Research and Innovation 2017-2020,
the ‘Torres Quevedo’ Programme provide funding
(subsidies, loans, returnable advanced

payments, credit lines, or a combination of these
forms) to cover the expenses related to the hiring,
training and mobility of staff involved in research,
development and innovation projects for three-
year periodss,

Furthermore, the Spanish Innovation Agency
(CDTI) has started an impact evaluation of the
innovation programmes. In this regard, the
Government is developing an  ambitious
information system on science, technology and
innovation aimed to facilitate monitoring and
evaluation. The system will consist of regional data
and will be available for regional administrations?’.

During 2018, Spain announced a call for financial
support for research, development and innovation
projects under the ‘Connected Industry 4.0’
initiativess,

Eco-innovation and digitalisation

Spain ranked 11 in the 2018 Eco-
Innovation Scoreboard, scoring 105,
slightly above the EU-28 average of

The country’s strongest performance lies in
resource efficiency outcomes in which it scores
162, well above the EU-28 average of 100. Spain
also stands above the EU-28 average when it
comes to eco-innovation activities and eco-
innovation outputs®. However, the country scored
below the EU-28 average when it comes to eco-
innovation inputs (69) and socioeconomic
outcomes (73), Spain scores 69 and 73,
respectively®’. In recent years, Spain has made
progress promoting a more sustainable and
digitalised construction, resulting in a slightly more
innovative construction sector.

In the European Commission Digital Economy and
Society Index (DESI) 2019, Spain ranked 11™ out of
the 28 EU Member States, with a performance
above the EU-28 average (56.1 against 52.5). Spain
is ranked 9%, 11* and 17" in the areas of
Connectivity, Use of internet services and Human
capital. In terms Integration of digital technology,
its performance slightly deteriorated in 2019 in
comparison to 2018%,

Spain transposed the EU Directive 2014/24/UE,
according to which, EU Member States are to
encourage the wuse of Building Information
Modelling (BIM) in construction projects financed
by EU public funds as of 2016.

Effective from December 2018, BIM may be
required in the public procurement tenders by
contracting authorities for public construction
tenders in Spain and its associated state-owned
companies such as ADIF, Renfe (Public railway
company), and Aena (Public Airline company),
etc®™. In some regions, for example in Catalufia
(Resolucién TES/188/2019), there have been
approved norms for the compulsory use of BIM in
certain contracts.

At the level of the General National
Administration, Royal Decree 1515/2018, of
December 28, provides for the creation of the
Interministerial Commission for the incorporation
of the BIM methodology in public procurement. Its



purpose is to promote and ensure the coordination
of the General National Administration and its
public bodies in the implementation of the BIM
methodology in public procurement. The
Commission has the function of preparing the
implementation Plan of the BIM methodology in
public procurement of the General National
Administration and its public bodies. The Plan will
determine the actions for the gradual and
progressive implementation of BIM, the minimum
thresholds for the mandatory application, the
measures for the incorporation of SMEs, etc. The
Plan, once adopted, will need to be approved by
the Council of Ministers.

Further to encourage the BIM implementation, the
Ministry of Infrastructure launched the Innovation
Plan for Infrastructure and Transport 2018-2020.
This plan analyses the use of BIM in airports, train
stations, harbours and linear infrastructures,
including some pilot projects to learn from for the
incoming BIM Mandate for infrastructures in
2019%, Furthermore, the adoption of BIM in Spain
is also on the rise. The implementation is benefited
from the support of the esBIM Spanish
Commission, formed in 2015%. According to
esBIM, around 85 projects were tendered with BIM
requirements between January 2017 and March
2018%. In practice, according to esBIM Survey
2017, around 25% of construction firms have
already started to use BIM; 90% of professionals
have heard about BIM and around 35% of
professionals that take part in design stages use
BIM®’.

BuildingSMART Spanish Chapter is a non-profit
association, which aims to promote efficiency in
the construction sector through the use of open
standards of interoperability based on BIM, in
order to reduce the costs and time while increasing
the quality. This association is composed of a

variety of construction agents, including
promoters, investors, developers, manufacturers
and universities®.

Innovation in the construction sector will also be
supported by the State Waste Prevention
Programme (Programa Estatal de Prevencion de
Residuos 2014-2020), which recognises the
importance of R&D projects in the minimisation
and management of C&D waste®.

The Programme aims to involve Public

Administrations in promoting R&D projects aiming

to:

e Develop selective demolition techniques to
facilitate reuse of waste;

e Develop tools to assess the environmental
performance of construction products and their
possible reuse.

In addition, the ‘MINETAD programme 2017 under
the strategic action for digital economy and society
framework’ (Programa MINETAD 2017 en el marco
de la Accion Estratégica de Economia y Sociedad
Digital) aims to improve research, technology
development and innovation in the digital
economy. Likewise, the ‘CDTI NEOTEC 2017 for
Technologic businesses’ (CDTI NEOTEC 2017 para
empresas de base tecnoldgica) measure aims to
support and fund the development of new
technology'®.

Last, the Spanish Government is currently working
on the Strategy “Spain Start-Up Nation”, a
comprehensive strategy to embed innovation and
digitalisation in all aspects of economy and society.
This strategy would consist of a new plan for the
deployment of digital infrastructure; investment in
enabling digital technologies; programs to promote
skills and talent, or a national strategy on Artificial
Intelligence®®.
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National and regional regulatory

framework

Policy schemes

Since 1980s, there have been three-year state
Housing Plans in Spain, which have largely defined
the housing policies in the country, thus
establishing the State’s housing policy priorities.
The housing policies are implemented through a
multi-level governance structure, that is mainly
split between the ~central and regional
governments. Such an approach helps regions
maintain broad powers to develop their own
policies and measures in this domain.

In March 2018, the government of Spain approved
the State Housing Plan for the period 2018-2021
(SHP 2018-21). The objectives of this plan are to
strengthen the rental market and activate the
construction sector, by promoting employment in
building rehabilitation, urban regeneration and
renewal'®?, The new Plan (SHP 2018-21) for this
period is similar to its predecessor (2013-2016%).

The State Housing Plan 2018-2021 (Plan Estatal de
Vivienda 2018-2021)'* has been launched in early
March 2018. The Plan'® focuses on boosting
housing rental aids and facilitating quick access to
"decent and adequate" housing for those with
financial difficulties’®.

To achieve its objectives, the Plan (SHP 2018-21) is
structured around nine programmes:

e Programme 1: Subsidisation of agreed
loan. This programme focuses on
maintaining the subsidies for agreed loans
regulated in the previous state housing
plans that comply with current legislation
in the matter.

e Programme 2: Aid for housing rental. This
programme aims to facilitate access to

rental housing for the population with
limited economic means. It provides up to
40% of the monthly rent, or up to 50% for
people over 65 years old.

Programme 3: Aid for people in situations
of eviction or launching of their habitual
residence. This programme focuses on
people who are in a situation of eviction
from their habitual residence, by providing
a house in a social rental regime. Such
support can be up to 400 euros per month
(up to 100%) to be agreed by the
competent social services.

Programme 4: Promotion of the housing
park for rent. This programme aims to
promote the stock of dwellings (new or
from refurbishment) intended for rental or
transfer in use, both public and private, for
a minimum period of 25 years. This is done
through the use of subsidies that can go up
to EUR 36,750/dwelling with a limit of 40%
to 50% of the investment.

Programme 5: Promoting the
improvement of energy efficiency and
sustainability in housing. This programme
aims to regulate aid for works to improve
energy efficiency and the sustainability of
single-family homes and buildings of the
collective residence type. The amount of
the subsidy varies, but generally does not
go upper than 40% of the total investment.

Programme 6: Promotion of conservation,
improved safety of use and accessibility in
housing. This programme aims to finance
the execution of works for the
conservation, improvement of the safety
of use and universal accessibility both in



residential buildings and in single-family
homes, whether urban or rural, and in
homes located in residential buildings. The
amount of the subsidy varies, but generally
does not go upper than 40% of the total
investment.

e Programme 7: Promotion of urban and
rural regeneration and renewal. This
programme aims to finance the
refurbishment of residential buildings and
individual dwellings, as well as the
development of adjacent public spaces and
works for the construction of buildings and
dwellings to replace others which have
previously been demolished in the same
area. The amount of the subsidy varies, but
generally does not go upper than 40% of
the total investment.

e Programme 8: Help for young people. This
programme aims to facilitate the access of
decent and adequate housing for young
people under 35 years of age, either on a
rental basis or through direct aid for the
acquisition of housing located in
municipalities with less than 5,000
inhabitants. This is done by providing a
subsidy covering up to 50% of the monthly
rent.

e Programme 9: Promotion of housing for
the elderly and people with disabilities.
This programme aims to encourage the
promotion of housing or its rehabilitation
to allocate them for a minimum period of
40 years to rent or transfer of use for
elderly or disabled people, having adapted
common facilities and services. This is
done by providing a subsidy, covering up to
400€ usable m2/housing with a limit of
40% of the investment.

These programmes focus public assistance on the
most vulnerable social groups such as households
experiencing forced evictions, low income group
households, young people, the elderly and people
with disabilities, as well as the rural population'®’,

The programmes included in the Plan are
co-financed by the Central Administration and the
Autonomous Communities. The Central
Administration budget earmarked for housing
subsidies for the period 2018-2021 stood at

EUR 1.4 billion, representing an increase of 62.5%
as compared to the amount
implemented/executed under the SHP 2013-16
(EUR 888 million)08:109,

Furthermore, the plan is being implemented in a
context of increasing housing demand driven by
large domestic and foreign investment groups,
accompanied by a rise in the price of rental
housing in large cities. This impedes the access to
housing of low income households, in a context of
an unemployment rate which remains high and a
large share of precarious jobsto,

To reduce the number of homelessness people,
the Spanish government adopted the first
“Comprehensive National Homelessness Strategy
2015-2020” (ENI-PSH) in November 2015, The
‘homelessness’ used in the ENI-PSH 2015-2020 is
defined according to the typology proposed by the
European Federation of National Organisations
working with the Homeless (FEANTSA). The ENI-
PSH 2015-2020 is based on three principles:

e Housing First — as opposed to the
traditional policy that prioritised municipal
shelters;

e comprehensive care focusing the homeless
persons themselves, including
employment, education and healthcare;

e the principle of offering a diversity of
support services, the provision of which
depends on the Autonomous Communities
and local governments.

The objective of the ENI-PSH is to stop
homelessness as well as to reduce the number of
persons living on the street and foster their social
inclusion. Its aim is to reduce the population of
homeless people from around 23,000 in 2015,
down to 20,000 in 2018 and 18,000 by 20202,

However, this strategy has not been implemented
in the country yet. While no action plan has been
approved, the regions approved plans to combat
homelessness'3.



Building regulations

The Building Technical Code
(Codigo Técnico de la
Edificacion) is the regulatory
standard that lists the basic
security and habitability
requirements since 2006.

The code sets out main regulations and legislation
in the construction sector!'* and covers (amongst
others) mandatory requirements for accessibility,
user protection and sustainability. In terms of
energy use specifically, the Code details
requirements and measures to reduce the energy
demand and consumption of buildings, defines the
performance of thermal installations, sets the
minimum share of solar energy for hot water
generation and the minimum contribution of
photovoltaic energy in electricity production!®.
With the Building Technical Code, all construction
stakeholders are bound to use the technical
norms. The local administration manages the
urbanism regulation and housing planning,
whereas the national authority is responsible for
regulating dwellings rents'!®, Minor changes were
made in 2017 including the security (i.e. fire
extinction) or energy saving measurest'.
Moreover, since 2013, according to the royal
Decree 235/2013'8 housing, retail and office
buildings tenants or buyers should receive an
Energy Performance Certificate.

The code was drafted by Technical Construction
Quality Committee (CTCE) including
representatives of national government
administration and local administrationze,

Insurance and liability related
regulations

No significant changes have been made in liability
nor insurance regulations during the past few
years. There is no standard form of construction
project contract in Spain. A decennial insurance
policy providing cover against structural defects is
the only insurance that is legally required for
residential properties. It is provided by the
developer once the works are completed!®.

The Law of Construction Order'?’ (Ley de
Ordenacién de la Edificacion, LOE), law 38/1999 of
5 November 1999, governs liability in
construction with the purpose of protecting the
final users against delay and insolvency of
property developers'??,

The Act is applicable to all new construction works
as well as to alterations and refurbishments of
permanent structures.

The LOE has introduced three different durations
of liability'?3. For all of them, the starting point is
the handover of the completed building:

e One year for material disorders resulting
from an incorrect work (applicable to
building contractors only);

e Three years for damages affecting the use
of the building as residential dwellings (for
all  participants in the construction
process);

e Ten years for material damages affecting
the structure (for all participants in the
construction process).

If the cause of the damage or the individual
responsibility cannot be determined, the
participants can be jointly and severally liable. The
property developer is jointly liable with all the
other parties. Legal actions need to start within the
two vyears after the date when the damage
occurs?,

The liability durations are different for public
sector contracts. As for private sector contracts,
the handover is the starting point for the duration.

e 15 years for damage of the work resulting
from a contract breach (for the building
contractor);

e 10 years for damages resulting from
defective  design  (for  professional
consultant).

Three insurances exist and correspond to the three
different liabilities (applicable to construction
professionals):
e One vyear insurance taken out by the
building contractor and covering a
minimum of 5% of the building work value;



e Three years insurance arranged by the
property developer (minimum 30% of
building work value);

e Ten years insurance taken out by the
property developer (minimum 100% of
building work value).

Nevertheless, the law grants the choice between
insurance or financial guarantees insurance are the
preferred means of security to cover the liabilities
and that the use of financial guarantees is minimal.
Three-annual and decennial liability insurances are
delivered in a form of a single policy. The
subscription of insurance is often taken through
professional organisations where the parties
belong2,

According a memorandum of the Law of
Construction Order'?, only the last one is
mandatory. However, in the future and by a Royal
Decree, taking into account the circumstances of
the building sector and the insurance sector, the
compulsory nature of the other guarantees could

be established.

In  Spain, assistance with assuring ongoing
compliance of the construction works with the
technical requirements is provided by a registered
architect. During the construction phases, a
‘building book’ is assembled, reflecting how
technical compliance has been achieved. A single
site inspection is carried by the local authority at
the end of the project!?’.



Current status and national strategies

to meet Construction 2020 objectives

TO 1 — Investment conditions and
volumes

Total investments by the broad construction
sector'”® have fluctuated over the 2010-2017'*°
period.

After a general decline from 2010 to 2015,
investment by the real estate activities sub-sector
picked up again, reaching EUR 57.8 billion in 2017.
However, it has not yet recovered from the 2010
level, when investment stood at EUR 67.1 billion.
This represents an overall decline of 13.9%
between 2010 and 2017 in the sub-sector.
Conversely, the investment by the narrow
construction sub-sector, after reaching a bottom
low in 2012, continuously increased reaching
EUR 19.9 billion in 2017. This is well above the
2010 levels (+120.5%) (Figure 10).

Investments by the
narrow construction
sub-sector between
2010 and 2017

120.5%

In terms of investment in intangible assets!3’, the
narrow construction sub-sector invested
EUR 298.0 million in intellectual property products
in 2017, experiencing a 36.2% decrease in
comparison to the 2010 levels. In contrast,
investment in intellectual property products by the
real estate activities sub-sector increased to EUR
364.2 million in 2017 from EUR 97 million in 2010,
representing a significant growth of 275.5% during
the period.

Figure 10: Investment by the Spanish broad
construction sector between 2010 and 2017
(EUR million)
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Source: Eurostat, 2019.

The investment index in the broad construction
sector®3! experienced a steady growth since 2015,
rising by 14.7% over the 2015-2018 period
(Figure 11). This trend was mainly driven by
investment in dwellings (+30.8% over the same
time period), which reflected the high demand for
housing (see Access to housing). Investment in
non-residential buildings and civil engineering also
increased, albeit at a slower pace, by 0.4% over the
same period. In real terms, investment in the broad
construction sector totalled EUR 110.3 billion in
201632, out of which EUR 53.4 billion was invested
in dwellings and EUR 56.9 billion in non-residential
and civil engineering®3,

Investments in broad
construction sector
between 2015 and
2018

14.7%



Figure 11: Investment index in the Spanish
construction sector between 2010 and 2018
(2015=100)
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Total inland infrastructure investment as a share
of GDP declined from 1.4% in 2010 to 0.5% in 2017.
Investment in air and rail infrastructures in Spain
dropped the most, with a 74.5% and 70.9% fall
respectively, between 2010 and 2017. Investment
in road and sea infrastructures also fell heavily over
the same period, by 53.0% and 59.1% respectively.

In 2018, investments in infrastructures amounted
to EUR 8.5 billion, representing an increase of
12.7% over the budgeted amount in 2017.
Transport sectors such as railways and roads,
accounted for around 70% of the total
investment!3*,

Investments in air
infrastructures between
2010 and 2017

74.5%

Investments in rail
infrastructures between
2010 and 2017

70.9%

Household renovation spending experienced a
decreasing trend from 2010 to 2013, declining by
23.1%. However, it increased again over the
following years reaching EUR 5.6 billion in 2018,
8.2% below the EUR 6.1 billion level registered in
2010. Renovation spending accounted for 0.7% of
household disposable income in 2018, slightly
lower than the 0.9% level recorded in 2010.

The Ministry of Public Works defined the
integrated planning model for infrastructure,
transport services and housing policy, established
within the 2012-2024 Infrastructure, Transport
and Housing Plan%®,

This planning model aims to set the priorities to be
implemented by 2024 in these fields. Together with
this plan, the Ministry also launched the National
Logistics ~Strategy'*®, which aims to boost
competitiveness, promote the coordination
between  private companies and  public
administration and develop optimised logistics
strategies within the sector.

In 2017, the Spanish Government presented the
plan for Internationalisation of Transport and
Infrastructure 2018-2020. The plan includes
activities and initiatives to generate business
opportunities for Spanish companies abroad and
reinforce their international operations and the
technological, innovative and corporate image of
Spain. With regards to the internationalisation of
transport and infrastructure, the plan focuses on
11 priority markets that include Saudi Arabia,
Australia, Canada, Colombia, the United Arab
Emirates, the United States, Mexico, Norway, Peru,
Sweden and the United Kingdom — as well as other
nine markets of opportunity, which are Argentina,
Chile, Denmark, Egypt, India, Israel, Malaysia,
Morocco and Singapore. In these 11 priority
markets, the plan includes a set of projects
amounting more than EUR 2.5 billion in the next
ten years'®,

=

Spain is one of the largest beneficiaries of EU
funds. For the 2014-2020 Multiannual Financial
Framework, Spain was allocated a total amount of
EUR 39.9 billion, under the EFSI. As of December
2018, the country received around EUR 24.0 billion
for specific projects, representing about half of the
total budget available for the 2014-2020 period
(including the national contribution).

The use of European funds is a key
element for the development of
infrastructure in Spain.

In addition, around EUR 600 million were granted
to projects on strategic energy infrastructure and
cross-border  interconnections  through the
Connecting  Europe Facility @ EU  funding
instrument®®8, This tends to show the importance
of European funding when it comes to
infrastructure financing.



In October 2019, the Connecting Europe Facility
(CEF) Committee selected five railway projects
with Spanish participation. These projects will
receive funds under the 2019 CEF call for

proposals®,

TO 2 —Skills

Even though it remains below the 2018 EU-28
average of 79.5%, the employment rate of
vocational education and training (VET) graduates
in Spain grew significantly from 58.5% in 2017 to
70% in 2018. In 2017, Spanish students had limited
exposure to work-based learning and a few VET
programmes were provided for it. This was one of
the reasons for the low employability of VET
graduates in the vyear. However, due to
government’s initiatives and measures, the
employability improved in 2018.

One of the key factors affecting the employment
rate of VET graduates is linked to the difficulties of
bringing young people’s skills closer to labour-
market needs. Participation of upper secondary
students in VET in 2017 slightly increased to 35.3%
(35% in 2016), which is however well below the
EU-28 average of 47.8%%. To address these issues,
the Spanish government proposed a plan in
September 2018. The plan includes:

e developing new specialisation courses for
VET graduates aspiring to adapt their skills
as per the labour-market needs;

e updating occupational standards and

qualifications;

e making progression easier to intermediate
and higher VET programmes; and

e improving the validation of non-formal and
informal learning

In December 2018, the government tripled the
budget for VET teacher training and mobility to
EUR 8.6 million. It will be co-financed by the
European Social Fund. The government also
updated the National Catalogue of Professional
Qualifications and the Catalogue of VET

Diplomas*..

Spain has also introduced several measures on
promoting and improving Dual-VET. The Royal
Decree 28/2018 reduced the age limit for
participation in dual-VET. Further, in February

2019, the Spanish government presented its
strategic plan for dual vocational training,
announcing more active participation of companies
in the continuous professional development of
teachers and in designing occupational standards
and training programmes'*2,

79.5%
70.0%

58.5%

Spain 2017 Spain 2018 EU-28 2018

Employment rate of vocational
education and training (VET) graduates

Regarding adult learning, much of the measures
have focused on ensuring that both employed and
unemployed adults upgrade their skills and acquire
new ones. Contrary to VET, adult participation in
lifelong learning is increasing in Spain but it is still
well below the EU benchmark. In 2018, the
participation rate of adults in education and
training stood at 10.5%, slightly below the EU-28
average of 11.1%, but much lower than the EU
benchmark of 15%. Around 39.9% of adults in
Spain still lack an upper-secondary qualification.
This is well above the EU-28 average of 21.9%%.

Adult participation in lifelong learning in
2018

Spain EU-28

To reach the 2020 EU energy objectives in the
construction sector the BUILD UP SKILLS Construye
2020 project was launched. The project aims to
promote the qualification of workers in the
construction sector, mainly in the building sector,
creating courses to increase the professional



competencies on Energy Efficiency (EE) and
Renewable Energies installation (EERR) in
buildings#,

The Spanish Construction Labour Foundation
(Fundacion Laboral de la Construccién — FLC) a
bipartite non-for profit body, created by social
partners in construction sector, introduced a skill
training on innovative techniques and tools for
energy efficiency building!®. Furthermore, the FLC
is in charge of issuing and monitoring the
Construction Professional Card (Tarjeta
Profesional de la Construccion - TPC), which
contains information on the worker’s experience in
the sector, his professional qualifications and the
training received. This tool contributes to the
standardisation of training among construction
professionals®®,

In addition, the Spanish Construction Labour
Foundation offers several courses (online and/or
presential) for a high variety of construction jobs
such as plumbing, machinery use, or working in

risky conditions courses®’,

Last, the Construction Labour Foundation signed in
2018 a collaboration agreement with the Spanish
Association of Manufacturers of Light Facades and
Windows (Asefave) to update the professional skills
of exterior carpentry installers through training.
This shows that the skill shortage is seriously taken
into account, and is tackled cross-sectorally®,

TO 3 — Resource efficiency /
Sustainable construction

The Spanish government published its Fourth
National Energy Efficiency Action Plan 2017-2021,
in line with the requirements of the EU Energy
Efficiency Directive (EED).

In accordance with the option provided in Article
7(2) and (3) of the Directive, the cumulative energy
savings target has been lowered from 21,305 ktoe
to 15,979 ktoe, for the period between 1 January
2014 and 31 December 2020. However, this does
not mean that Spain has not made progresses in
terms of energy efficiency.

Between 2004 and 2014, Spain achieved an annual
average improvement of 2.4 %, slightly higher than
the corresponding EU average (2.2 %). The country
also reduced its primary energy consumption by

24.7% compared to the baseline scenario®.

In March 2019, the European Commission
referred Spain to the Court of Justice of the EU for
not complying with the requirements on
individual metering in multi-apartment and multi-
purpose buildings laid down in the EED*°,

The Action Plan for Energy Savings launched in
2011 for the period 2011-2020 aims to improve the
energy efficiency of the existing building stock, and
focuses on thermal and lighting equipment. It aims
at the renovation of 8.2 million m? per year and the
replacement of 500,000 devices per year'!. This
plan is managed by the Institute for Diversification
and Energy Savings®*  (Instituto para la
Diversificacion y el Ahorro de la Energia - IDAE), a
public body under the Ministry of Energy, in charge
of contributing to the achievement of the
objectives that Spain has in terms of energy
efficiency, renewable energy and other carbon
technologies. This public body promotes/manages
among others several energy efficiency of existing
buildings related programmes such as JESSICA-
FIDAE Fund or the Aid Programme to Improve the
Energy Efficiency of Existing Buildings (PAREER-
CRECE Programme)®3,

In 2016, the following lines of action, programmes
and policy measures were approved: i) Aid
programme for renovation of municipal street
lighting, ii) aid programme for energy efficiency
measures in SMEs and large industrial enterprises;
iii) Aid programme for modal shift and more
efficient use of transport modes; iv) aid
programme to improve energy efficiency in
desalination plants v) aid programme to improve
energy efficiency in railway systems; vi) aid
programme to improve the energy efficiency of
existing buildings; and iv) a communication
campaign (‘Energy Saving and Efficiency 2017')*>4,

The Green Building Council Spain developed the
VERDE methodology, to evaluate and certify
sustainable buildings according to the Building
Technical Code approach®>.

In Spain, regions have also a key role to play to
improve energy efficiency including for buildings. In
fact, Order ETU/120/2017 on 1 February 2017
establish how regional governments and local
authorities should submit information on their
energy saving and efficiency programmes.
Therefore regional initiatives also support
sustainable construction. In Andalusia, the



Sustainable construction support programme’*®

(Programa de impulso a la construccion sostenible)
provides property owners with financial support
for works improving energy efficiency and
promoting the use of renewable energies. The
purpose of the programme is to support
sustainable investments in construction by
boosting the economy with a EUR 250 million fund
corresponding to 68,000 works, focusing on the
most efficient and relevant energy source, with the
objective of saving 66,000 tonnes of petrol per
year, and reducing the global energy bill by EUR
500 million.

The Ministry of Public Works promotes sustainable
construction and urbanism with a triple dimension:
economic, social and environmental. Public policies
related to land arrangement and transformation
have to be in line with the principle of sustainable
development.

TO 4 - Single Market

Spain reports a modest performance
with respect to the metrics of the EU
Single Market Scoreboard, with several
indicators declining between 2018 and
2019'%7,

b

Even though the country recorded some
progresses with its transposition deficit (1.5% in
2019 vs. 1.7% in 2018), it is well below the EU-28
average of 0.7%. In fact, Spain has the highest
transposition deficit among the 28 Member States.
In the infringement category, there were 52
pending cases in Spain, which is well above the EU-
28 average of 25 cases'®. Last, trade integration in
the Single Market for goods and services is below
the EU average in Spain®™°. On the other hand,
Spain ranked above EU-28 average in terms of the
internal market information system indicator.

Public procurement transparency and competition
issues constitute a hindrance towards the
establishment of a competitive construction Single
Market. Spain scores unsatisfactorily in with
regards to 9 out of 12 public procurement
indicators. To address this issue, the government
developed an reformed the Public Procurement
Law, that entered in force in March 2018%°. The
law transposes Directives 2014/23/EU and
2014/24/EU of the European Parliament and of the
Council, of 26 February 2014. It includes several

new elements applicable to public procurement,
such as broader subjective scope, modification of
contract types, simplified procedures, and system
for modification contracts. Other elements include
push for innovation, free competition, incentives
for SMEs, greater access to special challenge, new
provisions for contract performance by public
entities, and augmented transparency.

In recent years, many corruption
cases have been identified such as
kickbacks. Multiple cases of fraud,
bribery and money laundering have
emerged in urban planning and the
construction sectors since the
ending of the Spanish building
boom in 2008 with almost 1,800
judicial proceedings being opened
in illegal land use cases in one year
alone®®?,

Spain follows a horizontal authorisation scheme for
cross-border provision of construction services.
This scheme, known as the Registry of Accredited
Companies (Registro de Empresas Acreditadas -
REA) is implemented through the Law 32/2006.
According to the latter, Spanish and foreign service
providers (in case where the posting of workers
last for a period over eight days) requires them to
demonstrate that construction health and safety
requirements have been complied with. To simplify
this process, the first communication of
displacement required will have the character of
application for registration. This means that they
will be considered provisionally registered, until
the labour authority effectively registers or denies
the inscription in its Registry®2. Spain is the only
Member State which imposes a targeted control on
health and safety for the construction sector in the
framework of an authorisation procedure. Also,
because of the limited nature of the duration of
the authorisation (three years), foreign service
providers have to restart the procedure from the
beginning upon its expiry, with all fees and costs
applicable. Furthermore, no mutual recognition of
such authorisation is in place, thus constituting a
burden for cross-border service providers.
Nevertheless, tacit approval applies, thus lighting
the procedure®164,


https://www.business-anti-corruption.com/corruption-dictionary/#facilitation-payments

CEVIPYME is a platform that provides SMEs with
information and personal assistance on how to
protect their intellectual property rights. Its
objective is to grow the number of patent,
trademark and design applications filed®.

The CEVIPYME (centro de apoyo a la PYME en
materia de gestion de Propiedad Industrial,
Intelectual e innovacion) provides assistance to the
SMEs to access intellectual property protection for

their products and services*®®.

As for the implementation of
Eurocodes, 44 EN Parts are
published as National Standards
and the EN 1999 series is ratified,
although the use of Eurocodes is
not compulsory nor is it enforced in
public procurement.

National Annexes have been published on ten
Eurocodes Parts and no other national standards
are used in parallel with Eurocodes for structural
design'®’.

TO 5 — International
competitiveness

Spain ranked 23" out of 141 economies,
in the 2019 Global Competitiveness
Index, as compared to 26" in 2018,

The country benefits from excellent infrastructure
(10%™), an important domestic market size (7%), and
strong innovation capacity (25%"). However, its
performance in terms of the internationalisation
of its SMEs is below the EU average. In particular,
the country still has one of the lowest scores in the
EU on advance rulings. Further, Spain performs
slightly below-average in number of procedural
formalities, mainly on the streamlining of border
controls, single windows, post-clearance audits,
and authorised economic operators'®®. However, it
performs well as compared to other EU countries
in the areas of formalities in automation, which
mainly focuses on electronic exchange of data,
automated border procedures, and use of risk
management.

On the other hand, despite the poor performance
in many criteria, the number of companies
exporting on a regular basis increased to 51,768 in
2018, an increase of 2.4% in comparison to 2017.
This was mainly due to the Strategy for the
internationalisation of the Spanish Economy 2017-
202747,

In order to address issues and foster the
internationalisation process of Spanish companies,
the government has taken several measures. These
include institutional support (establishment of an
SME internationalisation umbrella organisation,
ICEX) and dedicated financial support’%.

In addition, the ‘Strategic Framework in SME Policy
2030’ includes the adoption of measures to
improve the information available on international
markets and business opportunities. It also consists
of steps to improve specialised training activities to
help SMEs grow in new markets and to create new
financial instruments to meet the requirements of
SMEs?’2,

Furthermore, in 2018, the Spanish government
launched the digital Xpande Program within the
framework of the Smart Growth Operating
Program, for the period 2014-2020'73. The support
programme has two phases:

e personalised advice to develop SMEs’
internationalisation business plans, and

e financial assistance to implement the
business plan (up to 70% of a maximum
budget of EUR 9,000)

Such measures will help the government to tackle
the  persisting issues and  foster the
internationalisation process of Spanish companies.
Also, a decline in the import elasticity to final
demand, and the rising internationalisation of
Spanish firms, suggest that a structural change has
taken place in the Spanish economy.
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Outlook

The Spanish economy has been on a declining
trend since 2015 and is expected to moderate
further in the coming years. Indeed, Spain’s GDP
is expected to grow annually by 1.9% and 1.5% in
2019 and 2020, respectively. The GDP is thus
forecasted to reach EUR 1,208 billion.

Expected GDP growth between 2019-2021

+1.9% +1.5%

2019

2021

d

2020

In parallel with this overall economic trend, the
outlook for the Spanish broad construction sector
is moderate. The volume index of production of
the narrow construction and construction of
buildings sub-sectors are projected to grow by 3.3
and 1.8 index point (ip) in 2019 and by 3.9 ip and
2.0 ip in 2020. Similarly, the volume index of
production of civil engineering is expected to
grow slightly lower by 2.8 ip and 1.7 ip in 2019
and 2020.

Following these trends, the turnover is projected
to increase slightly by 1.3% in 2019, compared to
2018, and by 1.1% in 2020 (from 2019 levels),
reaching EUR 232.0 billion by 2020.

Similarly, the total value added of the broad
construction sector is expected to increase. It is
forecasted to grow by 1.7% in 2019, compared to
2018, and 1.5% in 2020 (from 2019 levels),
amounting to EUR 78.0 billion by 2020.

As a result, the total number of workers
employed in the broad construction sector is also
projected to increase moderately on an annual
basis by 1.3% in 2019, and 1.1% in 2020, reaching
2,063,915. This will put further pressure on the
labour shortage situation, already quite pressing
in 2018.

Expected total value
added of the broad
construction sector
between 2018 and 2020

3.3%

In terms of residential housing, around 140,000
new residential dwellings annually will need to be
constructed up to 2025 in order to satisfy internal
demand®. In addition, housing investment is
projected to grow by 3.9% in 20207, This area is
thus expected to contribute significantly to the
overall growth of the Spanish construction sector.

The Spanish government has planned to invest
EUR 103.8 billion on 814 major projects in
transport infrastructure, drinking water facilities
and urban development between 2017 and
2021'%, However, with the ongoing commitment
to fiscal deficit reduction, investments in civil
engineering may very well stagnate in the short-
term future.

The outlook for the Spanish construction sector
is hence moderate, with the residential market
driving its growth in the coming years. The sector
still faces various challenges, notably labour and
skills shortage, and low profitability. More needs
to be done to ensure its sustainable
development.
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