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Xxcept for its manpower rssources and actual or potentinl exportabls
surpluses of certain strategic minerals, the Spanish economy at the
present time presents sn almost unrelieved picture of stagnatiorn and
daterioration. In brief, the main wesknesses characterizing Spain's
sconomy are the following: ,

1) Depression of agricultural production as compared to
oivil war, whioh bas bad the sffect of redusing exports and domestic
consumption and has given rise to the need %o ioport substantis) quanti-
$les of foodstuffe. Spain before the oivil war was self-sufficlent in
Ynaic foods,

2) Depreciation and deterioration of the transportation,
mining, and most manufacturing sectors as a result of the insbility
to maintein plant and equipnent for two decades,

3) Greatly reduced worker productivity as & result of
depressed cousumption levels, state-enforced “feather bedding prac-
%lces," and general underemployment, '

4) Mmintstrative inefficiency and corruption.

5} Represssd inflation of large dimensions which ie becoming
lacreasingly daifficult to contein, and which may at any time erupt into
open inflatien. '

6) General misallogation and misuse of scarce resources as

& result of militant economic nationaliss and unrealistie appralsal of
the sconomy's limited indigenous capabilities, '
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SECHET 2

11 B,

The deterioration of tha Spanish sconocmy btegan at lsast twoe decades
ago. Long retarded in its induatrial dsvelopment, Spain found iteelf
sven then, hefore the advant of the world depression, unable %o absorb
the annual increment to its labor force, '

Under conditions of domestio tranquillity, bpeln might possibly
have succeedsd in tha sarly thirties in the formidable struggle to
insulate 1%s eoccnony from the spreaéing impact of the iaternational
frade collapss, to aaintain 1ts productive equipment proparly, and to
check the grawing uwaemploynent.

Instead of internal peace, howsver, 1t sxperienced the apocalyptic
seguence 0f & violent social revolution with all its traumata of strikes,
riots, boycotts, lock-outs, land-seizure, military counter-revolution,
eivil war reprisal and exhaustion, The pacification of Spain by the
France foroes had barely heen achieved when-¥World War II droke out,

Economically prostrate, Spain was compelled by the Aliles' control

of the seas and their power to shut off esasentinl suppliee at first %o
non-belligerency and later $o nsutrality, in spite of its pro-axis
orientation. As a neutral, Spain traded with both Allies and the ixie
and actually developed a small exporty surplus, but the total volume of
ite trede was suall, and it could not import the machinery, equipment, .
rav psterials and cther producere goods needed to balt and reverse the
disinvestment process which had been initiated in the early thirties.
The bitter realization of the extent of its dspendence on foreign sources
of supply during the war, the postwar internationml shortages of critical
materials and manufactures, and its palitical isolation have thus greatly
reinforced the Franco regime’s inhsrent predilection to dirigism and
sutarchy. The esconomic nationalism wbich characterised Spain long
btefore Franco has consequently been exaggerated and sanctified to such
& degree and officially so ldentified as & cardinsl prscept of the
regime that 1% 1g dAifficult to see bow the Franco Governmeni can change
its economic prograxm without sudbverting itself, This is the meaning of

- its complex multiple exchange and import licensing system, its obdurate
curbs on private foreign capital, its comparative neglect of agriculture,
and ity anbitious industrisl development schemes, with thelr long range
ain of virtual self-pufficiency.

Agrigulturs and forestry with en actlve labor force of some 51 par-
cent of the total lebor force traditionally provided the Spanish economy
65-75 percent of its oxport proceeds, and was thus the main source of
the cepital squipment and industrial rev materials needed to zmaintaln the

- rate of industrialiration, Self-sufficient 1n foodstuffs before the
civil war, Spain experienced a deterioration of its agrioulture in the
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last fifteen years which, cozbined with the large growth of its popula- .
gion, compelled it to divert a large share of its forelgn exchange to

the import of basic foods, partioularly cereals. It would thus appeser
that the reconstruction of agriculturs should be the primary concern of
the Spenish Oovernment., While to some extent the recovery of ggriculture
hes been impeded by factors beyond the control of the ¥ranco regime --
the loss of natursl markets during World War II, the world-wids shortage
of fertilizers in the early postwar periode, severe postwar droughts,

the lons of draft animale and the destruction and damage to farm struc-
tures as & result of the oivil war -~ to a greater degree ths fsnlt lies
with the regime itself., Confronted with a reconstruction task of Bergulsen
proportions in agrioculture, mining, transporteation, smd menufacturing,

1t has in effect concentrated the greatest part of its emergies, viih
mixed success, on the expansion of a few basic indusiries such as
electric power, cement, and heavy industry.

¥hile it has poured billions of pesetas into its state-owned develop-
ment corporstion, the Instituto Kacional de Industria (I.N.I.) to carry
out an industrialieation program that is unbalanced and beyond the
resources of the economy at the present time, the regims has spent
annnally less than 1 porcent of its national budget on agriculture, It
bas fonllen behind the pre-civil war rate of reclaiming arid land by
irrigation projects, Its price policies and the way they have desn ad-
ministeresd by a corrupt bureacracy bave sustained a dlack market which
still flourishes today snd encourages the diveresion of agrisultural
production from essential cereals to industirial crops such as cotton,
tobacco and espartoc and to less essential foodstuffe such as mealt fraits
and vegetables. This two-fold misallocation of depleted agricultural
resources has thus aggravated the sericusness of the decline in general
agricultural production due to drought, fertiliser shortage and poor
transport.,

- Bvery sector of the Spanish sconomy euffers today from the prolonged
inability of the country to maintain its capital resources intact, In
certain fields -~ mining, electrie power, manufacturing -- indexes of
total output exceed pre-civil war levels as a resulit of the concerted
offort of the Franco Government to increass the pace of industirisliza-
$lon, But even within these ssctors, with the exception of electric
power, increases in output of many key products have not recoversd their
prevar levels, Whers production levels surpass those of prewar they
bave been achieved at a staggering cost of labor input., Nor do the
indexes of physical cutput reflect the deterioration of gquality that
is inevitadly the consequence of improvisation, substitution of infer-
ior materials, diminished labor productivity, and poorly devised price
sontrols. The effect of these factors may be readily seen in thosa
areas where the Spanish Government has been most successful: electric
power, cement, coal, and steel, Despite the tremendous emphasis placed
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upon the development of hydro power, the average annual incredent of
capacity (59,000 kw) in the period 194%0-48 was roughly 34 percent lees
then in the periocd 1931-35 (89,000 kw). Approxisately 1% percent of
total real investment is embodied in hydro projects whose huge con-
struotion requireRents in reservoirs, dans, spillways, etc. have abaorted
& large part of the total cement produsction. Tet the whole hydro progrem
has suffered immensely from transporsation Qiffioulties, tnefficiency of
Gopptrustion labor and supervisory personnsl, and the unavallabllity of
certain instailation machinery, and criticel materials which have meant
long periods of delay Yaefors additional power became available. 4ind
desspite the inorease in electric power generated, roughly 75 percent
above the volume in 1935, demand for power is still greatly in excess

of supply, particularly in the seasonal periods when the reservoire are
low. Bainfall is slways a critical faotor in Spain, and the prolonged
droughts of the postwar years have considerably reduced the effective-
ness of the duge lydro program on Spanish industry, )

The drive to expand hydro-elsctric power has besen intensified by
the insbility of the Spanish economy to import the one million or so
tons of high grade cosl and ocoke it mormally obtained sbromd. The
Franco Government has persiated in its endeavor to increase indigenocus
coal production, and bas effected a production rise of 60 percent,
This figure was reached in 1945 and 1946, Despite continued snphasis,
by means of additional incentives and much higher nay this peak has not
been wurpasesd since then, At the peak of production, it was estimeted
thet 20 persent more workers could be emmloyed, but there has besn a
continual shortage of miners and the sbsenteeisw rate is notoriously
high, The increase in coal production has been achieved at a labor in-
Put proportionately greater than in the pre-civil war years and the
quality of coal, never too high, has dropped considsrably =8 a result
of poor weshing practices, and the tapping of low grade veins, C(Coal
production probably still remains the moat serious bottleneck in the
Spanish economy, and the iron and ateel industry and the rail trans-
portation aystem have suffersd thereby, The remarkable thing is that
production increases have been achieved at all., The deprecietion of
mining equipment, the inebility to import new mpohinery and pit props
in sufficient volume, and the incremsing deterioration of the transpoert
systen have been apparently offeet by the greater input of labor which,
however becomes ever more difficult to sustain as safety measures and
working conditione continue to deteriorate.

Incroases in cepacity of blast furnaces and gement planta have
permltted expansion of output, but, despite the pronounced emphasls of
the Franco regize on such development, the rate of growth in both these
industries has been considerably below the pre-civil war period. Blast
furnace capacity incressed at an average annua) rate of about 1l percent
in the period 1929-35 and only about 5 percent per year in the years
19%0-48. Cement capavity increased at an annual rate of 140,000 tons
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in the 1929-L5 period as compared with an ennual increment of 20,000
tone in the postwar period. Pig ironm output in 1950 surpassed the 1935
level dut was still aignificantly below the peak production of 1929, '
Steec) production also surpasced the 1935 level dut was subetantliasly
below the 1920 and 1930 levels.

.~ In other fields of mining and zanufacturing output the levels of
production so far attained have generally been below the 1931.35 levele,
and in soms highly importsnt sectors, such as textiles and chemicals, :
greatly delow 1931-35 levels. In great measure, the paucity of foreign
exchange resources and ths necessity for diverting « large part of them
to imports of cereals and other foodstuffs has prevented ths Spanish
Government from importing the rew materiels necessary to expand indus—
trial output, To a substantial extent, too, the effect on slectric
pover of the droughts and the shortage of cosl have izpeded manufactur-
‘ng. But these bottlenecks have, on the other hand, concealed the
impact of the genersl disinvestmeni process that has characterized
the economy for twenty years. To the extent that plant and equipment
operates at 40 or 50 percent of capacity snd 1s idle for long periods,
the actual effent of depreciation and obsolescense is masked, Only
the lese antiquated and more efficient equipment will be used and what
is carried on the books as idle capacity mey when put to the test of
sustained cperation turn out to be fictitioue,
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Nowhers in the Spanish economy is the fallure to maintain capital
equipment and to replace machinery more in evidence than in the
transportation sector, On Jemusry 1, 1950 there were approximately
10 percent fower asteem locomotives and freight cars and 50 percent
fewer passenger cars than in 1935 in gervice in the State-ownsd
railroad system. In 1948, it was sstimated thet 35 percent of the
looamotives in operation were 45 years old or older. It is estimated
that anmual treck replacement should be 270 kilometers per year., In
the ten year period, 1940-/(9 average track replacement was &6
kilometers per year, with almost nome peplaced in 193639, The
accoumuiated cross-tie deflcit is estimated at 4 million. In 1949,
for the firat time, the normal tie replacemant rate of 2 million per
year was reached, With an accideat rate ten tiwes higher than that
of the U.8., with major overhaul machinery and squipment in poor
condition, with grave deficiencies in signal and switching equipment
it is no vonder that the average commercial velocity of freight traina
in 1949 was only 12.6 kilometera per hour compared to 17.4 in 1930,
and that passenger train velooity was 35.6 kilometers per hour in
1949 compared to 43.5 in 1930.

The merchant fleet was larger by 29,000 tons in 1949 than ia
- 1935 but still not as large as in 1932, end consiats in large part
of old ships of obsolete design. The number of commeroisl vehicles
1s laxger now than it was in 1935 tut imports during the postwar
perdod were fay below the estimated 13,000 vehicles needed annually
to replace worn-out equimpment. Seventy.five percent of the trucks
An operation in 1948 were 15 years old or older.

The limited industrial expension that has cccurrsd has thus baom
in offect at tho expense of agriculturs, tramsportation, the whole
infra struoture of the economy —- housing, road network, farm structurss.
ports and harbors, and within memufacturing industry such as textiles,
chamicels and metallurgy, and within mining, such as iron ore, copper;
lead. In short, the partial develomment of a few sectors has been
aol;itowed at a coat of depreciation and deterioration in all the other
Be IT8c

. But in a fundameniel sense it is the primery resource, manpower,
of the economy that has depreciated the most. Consumption per head
of food and clothing hes declined at least a third on the average and
for the urban working classes and fixed income groups it has probebily
declined more than 60 percent. A housing deficit of 500,000 dweliinzs
was estimated in 1950 and according to Spanish housing suthorities,

37 peroent of total existing housing in 1948 was "unheslthy."

Reports from Spain continually stress the hardehips of the urban

population and the need of workers to find extra pert-time jobs to
supplenent thelr inoome from their normal positiens.
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But the deterloration of morale end physical wellebeing is not

apparently limited to the urban population. In the extractive

. industriea the bigh rate of absentesism is contimally being deplored
officlally. In agriculture while hectarage qultiveted to crops and
yield per bectare are still below pre-civil wer figures, the
agriculturel labor foroe is believed ta axceed the ratio it bore to
the total zctive population in 1930, In the manmufacturing industries
frequent complaints are reported over the compulsory retention of
lsbor in elack perdods, and padded peyrolls in mormal periods. The
tragic experience of the last two decades has left fts mark om the
Spanieh Jabtor foroe and has no doubt accentuated certain traits,
1.9., "soldiering," resistanoe to new techniques, listlesanesa which
marked it even before the France regime. Spelling out grsatly
reduced worker productivity, they are naturelly come by in a stagnant
sconcay characterized by a surplus labor force, .

The effects of declining consumption levels have been ageravated
by a steadily growing esuppressed inflation since 1935. In its origing
the infiation is basically the result of eertain resl factors which
have together diminished the totel supply of goods and services in
the face of a rapidly growing pepulation. The inflation has been fed,
however, by the monetary end fiscel policiss of the goverament. The
combination of real and monetary factors hes worked to btuild up an
inflationary poteniial that grews each dey more diffieult to ocontain,

Even in ita very best years, the Spanish asconamy was characterized
by a relatively low rate of savinga, Its normal savings capacity
permitted even with the hely of foreign capital only relatively amall
acorotions to its productive atructure. To repeir the devastation of
the oivil war alome it would probably have taken the normal savings
of meny boom yeers., The reconstruction sffort necessary to restore
Spain's national wealth to iis pre~civil war position, to make up the

- acoumulated deficits of capitel plant and equipment and stocks of
industrial rew materials of the war end postwar pericds was certainly
far beyond the normal savings capacity of a population whose national
Tesl income in 1939 was 3/4 or less of whet it bad been on the average
in the 1931-35 period. The total Spemish nation=l income never
racovered ita prewar levels in the post-civil war years, and has

- fluctuated around a level roughly 9 percent less than the 1929-35
everage., Heal incoms per head in tha period 1940-49 has been roughly
20 percent less than in the 1929.35 years,
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Without new foreign privete invastment cepitsl, the normal level
of voluntary savings is Inadequate for the reconstruction and expsnsion
schemes projected by the Spanish Govermment. The consequence has been
nforoed” savipgs et the cost of financlel instability snd greatly
reducad consumption lavels which have affected probably threo-fourths
of ths Spenish pecple.

The remarksble point about the Spenish inflation is neither ite
severity nor ite cduration, but the fact that it hos continued to
repein repressed. For even with the infletiomary shock which the
Xoresn wer imparted to «ll the sconcales of Weatern Eurcpe, the rise’
of some 26 percent in wholesale prices snd 8 psrcent in the cost of
living in Spain, even allowing for the probatle inmacouracy of the
irdexes, is not too far out of line with the increases that have been
registered in Western Burope. :

The potential disruptive pover of the inflationary forces up to
now more or less successfully represaed, should not, however; be
minimized, Since 1940, in addition to the monetary "overhang” inherited
from civil wer finsncing, the acoumilction of inflationary pressure ts
a resull of deficit financing, public investment programs, and pyremiding
codts has reached a criticsl phase which may soon turn into opan, runaway
inflation, in the abssnce of scund corrective measures and large acale
Onited States economic aid,

SECRET

Approved For Release 2000/08/29 : CIA-RDP79R01012A001000010017-0



