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ABSTRACT:

The economic history of Spain during the second half of the XX Century represents
a story of success. The key of this “Spanish economic miracle” resides in the process of
institutional change of the country, which includes the making of markets with their key
date of 1959, the political reform of democratisation between 1975 and 1978 and a
general evolution towards the european institutional framework.

From the theoretical approach of Douglass North Theory of the State (New
Institutional Economics) and Avner Greif Theory of Institutional Change (Historical
Institutional Analysis), this article analyses the institutional foundations of the Spanish
economic development during the period 1950-2000, and exposes interesting lessons on
the relationship between institutional change and economic development.

In the northian work, the Spanish institutional framework and the existence of a
predatory State appear as explaining factors of the economic failure of Spain for several
Centuries. The Franco dictatorship constituted the last example of this predatory State,
and implied a “self-destructing” institutional framework, according to the definition by
Avner Greif. While in the first francoism of the forties the institutional formula
combined a genuine predator with economic depression, the decade of the fifties meant
an institutional adaptation provoked by a change in the set of possibilities, in the
objectives and in the subjective model of the State. This process of change flowed into
the making of a market economy that allowed a stage of strong growth and of change in
the Spanish informal institutions during the sixties (corroborating the hypotheses of
Yoram Barzel, Douglass North and Mancur Olson). It generated a new economy and a
new society that, after the death of General Franco, constituted a contractual State in the
northian sense, across a transitive and transactional political transition towards a new
democratic situation that expanded the possibilities for cooperation and signified a

“self-reinforcing” institutional framework.

Key words: Institutions, State, Francoism, Market, Spanish economic miracle



THE EVOLUTION OF INSTITUTIONS AND STATE GOVERNING PUBLIC
CHOICE IN THE SECOND HALF OF TWENTIETH-CENTURY SPAIN"

1- INTRODUCTION

This paper analyses the institutional foundations that explain the “Spanish economic
miracle” in the second half of the XX Century from a new institutional theoretical
approach that incorporates lessons from New Institutional Economics, Historical and
Institutional Comparative Analysis and Transaction Cost Politics.

The Spanish economic history through this period is a story of success. The spanish
population lived, at midway through the last Century, in an agrarian and
underdeveloped economy that had not experienced an industrialisation process that
other european neighbours had already made in the XIX Century. The situation showed
autarky, inflationary vicious circle and economic failure. But there were five strong
tendencies that determined the general economic evolution until the XXI Century:
economic growth; the intensive productive transformation of the economy; the change
towards a new policy and economic culture of stability, liberalization and market; the
integration in the european tendencies; and a total modification of the economic role of
the State.

In this way, at the end of the XX Century, the Spanish economy presents a level of
development and welfare comparable to those in the European western world. This
Spanish experience constitutes a good example of a successful process of economic
development, specially due to the consolidation of the changes.

And under this Spanish experience, the key piece to understand the “economic
miracle” is the role that institutions played throughout time: the process of institutional
change occupies the main agenda for research into the economy. This process was
initiated in a political dictatorship and economic autarky framework that implied lack of

both market economy and democracy, and finished in a democracy with economic and

" The previous versions of this paper were presented at the European Historical Economics Society
Summer School on The Role of Institutions (Trinity College, Dublin, August 2001) and the European
School on New Institutional Economics (Institut d"Etudes Scientifiques, Cargese, 2002). The comments
of Lee Alston, Xosé Carlos Arias, Fausto Dopico, Jean-Michel Glachant, Yadira Gonzalez, Timothy
Hatton, James Livesey, Abel Losada, Oliver Volckart and Barry Weingast were stimulating. This paper
was presented at Warwick Research Euro-Workshop “Government & Institutions in Twentieth Century



political freedom (next to other traits as the welfare State or the political
decentralisation).

Of this effort of communication between, on the one hand, New Institutionalism
and, on the other, the evolution of an economy such as the Spanish - which has passed
from underdevelopment and dictatorship to a new and consolidated scene of prosperity
and freedom in a brief space of time- it is possible to expect a triple process of
enrichment.

In the first place, the broad progress of the relation between economy and
institutions that the New Institutional Economics incorporates, allow us to have a better
understanding of the evolution of the Spanish economy. The objective is to cover the
deficit of institutional analysis that exists in the Spanish academy.

Secondly, the proposed analysis can enrich the present state of the economics of
development when defining the keys to a fast, successful, intense but non-traumatic
process such as the Spanish, which so many times has been proposed as the model for
other economies (from Latin American to Eastern Europe). It is advisable to try to
extract the possible lessons from the Spanish case for other countries.

Thirdly, the very state of knowledge of the relations between the State, the
institutions, the transaction costs and the economy, and of the processes of institutional
change can advance, thanks to the discoveries that the analysis of the Spanish
experience contributes. In this sense, extending the empirical fields of analysis is
interesting for this process of “guerrilla action” that tries to form New Institutional
Economics from different subdisciplines (Coase, 1999). In particular, this work is
developed with the preferred attention posed in the second level of the social analysis of
Williamson (2000).

In this paper we will show that the Spanish experience generates the following
lessons:

A) Francoism constituted the last way in which the Predatory State took form in
Spain: the institutional evolution transformed that traditional model of State
towards a contractual State via political transition (1975-1978), in a similar way
of that of North and Weingast (1989).

B) Franco’s dictatorship experienced a process of institutional change that showed

the “self-destructing” character of the first francoism institutions: the “self-

European Economic History” (University of Warwick, July 2002), invited by Stephen Broadberry and
Mark Harrison (paper available in the website http://www.warwick.ac.uk/economics/harrison/workshop/).
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enforcing” institutions that prevailed in the forties opened a stage of adaptation
during the fifties that changed many “quasi-parameters”, and broke the first
institutional equilibrium of the francoism (according to the theoretical notions of
Avner Greif (2002)).

In fact, the Spanish experience corroborates the hypotheses of Barzel (1997),
North (2000) and Olson (2000) on the possibility of economic growth emerging
with the passage of time under a sovereign that maximises its wealth: thus,
Spain experienced the institutional change of making markets and economic
modernization, 1958 being the key date.

The economic reform of market preceded the political reform of democratization
in Spain. The political change of 1978 allowed a solid institutional basis for
market economy and modified the fronts of public intervention, generating
vicious circles in the sense of Olson (2000). Moreover, political markets reduced
transaction costs and represented a more efficient social point than Franco’s
regime. And meanwhile, the civil society was gradually emerging (Pérez Diaz,
1993).

The path of the Spanish economy changes course in the second half of the XX
Century: the historical memory of the Spanish Civil War (1936-39) which
confronted “the two Spains” supposed a process of collective learning of
enormous consequences in all later historical evolution. As North (2000)
indicates, when in a society it is perceived that the system of beliefs is
inconsistent with the results that it predicts, there occur the conditions of drastic
change in the trajectory of a society. This is what happens in a new Spanish
society during the sixties, that gradually discovers the irrational and mistaken
aspects of the political and economic recipe book of francoism, and demands a
new institutional framework which is economically and politically more
efficient.

The path of the institutional change in Spain followed the pro-European way.
Spanish civil society’s European aspirations were one of the motors for change
in the country, next to the explicit European policy of the Spanish State. The
Spanish institutional path is a good example of gradual change versus those
experiences that are characterized as “big-bang” or “shock-therapy”.

The main formal changes produced in the Spanish institutional path are:

stabilisation and liberalisation of markets in 1959; political democratisation in



1978; adhesion to the EEC in 1986 and the incorporation to EMU in 1999. In
Spain, major public choices affecting the basic institutional framework since the
sixties were adapted with coherence to the pro-European view, and, furthermore,
were structured in an order that makes evident the unfeasibility of any of them
without having accepted the previous choices.

H) The institutional situation that was born in 1978 with the democratic transition
constituted “self-reinforcing institutions”, such as the Spanish evolution showed
until the end of the XX Century.

I) There was a rupture in the path of the Spanish economic policy, which shifted
from the scenario at the end of Franco's regime, in which Spain lacked a
coherent and minimally efficient policy scheme, towards a new scenario in
which the institutional framework incorporates modern economic policy (fiscal,
monetary or financial, for example).

J) The story of the Spanish success throughout the period 1950-2000 should not
lead to trivial idealisation. In fact, the institutional inertia maintains some
problems such us the unemployment or the lack of competence during many

years.

2- THE DEPARTURE SITUATION: A PREDATORY STATE IN SELF-
ENFORCING INSTITUTIONS, 1939-1949

In the Northian work, the analysis of Spain during the XV, XVI and XVII centuries
appears in recurrent form as a representative example of how a bad design of the
institutional framework prevents political and economic success (North, 1981, 1985,
1989, 1990a, 1994, 2000). In this way, the Spanish institutional evolution supposed the
economic failure of the country during several centuries, the predatory character of the
Spanish state constituting an important explanatory variable.

This scenario implied that the State was at the service of particular and non-
inclusive interests, and that there was no division of powers guaranteeing property
rights and the credibility of the government’s commitment

The new authoritarian régime, that in 1939 had eliminated democracy and the
parliamentary system of the Republic, established a life-Presidency reserved for General
Francisco Franco. The new institutional framework was based on a predatory State in

the Northian sense, that is to say, an agency relation in which the State is to be in the



service of a principal which it incorporates only certain social sectors characterized by
their antirepublicanism. In particular, the Northian predatory State takes the form of an
autocracy, in which the dictatorial régime decides the size of the state and can take
control of the fiscal residues - understood as the difference between total output and the
cost of the State Government (Przeworski and Limongi, 1993).

In particular, Francoism adopted a political formula that concentrated all power in
the General: the Caudillo was not limited except by its own will. In this way, the régime
had absolute capacity of decision to be able actually to shape without obstacles the
political-economic program that it considered suitable. Nevertheless, the failure of the
economic policy of the régime became especially evident throughout the forties, when
that predatory state acted according to its genesis and nature, initiating in the fifties,
forced by circumstances, a process of institutional re-adaptacion that implied the
gradual elimination of some of its characteristic elements.

The very nature of the régime was based on the monopolistic power of coercion
when de facto not obtaining the legitimacy within the established institutional
framework. Franco was the constituent power in a situation without possibilities of veto,
and the régime had the capacity to impose non-voluntary interchanges that would end
up by becoming expropriations and meant an attenuation of property rights.

In this first period of Francoism, the set of rules that were to prevail in the Spanish
economy was characterized by the absolute and discretionary power of the State, which
prevented the agents from believing in the stability of the institutional framework. There
were no institutional mechanisms that allowed the State to establish credible
commitments in the rules of operation of the economy: nothing guaranteed that the
régime would not change the rules in the near future or make arbitrary confiscations, the
reason why the economic value of the future was reduced, and with this all type of
investment and growth fell (North, 1993). Again, the predator meant a “long night” for
the Spanish economy in establishing an institutional formula that nothing would
approach the technical frontier of production (consider that the maximum previous
production, that took place in 1930, did not recover until 1952). Until 1950 in the
Spanish economy, the predator and depression coexisted.

The Franquista interventionism was incapable of confronting a policy of public
spending that stimulated growth, due to the economic insufficiency of a state that did
not have modern mechanisms of tax collecting, and that due to the high level of fraud

did not collect a third of what it should (Garcia Delgado and Jiménez, 1999). In this



scenario, the public sector did not receive enough even to cover its meagre expenses,
incurring a situation of public deficit that the state solved through a printing of money,
with perverse inflationary effects.

Public intervention was characterized by a regulation implemented via a multiplicity
of regulations and direct controls on the performance of the economic agents in the
interior, establishing prices, amounts and recipients. The markets were limited in their
function of allocation mechanism, and the institutional framework moved away from
one suitable for capitalist development. The establishment of companies, agricultural
and industrial production, internal and external commercialization, the labour market,
the financial and exchange markets were characterized by the discretionary and extra-
budgetary direction of the predatory state. This dictatorial inspector derived from the
Franquista distrust in economic freedom and involved an expropriation of economic
rights that affected all society, reducing the value of goods (Gonzalez, 1989). The
authoritarian system prevented the proprietors from protecting themselves from the
political assault that expropriation presented, reminding us of the British situation
previous to the Glorious Revolution, according to the postulates of North and Weingast
(1989).

But in addition to this interventionism, which decreased the possibilities of the
Spanish economy and caused the development of a black market on the margins of the
institutional framework established by the State, the predator assumed a pretension of
national self-supply that meant the substitution of imports (autarky), relying thus on
protectionism that built on a conviction in the capacity of “role of director” of the State
in directing the economy (the traditional paternalism of the Spanish State). A forced
industrialization, which denied that the catalyst system of prices was important to the
population, was imposed, which provoked inefficient behaviours in the economic agents
instead of establishing an assembly of rules that stimulated economic conduct that
would favour growth.

In this way, this institutional framework, that did not respect the rights of private
property and entailed high transaction costs, explains the economic failure of the
Forties. The question that we must formulate is why this predatory State and these
institutions - that constituted a limiting factor of growth - survived. The answer is that
they constituted SELF-ENFORCING INSTITUTIONS during the Forties (an
equilibrium, a stationary state), that prevailed but did not perpetuate over time

(according to Avner Greif (2002), they were SELF-DESTRUCTING such as the



following experience corroborated: the next sections will show this point). Three factors

explain this institutional equilibrium.

1-

In the first place, the predatory State itself - understood as the winning military
army of the war - looked to sustain itself in power, and in a society that had just
undergone a civil war, rivals did not exist who seriously defied this established
State, though this was after World War II when a greater sensation of fragility of
the survival of the regime came about.

Secondly, there was a demand for that institutional framework, though this
limited development and led the economy into a depression. (a) Thus, part of the
Spanish population demanded that political régime as good for consumption in
spite of its economic cost, due to their ideological preferences. (b) But in
addition, sectors existed that saw their economic income guaranteed in that
institutional framework: although the size of the cake had been reduced, they
were able to take control of a greater piece. The situation of favoritism and lack
of competition was able to generate followers of this inefficiency in the system,
as in the case of monopolistic position of companies and already established
supervisory groups or that of sectors near power (c)Likewise, there were citizens
averse to risk, who arranged to assume that institutional framework if they could
in this way avoid the possibility of strife.

Thirdly, it is necessary to indicate the ideological error on the operation of the
economy that the regime had. That ideological error did not allow the
quantification of the costs that the predatory policy pre-supposed for growth.
The predator thought that interventionism and autarky were channels for
development, showing a remarkable ignorance of the effects of the economic
policy. The bad economic results, international experience, the appearance of the
first generations of economists.. later allowed the regime to adapt its subjective

model of economic political decision.

The Spain of the forties corresponds to a situation near balance and institutional

stability, that can only be understood in a society terrified by the potential and real

violence of the régime and by the memories of the civil confrontation. The régime tried

to maintain that so-inefficient institutional framework through the expansion of a shared

mental model propitious to its interests, and of the indiscriminate use of the political

function of repression. But in addition to which the political-judicial-bureaucratic

framework turned out to be totally inadequate for first order economizing, their effects



were felt in the informal aspects of the economy as a terrible handicap. In this sense, the

Spain of the Forties survived in practically null levels of social capital.

3- THE DARWINIAN ADAPTATION OF THE PREDATOR DURING THE
FIFTIES.

In the Fifties there coexisted in the Spanish case after the Civil War certain timid
institutional changes with the exit of the depression and the first samples of growth.
New circumstances in the inner and outer surroundings forced the predator to adapt
itself to modifying the institutional framework. This decade corresponded with a phase
of adaptation and change of economic policy of the regime, which little by little moved
away from the protectionist and interventionist model of the previous decade, and
would definitively leave in 1959. In this way, these years correspond with a “pivotal
decade” between the situation of the forties characterized by the genuine predator and
the economic depression and the new scene of the sixties in which the conditions of the
surroundings led the predator to cause a phase of modernization and clear economic
expansion.

The first question that we must consider is why the predator initiated institutional
change. The answer to this question happens via the analysis of the three different
elements of the maximization process that explain the conduct of the Franquista State.

A) The grouping of selection possibilities of the State. The grouping of policies

that the predator could choose was modified by changes in external and
internal restrictions. Among these external factors, there predominated the
new scene of the Cold War, generating a high added value to the Spanish
political position and this was to mean the end of isolation for Spain: In this
sense, there appeared a grouping of economic political possibilities linked
to the surroundings that previously were not at the disposition of the
predator. But the changes also affected the internal factors, since, with the
passage of time, the economic penury of the population implied a risk for
the survival of the predator. In fact, in these years there arose the first strike
movements, and the first protests of a civil society that began to shrug off
the weight of the that had prevented it from acting after the war. The inner
restriction limited the State when it established the degree of depredation

that society would stand: if that degree surpassed a threshold of
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B)

®)

depredation, society would be disposed to confront the State and support
some political rival to the State.

The pursued objectives. The predator maintained its intention to perpetuate
itself in power to serve the interests of the tradicionalist sectors of Spanish
society, both via the imposition of an institutional framework that favoured
their economic interests and via the defence and imposition of values such
as Catholicism or antiliberalism -despising everything what smacked of
individual rights. If the objective of the State as maximizer was to maintain
itself in the power, this forced it to obtain a series of intermediate
objectives, among which economic growth and the well-being of the
population were to occupy growing priority. The problem was to reside in
that the State would have to apply policies that contradicted its genuine
ideology and its original postulates. This situation generated a trade-off
between objectives (growth versus ideology) to which the state would have
to respond at every moment. Due to the continuous strengthening of civil
society with the passage of time, the objective of the general welfare and
growth would occupy a more and more important place in the political-
economic agenda of the régime.

The nature of the State as decider. The Franquista State continually
modified its nature of decider, passing from one irrational mental model to
another with doses of much greater rationality and realism. The ideology of
the régime was adapting learning with experience, and in the Fifties certain
important changes took place. In this direction it was possible to indicate
the importance of change in the dominant economic thought of Spain
(Requeijo, 1990), the role of the first generations of economists emerged
from the Spanish University and the external recommendations of
organizations such as the IMF and the OEEC. All these factors were
extending a message of liberalization of the markets and recovery of basic
balances: little by little, and in a process of resistance and conflict, this
message was introduced into the State apparatus.

In fact, as opposed to the characteristics of previous governments, the new
government of 1951 made certain political changes that reflected the
contradictions and conflicts between regulation and liberalization,

indicative of an adaptation process. The decisive change of the 1957
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government incorporated a team of technicians who would finally obtain,
and not without upheavals in the government, the application of a
coordinated package of policies of reforms.

Due to these three great processes of change, the result was the modification of the
institutional framework of the Spanish economy, of which the Fifties implied a period
of beginning in which autarky and economic interventionism still prevailed, but in
which there already existed conflicts and strife due to the institutional changes. After the
biennium of transition 1949-1950 in which Spain made its first contacts with the United
States (Gonzalez, 1989), the 1951 change of ministers opened a period in which policies
were applied that attenuated the rigidity of autarky and previous economic
interventionism: the institutional framework did not play a stimulant role in economic
growth but little by little it stopped preventing the development of the possibilities of
the Spanish economy. In addition, the agreements with the U.S.A. allowed the entry of
currency and with it the import of goods of equipment essential to increasing
production. In this way, private investment and growth recovered, which maintained a
cumulative annual rate around 4% for the period 1949-59. In these years, Spain
experienced an industrial revolution that in 1958 allowed industrial production
practically to double that of 1950 (Gonzalez, 1989).

The last two years of the period constituted the biennium of pre-stabilization (1957-
1958). In 1957 the Spanish economy had lived in a situation of galloping inflation, the
fruit of excessive growth in demand and wage increases. This growth in prices was
accompanied by a deficit in the balance of payments that entailed the reduction of the
accumulated external reserves — we can say that the increase of imports entailed the
strangling of the external sector. The new government of 1957 understood that the
growth of prices was the fundamental problem, for which reason it applied a monetary
policy of contraction of the total creation of credit and carried out a tributary reform that
while increasing collection allowed a partial reduction of the necessities of the financial
means of the public sector. The situation reflected that the problem was well diagnosed
but, in spite of these partial solutions, a complete political resolution of the solution was
lacking. In fact, the OEEC indicated that the government measures, which also
incorporated some measures of foreign trade, were few and badly coordinated.

Thanks to the accumulated reserves from other times, Spain had assets with which
to finance the supply of merchandise from 1953 to 1958. But those reserves were

becoming exhausting. In parallel, towards 1958 two phenomena of doubtless relevance
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to the external position of the Spanish economy took place: (a) on the one hand, Spain
entered international economic organizations (the IMF, OEEC, World Bank); (b) on the
other hand, in December of 1958 the main European currencies adopted the external
convertibility.

In this scene of adaptation of the predatory State, the tensions between those in
favour of “old policy of inflation and industrialization” and those in favour of “the new
policy of stabilization and liberalization” were evident. Impelled by the international
current of convertibility - which forced the peseta to stabilize prices if is wanted to
declare its convertibility - and faced with the permanent and increasing crisis of the

3

balance of payments that in July 1959 placed the Spanish economy in a “virtual
suspension of payments”, the régime - in its effort to adapt in a darwinian manner to the
circumstances and survive - decided on a new economic order of stabilization and
liberalization. The State assumed the necessity of institutional change before the non-
viability of the traditional Spanish political economic project, especially in the new
international economic context. There was no alternative to economic policy if it were
wanted to save the Spanish economy “at the edge of the abyss”. The challenge was

confronted via the Plan of Stabilization and Liberalization of 1959.

4- MAKING MARKETS: INSTITUTIONAL CHANGE TOWARDS ECONOMIC
MODERNISATION AND SOCIAL CHANGE, 1959-1975.

In the process of adaptation of the Franquist predatory State, 1959 was the year of
inflexion in the economic policy of the regime. As opposed to the surroundings of a first
Francoism, characterized by an old policy that gathered the three traditions of the
Spanish economy -inflation, protection and intervention -, the régime bid decisively in
that year for a new policy of stability, liberalization and market (Varela, 1989).

In April of 1959 the Report of the Mission of the IMF recommended to Spanish
policy-makers stabilization through discipline in financing of the public sector,
moderation of growth of private credit (through the exercise of monetary policy),
elimination of intervention that distorted allocation, and liberalization of foreign trade
and payments (betting on a sole and realistic exchange rate for the peseta) (Fuentes
Quintana, 1984).

The practical suspension of payments of the Spanish economy in 1959 forced

institutional change towards the market economy with the approval of the Plan of
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Stabilization in July of that year, verifying “the first law of Spanish economic policy”
according to which only in an external deficit situation policy-makers confronted a
process of important reform (Fuentes Quintana, 1984). This reform built on the ideas of
internal and external economic liberalization and openness, the establishment of a
mixed economy based on flexibility and market discipline (eliminating the discretionary
performance of the government), financial discipline (monetary and budgetary policy of
stabilizing character), and sole and realistic exchange rate.

In this way, the State redefined the institutional framework of the economy, as well
as its own role of intervention. The interventionist tradition of the Spanish state
consisted of exhaustive control of commercial or financial external operations and a
multiplicity of direct controls on performance of internal economic agents. This
interventionism was characterized by its extensiveness and intensity, its inefficiency for
economic growth, its barriers to entry and its restrictions on competition, corporativism
and lack of social control (Serrano and Costas, 1990). In reality, an extreme
interventionism by the public sector on the private sector that attenuating the right of
property and elevating transaction costs did not suitably delimit the role of public or
private affairs.

In 1959 the role of intervention of the State experienced a remarkable
transformation and improvement in the functions of allocation and stabilization, the
distributiv function being suspended. The 1959 reform meant that the State accepted the
protagonism of the market as an allocation mechanism, differentiating more clearly the
public from the private affairs and resigning its tradition of discretionary intervention to
a great extent. This choice by the market which forced the non-viability of previous
economic policy - made as much internally as externally - so this choice broke
interventionism as much as effective protectionism of the economic policy of 1939-59.
In this way, the plan and the reforms of 1959 questioned the economic order established
because defining a new institutional framework that incorporated a model of market
economy similar to those of the European surroundings: administrative intervention
allowed private initiative to assume responsibility for economic decisions based on the
system of costs and prices as an essential indicator (Marti, 1989). The new formal
institutional framework welcomed therefore a regime of greater economic freedom to
carry out transfers of goods to the hands of those who most valued them, transfers

which before only the informal economy had the capacity to make, thus, with the new

14



rules, the transaction costs of the economy being considerably reduced and, with them,
improving the efficiency of the economic system.

However, in the allocation function there were still many improvements left to be
introduced. In fact, in addition to which the process of liberalization of 1959 was partial,
the predatory character itself of the authoritarian political framework would be receptive
to limitations of the market throughout the sixties, as we will see. Also, the public sector
still could not support the market mechanism in its allocation function in those cases in
which the market was deficient in this rerspects (public goods,...): the fiscal rickets
made budgetary activities difficult. But still with these deficiencies the 1959 change is
qualitative.

In addition, institutional reform grants great importance to stability in the markets.
In a Spanish economy which lived in a situation of vicious circles - formed around
public deficit, printing money, inflation, deficit in the balance of payments and
exhaustion of reserves, the success of the Spanish economic policy was non-viable if in
the new market economy it did not decisively undertake discipline and macroeconomic
stabilization.

In this way, the state assumed a program of liberalization and stabilization that
responded to the necessities of change in allocation and stability of the Spanish
economic system to obtain such development. The Plan of Stabilization of 1959 looked
for internal and external balance, putting special emphasis on monetary and financial
discipline of the State to obtain price stability, as well as equilibrium in the balance of
payments (for which the peseta was devaluated and an exchange rate established of 60
pts/$).

The application of the Plan in July 1959 as an indivisible program caused a
traumatic shock in the economy. After a brief initial depressive effect, the objectives
sought - price stability, contained exchange rate, adjusted balance of payments ,
reduction of imports, and increase of tourism and foreign investment- became reality.
The Plan established the bases for a stage of strong growth that allowed the Spanish
economy to register the highest rates of the western world, except Japan. In this process
the function of production of the Spanish economy was modified and the habits of
consumption and economic behaviour of Spanish society changed (Garcia Delgado and
Jiménez, 1999).

The Plan gave new direction to economic policy, the Spanish economy approaching

that of the countries of the western world, and releasing it from interventions inherited
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from the past: it was recognized that the possibilities of development of the country
within the autarkic schemes were null.

In 1959 this economic liberalization (internal and external) and stabilization meant
a transcendental change in the Spanish economy, representing the advance par
excellence in the economic modernization of the country. The principles of the Plan
since then have impregnated the processing of Spanish economic policy, but with
different degrees of intensity depending on the moment. In fact, the transcendental
project of reform that the 1959 Plan implied had not been fulfilled in its entirety, though
during 1960-74 many economists continued to insist on the necessity of continuing the
process of reform in the direction of the Plan (Requeijo, 1989).

A typically northian question to raise is the credibility of the liberalist and reformist
commitment of 1959, that is to say, why the agents believed in a new institutional
framework the duration of which depend on the political decision of a predatory State
into whose hands fell all concentrated power. The answer can be found in that the
regime needed to behave responsibly in order to equip itself with a reputacional capital
which would allowed it to survive.

As the economy was thus overcoming its internal problems and improving its
external accounts, the pressures of those in favour, and beneficiaries of the old autarkic
policy multiplied, demanding the return of an interventionism of the traditionally State
favourable of economic power. These pressures provoked the establishment of the 1960
tariff (that maintained discriminated areas of protection), and besides, between 1964 and
1975, with the application of the Development plans, they would obtain the institutional
framework of recommended economy which they demanded, paralyzing the
development of the market economy. The survival of the predatory state explains an
institutional formula receptive to those pressures.

The Development Plans of the Franquist State —which used instruments of labor,
industrial, fiscal and growth policy to the service of the recommended economy- had
binding character for the public sector and agreed private sector, and was exclusively
indicative for the rest of the private sector. These plans were in imitation of the French
model of indicative planning of Monnet, “virtually without seeing wether the structural
problems of the Spanish economy were or were not similar to those of the neighbouring
country” (Tamames, 1989). In the sense pointed out by North (2000), it is possible to
remember that the application of formal rules on basic institutional framework non-

coherent with those rules wasthe prescription for political and economic failure. These
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plans restrained the process of economic liberalization, contracted the rate of possible
growth and generated disfuncionalities and inefficiency (Garcia Delgado and Jiménez,
1999).

This retrogressive movement in the program of liberalization was clear especially
in the financial sector. In this sector, strong protectionism and null internal competition
- that allowed banks to live in an oligopolistic situation where to increase their benefits
and their industrial participation and influence in economic policy — were established: it
was the “financially-enlightened despotism” that denied the market protagonism

(Serrano and Costas, 1990; Garcia Delgado and Jiménez, 1999).

5- THE NEW FRAMEWORK: THE CONTRACTUAL STATE

In order to understand the passage of the predatory-dictatorial State to the
contractual-democratic State in Spain, it is essential to evaluate five fundamental
characteristics:

1- The death of general Franco (20th November of 1975). The personalist cult
factor of the pro-Franco regime help us to understand that - according to the
experience of many other such dictatorships - the régime was not able to
survive without its main political protagonist.

2- The economic development of the sixties and early seventies was one cause
of democracy. The argument went that, with the modernization of the
sixties, the Spanish economy would enter a Huntington “zone of transition”,
in which democratization possibilities were multiplied. The democracy
would appear as a consequence of economic development, non-deliberate,
nor anticipated by the dictatorship, as the result of a mixture of economic
success and political obsolescence. If the political objective of the Franquist
economic reform was to promote an authoritarian pact that exchanged
consumption for political assent, this failed. The economic and subsequently
social change first increasingly made necessary organized representation of
the interests. An increasingly complex market economy demanded a
democratic political régime, so that the market reform preceded the political
change (Maravall, 1995). According to Greif (2002)’s theory, we can point
out that during the most recent stage of francoism many “quasi-parameters”

were modified (social, cultural, religious changes): the institution gradually
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changes relevant quasi-parameters in a way that cuases it to no longer be
self-enforcing

The economic crisis of 1973. When Franco passed away, the Spanish
economy was being affected by problems derived of the oil crisis. These
problems were more serious in a less flexible economy such as the Spanish
than in the developed European countries. This crisis damaged the
legitimacy of Francoism, which from the sixties onwards was not already
based on ideological reasons but on the performance of the economy. When
this performance failed, the economic agents demanded a new institutional
framework.

A modern system of beliefs based on social learning. This system assumed
the convenience of the political and economic model of the European
societies, but simultaneously it incorporated the learnings of the Spanish
experience. Among these, the terrible civil war of 1936-39 still held an
outstanding place as an episode that society was not prepared to repeat
under any circunstances. This generated a framework of disposition to
agreement and dialogue that reduced the transaction costs. Also a good
proportion of the class leaders shared these beliefs, it being especially
important that the heir to the Crown, Juan Carlos de Borbén, did so, too.
The external conditioner. Democratic European surroundings demanded that
Spain assumed a democratic regime. This was, for example, a requirement

of incorporation in the EEC.

5.1 — A Transitive Transition

When analyzing the political transition in Spain (December 1975- December 1978),

two differentiated periods can be distinguished:

A) - The one that began in December of 1975 after the death of the dictator and still

extended until June of 1977, when the first democratic pre-constitutionalists elections
were celebrated. In this period that lasted eighteen months, the predatory State still
survived the dictator, but it gave way to the steps necessary for its own dissolution, thus

constituting a first phase in the process of State mutation.

In this first phase of the transition, the priorities of the political agenda are centered

on the political elements of negotiation and procedure that try to induce agents with

18



positions of power in the pro-Franco State to accept a change that broke with their
privileged position. This was “harakiri” of the pro-Franco predatory State (Colomer,
1998).

During the first six months of 1976, the government, presided over by Arias
Navarro, tried to maintain a reform process that allowed to the model of predatory State
to survive: it mainly tried to adapt the Fundamental Laws of Francoism to a regime of
limited representative democracy. But the failure of the “aperturista government” of
Arias Navarro must be interpreted as a defeat of the reform faced with the defending
options of the rupture. In the collective choice this may be viewed as Rupture > Reform.

With the arrival of Adolfo Sudrez to the presidency of the government in July 1976,
the choice of transition via legal means towards a new democratic State model became
the governmental priority. The population’s overwhelming endorsement to the Law of
Political Reform, declared in the referendum of December of 1976, signified the
dissolution of the pro-Franco Cortes and the introduction of a democratic system of
government. This law unblocked the way towards a new legitimacy without breaking
with the legality of the previous regime - taking advantage of monarchic legitimacy -
and made possible the processing of a new constitution. In the collective choice, reform
was preferred to continuity: Reform > Continuity.

B) - A second period opened with the elections of June of 1977 and it closed with
the approval by referendum in December of 1978 of the new constitutional text. The
organs of power of the previous regime had already disappeared. We are now faced
with a period of gestation and childbirth of the contractual State.

The minority government which the centrist Adolfo Sudrez headed after the
elections of 1977 developed a consensus policy that took to the limit the cooperative
solution, which does not correspond with the habitual exercise of political activity.

The procedure to make the new constitutional text integrated all the parliamentary
groups and gathered the balance of forces. In this way, Suarez wanted to avoid at all
costs the imposition of such a text, and tried to favour consensus.

The transactions among the different political groups drew up a text that was
endorsed by the two Chambers between July and October of 1978, that consensus being
reflected in 87.9% of votes in favour in the referendum hold on the 6 of December of
1978. In this way, a modern democratic state with the form of a parliamentary

monarchy was constituted which implied a break with the previous régime. In fact, the
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Spanish Constitution of 1978 was made with the anti-model of the Fundamental Laws
of Francoism (Gonzalez Encinar, 1992).

This historical process, in which the reformist government of Sudrez decided to
agree with the leftiest opposition the formation of a contractual and democratic State,
implying a loss of influence of the tradicionalists positions most averse to the rupture. In
the collective choive, the rupture was preferred to continuity: Rupture > Continuity.

Throughout the three different elections, the historical process of collective choice
was in selecting options:

Failure of the Arias Government: Rupture > Reform
Suérez and the approval of the Law of Political Reform: Reform > Continuity

Constituent Process: Rupture >Continuity

The process of collective selection shows coherent and transitive preferences that
were expressed in the following order: Rupture > Reform > Continuity (Colomer,
1998).

Rupture was therefore the preferred and stable option that emerged from the
process of political transition and ended in the Constitution of 1978, opening a new

cycle in Spanish history.

5.2- The new self-enforcing institutions.

During a period of thirty six years, the Spanish institutional framework was
characterized by a dictatorship that concentrated all power in General Franco. When the
key piece of the dictatorial regime disappeared from the scene in 1975 it heralded a
period of institutional change: all the formal and informal institutional framework of the
regime was based on implicit or explicit contracts, in which General Franco was a
contracting part. His death broke that framework and opened a new process of hiring
among the political agents, in which each expected to re-accommodate his position

Throughout Spanish political transition (1975-1978), no political actor alone was
able to impose his preferences, opening a process of political transactions that would
lead the authoritarian regime to enter a democracy. The process of social learning and
historical memory turned civil confrontation into the great evil to avoid, the different
sectors were conscious of the high costs that non-cooperation would imply at the time

of establishing the new institutional framework. Thus, most reformist and moderate
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agents of the Franquist régime were prepared to accept an agreed rupture from a new
contractual state for fear of revolutionary competing movements; and those in favour of
democratic options also preferred to agree rather than run the risk of a hardening of the
régime and a new civil war. The result meant a contractual, democratic and agreed state
that constituted new SELF- ENFORCING INSTITUTIONS (the players were interested
in adhering to the new rules) (Greif 2002). Weingast (2000) works on the “self-

enforcing” topic of the Spanish experience in an unpublished paper.

5.3- From the Predatory State to the Spanish Contractual State

In the institutional structure of the traditional Spanish State (XV, XVI, XVII
Centuries) the great power of the Spanish Crown confronting the parliament constituted
an important characteristic that Spain inherited from the kingdom of Castile — a very
different situation was that of the successful British way (North and Weingast, 1989).
The triumph of the Crown meant the triumph of medieval values, beliefs and concepts,
and perpetuated the system of medieval status (North, 2000). In this way, the path of the
Spanish economy advanced from then on a basic institutional framework characterized
by a predatory state and traditional beliefs and values that will always imply
considerable delay with respect to the more outpost tendencies of rationalism,
enlightenment or technological advance that would exist in Europe. General Franco’s
dictatorship (1939-1975) constituted the last way in which the Predatory State took
form in Spain

The three years between December of 1975 and December of 1978 realized the
model of the Spanish transitional experience from a predatory State - that voluntarily
ended itself- into a new contractual State.

Two institutional conditions are necessary for the establishment of a contractual
State that propels the good running of an economy: on the one hand, the guaranteed and
well-defined right to private property and the impartial compulsory execution of
contracts; and on the other, the absence of depredation (Olson, 2000). The political
structure set up in 1978 meant improvements in both directions: Spain achieved a
“market-augmenting government” that was powerful enough to protect and establish the
rights to private property and the enforcement of contracts, and at the same time limited

so as not to deprive individuals of those rights.
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5.4- Formal Rules and Transaction Costs

According to Northian theses, the change of nature of the Spanish State entails
ample transformation in the institutional framework of Spanish society that implied both
institutional change of economic rules and a change of political rules that would modify
later policy-making and change political output.

The new institutional framework created during the Spanish transition considerably
reduced the level of transaction costs both in political and economic markets, favouring
the efficient allocation of resources. Thus, for example, the approval of a constitutional
text explicitly showed the basic formal rule of society; and the establishment of a
division of powers limited the risk of depredation on the part of the State apparatus and,
when incorporating the independence of the judicial power, formed a third part
enforcement of private contracts. The institutions appeared clearer, more credible and
more legitimate, lowering the price of the ex- ante and ex- post costs of hiring. This also
affected the political markets, in which the establishment of a democratic system
implied more clearly established the limits of the political rights of the citizens, who in
their function of principal would watch, and would punish or approve with its vote, the
management by the political agents. The Transaction Cost Politics (North, Dixit,
Epstein, Weingast,...) has produced an interesting theoretical apparatus that makes

evident these political improvements.

6- PATH'S DEPENDENCE AND CREATING ¢“SELF-REINFORCING”
INSTITUTIONS DURING THE SPANISH DEMOCRATIC STAGE.

In what North (2000) himself characterizes as an ambitious statement, he indicates
that when in a society it is perceived that the system of beliefs is inconsistent with the
results that it predicts, there occur the conditions of drastic change in the trajectory of a
society. This is what happened in Spain during the second half of the XX Century, when
the society gradually discovered the irrational and mistaken aspects of the political and
economic recipe book of francoism, and started to make a new institutional framework
which is economically and politically more efficient.

This new trend, that changes the course of the institutional framework of the
Franco’s autarky, generated four very important formal changes in the basic institutional

framework: the economic reform of market in 1959, the political reform of
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itself: thus, the shared mental models of the Spanish were gradually adapted in order to
accept a continuous and gradual institutional change in Spain.

The change, first economic and subsequently social, made organized representation
of interests increasingly necessary in the face of the gradual emergence of “liberal-
democratic” traditions in civil society (Pérez Diaz, 1993). Thus, a new Spanish society
was generated.

The explicit European policy of the Spanish State appeared at some times to be the
cause and at other times the effect of the forceful trends for Europeanization that spread
in Spain, in such a way that the institutional change process advanced hand in hand with
continual and interrelated impulses on the two first levels of Williamson’s (2000) social
analysis.

The Spanish experience is a good example about the gradualism of institutional
changes, avoiding the conflict between formal and informal institutions, which is the
way towards economic and political failure, according to North (2000).

All these trends consolidated a democratic institutional framework that is “SELF-
REINFORCING” in the sense of Greif (2002), that is to say, it exhibited positive
feedback in the period 1978-1999 and remained in force over the eighties and nineties
(it perpetuates itself). In this stage, Spain makes a modern economic policy: welfare
state, fiscal policy, monetary policy, decentralisation, financial regulation,.... All these

elements reinforce the basic institutional framework.

7- CONCLUSIONS

In this paper we have made an analysis of political economy on the evolution of the
Spanish economy throughout the period 1950-2000 from a neoinstitutionalist
perspective that incorporates the outstanding contributions of the New Institutional
Economics, the Historical and Comparative Institutional Analysis and the Transaction
Cost Politics. In particular we use the Northian Theory of the State and Greif’s Theory
of Endogenous Institutional Change.

In this way, we have deepened the knowledge of the Spanish economy of the XX
century and contributed lessons that the Spanish experience allows us to extract on the
relations between institutional change and economic change.

The history of Spain was characterized by permanence, throughout the centuries, of

models of political organization that were the fruit of the imposition of certain political
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sectors on others. The predatory State was a quite common feature throughout the
history of Spain and explains the political-economic failure of the Spanish empire.

Over the centuries, the lack of political cooperation to define the State model
explains many of the confrontations that have existed in Spain to obtain a coercive
monopoly. The Civil War of 1936-1939 represents the best example of confrontation
between “the two Spains”, and it indicates an unquestionable lesson for Spaniards on
the high costs that are paid for noncooperation. Without doubt, this lesson is
fundamental to understanding how, in the following opportunity to redefine the Spanish
political-institutional framework (in 1975 when General Franco passed away),
politicians take to extremes the cooperative option, establishing by consensus a
contractual and democratic régime. In this way, Spain in the second half of the XX
Century broke free of most of the vicious circles in which it had moved, and redirected
its evolutionary path towards political-economic virtuous circles that reduced the
transaction costs and allowed efficiency gains.

After the civil war, the economic policy of interventionism and autarky carried out
by the personality cult dictatorship of General Franco implied a complete economic
failure. The régime adapted itself in the Fifties, rectifying its economic prescription, and
the country began to experience certain growth. Economic thinking began to change and
favoured the important reform of stabilization and liberalization of 1959, which
established the foundations to construct a market economy.

The new institutional bases allowed a strong stage of growth in the Sixties and
early Seventies that implied a considerable social change. In this way, the change of
formal institutions of 1959 generated a remarkable change in the informal institutions
throughout the following decades. This new society and new economy demanded new
formal rules more adaptable to the new situation. These new rules were to arise from a
process of transition in 1975-1978 that established a model of contractual State and
opened a new stage in the history of Spain. Since then, democratic self-reinforcing
institutions were perpetuating themselves.

The Spanish experience since 1978 shows how the State transformation allowed
new tendencies in the Spanish policy and economy. Among other things, Spain has
formed a modern Welfare State, has assumed an intense process of political
decentralization and has incorporated totally into the tendencies of European
construction. These factors help understanding of the positive evolution of the Spanish

economy until the end of the century.
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In reality, institutional change is the key to understanding the Spanish political and

economic success throughout the second half of the XX Century.
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