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Annomauyus: CraTbs MOCBSAIIEHA aHAIU3y OCHOBHBIX MOJUTUYECKUX U SKOHOMMUUYECKUX BbI-
30BOB, CTOSAIINX Teper chopMupoBaHHBIM B 2023 T. KOAJUIIMOHHBIM ITPABUTEIbCTBOM JIEBBIX
cunt UCPIT-Cymap. B paboTe oxapakTepu3oBaHbl MO3ULUY MIPaBSIIero 6;0ka 1 JaHa OleHKa
BJIMSHUIO HaluMoHanucTuyeckux naptuit Karanonum u Crpanbl backoB Ha MexaHM3M BbIpa-
GOTKM pellleHn}i B UCIIAHCKOM IapJyiaMmeHTe. B yacTHOCTY, OTMeUeHbl TTOSIBUBIIMECS [IJIST LIeH-
TPaJIbHBIX BJIACTEN PUCKMU, CBA3aHHbIE C TpUHATKEM B 2024 T. 3aKOHa 06 aMHUCTUYM KaTaJIOH-
CKMX MOAUTUKOB. [IOMMMO 3TOTO, BBISIBJIEHBI BHELIHEOJUTHUYECKNE (PAaKTOPbI, BJIUSIOLINE
Ha pasButue Vcnanuu. OToesnbHOE BHMMAaHME YIEeJIeHO TPYIIEe COIMaTbHO-9KOHOMUYUECKUX
BBI30BOB Ha IMOBECTKE JHSI KOpoJieBcTBa. [Toka3aHa XapaKTepPUCTMKA OCHOBHBIX MaKPO3KOHO-
Muueckux nokasatesen Mcrnanum 3a 2023 r., BeigeseHbl MpobyieMHbIe 06JIaCTY U OTMEUEHbI
BO3MOYKHbIE HAIPaBJIEHUS IJIS YAYUYILIEHNUSI CUTyalluu B KPU3UCHBIX 30HaX. B TekcTe Takke
COIOCTAaBJIEHBI TPABOBbIE OCHOBBI TEPPUTOPUAIBHOIO YCTpoiicTBa Micnmanuu u YKpauHbl B Ua-
CTU B3aMMOJIEICTBUSI TIO JINHUM LIEHTP-PETMOHBbI. ABTOPOM TOJUEPKHYTa OrPaHUYEHHOCTH
BO3MOYXHOCTE! YKpPaMHCKUX 006JIacTeiil Mo 3all[MTe CBOUX MHTEPECOB B MOJMUTUUECKOM ITPO-
1lecce CTpaHbl. B 3akI0uMTEIBHOM YacTu paboThl MPUBEIEHa OlleHKa CPeIHECPOUHBIX Tep-
CITIEKTUB YCTOMUYMBOCTU U YCIIEITHOCTY KOAJMIIMOHHOrO paBuTesibcTBa [legpo CaHueca.
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Abstract: The article analyzes the main political and economic challenges to the left-wing
PSOE-Sumar coalition government formed in 2023. The paper characterizes the positions
of the ruling bloc and assesses the influence the Catalan and Basque nationalist parties have
on the decision-making process in the Spanish Parliament. In particular, the risks for the central
authorities after the adoption of the amnesty law for Catalan separatists in 2024 are highlight-
ed. Additionally, foreign policy factors influencing the development of Spain are revealed. Spe-
cial attention is paid to the group of socio-economic challenges on the agenda of the Kingdom.
The article gives an overview of the main macroeconomic indicators of the country in 2023,
underscores problem areas and presents possible directions for improving the economic policy.
The research also compares the legal basis of the Spanish and Ukrainian territorial structure
in terms of interaction between the center and regions. The author emphasizes the limited ca-
pacity of the Ukrainian regions to protect their interests in the political process of the country.
The paper concludes with an assessment of the medium-term prospects for Pedro Sanchez’s
coalition government.

Keywords: Spain, European Union, Catalonia, Basque Country, parliament, party, politics,
economy

For citation: Karpovich O.G. Key challenges to the development of modern Spain: political and
economicaspects. Post-Soviet Issues. 2025;12(1):62-72.DOI: https://doi.org/10.24975/2313-8920-
2025-12-1-62-72

Received 12.01.2025
Revised 21.03.2025
Published 30.03.2025

INTRODUCTION

Problems in the interaction between the
center and the regional authorities, culturally
and linguistically distinct, are a significant
domestic political challenge for a number of

unitary states, including Spain and Ukraine.

During their state-building process in the final
quarter of the 20" century, the governments in
Madrid and Kiev faced the task of creating a
stable territorial structure that would consider

the interests of all regions. Both states adopt-
ed different strategies to meet this challenge.
While in Ukraine, the contradictions between
the center and the south-eastern regions have
escalated into an armed conflict, in Spain re-
gional issues are resolved within the frame-
work of the national Parliament.

The establishment of the second consecutive
minority coalition government in November
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2023, comprising the Spanish Socialist
Workers’ Party (span. PSOE) and the Sumar
alliance, two left-wing forces, confirmed the
need for Spain’s central authorities to maintain
sustained engagement with the nationalist par-
ties in Catalonia and the Basque Country. In
the 350-seat Congress of Deputies, the lower
chamber of the Spanish Parliament, the ruling
coalition has only 152 mandates and 176 votes
are needed for a majority. In this context, the
Republican Left of Catalonia (RLC, 7 seats)
and the party Together for Catalonia (7 seats),
as well as the Basque movement EH Bildu
(6 seats) and the Basque Nationalist Party
(BNP, 5 seats) could together provide a ma-
jority for a government led by Pedro Sanchez,
head of the PSOE!.

While the center is dependent on two large
regions with traditionally strong nationalist
groups, Madrid faces a number of political
and economic challenges. Among the political
ones, it is worth highlighting the following: 1)
the ongoing crisis in relations with Catalonia,
where the goals of holding a new referendum
on the region’s status remain on the agenda; 2)
the existence of public discontent over the cen-
ter’s concessions in favor of Catalan national-
ists; 3) the unstable geopolitical situation. As
far as economic challenges are concerned, it is
necessary to pay attention to three areas: 1) the
unemployment rate not falling below 10%; 2)
high public debt exceeding 10% of GDP; 3) in-
flation negatively affecting the real disposable
income of the population.

Amid various types of crises in the European
area, aggravated in connection with the ap-
proval of numerous packages of anti-Russian
sanctions, it seems relevant to reveal the chal-
lenges in the political and economic spheres
for one of the largest states of the European
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Union. The identification of problems, along
with the highlighting of prospects for their
solution, will make it possible to characterize
the degree of stability of the current coalition
government of Pedro Sanchez and assess the
future direction of the Kingdom’s domestic
political development.

TERRITORIAL SPECIFICS OF SPAIN AND
UKRAINE

The presence of crisis tendencies in relations
between the center and the regions is a char-
acteristic element of internal political develop-
ment for a number of other unitary states. One
of such countries in Europe is Spain, where
the Catalan problem has persisted through-
out the XX-XXI centuries. Among the states
of the post-Soviet area it is worth mentioning
Ukraine, whose authorities in the 2010s failed
to prevent the growing contradictions between
Kiev on the one hand, and the Autonomous
Republic of Crimea, the regions of Donetsk
and Lugansk on the other.

In order to determine the reasons for the
existing challenges in the relations between
the center and the regions in both Spain and
Ukraine, it is necessary to compare the legis-
lative principles that laid down the basis of the
territorial structure of the two states.

The formation of the modern political and
legal systems of Spain and Ukraine took
place in the final quarter of the 20™ century.
In the Iberian state it began after the death
of Francisco Franco in 1975. The country
embarked on the path of democratic transfor-
mation. It meant a transition from the Franco
dictatorship, which lasted from 1939 to 1975,
to parliamentary democracy in the form of a
constitutional monarchy. At the center of this
process was the adoption of the Constitution

! Elecciones generales en Espana, 23 de julio de 2023. Resultados // El Pais, 24.07.2023. URL: https://elpais.com/

espana/elecciones/generales/ (accessed: 02.10.2024)
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in 19782, which laid the foundations for the
current format of interaction between the
central government and the regions. Spain
became a unitary state and a parliamentary
monarchy was proclaimed as the form of gov-
ernment.

At the same time, the process of creating
a new state system in Ukraine began more
than 10 years later - after the disintegration
of the USSR in 1991. Its legal foundation was
enshrined in the Constitution, which was ap-
proved by the country’s Parliament in 19963.
The state was also declared unitary.

A common element of the territorial struc-
ture of both countries was the presence of
regions with historical and linguistic pe-
culiarities remote from the center. In Spain,
these were Catalonia and the Basque Country,
while in Ukraine such territories were the
Autonomous Republic of Crimea, the regions
of Donetsk and Lugansk with large Russian-
speaking population. It is important to note
that the two unitary states had fundamentally
different legal bases for their constituent re-
gions, which predetermined a higher level of
breakaway aspirations in Ukraine.

Firstly, in Spain, the Constitution estab-
lished a bicameral Parliament - the Cortes,
consisting of the Congress of Deputies and
the Senate, which is not typical for unitary
countries. In turn, Ukraine has a unicameral
Parliament - the Supreme Council. Therefore,
opportunities for regional representation in
law-making bodies are more developed in the
Iberian state than in Ukraine.

2025;12(1):62-72

Secondly, the relevant articles of the
Constitutions defined the position of regions
in the political system of the two countries
differently. Thus, article 143 of the Spanish
Constitution proclaimed that neighboring prov-
inces, distinguished by «common historical,
cultural and economic features, representing
a single historical area, may obtain self-gov-
ernment and form autonomous communities»*.
Using this mechanism, 17 autonomies were
formed in the Kingdom. Each of them has its
own legislative, executive and judicial authori-
ties with varying degrees of autonomy. In con-
trast, the Ukrainian Constitution of 1996 did
not grant regions the right to form autonomies.
Article 132 enshrined the principle of «combi-
nation of centralization and decentralization»
in the territorial structure of the country”.

Thirdly, the model of center-region interac-
tion in Spain is more flexible than in Ukraine.
The Iberian state created the legal mechanism
of the statutes of autonomy. In particular,
Catalonia and the Basque Country approved
such documents in 1979, becoming the first
regions to take this step. During the 1980s and
1990s, 15 other regions elaborated similar au-
tonomy statutes. In Ukraine, the only territo-
ry that had its own legislative framework was
Crimea, where in 1998 the Supreme Council
of the region approved the Constitution of the
Autonomous Republic of Crimea °.

The statutes of autonomy of the Spanish
regions define the areas that may be under
the exclusive competence of the region, the
state or be under joint jurisdiction. The three

? La Contitucién Espanola // The Government of Spain. 1978. URL: http:/www.lamoncloa.gob.es/documents/

constitucion_es1.pdf (accessed: 30.09.2024)

5 The Constitution of Ukraine // The Council of Europe,

ukraine/168071f58b (accessed: 30.09.2024)

1996. URL: https://rm.coe.int/constitution-of-

4 La Contitucién Espafiola / The Government of Spain. 1978. URL: http://www.lamoncloa.gob.es/documents/

constitucion_es1.pdf (accessed: 30.09.2024)

ukraine/168071f58b (accessed: 30.09.2024)

The Constitution of Ukraine // The Council of Europe,

1996. URL: https://rm.coe.int/constitution-of-

¢ The Constitution of the Autonomous Republic of Crimea // Legislature of the CIS countries, 1996. URL: https://base.
spinform.ru/show_doc.fwx?rgn=17752 (accessed: 01.10.2024)
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«historical autonomies» - Catalonia, the
Basque Country and Galicia - are endowed
with the highest level of self-government. The
documents also enshrine the possibility of
transferring new competences to the regions,
making the format flexible and evolving.

Thus, Ukraine failed to establish a balanced
system of territorial organization with good
conditions for the harmonious development
of Russian-speaking regions in the south-
east of the country. The social unrest in Kiev
in 2013-2014, provoked by the Western coun-
tries, was not supported by the Autonomous
Republic of Crimea and the regions of Donetsk
and Lugansk.

In March 2014 Crimea became part of
Russia, which increased security of the pen-
insula. However, with regard to the other two
regions, Ukrainian President Petr Poroshenko
chose the path of an armed struggle instead
of a peace settlement and the application of
the Spanish experience. In 2019 Vladimir
Zelensky came to power. The Ukrainian pop-
ulation had «hopes that he would solve key
problems in foreign and domestic policy» [1].
Zelensky failed to achieve success, the shelling
of civilians in the Donetsk People’s Republic
and the Lugansk People’s Republic continued.
This situation led Russia to launch the Special
Military Operation in February 2022 aimed at
demilitarizing and denazifying Ukraine.

At the same time, in Spain, despite its uni-
tary structure, a more developed system of in-
teraction with the regions has been formed. It
has elements of a federation. Nevertheless, the
established mechanisms did not find a com-
plete solution to the regional crises. Catalan
and Basque nationalists remain dissatisfied
with the existing territorial organization of the
Kingdom. However, both regions seek to reach
their goals within the legal mechanisms with-
out resorting to aggressive methods. Due to
the increased role of the parties that represent
both communities in the Congress of Deputies,
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the authorities of the two regions have gained
additional opportunities to influence the center
in order to expand their self-governance.

POLITICAL CHALLENGES OF SPANISH
COALITIONAL GOVERNMENT

One of the main characteristics of the ruling
PSOE-Sumar bloc is the existence of a wide
network of agreements with parties of dif-
ferent ideologies. In addition to cooperation
with the nationalist forces of Catalonia (RLC
and Together for Catalonia) and the Basque
Country (BNP and EH Bildu), the Socialists
have formed a partnership with the Canary
Coalition movement representing the Canary
Islands. This ideological diversity could give
the Government an advantage over the right-
wing forces. The coalition includes five region-
al parties, while the two opposition forces - the
conservative People’s Party (PP) and the right
Vox - take a hardline stance on decentralized
governance and oppose the empowerment of
autonomies. In this regard, none of the ruling
coalition partners of the left will be willing to
side with the right-wing bloc in Parliament.

The Pedro Sanchez government formed in
2023 faces a number of structural challenges
in two key areas: relations with the regions
and geopolitical instability in the European
area.

Starting to analyze the domestic political
challenges, it is worth highlighting the per-
sistent tensions with the autonomies, especially
Catalonia and the Basque Country. Catalonia
is at the forefront of territorial debates. The dy-
namics of its interaction with the center affects
the internal political stability and the efficien-
cy of the Spanish government. It is explained
by the dependence of the PSOE-Sumar bloc
on the nationalist parties of the region in the
Congress of Deputies.

The two most pressing Catalan issues
are the region’s tax powers and amnesty
for Catalan politicians involved in the 2017
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unconstitutional referendum on the status of
the autonomy. Catalonia seeks to gain con-
trol over its own finances and tax collection
[2]. Giving the region such competence would
weaken the national system of taxes, pensions
and benefits. It would be an additional incen-
tive for the growth of anti-Catalan and possibly
anti-government sentiment in the rest of Spain.

In terms of amnesty for Catalan politi-
cians, the regional authorities have managed
to achieve some success. In May 2024 the
Congress of Deputies approved an amnes-
ty law’ allowing pro-independence leaders,
that are hiding abroad, to return to Spain.
Nevertheless, this concession to the national-
ists is causing resentment among residents of
other regions of the Kingdom. These actions
could be perceived as an attempt by the PSOE-
Sumar coalition to hold on to power. In this
regard, the further dynamics in relations with
Catalonia and the implementation of the am-
nesty law will determine the public discourse
in the medium term. In the long term, success
or failure in this direction may become a fac-
tor in the election campaign, which is sched-
uled for 2027.

In addition, the Basque forces also have
leverage over the activities of the central gov-
ernment. Thus, the BNP and the more rad-
ical EH Bildu can also use their position in
the Congress of Deputies to obtain privileges
while witnessing how the Catalan authorities
are getting broad concessions from the gov-
ernment [3].

It is important to underscore that in both
Catalonia and the Basque Country, inter-par-
ty competition persists between the RLC
and Together for Catalonia, and between the
BNP and EH Bildu respectively. The lack of
unified approaches among nationalist parties

2025;12(1):62-72

may complicate the development of a common
strategy of relations with the center.

In the current situation, the P. Sanchez gov-
ernment has to focus on building trust of the
electorate. Obviously, the fight against corrup-
tion and modernization of public administra-
tion will also be on the agenda, but the main
internal political task of the PSOE-Sumar bloc
will be to create national harmony in the con-
text of the Catalan crisis while maintaining the
support of nationalists in Parliament.

The internal challenges of the Socialist coali-
tion are accompanied by a complicated geopo-
litical environment that also requires resourc-
es. At the level of the European Union, Spain
missed an opportunity to give stimulus to the
EU’s relations with Latin America. In particu-
lar, during its presidency of the Council of the
European Union from July 1 to December 31,
2023, Madrid’s actions did not lead to prog-
ress in finalizing and approving the EU agree-
ment with the Mercosur trade bloc. The parties
reached an agreement in principle in 2019.

Spain has a traditionally positive diplomat-
ic influence in the Ibero-American area, as
well as in North African countries and in the
Mediterranean. In this context, the Socialist
government aims to gain a stronger role in
shaping European foreign policy and move
closer to the dominant positions of France and
Germany in determining the course of the EU.

The external environment is also a con-
straint on domestic development. For example,
the growing number of unilateral anti-Russian
restrictions by Brussels, which are damaging
the economies of European countries, and
the need for the EU states to follow «Euro-
Atlantic solidarity» with the United States in
terms of allocating funds to support Ukraine
make it difficult for Spain to solve its own

7

Ley de Amnistia: cudndo y cdmo entra en vigor en Espana y qué delitos se eliminan // La Razdn, 30.05.2024. URL:

https://www.larazon.es/espana/ley-amnistia-cuando-como-que-entra-vigor-espana_20240530665835dce73ed60001

42bd17.html (accessed: 27.09.2024)
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socio-economic problems left in the wake
of the coronavirus pandemic.

SOCIO-ECONOMIC CHALLENGES ON THE
AGENDA IN SPAIN

In 2023 the Spanish economy showed sig-
nificant growth relative to the performance
of other EU countries. For example, the
Kingdom’s GDP grew by 2.5% compared to
the 0.4% average for the eurozone. Moreover,
there are positive forecasts for the expansion of
the Iberian economy. According to the Bank of
Spain, the GDP increase could be around 1.9%
in 20248 and 2025. Nevertheless, it is import-
ant to distinguish that in a broader context, the
Spanish economy faces structural challenges.

The European Commission experts esti-
mate that the high GDP growth in 2023 was
achieved through a strong labor market, ex-
ports and government spending. With interest
rates being high, overall investment growth
was low, especially in the second half of the
year. This primarily affected equipment as
well as housing construction. In the first quar-
ter of 2024, real GDP grew by 0.7% compared
with the same three-month period of the previ-
ous year, mainly due to exports’.

The Bank of Spain’s 2023 report!® published
in April 2024 underscored that the main chal-
lenges for the Kingdom’s economy are low la-
bor productivity and low employment. Labor
productivity per hour in Spain since 2008 re-
mains 10-15% lower than in the eurozone. The
Central Bank named human capital as one of

ITpo6eMbI ITOCTCOBETCKOro mpocTpaHcTsa / Post-Soviet Issues

the main constraints to productivity, as the
level of education of the Spanish population
remains below the European average. Raising
the quality of human capital requires a restruc-
turing of the education system. Madrid will
need to spend additional funding on skills de-
velopment, adapting course offerings to mar-
ket demand and expanding the dual vocational
training programs.

In addition, there is a lack of innovative
firms in the country, whereas spending on
research, development and innovation is low.
Therefore, there is a need to boost corporate
innovation by increasing the effectiveness of
tax incentives for R&D. The quality of public
institutions and the confidence of economic
agents in them are also important determi-
nants of long-term growth. Indicators of qual-
ity and trust in governmental institutions in
Spain have declined since the 2007-2008 fi-
nancial crisis.

The Kingdom continues to face the problem
of high unemployment. According to the Bank
of Spain, at the end of 2023, 65.9% of the work-
ing-age population was officially employed,
4.5% below the eurozone level. At the same
time, the unemployment rate is around 12%. It
is important to note that despite the decrease of
this indicator in recent years, it is still twice as
high as in the European Union (5.9%)".

As emphasized by the experts of the European
Commission, in 2023, employment in the
Kingdom grew by 3.2%, helped by continued
high migration flows. The unemployment rate,

8 The main challenges facing the Spanish economy and how to tackle them // Bank of Spain, 30.04.2024. URL: https:/
www.bde.es/wbe/en/noticias-eventos/blog/cuales-son-los-principales-retos-de-la-economia-espanola-y-como-

hacerles-frente-.html (accessed: 25.09.2024).

URL:
en (accessed: 26.09.2024)

Economic forecast for Spain. The latest macroeconomic forecast for Spain // European Commission, 15.05.2024.
https://economy-finance.ec.europa.eu/economic-surveillance-eu-economies/spain/economic-forecast-spain_

10 The Bank of Spain annual report 2023 // The Bank of Spain. URL: https://www.bde.es/f/webbe/SES/Secciones/

Publicaciones/PublicacionesAnuales/InformesAnuales/23/Files/InfAnual_2023_En.pdf (accessed: 27.09.2024)
' The Bank of Spain annual report 2023 // The Bank of Spain, 2024. URL: https://www.bde.es/f/webbe/SES/Secciones/
Publicaciones/PublicacionesAnuales/InformesAnuales/23/Files/InfAnual 2023 En.pdf (accessed: 27.09.2024)
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according to forecasts, will continue to decline,
reaching 11.6% in 2024 and 11.1% in 20252

The problem of high unemployment, typical
of the Spanish labor market, exists alongside
other challenges faced by developed econ-
omies. The first of them is technological
progress associated with the growth of ro-
botics and artificial intelligence. The Spanish
Central Bank estimates that these factors will
change the organization of labor. They will
give a boost to its productivity, but may nega-
tively affect employment in some sectors. The
second challenge is the ageing of the popu-
lation, which will have a negative impact on
employment, activity and productivity levels.
The issue of ageing is a consequence of de-
clining birth rates and rising life expectan-
cy. Over the past century, the average age of
workers in Spain has increased by six years,
from 37.5 to 43.5'.

In the long term, the ageing population will
affect public finances, especially as pension
costs increase. A new reform of the pension
system in Spain was implemented between
2021 and 2023. Nevertheless, the estimates
presented in the CB report show that the larger
long-term spending commitments will not be
fully offset by the revenues generated.

In response to these issues, priority should
be given to revising labor market policies.
The country needs measures to improve em-
ployment opportunities. They are a tool to
overcome the challenges from technological

2025;12(1):62-72

change and to support ageing workers. In
turn, unemployment benefits should provide
adequate protection for the unemployed and
stimulate labor mobility. In particular, job con-
tracts should give a certain degree of flexibil-
ity so that employment conditions (including
working hours) can be adapted to the individu-
al needs of companies.

The Central Bank’s report also analyzes the
fiscal imbalance and high public debt of the
Kingdom. These parameters, according to the
authors of the report, are «the most vulnera-
ble aspects of the Spanish economy». Thus, at
the end of 2023, public debt to GDP was at a
historically high level of 108%, which is about
10% higher than the level before the coronavi-
rus pandemic and more than 30% higher than
the eurozone average'.

In addition, the fiscal deficit has contin-
ued to grow since COVID-19, rising from
3.1% of GDP in 2019 to 3.7% in 2023. The
International Monetary Fund estimated that
the ratio will decline to 3.0% in 2024 as mea-
sures related to support the population due to
rising energy prices will be almost completely
phased out to near 0.9% of GDP.

The government budget deficit is expected
to fall to 2.8% in 2025 if the same policies are
maintained. The reduction will be supported
by savings from the phasing out of the remain-
ing energy price controls. However, these sav-
ings will be partially offset by higher spending
on social benefits'.

12 Economic forecast for Spain. The latest macroeconomic forecast for Spain // European Commission, 15.05.2024. URL:
https://economy-finance.ec.europa.eu/economic-surveillance-eu-economies/spain/economic-forecast-spain_en

(accessed: 26.09.2024)

13 The main challenges facing the Spanish economy and how to tackle them // The Bank of Spain, 30.04.2024. URL:
https://www.bde.es/wbe/en/noticias-eventos/blog/cuales-son-los-principales-retos-de-la-economia-espanola-y-
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As noted by experts at Banco Santander, one
of the largest financial and credit groups in
the country, the current socio-economic sit-
uation in the Kingdom emphasizes the need
for a «fiscal consolidation plan to strengthen
the sustainability of public finances» in the
medium term. It should be based on economic,
political and social consensus. The efficiency
and allocation of public spending should be
improved and optimized in order to promote
sustainable and balanced economic growth.
The plan should also be backed by a compre-
hensive overhaul of the tax system. To ensure
that fiscal consolidation does not hinder eco-
nomic growth, investment projects, includ-
ing those financed by the NextGenerationEU
Fund, should be segmented"”.

According to analysts at BBVA, one of
Spain’s largest banking companies, an equally
important problem is the existence of pockets
of vulnerability among certain segments of the
population. They are caused by difficulties in
housing affordability. In particular, the cost of
housing (especially rent) puts young people
and immigrants in an economically weakened
position. Spain is a country with a high per-
centage of renters at risk of «poverty or social
exclusion»'®.

Measures taken to address this problem
should involve different levels of government
and aim to stimulate the housing supply mar-
ket, especially in the rental segment. Some
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short-term steps, such as price controls, may
have a negative impact on supply in the me-
dium term.

Another urgent challenge for the Spanish
economy is the fight against climate change
and the implementation of green transition.
Experts of the Central Bank of the Kingdom
call for the adoption of a «mitigation strat-
egy that should be ambitious, orderly and
predictable»'.

The regulator’s report also notes that in
2021-2023 the banking sector has demonstrat-
ed resilience to all kinds of instabilities. It is
emphasized that banks should take advantage
of their high profitability to enhance solven-
cy?®. This will help preserve their intermedi-
ation capacity in case of new shocks. Banks
should also continue to address many medium-
and long-term challenges they face, not only
those related to technological transformation
and climate change.

Regarding indicators that show the rise
in the general price level, it is important to
note that core inflation fell to 3.4% in 2023,
helped by a sustained slowdown in energy
price rises. Inflation is projected to reach 3.1%
in 2024, with continued easing of price pres-
sures from non-energy and food sectors*. At
the same time, the gradual abolition of most
government measures to mitigate the effects
of high energy prices is expected to accelerate
inflation. In turn, the European Commission
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analysts expect a further decline in core infla-
tion to 2.3% in 2025%2.

The solution to the set of economic problems
faced by the European Union and Spain re-
quires serious political agreements. According
to analysts at CaixaBank, one of the country’s
leading banking groups, the program of nec-
essary economic reforms will have a greater
effect if it is accompanied by further econom-
ic integration within the EU%. The modern
world is «more complex and interconnected
than at the time of the creation of the single
European market». In the current environment
global economic and geopolitical competition
is intensifying. According to the report by the
Spanish Central Bank, the EU needs increased
integration through the single market and via a
broader economic and monetary union?*.

CONCLUSION

The PSOE-Sumar government formed in
2023 faces a combination of external and in-
ternal challenges, both economic and political.
P. Sanchez’s broad coalition of partners, which
includes Catalan and Basque nationalist parties
whose votes are essential for the success of gov-
ernmental initiatives in the Congress of Deputies,
is characterized by instability. Regional forc-
es, especially those representing Catalonia, are
demanding concessions on the empowerment
of their autonomies in exchange for support.
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The adoption in May 2024 of an amnesty law
for Catalan politicians involved in the prepara-
tion of the 2017 referendum was the reason for
growing public discontent in other areas of the
Kingdom and a wave of criticism from the op-
position. The key to medium-term success for
the Socialist government will be maintaining
a balance between flexible engagement with
the autonomies and maintaining trust of the
electorate in the rest of Spain. Despite the un-
stable position of the PSOE-Sumar bloc, the
presence of parties from Catalonia and the
Basque Country in the list of partners creates
the potential for the development of balanced
solutions that will also satisfy the interests of
the two regions, where separatist sentiments
traditionally persist. The direct participation
of Catalans and Basques in the formation of
the Kingdom’s state policy may help weaken
the ideas about secession from Spain.

The success of the state’s foreign policy
also depends on the stability of the ruling
coalition and the predictable behavior of its
partners in Parliament. Almost two years af-
ter its presidency of the Council of the EU
in July-December 2023, Spain has opportu-
nities to strengthen its historical position as
an agent of European diplomacy in Latin
America. In addition, Madrid can act as a
mediator in resolving regional crises, partic-
ularly in the Middle East.
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