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FOREWARD

As Treasury and Finance Minister for the government of the Basque te-
rritory of Bizkaia and, especially, as President of the Ad Concordiam Asso-
ciation, it gives me great pleasure to present the work of Dr Caroline Gray.
The Bizkaian government and the Universities of the Basque Country and
Deusto, which together lead Ad Concordiam, share the concern that one of
the most significant shortcomings of the Basque Concierto Econdmico (Eco-
nomic Agreement) is the lack of knowledge about the history, meaning and
content of this special and unique instrument of self-government, especially
in the international sphere. Dr Gray’s thesis contributes directly to addres-
sing this shortcoming.

Together with the informative activites within the Basque Country and
Spain that constitute Ad Concordiam’s constant framework for action, one
of our main aims in recent times has become to promote international un-
derstanding of the Concierto Econdmico in social, academic, technical or po-
litical spheres. It is not a question of seeking unconditional support for an
instrument known for both its longevity and its efficiency as a practical tool
of government. Rather, the intention is to generate interest in the critical
study of the development, scope and reach of the Concierto Econdmico and
to encourage research into the model, since it constitutes one of the most
unique examples of regional financing within the framework of comparative
fiscal federalism.

It will not come as a surprise to anyone that in today’s globalised world,
the lack of academic studies in English of the standard of Dr Gray’s make the
Concierto Economico an almost invisible, and therefore irrelevant, institution
in the international context. For this reason, the Bizkaian government, both
by itself and as a fundamental contributor to the Ad Concordiam Association,
considers it a priority to spread information and awareness about the Con-
cierto Econémico, advocating initiatives that promote a thorough unders-
tanding of the instrument in said context. To this end, the Bizkaian
government considers disseminating information about the Concierto Eco-
ndémico internationally one of the priority aims of its “Bizkaia 2030" pro-
gramme (“Bizkaia Goazen 2030"). Ad Concordiam, for its part, has also been
carrying out activities internationally, for example by participating in confe-



rences, such as that held in 2014 at the Center for Basque Studies of the Uni-
versity of Nevada in Reno. Other initiatives have included the publication of
a book in English within Ad Concordiam'’s collection, written by an eminent
Professor of the University of the Basque Country, which summarises the
history and content of the Concierto Econdmico in a way that makes it ac-
cessible to international specialists.

With the publication of Dr Gray'’s thesis, we are making further progress
in this regard, giving the English-speaking academic world access to a work
which, as she herself points out, is aimed at researching the significance and
importance of the coexistence of two fundamentally different models of fis-
cal decentralisation, the Concierto Econdmico and the common financing
system (the latter as applied in Catalonia), for the current political situation
in Spain and for its protagonists. Both Euskadi and Catalonia have political
movements seeking to defend their respective national identities. This is cu-
rrently a source of intense debate, one of the main dimensions of which con-
cerns the very nature of the financing models and their possible alternatives.

To conclude, | would like to extend my warmest congratulations to the
author for her outstanding work and to thank her in particular for having
taken such an interest in our unique financing model. In so doing, she has
helped to draw attention to the Concierto Econdmico, facilitating the study
and understanding of the system in the international academic sphere.

José Maria lruarrizaga Artaraz
Treasury and Finance Minister of Bizkaia



PREFACE

It was my pleasure to supervise the doctoral thesis of Caroline Gray. From
the start this was conceived of as an independent contribution to a more
wide-ranging research project on ‘The Dynamics of Nationalist Evolution in
Contemporary Spain’, based at the University of Liverpool and funded by
the Economic and Social Research Council of the UK. While the historical
evolution of the Basque Country and Catalonia has been the subject of se-
veral major works, this project was a response to the lack of research (and
especially comparative work) on the recent evolution of the political parties
that have dominated the governments of their respective autonomous com-
munities, namely the Basque Nationalist Party and Convergence and Union
(within which Democratic Convergence of Catalonia always served as the
senior partner).

Caroline Gray made an outstanding contribution to this project, both
through her doctoral work and by collaborating with me in the organization
of a number of workshops and conference panels which were the vehicles
we used to engage in exchanges with other researchers working on specia-
lised aspects of the same topic. The main collective outcome of this activity
has been the book that we co-edited together, entitled Contesting Spain?
The dynamics of nationalist movements in Catalonia and the Basque
Country (London: Routledge, 2015).

Caroline’s most distinctive contribution has been to explain how different
financing models have affected the political evolution of the Basque Country
and Catalonia. Particularly admirable—and a very considerable achieve-
ment—has been her illumination of the workings and wider political reper-
cussions of the Basque Concierto Econdmico, demonstrated by means of a
complex tripartite analysis that focuses on the financial status of Euskadi vis-
a-vis Spain, the internal dynamics of the uniquely decentralized Basque
Country and its position within the European Union. The specificity of the
Basque Country is highlighted through the comparison made with Catalonia,
a participant in the common Spanish system of regional funding, although
an increasingly reluctant one. By following the financial thread through the
different phases of the Basque and Catalan relationships with the central
Spanish authorities and parties, and by going beyond a technical account to



highlight the political repercussions, this thesis provides new insights that
help explain why, despite sovereignty having come onto nationalist agendas
in both places, the objectives have been different, as (so far) have the out-
comes.

Richard Gillespie
Chair of Politics, University of Liverpool
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AUTHOR'’S PREFACE

| am delighted to be publishing my PhD within Ad Concordiam’s thesis
collection. | would like to take this opportunity to thank both José Rubi Cas-
sinello and Gemma Martinez Barbara of the Treasury and Finance Depart-
ment of the Basque province of Bizkaia (Vizcaya) for the invitation and the
opportunity, as well as for the many conversations we held throughout my
PhD studies about the Concierto Econémico. | would also like to thank the
provincial government of Bizkaia for generously financing the publication of
this thesis. Ad Concordiam, a non-for-profit association run by the Bizkaian
government and the two main universities in the Basque Country, is devoted
to promoting the study and understanding of the Concierto Econdmico, the
economic agreement which provides the fundamental basis of Basque re-
gional autonomy within Spain. The books which Ad Concordiam publishes
within its own collection available online, as well as the many other biblio-
graphic resources which it collates and makes available on its website
(www.conciertoeconomico.org), provide a digital library which is an essen-
tial resource for researchers and indeed anyone interested in the model. This
has been tremendously helpful to me throughout my PhD studies, and it is
therefore a real pleasure for me to now be able to contribute to this resource
myself with my thesis. Most of the existing studies which Ad Concordiam
makes available study the Concierto Econémico from a legal and economic
perspective. Studying for a PhD in Politics, my approach has been somewhat
different, since my interest in the regional financing models in the Basque
and Catalan cases has been centred on how these have influenced the evo-
lution of the territorial strategies and behaviour of the nationalist parties in
both regions. | hope this different perspective will complement Ad Concor-
diam’s existing resources and prove of interest to readers. Since my thesis
is in English, | also hope it will go some way towards helping Ad Concordiam
in its aim to spread knowledge of the Basque financing model beyond
Spain’s borders.

This thesis was completed at the University of Liverpool in England in
2013-2016, though | spent relatively little time living in Liverpool itself, and
far more time based in the Basque Country and Catalonia. | submitted my
thesis on 11 May 2016 and successfully defended it at the viva examination
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on 22 June 2016. My thesis covers political and economic developments in
the Basque Country, Catalonia and wider Spain from the transition to demo-
cracy up until the end of 2015. In recent years, the political landscape in
Spain has been undergoing a fundamental transformation, sparked in parti-
cular by three interrelated factors: the financial crisis and its aftermath, a po-
litical crisis characterised by widespread disillusionment with existing
political institutions and actors, and a territorial crisis as a result of the Ca-
talan challenge to the integrity of the Spanish state. In other regions apart
from Catalonia, fascinating developments are also taking place, all of which
both feed into, and are influenced by, wider developments in Spain: at the
latest Basque regional elections on 25 September 2016, for example, the
Basque Nationalist Party won with a minority of seats in the parliament as
usual, but the shift in the political landscape means that parliamentary sup-
port from its traditional partner the Basque Socialist Party would not quite
be enough to give it an absolute majority, since the Socialists have declined
at the hands of newcomer Podemos. The fundamental evolution we are se-
eing in Spain and its constituent regions is still very much ongoing at the
time of writing this introduction in October 2016, and | sincerely hope that
this study will contribute in a modest way to an understanding of some of
the many factors that have led Spain to the current conjuncture.
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CHAPTER 1
INTRODUCTION AND FRAMEWORK






INTRODUCTION

This thesis investigates the influence of the regional financing models in
Spain on the evolution of the territorial demands of the mainstream Basque
and Catalan nationalist parties. Spain offers the opportunity to compare two
different models of fiscal decentralisation in relation to two different natio-
nalist movements. Spain’s 17 regional governments all gradually acquired
extensive public spending competences in the decades following the Spa-
nish transition to democracy of the late 1970s, but their revenue-raising po-
wers differ substantially since the historical development of the Spanish
state and its relationship with specific regions has resulted in asymmetric
fiscal decentralisation arrangements. On the one hand, Catalonia forms part
of the common financing system (régimen comdun de financiacion), a reve-
nue-sharing system applicable to 15 of Spain’s 17 autonomous communities
or regions, under which the regions have some relatively limited tax-raising
competences while also depending heavily on financial transfers from the
central government. On the other hand, for historical reasons, the Basque
region raises almost all of its own taxes under a separate system of subs-
tantial fiscal autonomy, the Concierto Econédmico or Economic Agreement
(hereafter Concierto), as also does the neighbouring region of Navarre under
its respective Convenio Econdmico (hereafter Convenio). The two Economic
Agreements, the Concierto and the Convenio, together form the ‘foral’ finan-
cing system (régimen foral de financiacion, where ‘foral’ stems from ‘fuero’
or medieval charter) (see Figure 1, p.20). How have these different regional
financing models contributed to contemporary shifts in the Basque and Ca-
talan nationalist parties’ territorial agendas, understood as their goals regar-
ding the relationship of their respective regions to the Spanish state?

Across Europe, the 215t century has witnessed a rise in demands for po-
litical sovereignty from nationalist parties that had previously seemed re-
conciled to seeking greater decentralisation or devolution rather than full
independence (Gillespie 2015a: 3-4). The Scottish National Party (SNP)’s
achievement of a referendum on independence for Scotland in September
2014 was a crucial example. Spain is a particularly interesting case where
pro-sovereignty movements have emerged in two different regions, yet with
important differences in the objectives pursued. The mainstream Basque
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FiGURE 1: Different regional financing systems in Spain
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and Catalan nationalist parties, traditionally preeminent in their regions in
the democratic period, have each sought, at different times since the turn of
the century, to secure a fundamental reconfiguration of their fit within or
with Spain. Notwithstanding different approaches, they share the demand
for their respective peoples to be granted the ‘right to decide’ their own po-
litical future and for their governments to be invested with sovereign political
power, rather than this being the sole preserve of the Spanish state. The na-
tionalist parties under consideration are the Basque Nationalist Party (Eusko
Alderdi Jeltzalea-Partido Nacionalista Vasco, EAJ-PNV, hereafter PNV) and
Democratic Convergence of Catalonia (Convergéncia Democratica de Cata-
lunya, CDC), both of which are broadly centre-right parties. CDC was the do-
minant partner in a longstanding alliance with the smaller Christian
Democrat party, Democratic Union of Catalonia (Unio Democratica de Cata-
lunya, UDC), which saw them enter elections together as Convergence and
Union (Convergéncia i Unig, CiU), initially as an electoral coalition from 1978
and then as a federation from 2001, until its dissolution in June 2015.1 Both

T Throughout this thesis, CDC/CiU will often be used when reference is made to CDC during
its time as part of the CiU federation. In mid 2016, CDC was refounded as the Catalan European
Democratic Party (Partit Democrata Europeu Catala, PDECAT), but this study covers develop-
ments until the end of 2015 and so CDC will be referred to throughout by its original name.
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the PNV and CiU won their first respective regional elections held in 1980
following Spain’s transition to democracy and became the predominant po-
litical force in their regions from then onwards. In the 35 years since, they
have formed governments (usually minority or coalition governments) after
almost all of their respective regional elections, apart from a period spent in
opposition to Socialist-led governments due to coalition politics (2003-2010
in the Catalan case; 2009-2012 in the Basque case).2

Throughout most of the 1980s and 1990s, CiU and the PNV both prioriti-
sed an essentially ‘accommodationist’ stance, which involved seeking fur-
ther autonomy within existing legal and political frameworks and by working
with Spanish political actors. This was achieved fundamentally by collabo-
rating with and supporting Spanish governments in return for gains in au-
tonomy. Of the two, CiU at the time came across as the more resolutely
pro-autonomy party, while the PNV’s long-term territorial goals appeared re-
latively more ambiguous due to its longstanding more factional party orga-
nisation, divided between those in favour of an ‘accommodationist’ strategy
aimed at winning more autonomy within the Spanish state and those taking
a more radical stance in favour of secession. From the turn of the century,
first the PNV and later CiU (especially CDC) would increase their demands
to advocate the right of the Basque Country and Catalonia to self-determi-
nation and some degree of statehood, if not outright secession. In the Bas-
que region, the PNV’s main shift would occur under the leadership of
regional president (lehendakari) Juan José Ibarretxe, with his frustrated at-
tempt from the turn of the century to upgrade the Basque region’s autonomy
to turn it into a semi-independent associated state of Spain. In Catalonia, the
change would come later, with CiU’s fundamental shift in strategy away from
accommodationist approaches towards a pro-sovereignty stance taking
place in 2012, presaged by developments from around 2007 onwards — dif-
ferences over which eventually led to the breakdown of the CiU coalition in
2015, when UDC rejected the secessionist agenda embraced by CDC. Never-
theless, the trajectory from accommodationist to pro-sovereignty politics
has not been wholly consistent, nor are the two always entirely mutually ex-
clusive: the PNV, for example, returned to more accommodationist tactics in
the years after Ibarretxe’s plan was thwarted, though by means of these it
would still seek to work towards a new political relationship with Madrid
based on a more bilateral partnership of equals, involving the possibility of
self-determination and co-sovereignty.

Such developments raise the question of why the pre-eminence of the
form of accommodationist politics practised by these parties in the 1980s

2|n CDC's case, at the latest regional election on 27 September 2015 it did not win alone
but rather as part of a single list Junts pel Sicomprising CDC, ERC and other independent can-
didates, and the party then changed its name to run as Democracia i Llibertat in the December
2015 Spanish elections. This thesis focuses primarily on the development of CDC prior to this,
but an explanation of the these developments in late 2015 in relation to the party is provided in
Chapter 2 (pp.77-79).
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and 1990s has been transformed since then, leading to periodic shifts to-
wards more pro-sovereignty stances, which embrace a spectrum of potential
territorial projects from some degree of statehood and political sovereignty
within Spain to full secession from it. An emerging literature has identified
a number of different external dynamics influencing these parties’ shifts bet-
ween territorial accommodationism and pro-sovereignty demands: for
example, the state of bilateral relations between the region and the central
Spanish government; pressures from the support bases of nationalist parties
and civil society groups; competition from other parties in the home region;
and international influences (Gillespie and Gray 2015). Identifying the evo-
lution of the regional financing systems in Spain as one such external dyna-
mic, this thesis aims first and foremost to contribute to this literature by
investigating the influence of the regional financing systems on the evolution
of the territorial agendas of the PNV and CDC. Most existing research on the
regional financing models in Spain is by economists and focuses on econo-
mic outcomes (e.g. Zubiri 2015, De la Fuente 2013a, Lopez Casasnovas and
Pons Novell 2005, etc.). This research focuses instead on the political drivers
behind regional financing reforms and the political consequences of these
for the evolution of nationalist party agendas.

The following sections introduce the specific aims and rationale of the
thesis; the research questions it poses; the time period under study; the pro-
posed terminology; and the analytical framework and methodology. The lat-
ter section includes subsections on the theoretical background to the thesis,
on the choice of elite interviews as the main research method and on the
choice of case studies. Finally, an introduction to the historical reasons for
two different regional financing systems in Spain is provided, followed by a
chapter outline for the thesis.

BACKGROUND, AIMS AND RATIONALE

In Spain, the existence of two different models of regional financing, the
common financing system (régimen comtn) on the one hand and the ‘foral’
financing system (régimen foral) on the other, has been a source of endless
controversy and intense political debate, owing first and foremost to the dif-
ferent economic outcomes of each model. Since at least the late 1990s, nu-
merous studies have shown that the ‘foral’ financing system results in
significantly higher per capita financing levels than the common financing
system (e.g. Castells et el. 2000; De la Fuente 2012a, 2014; Uriel and Barberan
2007; Zubiri 2015). This is primarily on account of the fact that the Basques
and Navarrans do not contribute to the equalisation mechanism for finan-
cing public services included in the common regime, which has become the
main means of inter-regional solidarity in Spain, overtaking the Inter-Terri-
torial Compensation Fund originally designed for this purpose and to which
the Basques and Navarrans do contribute. The resources the Basque and
Navarran regions receive are based on their own fiscal capacity since, bro-

22



adly speaking, they keep all their tax revenues, except for the small propor-
tion (in the Basque case, around 7%-10%) which they pay each year as a
quota to the Spanish government to cover their share of the few remaining
centralised spending competences in Spain, such as foreign affairs, defence
and areas of infrastructure. Since the Basque Country and Navarre are rela-
tively rich regions whose GDP per capita is among the highest in Spain, a
system in which their resources are based on their own fiscal capacity rather
than estimated needs (as in the common regime) gives them greater resour-
ces. This contributes, among other factors, to a level of per capita financing
far higher than the average of the other fifteen regions (De la Fuente 2012a:
4-5; Zubiri 2010: 112; see also Chapter 3) (see Table 1, p.24).

This debate over the different levels of solidarity that the two regional fi-
nancing systems entail became increasingly politicised from the late 1990s
onwards, and in particular in the wake of the financial crisis of 2007-2008.
This was fundamentally due to opposition from Catalonia to its fiscal and fi-
nancial treatment under the common financing system, though several other
regions have also voiced dissatisfaction with aspects of the system that they
perceive as prejudicial to their respective territories. The equalisation me-
chanism included in the common financing system produces arbitrary out-
comes, proving overly redistributive in some cases but insufficiently so in
others (e.g. Bosch and Duran 2008; De la Fuente 2012b, 2012c, 2013a). Most
notably, the relatively richer regions under the system — particularly Madrid,
the Balearics and Catalonia — tend to be overly penalised, losing their com-
parative advantage post-equalisation and falling significantly in the ranking
of regions in terms of per capita resource levels. Political obstacles have re-
peatedly prevented a proper revision of the common financing system to
improve the equalisation mechanism and other flaws in the system, since
the fight for resources is a zero-sum game between different regions and
each reform has been at the mercy of central and regional governments’ po-
litical strategies (Blochlinger and Vammalle 2012: 113-121; Ledn 2009, 2010).
As a result, Catalonia started to make repeated calls, in particular from the
late 1990s onwards, for a form of bilateral fiscal pact akin to the Basque Con-
cierto instead. The Basque and Catalan regions are comparably wealthy (re-
lative to other parts of Spain) in GDP per capita terms, but Catalonia is much
larger, accounting for approximately 19% of Spain’s GDP, compared to
around 6% in the Basque case (see Table 2, p.24). Successive Spanish go-
vernments have refused to consider a bilateral deal for Catalonia akin to the
Basque Concierto — the Basque model is not easily generalizable (Spain
would not raise any revenues of its own otherwise) and Spain would strug-
gle to afford it for a region as large as Catalonia. This impasse over regional
financing became one of the key factors contributing to the deterioration in
Spanish-Catalan relations, particularly in the wake of the financial crisis and
thus the increased pressure on resources. The phrase ‘Spain robs us’ (Es-
pana nos roba) and reference to Catalonia as a victim of Spain’s ‘fiscal plun-
dering’ (expolio fiscal) became oft-repeated leitmotivs among Catalan
nationalist and pro-independence forces and supporters.
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TaBLE 1: Resources provided by the regional financing systems
for homogeneous competences (average 2007-2011)

Average (of 15
Basque Country Catalonia regions under the
common system)

Resources per capita

. 4887 (204) 2433 (102) 2396 (100)
(in euros)

Resources as % of

GDP 16.2% (153) 9.0% (88) 10.6% (100)

Source: Based on Zubiri 2015: 215

TABLE 2: Basic statistics for the Basque and Catalan regions

Basque Country Catalonia Spain
Area (sq km) 7234 (1.4) 32113 (6.3%) 506030 (100%)
Population (million) 2.19 (4.7%) 7.52 (16.2%) 46.52 (100%)
GDP (€bn) 65.9 (6.1%) 204.7 (18.9%) 1081.2 (100%)
GDP per capita (€) 30459 (130.8) 27663 (118.8) 23290 (100)

Sources: Anuario Estadistico de Espafia, 2000, INE (area data); Padron 1 January 2016, INE
(population data - provisional); Contabilidad Regional de Espafia, 2015, INE (GDP at
market prices and GDP per capita, estimates for 2015).

In the light of this intense debate, most of the recent literature on regional
financing in Spain has focused on analysing the shortcomings of the com-
mon financing system compared to the foral system, and on comparing the
two systems in terms of the different levels of resources they provide (e.g.
De la Fuente 2009, 2012a, 2012b, 2013a, 2014; Castells 2014, etc). It is gene-
rally accepted that Catalonia is disadvantaged by the common financing
system in the sense that it falls significantly in the ranking of regions post-
fiscal equalisation, a problem that also affects other regions of comparative
wealth per capita, most notably Madrid and the Balearics. Nevertheless, he-
ated political debate has emerged over the question of to what extent the
system disadvantages Catalonia and to what extent it is to blame for the re-
gion’s financial woes, relative to discretionary spending decisions taken by
the Catalan government. The debate has been exacerbated by the difficulties
inherent in quantifying Catalonia’s fiscal deficit with the Spanish state and
the political bias to which the different possible calculations are invariably
subject. Numerous studies have centred on the different methods of calcu-
lating the fiscal balances of each region with the central Spanish government
(where the net fiscal balance is usually based on the difference between the
amount of money a region receives from the central government to pay for
its public services and what its residents contribute to the central govern-
ment in taxes), and their relative merit and utility (e.g. Bosch et al. 2010;
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Lopez-Casasnovas and Rossello-Villalonga 2014). More recently, a group of
economists undertook a project commissioned by the Madrid-based Sepi
Foundation, a government-linked public organisation, which involved deve-
loping a new methodology for calculating each region’s respective and rela-
tive position in terms of financing levels, to provide a new System of
Territorialised Public Accounts (Sistema de Cuentas Publicas Territorializa-
das, SCPT) (De la Fuente 2014). The new methodology, first made available
in July 2014, would thereafter be used by the Spanish government. The aim
was to go beyond the limitations of looking at traditional fiscal balances,
which are often based on the direct financial amount that each region derives
from central administration in comparison with their tax contribution, but
risk overlooking the benefits a region may derive from public policy deci-
sions which do not involve spending money directing in the region (for
example, Spanish embassies funded by the Spanish government around the
world are designed to benefit all Spaniards including Catalans, but the ex-
penditure is clearly not made in Catalonia itself). The SCPT inevitably gives
results that suggest that the territorial inequalities produced by the system
are not as large as other more traditional methods of calculating fiscal ba-
lances might suggest.

Given the lack of one standard or universally accepted method of calcu-
lating the impact of the regional financing system on individual regions, the
issue has been heavily subject to political bias and interpretation, with poli-
ticians invariably citing versions of figures that best suit their argument and
rejecting those that do not. The announcements made in mid 2014, regar-
ding the fiscal balances for 2011 - the first time the Spanish government
used its new methodology — were emblematic of the discrepancy. In June
2014, the Catalan government published its report on the fiscal balance of
Catalonia with the Spanish state in 2011 with a headline figure that Catalonia
had suffered a EUR 15.006bn deficit that year (7.7% of its GDP).3 This was
the deficit the Catalan government had calculated under the monetary flow
method, which calculates the balance between taxes paid by residents of
the region to the central government and direct expenditure by the central
government in the Catalan region. Further down in the report, the Catalan
government acknowledged that the figure reduced to EUR 11.087bn (5.7%
of GDP) under the tax-benefit method of calculation, which also takes into
account central government expenditure on policy areas that may benefit
Catalonia but not involve a direct payment to the region. The monetary flow
method, which gives a higher deficit, is nevertheless the one almost always
cited by Catalan nationalist and pro-independence politicians and forces,
with repeated references in public declarations and the media to an average
annual Catalan deficit of around EUR 16bn or 8% of GDP.4 In contrast, the

3 Generalitat de Catalunya, ‘Els resultats de la balanga fiscal de Catalunya amb el sector
public central I'any 2011, June 2014. Available online here: http://file02.lavanguardia.com/2014/
06/12/54408942366-url.pdf

4For example, ‘La Generalitat cifra en 15.006 millones el déficit fiscal de Catalunya en 20171/,
La Vanguardia, 12.06.14.
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new SCPT system (similar in principle to the tax-benefit method with some
further adaptations) gave a Catalan deficit of EUR 8.455bn (4.35% of GDP)
for 2011.5 Both sides accused the other of political bias in their calculations.

Beyond strictly academic literature designed primarily for an academic
audience, the debate has also spawned a plethora of paperback books de-
signed to make the issues as accessible as possible for a more general public
interested in understanding the economic issues at stake. Usually written by
academics and experts in their field or sometimes by more general com-
mentators, these books are designed to convince the reader firmly of one
side or the other. Either they have sought to explain Catalonia’s ‘poor’ finan-
cial treatment by the Spanish state and make the economic case for inde-
pendence (e.g. Bosch and Espasa 2014; Paluzie 2014) or, alternatively, they
analyse the smoke and mirrors in the figures and economic arguments re-
peatedly cited by nationalist and pro-independence politicians in order to
suggest flaws in those arguments (e.g. Borrell and Llorach 2015).

TaBLE 3: Regional debt to regional GDP (%)

2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015
Basque Country 1.5 4.1 7.7 86 | 114 | 132 | 141 14.4
Catalonia 100 | 127 | 175 | 220 | 267 | 299 | 327 | 353
Spain 6.6 86 | 114 | 136 | 18.1 203 | 227 | 24.2

Source: Bank of Spain

TABLE 4: Regional unemployment rates (%)

2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015
Basque Country 6.6 11.3 10.7 12.3 15.6 16.6 16.3 14.8
Catalonia 89 | 162 | 17.7 | 19.2 | 225 | 23.1 | 20.3 | 18.6
Spain 1.2 | 179 | 199 | 214 | 248 | 261 | 244 | 221

Source: INE: Annual average unemployment based on EPA quarterly unemployment data

Exact numbers aside, it is widely acknowledged that the issue of the Ca-
talan fiscal deficit — alongside other economic matters such as the perceived
lack of sufficient central government investment spending in Catalonia — has
contributed to the rise in pro-independence sentiment in Catalonia in parti-
cular from 2010 onwards, with tensions reaching a height in the wake of the
financial crisis. After Spanish prime minister Mariano Rajoy once again re-
fused to consider a fiscal pact for the region in 2012, Catalan regional presi-

5 For example, ‘El déficit fiscal de Catalunya es de 8.455 millones segun las balanzas del
Gobierno’, La Vanguardia, 23.07.14.
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dent Artur Mas and his party CDC decided to join and lead the rising tide of
pro-independence sentiment. In stark contrast, in the Basque Country, the
fact that the region weathered the crisis better than most regions in Spain
(see Tables 3 and 4, p.26) helped the PNV to retain popularity with a more
moderate territorial agenda. Figures show that since tax collection in Spain
as a whole dropped more rapidly then in the Basque region during the crisis,
the Basque region’s comparative advantage in terms of resource levels re-
lative to other regions in Spain actually increased further during the crisis
(Zubiri 2015: 218). Since the Basque region clearly emerges at a distinct ad-
vantage in terms of final resource levels regardless of which method of cal-
culation is used, politicians in Basque government, technical teams within
the Basque treasuries, and a number of Basque academics have focused
their efforts on negating any untoward ‘privilege’ by explaining the historical
origins of the Basque model and attributing the region’s higher resource le-
vels to better fiscal management rather than a lack of solidarity, given the
level of fiscal responsibility that fiscal autonomy requires (e.g. Uriarte 2015).

Beyond the frenzied debate and value judgements as to which numbers
or calculations are right or wrong, there has been insufficient attention in
both the economic and political science literature to the question of how the
issue of regional financing in all its complexity has contributed to the evolu-
tion of the territorial agendas of CDC/CiU and the PNV in recent decades.
While economists have focused on the numbers to make specific economic
arguments, historians and political scientists have tended to focus their ef-
forts on analysing other external dynamics (social, institutional and political
factors) that have shaped strategic shifts in territorial agendas, usually with
only a cursory mention of regional financing in passing. Often, such cursory
mentions can be misleading, since statements suggesting that Catalonia suf-
fers an ‘annual deficit of 8% of GDP due to the financial arrangements im-
posed by the Spanish state’ (Guibernau 2014: 17), without acknowledging
the methodological disputes over this figure, fail to acknowledge the com-
plexity of the issue. The focus on the numbers by economists, and on other
social, institutional and political factors by political scientists and historians,
has obscured a fuller appreciation of the significance of the political dyna-
mics of regional financing for the evolution of territorial agendas. This thesis
hopes to help bridge the gap between the two types of study by providing
an in-depth analysis of this dimension. To do so will require providing an
extensive account of the many debates over regional financing and reforms
of both the common and ‘foral’ regional financing systems that have taken
place since the first regional financing systems of the democratic period
were designed in 1980, with a particular focus on the more conflictive period
since the late 1990s. Rather than entering into value judgements about the
relative merits of these, the intention will be to do justice to the full comple-
xity of the debates and the divide in perspectives as a foundation for analy-
sing what factors have shaped the stances and strategies of CDC/CiU and
the PNV towards their respective regional financing arrangements in diffe-
rent periods, and what the wider consequences have been for their territorial
agendas regarding the relationship of their respective regions to Spain. Re-
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gional financing preferences and the extent to which these have influenced
the territorial agendas of the Basque and Catalan nationalist parties have de-
pended not only on bilateral Catalan-Spanish and Basque-Spanish tensions
over the issue and wider inter-regional dynamics within Spain, but also on
intra-regional dynamics such as party competition, which require an ade-
quate exploration.

The main aim of this thesis, as stated, is thus to contribute to the literature
identifying the different dynamics influencing shifts in territorial agendas
undertaken by the PNV and CDC by investigating the influence of the regio-
nal financing systems as one such dynamic. As a qualitative case study in-
tended to provide an in-depth comparative case study of the Basque and
Catalan cases within Spain, this thesis does not intend to extract conclusions
that are necessarily generalisable to other countries and contexts, particu-
larly given the vastly different levels of fiscal centralisation or decentralisa-
tion in different European countries, which make generalisations
problematic. It is nevertheless hoped that the thesis will also be of wider in-
terest to political scientists interested in the evolution of nationalist party be-
haviour in Europe and to political economists studying the pros and cons of
different models of fiscal federalism. While comparisons between the com-
mon and foral financing systems are commonly made within Spain, cross-
country comparisons of fiscal federal systems tend usually to factor the
common system only in Spain into their comparative analyses, with little
more than a passing reference to the fact that the Basque and Navarran re-
gions come under a separate model (e.g. Blochlinger and Vammalle 2012;
Cottarelli and Guerguil 2014). Since the foral financing system offers the
most substantial level of fiscal autonomy at substate level within any EU
member state, Spain offers a unique opportunity to compare and contrast a
revenue-sharing model (the common regime) with a model of substantial
fiscal autonomy, in terms of their implications for the accommodation of na-
tionalist movements within Spain.

RESEARCH QUESTIONS

In the light of the above, the main research question this thesis will in-

vestigate is:

— How have the regional financing models in Spain contributed to sha-
ping the evolution of the territorial agendas of the mainstream Basque
and Catalan nationalist parties, in terms of their respective shifts along
a continuum between accommodationist and pro-sovereignty politics?

This will involve exploring the following sub questions:

— What shifts have occurred in the territorial agendas of the PNV and CDC
along the spectrum from territorial accommodation to pro-sovereignty
politics since the late 1990s?

— What political, social and economic drivers help to explain these shifts?
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—What influence have regional financing issues had on the shifts in con-
junction with other drivers?

— What factors have driven the PNV and CDC'’s evolving aspirations with
regard to the respective financing models in their regions since their
first design in the democratic period in 19807 And what have been the
main areas of contention with Spanish governments and other parties
in this regard?

—Why have reforms of their respective regional financing systems repe-
atedly failed to satisfy the PNV and CDC?

— How has the bilateral nature of the Concierto contributed to shaping the
PNV’s conception of sovereignty?

- Beyond bilateral Spanish-Basque fiscal and financial relations, what are
the consequences of the complex nature of the intra-regional dimension
of the Concierto (in terms of fiscal and political relations between pro-
vincial and regional administrations) for the PNV’s territorial agenda?

TIME PERIOD UNDER STUDY

The main focus of analysis in this thesis will be on the behaviour of the
PNV and CDC from the mid 1990s until the end of 2015, an approximately
20-year period in which a number of fundamental developments that would
impact their territorial agendas took place. Some of these factors enabled a
continuation of accommodationist tactics, but many favoured shifts towards
more pro-sovereignty agendas. Understanding some developments from
the mid 1990s nevertheless also requires knowledge of their origins or back-
ground in the earlier years of democracy. This thesis will therefore take into
account Spain’s national and territorial problematic from the transition to
democracy of the late 1970s onwards (after the death of dictator Franco in
1975), including the development of the regional financing systems ever
since both the common system and the Basque Concierto of the democratic
period were first designed in 1980.

A first significant development in the mid 1990s was the change from 11
years of absolute majority Spanish government under the Socialist party
(1982-1993) to the first of what would become a regular occurrence of mi-
nority Spanish governments dependent upon the regionally-based nationa-
list parties for support in the Spanish parliament, given the absence of
alternative state-wide coalition or alliance partners at the time for either the
PSOE or the PP. The turning point came in 1993, when the PSOE won the
Spanish general elections with only a relative majority, following its lengthy
period of absolute majority government from 1982 to 1993. At the next ge-
neral elections in 1996, the PP under José Maria Aznar won for the first time
but with a relative majority too, thus also forming a minority government
dependent upon the support of regionally-based nationalist parties. The start
of Aznar’s first mandate reinforced the emerging trend whereby CiU and/or
the PNV would negotiate gains in regional autonomy in return for lending
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support in the Spanish parliament to the governing statewide party. From
then on, this became the main ‘accommodationist’ tactic nationalist parties
could use to extract decentralisation or economic gains from the central go-
vernment (minority Socialist-led Spanish governments were also formed in
2004-2008 and 2008-2011), whereas their bargaining power during times of
absolute majority PP-led Spanish government (2000-2004 and 2011-2015)
would be severely diminished.é Spain had previously experienced four years
of minority government under UCD following the first post-constitution elec-
tions (Suarez 1979-1981, Calvo Sotelo 1981-1983) and regional parties inclu-
ding CiU had lent their support, but at that stage regional governments were
still at the formative stage (the first regional elections were held between
1980 and 1983) and the consensual political context of the Transition was in
place. By 1993, when minority governments became a feature of the Spanish
political landscape again, the context was very different: a spirit of political
competition had replaced the spirit of consensus (Hopkin 2005), and regional
governments had become firmly established political arenas.

However, other dynamics from the mid 1990s onwards contributed to
shifts away from accommodationism towards pro-sovereignty agendas. In
particular, the second half of the 1990s witnessed the beginnings of a signi-
ficant shift in the PNV'’s territorial agenda. In 1998, the party’s longstanding
alliance with the Basque federation of the Socialist Party (with which it had
been in coalition in regional government since 1985) came to an end, and it
signed the Lizarra Pact (Pacto de Lizarra) to ally instead with left-wing natio-
nalist and secessionist parties. The alliance was short-lived, but a new PNV-
led Basque government headed by Juan José Ibarretxe would subsequently
attempt to take forward proposals (which were ultimately thwarted) to turn
the Basque region into a new semi-independent associated state of Spain.

In Catalonia, an explicit shift within CDC towards a pro-sovereignty
agenda and alliances, such as that undertaken by the PNV in the late 1990s
and early 2000s, would not come until several years later. CDC started to
make moves in this direction from around 2008 onwards, before the shift
became explicit in 2012. Nevertheless, some crucial developments in this re-
gard began to take place earlier, from the late 1990s onwards. For example,
after the 1996 reform of the regional financing system very quickly proved
insufficient to satisfy Catalan interests, the then longstanding Catalan presi-
dent and leader of CDC/CiU Jordi Pujol came out publically in favour of a
new bilateral fiscal pact for Catalonia akin to the Concierto for the first time
from 1997. Such developments were tentative only, and at this stage mode-
rate and accommodationist tendencies continued to prevail within CDC and
CiU under Pujol. Artur Mas, Pujol’s successor, then ended up in opposition
to a left-wing coalition government headed by the Catalan Socialists and in-
cluding ERC and ICV, which would be the parties to take forward statute re-
form in Catalonia from 2003 onwards, with CiU in opposition. Many years
later, in 2012, when the opportunity came for Artur Mas, now president, to

6 0n the behaviour of minority governments in Spain, see Field 2009, 2014, 2015, 2016.
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lead a pro-sovereignty process for Catalonia, CDC would this time want to
take the lead on issues relative to Catalonia’s autonomy.

TERMINOLOGY

Terminology in the field of nationalism studies is inherently problematic,
and particularly so in the case of nationalisms in Spain. This is because many
terms from the social sciences have become associated with a particular po-
litical standpoint, and often this has indeed become the expectation, since
political scientists and historians carrying out academic research in Spain
are often associated with a partisan stance. This study attempts to provide
an analysis that spans the divide in perspectives, and the following clarifi-
cations are thus essential to avoid misinterpretation of meaning. In all cases,
the terminology chosen is not intended to convey any political bias or value
judgement, either positive or negative.

This thesis investigates shifts in territorial agendas by mainstream natio-
nalist parties between accommodationism and pro-sovereignty politics,
where ‘territorial accommodation’ is understood as ‘the capacity of states
to contain conflict within the mechanisms and procedures embedded in exis-
ting institutional arrangements’ (Gillespie 2015a: 4; after Muro 2009: 453).
Accommodationist strategies, when used by Basque and Catalan nationalist
parties, have involved working with Spanish political actors to seek incre-
mental gains in autonomy within the existing legal frameworks of the Spa-
nish Constitution and the regional statutes of autonomy. These statutes
themselves have allowed for flexibility, making accommodationism compa-
tible in principle with initiatives for new statutes. Accommodationism invol-
ves accepting, at least temporarily, the existing structures of the Spanish
state to concentrate on what can be achieved within that context. Often, this
has been achieved through informal pacts or mutual support arrangements
with the central government, whereby the nationalist party supports the go-
verning Spanish party in central parliament in specific areas of legislation,
and in return secures a commitment from the Spanish government to certain
advances in decentralisation or a favourable resolution to certain pending
central-regional government disagreements regarding regional competen-
ces. Such ‘accommodationist’ politics is often also referred to as ‘moderate’
or ‘pragmatic’ nationalist politics in the media and academia — words with
positive connotations, and thus often indicative of the general sympathy in
the media and the wider Spanish political arena for accommodationist be-
haviour by nationalist parties (in contrast with pro-sovereignty politics that
risks a rupture with the Spanish state). The terms ‘accommodation’, ‘mode-
ration’ and ‘pragmatism’ will all be used within this thesis but in the full kno-
wledge that whether or not a nationalist party can behave in a ‘moderate’
and ‘pragmatic’ way is not always down purely to party choice. External con-
texts and constraints, including the behaviour of the central Spanish govern-
ment, can limit the viability of moderate and pragmatic nationalist politics.
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In contrast, pro-sovereignty politics involves a determined push by Bas-
que and Catalan nationalists for their respective territories to be granted the
‘right to decide’ their own political future and to be invested with sovereign
political power, rather than this being the sole preserve of the Spanish state.
It refers to their desire for substantial changes to the Spanish legal and cons-
titutional framework, or to break with it, to secure a fundamental reconfigu-
ration of their respective territories’ fit within or with Spain. Pro-sovereignty
politics can, but does not have to, imply a push for full independence or se-
cession. It can also imply attempts to reconstruct centre-periphery relations
on a different basis from the existing ‘state of autonomies’, involving a push
for some form of confederalism involving bilateral relations and co-sove-
reignty with the Spanish state (Gillespie 2015a: 10). Former PNV regional
president Juan José Ibarretxe, for example, sought to upgrade the status of
the Basque region to that of a semi-independent associated state of Spain,
based on bilateral relations and co-sovereignty between the Basque Country
and Spain. After adopting an explicitly pro-sovereignty lexicon from 2012
onwards, CDC still maintained a degree of ambiguity for a while as to whe-
ther the ‘state structures’ it sought for Catalonia implied full secession or,
rather, could be incorporated into a more confederal Spain. Shifts away from
traditional accommodationism towards such pro-sovereignty stances by
Basque and Catalan nationalist parties thus take place on a continuum which
can involve various different options ranging somewhere between the polar
opposites of the status quo and secession.” Moreover, accommodationist
and pro-sovereignty politics are not necessary entirely mutually exclusive.
From 2009 onwards, for example, the PNV under the new leadership of Ifigo
Urkullu would return to more accommodationist tactics in the years after
Ibarretxe’s plan was thwarted, though he would use accommodationist tac-
tics to seek to work more gradually towards a new political relationship with
Madrid based on a more bilateral partnership of equals, involving the pos-
sibility of self-determination and co-sovereignty, hoping to build a greater
consensus among political parties in the Basque region (including the Bas-
que federation of the Spanish Socialist party) in this regard.

There is no consensus in Spain as to the language used to describe such
shifts towards pro-sovereignty politics. For political opponents, it marks a
‘radicalisation’ of agendas, while Basque and Catalan pro-sovereignty forces,
on the other hand, reject the pejorative connotations of such a word and see
their actions as healthy democratic practice. This thesis will refer fundamen-
tally to shifts between accommodationism and pro-sovereignty politics.
Where ‘radicalisation’ is very occasionally used in reference to territorial
agendas, it is intended only to denote movement along the continuum bet-
ween accommodationist and pro-sovereignty politics, without any value jud-
gement intended. ‘Radical’ itself is reserved for reference to the

7 For a more in-depth description of the wide-ranging continuum of ‘autonomist’, ‘federalist’
and ‘independentist’ options that regionally-based parties can embrace, see Lluch 2014.

32



anti-capitalist, anti-systemic and secessionist left-wing parties of the iz-
quierda abertzale in the Basque region, and the CUP in Catalonia (see below).

Terminology regarding place names also needs to be clarified. Within the
Spanish ‘state of autonomies’, the Basque Country refers to the autonomous
community of that name (also officially denominated Euskadi), while Cata-
lonia refers to the autonomous community of Catalonia. However, there can
be some confusion since the Basque Country in its widest sense, for histo-
rical reasons long prior to the creation of the Spanish state of autonomies,
also incorporates Navarre (an autonomous community of its own) and parts
of the south of France. In the Catalan case, the wider Catalan-speaking terri-
tories in Spain (primarily Valencia and the Balearics, as well as Catalonia)
and France are known as the ‘Catalan Countries’ (Paisos Catalansin Catalan)
rather than Catalonia, thus reducing the risk of confusion. In the Basque case
in particular, there remains an attachment among Basque nationalists to the
wider Basque homeland, which they refer to as Euskal Herria in Basque (me-
aning ‘country of euskera’, the Basque language). Certainly, greater coope-
ration with Navarre is something to which many Basque nationalists would
still aspire, if there were sufficient political will from Navarre itself. From a
practical perspective, however, the PNV focuses its efforts regarding the po-
litical future of the Basque Country first and foremost on what is achievable
for the Basque autonomous community, just as CDC’s efforts are centred on
the autonomous community of Catalonia, since the autonomous communi-
ties are the most significant levels of political action for these parties in the
period under analysis. The PNV does have a reasonably significant presence
in Navarre but it has never attained anywhere near the dominance there that
it has had in the Basque autonomous community. In addition, the regional
financing arrangements under study here apply to the autonomous commu-
nities. In the light of this, since the analysis in this thesis is focused on poli-
tical action and regional financing arrangements at the level of the
autonomous community, the term ‘Basque Country’ is usually used to refer
strictly to the Basque autonomous community or region. Basque Country
and Basque region will be used interchangeably in this thesis. In all cases,
where possible, English translations of names of territories and places are
used rather than the Spanish, Catalan or Basque versions. However, where
there is no widely used translation in English, the most commonly known
version (in Spanish/Catalan/Basque) will be used. For example, the capital
of Guipuzcoa will be referred to as San Sebastian (rather than by its Basque
name Donostia) and the capital of the Basque Country as Bilbao (rather than
Bilbo).

For historical reasons and to respect their tax-raising tradition, the Basque
provinces retained elected governments (diputaciones forales) and parlia-
ments or assemblies (juntas generales) under the Basque statute of auto-
nomy, in contrast to the provinces elsewhere in Spain which are more purely
administrative levels of authority. These will be referred to as Basque pro-
vincial governments and provincial parliaments or assemblies in this thesis.
The Basque provinces, also known as ‘foral territories’ or ‘historical territo-
ries’ (as reflected in the First Additional Disposition of the Spanish Constitu-
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tion) are thus endowed with far more substantial powers than the provinces
elsewhere in Spain. Some Basque officials dislike the use of the term “pro-
vincial’ to refer to their territories, governments and parliaments at provincial
level, arguing that it risks confusion with other provinces in Spain which
have fewer powers, and thus they tend to use ‘foral’ or ‘historical’ instead.
The view here, however, is that it is preferable wherever possible to use ‘pro-
vincial’ in English, while fully acknowledging and explaining the specific cha-
racteristics of the Basque provinces, since ‘foral’ and ‘historical’ are specific
to the Basque history and context and have no direct equivalent in English.

The term ‘nation’ is hotly disputed in Spain. The Spanish Constitution
only recognises Spain as a nation, while the Basque Country and Catalonia
are considered ‘nationalities’ but not ‘nations’, and in an administrative
sense they are designated as autonomous communities. Nevertheless, Bas-
que and Catalan nationalists consider the Basque Country and Catalonia to
be nations and have sought their official recognition as such. The then Spa-
nish prime minister Zapatero agreed to allow the 2006 Catalan autonomy
statute to refer to Catalonia as a nation in the preamble, but not in the body
of the text itself, which would have been required to make the term official.
Basque and Catalan nationalists tend to avoid any designation of their auto-
nomous communities as ‘regions’ or use of the term ‘regionalist’ to describe
themselves or their projects, since they consider themselves a nation. ‘Re-
gionalist’ has only been used historically in the Catalan case by pre-Civil War
pro-autonomy forces (e.g. the Lliga Regionalista) and very occasionally in
relatively more recent times to refer to the pro-autonomy stance of the Ca-
talan Socialists, though more often than not the latter’s stance has been re-
ferred to instead as ‘Catalanist’. Catalanism also requires definition here,
since it is an umbrella term used to cover all parties (not just nationalist, but
also the Socialists and other left-wing parties such as ICV) that have at times
sought recognition of Catalonia as a nation and/or its right to shape its own
autonomy (be it on specific issues such as language, or on matters more ge-
nerally), thereby taking a stance able to compete with the nationalists. In
more recent years, the Catalanist phenomenon has also evolved to embrace
a fluid relationship between parties and civil society in support of Catalonia’s
‘right to decide’. Returning to the question of regions and nations, however,
the Spanish autonomous communities are regularly referred to in literature
in English as ‘regions’ and their governments as ‘regional governments’ for
purely practical reasons, since ‘autonomous community’ is a term unique
to the Spanish setup and ‘region’ is its closest generic equivalent in English.
As a result, ‘region’” and ‘autonomous community’ will be used interchan-
geably in this thesis to refer to that level of political administration. The de-
cision to use the term ‘region’ does not reflect any judgement as to whether
or not the Basque Country and Catalonia should be officially recognised as
nations. It is simply a shorter means of referring to the administrative level
of government of the autonomous communities, widely used in English
translation.

Use of the term ‘Spanish state’ also requires clarification here. Basque
and Catalan nationalists who consider themselves first and foremost Basque

34



or Catalan rather than Spanish, and who wish to distance themselves from
Spain, frequently refer to ‘the Spanish state’ (‘el Estado espafnol’) instead of
Spain. ‘Spanish state’ has thus become a rather pejorative and negative
means of referring to Spain when used in this sense. In political science li-
terature, however, the term ‘state’ is widely used in a neutral sense as part
of standard terminology to distinguish between supranational, state and
substate levels of government. In this thesis, wher