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Abstract: The financial crisis caused by the United States in 2008 had a serious impact on the 

Spanish real estate market, and the consequences of the bursting of the real estate bubble 

spread throughout the country, seriously affecting the stability and development of the 

Spanish economy. This paper analyzes the formation and bursting of the Spanish real estate 

bubble in 2008 and its impact on the economy. By analyzing relevant literature and data, it 

reveals how excessive bank lending, government policy failures, and market speculation 

combined to cause the crisis to erupt. It is found that the real estate bubble not only directly 

triggered the banking crisis, but also exacerbated the government's debt problem, which 

ultimately led to a deep recession in the whole country's economy. The purpose of this paper 

is to deepen the understanding of modern financial crises through the study of the Spanish 

case and to make recommendations for preventing similar crises in the future. 

Keywords: real estate bubble, financial crisis, market impacts, bank bad loans, government 

debt. 

1. Introduction 

While the United States, the epicenter of the global financial crisis in 2008, has received a lot of 

attention due to its subprime mortgage crisis, the bursting of the real estate bubble in Spain, as one of 

the European countries most affected by the crisis, has also attracted a lot of attention. Before the 

financial crisis, Spain experienced a long-term real estate boom, with prices rising continuously and 

the construction industry becoming the pillar industry of the national economy [1]. However, with 

the spread of the global financial crisis, Spain's real estate market cooled down sharply, housing prices 

fell sharply, a large number of houses are not sold or rotten, the consequences of the bursting of the 

real estate bubble spread to the whole country, seriously affecting the economic stability and 

development [1]. 

The purpose of this paper is to discuss in depth the formation and bursting of the real estate bubble 

in Spain in 2008 and its impact on the economy, with a view to revealing how excessive lending by 

banks, government policy mistakes and market speculation jointly led to the outbreak of the crisis. 

This paper adopts a combination of literature analysis and case studies to systematically sort out the 

research results in related fields and conduct a comprehensive analysis of the Spanish real estate 

bubble. By analyzing the Spanish case in detail, it can provide valuable experience for the prevention 

of modern financial crisis and valuable reference for financial institutions and investors. In addition, 

this paper also hopes to provide strategic suggestions for other countries to solve financial crisis 

through the assessment of subsequent governmental response measures. 
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2. Overview 

2.1. Definition and Characteristics of Real Estate Bubbles 

The real estate bubble usually refers to the phenomenon that the real estate market price significantly 

deviates from its basic value due to excessive speculation. This phenomenon is often manifested in 

the continuous rise of house prices, the abnormal increase of real estate transactions and the large 

number of new projects [2]. The characteristics include high housing price income ratio, low rental 

yield, and increased market speculation. Once the market expectation reverses, the house price drops 

rapidly, and the bubble bursts, leading to a large number of bad debts and asset devaluation, which 

will lead to a broader economic crisis [3]. 

2.2. Related to the Spanish real estate bubble 

The research on Spain's real estate bubble mainly focuses on two aspects: the root cause of its 

formation and the impact after its collapse. Scholars generally believe that excessive bank lending, 

low interest rate policies and the influx of foreign investment are the main reasons for the formation 

of bubbles. Rodríguez & Bustillo found that a large number of bank loans flowed to real estate before 

2008, leading to rising house prices [4]. In addition, the loose monetary policy and the contribution 

of local governments cannot be ignored. After the bubble burst, the relevant research focused more 

on its impact on the economy and its enlightenment on government policies. Akin et al. pointed out 

that the bad debt problem of banks caused by the bursting of the real estate bubble was an important 

trigger for the Spanish economic crisis [5]. 

2.3. Economic impact of real estate bubble bursting 

The impact of the bursting of the real estate bubble on the economy is not limited to the real estate 

market itself, but also spread to the overall economy through the financial system. Castro's research 

pointed out that the bursting of the real estate bubble led to the weakening of the wealth effect, the 

reduction of residents' consumption and corporate investment, which further dragged down economic 

growth [6]. In addition, the instability of the banking system further exacerbated the economic 

recession. After the bursting of the real estate bubble, the proportion of non-performing loans in 

Spain's banking sector has risen significantly, and the credit crunch has worsened, making it difficult 

for enterprises to finance and severely inhibiting economic activities [6]. Taken together, these studies 

reveal the profound impact of the bursting of the real estate bubble on the macro-economy, and 

emphasize the importance of preventing and responding to such crises. 

3. The real estate bubble in Spain 

3.1. Formation 

Prior to the onset of the global financial crisis in 2008, the world economy was characterized by 

widespread prosperity. The low interest rate environment and loose monetary policies had boosted 

investment activities and consumer demand in various countries. In particular, in the real estate sector, 

house prices continued to rise in many countries, attracting large amounts of investment capital. The 

global economic integration and free flow of capital during this period also created favorable external 

conditions for the prosperity of the Spanish real estate market. From 2000 to 2007, the average annual 

GDP growth rate of Spain remained above 3%, becoming one of the fastest growing countries in the 

Eurozone. Spain's real estate market has entered an unprecedented period of prosperity. Housing 

prices continue to rise, real estate development is in full swing, and the construction industry has 

become an important engine to drive economic growth. According to statistics, from 2000 to 2007, 

Proceedings of  the 3rd International  Conference on Financial  Technology and Business Analysis  
DOI:  10.54254/2754-1169/150/2024.19295 

157 



 

 

Spanish house prices rose by 150%, and the proportion of real estate investment in gross domestic 

product (GDP) also increased significantly [7]. 

3.2. Reasons for the formation 

3.2.1. Excessive bank lending and easy access to credit 

Excessive bank lending was one of the major causes of the Spanish real estate bubble. Under the low 

interest rates and loose regulatory environment, Spanish banks issued large-scale mortgages and even 

provided loans to poorly qualified borrowers. Many banks launched "no down payment" or "negative 

down payment" loan products, which stimulated the demand for housing and the rise in housing prices. 

Excessive lending not only pushed up housing prices, but also accumulated huge financial risks, 

laying the groundwork for the future bursting of the real estate bubble [5]. 

3.2.2. Government Policy Failures and Inadequate Regulation 

Government policy failures and inadequate regulation were also key factors in the formation of the 

real estate bubble. In order to promote economic development and the prosperity of the real estate 

market, the Spanish Government has implemented a series of policies to encourage housing 

construction and home ownership. For example, measures such as lowering taxes on home purchases 

and providing subsidies for home purchases, while boosting activity in the real estate market in the 

short term, also led to overheating of the market and an increase in speculative behavior. In addition, 

the failure of regulatory agencies to monitor and regulate risks in the market in a timely manner has 

led to the continued expansion of the bubble [4]. 

3.2.3. Market speculation and the influx of foreign capital 

Market speculation and the influx of foreign capital further exacerbated the formation of the real 

estate bubble. With the continuous rise in housing prices, more and more investors regard real estate 

as a surefire investment, and have flocked to the market speculation. Foreign investors are also 

optimistic about the future of the Spanish real estate market, a large amount of money into the market, 

pushing up prices. According to data shows that from 2000 to 2007, foreign investment in Spain 

accounted for the proportion of total investment rose from 10% to nearly 30%, showing the important 

role of foreign investment in the real estate bubble [6]. 

4. The bursting of the spanish real estate bubble 

4.1. Triggers for bubble bursting 

The global financial crisis of 2008 was an important trigger for the bursting of the Spanish real estate 

bubble. The financial turmoil triggered by the subprime mortgage crisis in the United States quickly 

spread to the global financial markets, leading to a credit crunch and liquidity shortages. Spain relied 

heavily on short-term financing and foreign capital inflows to support its real estate market, and the 

outbreak of the financial crisis led to the rapid depletion of these sources of funding, resulting in a 

break in the domestic capital chain and a fall in house prices [4]. 

The European Central Bank has adopted a series of monetary policy adjustments in response to 

the financial crisis, including raising interest rates and tightening credit conditions. These measures 

are intended to stabilize the financial market, but as Spain's economy is highly dependent on low-cost 

funds, the impact of tight monetary policy is particularly significant. Banks began to tighten mortgage 

loans, which made it more difficult for buyers to borrow, further curbing market demand, leading to 

an accelerated decline in house prices. 
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4.2. Specific manifestations of bubble bursting 

The bursting of the real estate bubble first manifested itself in a sharp fall in house prices. According 

to the data of the Spanish National Statistics Institute (INE), between 2008 and 2013, the average 

house price in Spain fell by more than 30%, and even reached 50% in some areas. The continuous 

decline in housing prices has made the market value of many properties lower than the outstanding 

loan amount, leading to the emergence of a large number of negative equity, home buyers have to 

sell their properties, and the market is caught in a vicious circle. 

The construction industry is an important part of Spain's economy, and the bursting of the bubble 

has led to the industry's almost stagnation. A large number of real estate projects were forced to stop 

or cancel, and the employment rate of the construction industry declined significantly. According to 

statistics, from 2007 to 2013, the number of Spanish construction employment decreased by about 

40%, leading to a large number of unemployed workers, which further exacerbated social and 

economic problems [7]. 

4.3. Transmission mechanisms for bubble bursts 

The bursting of the real estate bubble caused many real estate-related loans to become bad loans, and 

the non-performing loan ratio of banks rose rapidly. By the end of 2012, total bad loans in the Spanish 

banking sector amounted to 180 billion euros, or about 10 per cent of total loans. The pressure of bad 

loans on banks forced them to tighten their credit standards, making it difficult for businesses and 

individuals to obtain loans and further dampening economic activity. The credit crunch and the 

increase in bad bank loans added to the already fragile Spanish economy. The recession led to a sharp 

drop in consumption and investment, and the unemployment rate soared to over 25 per cent [8]. As a 

result, social instability and the population's satisfaction with life were greatly reduced. In addition, 

local government revenues have plummeted and investments in public services and infrastructure 

have been forced to be cut, affecting the country's economic competitiveness and development 

potential in the long run. The negative effects of the bursting of the bubble were rapidly transmitted 

through the financial system to the entire economy, revealing structural imbalances in the Spanish 

economy and the fragility of the financial system. The existence of these problems has made Spain's 

response to the crisis even more challenging. 

5. The impact of the real estate bubble on the spanish economy 

5.1. The banking crisis 

The first impact of the bursting of the Spanish real estate bubble was felt in the banking sector. With 

the sharp fall in house prices, the large number of home purchase loans previously issued quickly 

turned into non-performing loans. By the end of 2012, the total non-performing loans of the Spanish 

banking sector reached 180 billion euros, accounting for nearly 10% of the total loans. As a result of 

large-scale loan defaults, a number of banks are facing a serious liquidity crisis, and have to rely on 

government bailouts to maintain operations. Some smaller banks have gone bankrupt because of 

insolvency, further aggravating the instability of the financial system. 

In response to the banking crisis, the Spanish government has launched a number of rescue plans. 

These include nationalizing some banks, injecting huge funds to enhance the capital adequacy ratio 

of banks, and providing guarantees to stabilize the confidence of financial markets. Although these 

rescue plans eased the financial difficulties of banks to some extent, they also led to a substantial 

increase in public spending. According to statistics, between 2010 and 2012, the proportion of 

Spanish public debt in GDP soared from 60% to nearly 70%. The surge in public debt not only limits 

the government's future fiscal policy space, but also increases the uncertainty of the market [2]. 
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5.2. Government debt crisis 

The economic recession brought about by the bursting of the real estate bubble led to a sharp reduction 

in the Spanish government's fiscal revenue, while the expenditure continued to increase, resulting in 

a high fiscal deficit. The decrease in tax revenue was mainly due to the slowdown in economic 

activities and the rise in unemployment, while the increase in expenditure was mainly due to the 

implementation of social relief and bank rescue plans. The proportion of fiscal deficit in GDP reached 

11.1% in 2009, and it has declined in the following years, but it still remains at a high level. The 

deterioration of the financial situation forced the government to borrow on a large scale, resulting in 

a rapid increase in public debt. By 2014, Spain's public debt accounted for more than 90% of GDP 

[3,6]. Faced with deteriorating financial conditions and debt problems, the Spanish government was 

forced to seek assistance from the European Union and the International Monetary Fund (IMF). In 

2012, Spain received up to 100 billion euros of international aid loans to improve the government's 

financial situation and stabilize the financial market. As a condition for obtaining aid, Spain must 

implement strict austerity policies, including reducing public spending, increasing taxes, and 

promoting labor market reform. These policy adjustments eased the financial pressure to a certain 

extent, but also caused widespread social dissatisfaction and protest. 

5.3. Economic impact 

5.3.1. Economic recession and high unemployment 

The bursting of the real estate bubble had a profound impact on Spain's overall economy. The 

economic recession began to emerge after the outbreak of the financial crisis in 2008, and intensified 

in the following years. In 2009, Spain's GDP shrank by 3.6%, while the unemployment rate soared to 

more than 25%. Long term economic recession and high unemployment rate have severely hit the 

confidence of consumption and investment, and the economic recovery is difficult. It was not until 

2014 that the Spanish economy began to recover its growth gradually, but the growth rate was still 

slow and unstable [8]. 

5.3.2. Decline in social welfare and living standards 

The high unemployment rate and economic recession have directly affected the social welfare and 

living standards of Spaniards. In response to the fiscal deficit and debt crisis, the government 

implemented austerity policies and cut public expenditure and social welfare expenditure. This 

includes reducing the investment in medical care, education and social security, resulting in a decline 

in the quality of public services and an increase in the burden on people's lives. Many families not 

only have to cope with the decrease of income brought by unemployment, but also have to endure the 

rise of basic living costs. According to Eurostat data, between 2010 and 2014, Spain's Gini coefficient 

increased significantly, and the gap between rich and poor further widened. The growing poverty and 

social inequality have become important factors that have troubled Spain's social stability. 

6. Conclusions 

Through a detailed analysis of the formation and bursting of the Spanish real estate bubble and its 

various impacts on the economy, this paper reveals how the factors such as excessive bank lending, 

government policy mistakes and market speculation work together to cause the emergence and 

bursting of the real estate bubble. The banking crisis and government debt crisis triggered by the 

bursting of the real estate bubble plunged the Spanish economy into a long-term recession, and the 

high unemployment rate and social instability were significantly exacerbated. Research shows that 
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the real estate bubble not only has a huge impact on the financial market, but also affects the overall 

economic and social well-being through a variety of transmission mechanisms. Therefore, 

strengthening the effective supervision of the real estate market, reasonably controlling the credit 

scale and formulating sound fiscal and monetary policies are essential to prevent similar crises. 

In order to avoid the re-emergence of a real estate bubble similar to that in Spain, countries should 

vigorously strengthen financial regulation and formulate sound fiscal and monetary policies to ensure 

the smooth operation of the economy. Specific measures include: establishing and improving the 

macro-prudential regulatory framework; strengthening the risk management system of banks, 

controlling the amount of loans and loan interest rates, and setting up a specialized real estate financial 

regulator. In addition, the supervision of foreign capital inflow into the real estate market should be 

strengthened to prevent excessive speculation caused by foreign capital market fluctuations. Fiscal 

policy should focus on balancing revenues and expenditures to avoid over-reliance on debt for public 

construction, while monetary policy should remain moderately neutral to avoid asset bubbles 

triggered by excessively low interest rates. Against the backdrop of frequent international capital 

flows, the government should also maintain a certain scale of foreign exchange reserves to cope with 

unexpected financial risks. 
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