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Income and expenditure between generations in times of pandemic

The economic crisis triggered by COVID-19 is not affecting all groups alike, as we have already witnessed in other articles of the
Monthly Report since the start of the pandemic.! In this article we will analyse, using anonymised internal CaixaBank data, whether
significant differences have been observed in Spaniards’ incomes and expenditure depending on which generation they belong
to. In order to take a snapshot of incomes,? we have taken into account the main sources: payroll, unemployment benefits, public
pensions, public aids and income from private pension plans. As for consumption,® we have examined card transactions and cash
withdrawals at ATMs, as well as including direct debits.

Young people are the hardest hit by the COVID-19 crisis

One of the main results that emerges from analysing the data is that, in the three quarters of 2020 that were affected by the
pandemic, the year-on-year drop in incomes was much more pronounced among young people (between 18 and 29 years of
age) than among adults (30 to 64 years of age) and seniors (65 and over), as shown in the first chart.

In fact, the decline in the median income of young people was quadruple that of adults in 2020.° In contrast, the median income
of seniors increased in year-on-year terms in every quarter of last year and grew by 1.1% compared to 2019, a logical result given
the pension increase implemented in 2020.

When we analyse the falls in income quarter by quarter (see second chart), it is no surprise that the biggest declines suffered by
young people and adults occurred in Q2 (the income of seniors, in contrast, did not suffer), since economic activity was heavily
affected by the lockdown, especially in April at the height of the restrictions. In Q3, we see that while adult incomes were still
down in year-on-year terms, they managed to recover quicker than in the case of young people. Finally, in Q4, the incipient
recovery in the incomes of both young people and adults was slowed with the arrival of the second wave of COVID-19; in
particular, the biggest fall in incomes in Q4 was recorded in November, the month in which the restrictions were reintroduced
across the country to curb the new wave.

Looking at consumption, for each generation it has followed a parallel pattern to that of income. Q2 serves as a case in point:
despite the lockdown being widespread and affecting all citizens to a similar extent, the fall in consumption was much more
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Note: * Two-month moving average.
Source: CaixaBank Research, based on internal data.

1. See, for example, the Dossier «The impact of the COVID-19 crisis on inequality in Spain» in the MR11/2020.

2. In particular, in the sample for each month of 2019 and 2020 we included people with income as well as people with expenses who, despite having zero income, did
have an income in at least 3 of the previous 12 months. In this article, we use median incomes. For 2020, we observe a 2% drop in incomes, halfway between the
decline in household incomes calculated by the Spanish Tax Agency (-1%) and the fall in gross disposable income according to the National Statistics Institute (-3.3%).
3. We use median consumption.

4. In our sample, we have around five million observations each month.

5. The decline amounted to 8.1%% and 2% for young people and adults, respectively.
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Source: CaixaBank Research, based on internal data.

pronounced among young people than in adults, whilst the reduction in consumption was more limited among seniors.
Moreover, in Q3, when the easing of restrictions coincided with the onset of summer, the year-on-year change in consumption
was in positive territory for seniors, unlike in the case of young people and adults.

Income quintile analysis: it is not just age that matters

Before concluding, we studied whether these differences in the evolution of income and expenditure are solely due to
demographics or whether it is also important to take income level into account.® The third chart presents the change in the
median income and consumption in 2020 for each generation and, within each generation, for each income quintile.

When analysing changes in income, it is clear that both income level and age are very important factors. In particular, the drop in
the incomes of young people within the first income quintile is particularly pronounced, as well as in the case of adults on lower
incomes. As we progress through the quintiles, the decline in young people’s incomes reduces considerably (in fact, in the upper
quintile the year-on-year change is positive), whilst only adults in the first quintile saw their incomes decline. Finally, seniors saw
their income increase in all quintiles.

The results relating to consumption are also revealing. Firstly, in line with the data aggregated by generation, young people
reduced their consumption more than adults, and adults more than seniors, in all quintiles. Secondly, the decline in consumption
among young people and adults was significant in all quintiles, and unlike in the case of income, there is no clear trend of smaller
declines as incomes increase. Thirdly (@and this may be the most striking finding), we see that for the bulk of the population —
adults and seniors — the most significant declines in consumption occurred among those with higher incomes. This may seem
surprising, but it would actually be logical if people with high purchasing power spend a larger proportion of their consumption
on the categories of goods that have been most affected by the restrictions — and have thus fallen the most — compared to
people in other quintiles. This is precisely the conclusion reached by the Bank of Spain in a recent study,” upon observing that the
categories of expenditure most affected by the lockdowns — essentially those linked to greater mobility and social interaction,
such as transportation services, recreational and cultural services, tour packages, and hotels, cafés and restaurants — represent a
larger proportion of the total spending of higher-income households. This result has important consequences at the
macroeconomic level, since people with high incomes tend to have a lower marginal propensity to consume than those in lower
quintiles. This will tend to mitigate the impact of pent-up demand in the post-pandemic recovery.?

6. We calculated the income quintiles for January 2019 and 2020. The sample is selected using the same criteria as in the previous analysis: having an income in a
particular month or, in the absence of an income in that month, having incomes in at least three of the last 12 months. In addition, individuals are required to be part
of the sample in January.

7.See J.A. Cuenca, C. Martinez Carrascal and A. del Rio. «<Household saving during the pandemic and its possible effects on the future recovery in consumption».
Economic Bulletin 1/2021, Bank of Spain quarterly report on the Spanish economy. They analyse what portion of total expenditure is allocated to the various categories
of goods for each quartile, using microdata from the 2019 household budget survey.

8. See the Focus «The role of pent-up consumption in the euro area recovery in 2021» in this same Monthly Report.
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Note: Change in incomes and consumption in 2020 versus 2019 for each income quintile of each generation. The first quintile corresponds to the lowest income band and the fifth, to the highest income band.
Source: CaixaBank Research, based on internal data.

In short, in this article we have found that the big losers of the COVID-19 crisis have been young people, especially those with
lower incomes. Adult workers with lower incomes have also seen them decimated, while the rest of adults have fared
somewhat better. Finally, seniors have not been affected in terms of their income, but they have reduced their consumption,
albeit by less than adults and young people. These patterns, which coincide with those of other European consumers,” allow
us to declare with greater conviction that the pandemic is having a very different impact on each generation in Spain’s
domestic economy too.

Javier Garcia-Arenas, Alberto Graziano, Josep Mestres and Eduard Llorens i Jimeno

9. A recent study by the European Commission concludes that the financial situation of European consumers over the past 12 months has deteriorated dramatically
for young people, whilst it has remained virtually unchanged for the elderly. European Commission (2021). «<European Business Cycle Indicators 1st Quarter 2021».
Technical Paper 047.
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