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Has the drought in Catalonia changed what households

spend on water?

With autumn coming to an end, Catalonia remains on
alert due to the persistent drought affecting the
provinces of Barcelona, Girona and part of Tarragona. The
state of the internal river basins in this area of Catalonia,
which are mostly fed by the waters of the Ter and
Llobregat rivers, contrasts with those found in the
territory fed by the Ebro river. The water shortages began
in 2021 and the situation reached a critical point

in 2023, when most municipalities in the internal basins
were declared to be in a state of exceptional drought.
This state is activated when water reserves fall below
25%, indicating a severe water shortage (see first chart).
In this article, we analyse the extent to which Catalan
households took measures to address the water
shortages following the declaration of drought in their
municipalities between 2021 and 2024. Using detailed
data from water bills paid by direct debit, we have
observed that Catalan households did reduce their water
expenditure in response to the drought. The reduction in
water expenditure also varied depending on the severity
of the water emergency and it persisted over time.

For this analysis, we use duly anonymised internal data
from water bills paid by direct debit from CaixaBank

accounts. These charges provide information on the
amount paid in each bill, the supplier company, as well as
characteristics of the account holders such as age, income
and place of residence. This information is combined with
data related to the water supply (water network and
basin, state of the drought, price of water) and climate
data (temperature, precipitation, humidity level) for

the municipality where they live in order to study the
determining factors of Catalan households’ water
consumption.! In this way, we obtain an innovative source
of information for studying how households modified
their water expenditure in response to the drought.

The median water bill is around 48 euros in the internal
basins and 40 euros in the Ebro basins (i.e. half of all
households pay lower bills and the other half, higher).
However, water expenditure varies widely (see second
chart) and there are other factors that affect water
expenditure besides the state of the drought, such as
household structure and water prices.? To analyse whether
households changed their expenditure depending on the
state of the drought at any given time, we must take these
other factors into account. To this end, we estimated an
econometric model that incorporates these factors, as

State of drought in Catalonia (internal river basins)

State of drought in January 2021

I Normality Alert
Source: Agencia Catalana de l'Aigua.
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State of drought in September 2023
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1. Specifically, the data sample includes all private customers in Catalonia who paid their bimonthly or quarterly water bills by direct debit between March
2021 and September 2024. The information on the prices of each water supply company comes from the Agéncia Catalana de I'’Aigua (ACA). The information
on the state of the drought at the operating unit level comes from the ACA for the internal basins and from the Confederacién Hidrogréfica del Ebro for

the basins of the River Ebro. Climate information at the municipal level is taken from the Copernicus Climate Change Service (C3S) Climate Data Store

CDS).

2. A. Reynaud (2015). «<Modelling Household Water Demand in Europe: Insights from a Cross-country Econometric Analyses of EU-28». Luxembourg:

Publication Office of the European Union. 249 p.

3. Specifically, we estimated a linear regression with high-dimensional fixed effects (HDFEs) that includes household characteristics (income, age of the
account holder, number of bills and amount of the previous bill), meteorological information (humidity, temperature and precipitation in the municipality),
prices and the severity of the drought. In addition, the specification also includes fixed effects related to the household, municipality and month of the year.
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well as the state of the drought at all times. Our results
reveal that a more severe state of emergency in the
internal basins is associated with a reduction in water
expenditure of between 1.5% and 4%, after adjusting
for variations in prices (see third chart).* These results
coincide with other studies,> which estimated the
impact of another episode of drought (2004-2012) in the
Barcelona metropolitan area and show that households
reduced their consumption in line with the water
shortages.

However, this methodology can offer a distorted view

of the impact of the drought by grouping together
municipalities that have just entered a given state of
drought and others that have been in a similar situation
for much longer. In order improve the estimation

of the impact of the declaration of drought on water
consumption, we used a Difference-in-Differences (DiD)
estimation,® which allows us to assess the impact of an
intervention by comparing the changes between a group
subject to a water shortage in a given period and another
control group. In this case, a water shortage is defined as
a state of alert or worse being declared in a particular
municipality, while the control group is the municipalities
where no such situation has occurred.

The results show that, following the declaration of
drought in a given municipality, its inhabitants did
indeed reduce their water expenditure over the following
months. The impact during the 12 months following

the declaration of drought is around 5% in terms of
expenditure. As we can see in the chart, this impact is
gradual and peaks six months after the state of drought
is first declared, with a reduction of almost 10%. After six
months, the effect of the intervention is reduced. This
result is also maintained if we take into account other
factors such as the average income in the municipality,
water prices and the month of the year in which the
consumption took place.

In conclusion, the use of innovative data that combine
information on water expenditure with information
related to the water supply has allowed us to confirm
that Catalan households have significantly reduced their
water consumption during the current episode of
drought.

Zoel Martin Vilaté and Josep Mestres Doménech

4. In the basins of the Ebro, this association is weaker, since the state of
the drought during the period in question did not reach such a severe
level as it did in the internal basins during the same period.
5.V.Bernardo, X. Fageda and M. Termes (2015). «Do droughts have long-
term effects on water consumption? Evidence from the urban area of
Barcelona». Applied Economics, 47(48), 5131-5146.

6. B. Callaway and P.H. Sant’Anna (2021). «Difference-in-differences with
multiple time periods». Journal of Econometrics, 225(2), 200-230.
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Amount of direct debit water bills in Catalonia,

by river basin
(Euros)
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Note: Water bills of private customers in Catalonia paid by direct debit.
Source: CaixaBank Research, based on internal data.

Change in the amount of water bills associated
with water shortages
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Notes: Change relative to a state of normality, estimated using a linear model with
high-dimensional fixed effects per household, municipality and month in the internal river
basins. The estimate of the amount of direct debit water bills is controlled for variables
related to the household, prices and meteorology. For further details, see note 2 of the article.
Source: CaixaBank Research, based on internal data.

Impact of the declaration of drought on water
consumption
Change relative to the control group (%)
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Note: Estimated using the DiD method developed by Callaway and Sant/Anna (2021) and using
the municipalities of the Ebro basins as a control group.

Source: CaixaBank Research, based on internal data, and data from the Agencia Catalana

de I'Aigua and the Copernicus Climate Change Service.
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The importance of the trade in goods between Spain

and the United States

Following Donald Trump’s victory in the US presidential
election, the restrictive trade policy he has proposed
could include a significant tariff hike, which would have
a marked negative impact on Europe, given that current
tariffs on European imports are very low. In the case of
Spain, the potential impact of this measure is analysed

in the Focus «Impact of tariff hikes on Spanish exports to
the US: which sectors could be the hardest hit?» included
in this same report, while in this article we focus on the
role of the US economy in our country’s trade relations.
Generally speaking we can say that, while it is an
important trading partner,’ Spain’s exposure to the US

is relatively low, although there are significant disparities
between sectors.

On the export side, the US is the sixth most important
destination for Spanish goods — the second non-EU
destination behind the UK — with exports valued at 18.7
billion euros in 2024 (trailing 12 months to September),
which represents 4.9% of the total sales of Spanish goods
abroad. This figure has grown in recent years, having
been 4.5% in the pre-pandemic period (average for
2014-2019), although it remains well below the weight
of the US market in Italy (10.7%), Germany (9.9%) or
France (7.3%). In terms of GDP, Spanish exports to the US
account for around 1.3%, much lower than the euro area
average (3.1%) or that of countries such as Germany and
France, at 3.8% and 1.6%, respectively.

By product, the groups that are exported the most are
equipment (especially industrial machinery and electrical
equipment) and semi-manufactured goods (mainly
chemical products), which account for around 60.0%

of the total; they are followed some distance behind by
food products (around 18.0%), with oils and fats being

of particular importance.

Although the proportion of the total exports to the US
does not seem very high, if we analyse the role of the

US market at the product level, some differences emerge.

There are goods in which the degree of dependence on
the US market is greater; for example, while 7.5% of
equipment exports and 5.6% of semi-manufactured
goods exports go to the US, engines stand out in the
former group of products (17.6%) and construction
material in the latter group (13.5%). In the case of food
products, while they are below average overall (4.7% of
their sales go to the US), oils and fats stand out, at 14.0%.

1. If we consider all trade (exports and imports), the US is Spain’s sixth
most important trading partner and our second largest non-EU partner,
behind only China.
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Source: CaixaBank Research, based on data from DataComex.

@ 2014-2019 average

By analysing the latest trends in exports to the US, we see
that the post-pandemic rally has been truncated by two
years of setbacks, of 0.3% in 2023 and 1.2% year-on-year
in January-September this year. In any case, compared to
the period 2014-2019, in 2024 (annualised data up to
September) they have grown by 55.0%, surpassing the
43.9% increase recorded for all exports in total.

The third chart shows the contribution of different
product groups to the growth in exports to the US
between 2014-2019 and 2024 (cumulative data up to
September). Almost all of the growth in this period is
explained by the main items (equipment, semi-
manufactured goods and food), which, consequently,
now make up a larger proportion of the total than
previously. At a more disaggregated level, oils and fats
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Spain: exports by product group to the US
Proportion of the total (%)

2014-2019 9.9

2024 * 17.9 3.1
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M Equipment Semi-manufactured goods Food

Note: * Cumulative data for the trailing 12 months to September.
Source: CaixaBank Research, based on data from DataComex.

stand out, and most notably chemicals, contributing 6.3
and 12.9 points to the growth, respectively (i.e. these two
product groups account for 35% of the total growth). On
the other hand, the only exports that have contributed
negatively are those of the automotive sector, which
have seen their share of total exports shrink significantly
to 3.1%, less than one third their level in 2014-2019.

As for imports coming from the US, they have increased
in 2024 (annualised data up to September), reaching
28.38 billion euros, or 6.7% of the total. This makes

the North American country our fifth most important
supplier and the second most important outside the

EU after China. This percentage has increased relatively
sharply in recent years, up from 4.5% in 2014-2019. The
products which Spain buys from the US mostly include
energy products (35.2% of the total), semi-manufactured
goods (29.2%) — above all, chemicals — and equipment
(21.4%), especially transport equipment and engines.

Special mention should be made of energy imports,
which have soared following the outbreak of the war

in Ukraine, driven by purchases of liquefied natural gas
(LNG).2 In this respect, Spain currently buys one sixth of
its total energy imports from the US — compared to 3.5%
before the pandemic — and 8.6% of its imports of semi-
manufactured goods, especially chemicals (11.5%).
Within the equipment category, where the weight of
purchases from the US is similar to the overall average
(6.4%), the main product groups are precision appliances
(11.4%), transport equipment (14.5%) and, above all,
engines (44.3%).

2. At a time when the circumstances forced us to reduce our
dependence on Russian energy, and taking advantage of the fact

that Spain is the EU country with the greatest regasification capacity

(7 plants), imports of LNG from the US increased from just over 1 million
tonnes (273 million euros) on average in the period 2014-2019 to

4.2 million tonnes (2.0 billion euros) in 2024 (annualised data up

to September). In 2022 they peaked at 8.43 million tonnes and

8.9 billion euros.

M Energy products
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Source: CaixaBank Research, based on data from DataComex.

Spain: imports of goods from
the US by product group
(% of the total imports of each product)
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Note: * Cumulative data for the trailing 12 months to September.
Source: CaixaBank Research, based on data from DataComex.
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Spain: imports by product group from the US
Proportion of the total (%)

N R

2014-2019 123 41 57
26
2024 6.43.2 2.1
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Note: * Cumulative data for the trailing 12 months to September.
Source: CaixaBank Research, based on data from DataComex.

In recent years, imports from the US have followed a
similar pattern to that discussed above for exports to
the country: they fell sharply in 2023 (-16.3%), followed
by a slight rebound this year (0.5% year-on-year in
January-September). However, this overall reduction
has not offset the exceptional growth of 2021-2022.
Therefore, based on the cumulative data for the 12
months to September 2024, the level of imports is more
than double the 2014-2019 average (exceeding it by
117.4%, compared to 43.9% in the case of all imports).

More than half of the growth accumulated by imports
between the period 2014-2019 and 2024 is explained by
the energy component, which has tripled its weight in
the total, reaching 35.2% (it is the only product group
that has seen its share of the total increase). Trailing
some way behind are semi-manufactured goods and
equipment: in the former group, chemicals stand out,
accounting for around 25% of the total growth in
imports.

Finally, trade with the US traditionally generates a
deficit for Spain, and in recent years this deficit has
increased significantly, driven by the energy balance.
Specifically, the deficit in 2024 (9.644 billion euros, of
which 8.212 billion comes from energy) is 10 times
greater than the average for 2014-2019 (972 million) and
it is our country’s second largest trade deficit with other
countries, only surpassed (by far) by the deficit with
China (36.287 billion).

Sergio Diaz Valverde

CaixaBank Research
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Impact of tariff hikes on Spanish exports to the US:
which sectors could be the hardest hit?

In Spain, exports of goods to the US accounted for 4.9%
of total exports in 2023 and 1.25% of GDP. As we have
seen in the previous Focus, Spain’s exposure to the US
is relatively low overall, although there are significant
disparities between sectors.

The tariffs currently applied by the US on Spanish exports
vary considerably according to the product in question.
In the case of Spain, the ad valorem tariffs' applied
correspond to the so-called most-favoured-nation
scheme, which means the general non-discriminatory US
tariff, provided that the product in question is not subject
to special restrictions. A recent example would be the
tariffs imposed by the US on certain Spanish agrifood
products between October 2019 and March 2021,
following the dispute over state aid in the aeronautical
sector.?

To assess the impact of a raising of ad valorem tariffs to
10%, as proposed by the new Trump administration, it is
essential to consider two key aspects: the starting level of
each tariff and the importance of the US market for the

exports of each product. Thus, for each product (based
on the HS classification at the 6-digit level of detail), we
calculated the impact of raising tariffs from their current
levels to 10%,’ taking into account the value of the
exports of each product. We then grouped the results
together into the product categories according to the
WTO multilateral trade negotiations.

As the table shows, the sectors with a high exposure to
tariff hikes (higher exports to the US and current tariffs
below 10%) are: equipment manufacturing (mechanical,
office and computer machinery, electrical machinery
and electronic equipment), minerals and metals, and
chemical products. These sectors combine low starting
tariffs and greater relative exposure to the US market,
amplifying the impact of any tariff hikes. On the other
hand, transport equipment will be less affected, since
the current tariffs already exceed 10% on average, but
we do estimate a slight positive impact, because within
this category some products currently have a tariff of
less than 10%.

Spanish exports of goods to the US and estimated impact of an increase

in tariffs to 10% and to 20%

Total exports Exports to the US Current tariff Impact of Impact of

(weighted to the 10% tariffs 20% tariffs

(€ millions) (% of total) (€ millions) (% of total) (% Spain) value of exports) (€ millions) (€ millions)
m:z:?:ef;'é(oefgfﬁpii"n:‘p”te’ 26,619 69 2728 144 102 08 251 573
Minerals & metals 51,429 134 2,978 15.8 5.8 24 226 523
Chemicals 63,701 166 2,678 14.2 42 19 217 485
gﬁ;’fﬁ;n’}‘c"gz:;;i‘niﬁf”'pme”t 21,503 56 1715 9] 80 06 162 333
Transport equipment 69,030 18.0 1,583 84 23 - 85 179
gil)s”eseds, e 7221 19 824 44 14 05 79 160
Other manufactured goods 13,031 34 718 38 55 1.1 64 136
Crude oil 19734 51 2,015 107 10.2 70 61 263
Wood, paper, furniture 11,387 30 508 27 45 09 46 97
Other 100,034 261 3,157 16.7 32 = 198 481
Total 383,689 100 18,904 100 49 3.1 1,388 3,181
(% of GDP) 25.6 1.3 0.09 0.21

Notes: The data on tariffs are obtained from the WTO and refer to the tariffs applicable to the most favoured nations. The data on exports are obtained from Datacomex (Customs). The analysis
is carried out with products at the six-digit level of detail. In the table they are grouped together according to the NCM categories, as defined by the WTO according to the Harmonized Commodity

Description and Coding System (HS codes).
Source: CaixaBank Research, based on data from the WTO and Datacomex for 2023.

1. Tariff as a percentage of the price of the product.

CaixaBank Research

2. This measure affected 33 agrifood products and aircraft products. The value of exports to the US of these products in 2019 was 953 million euros (6.9% of
total exports to the US). Contrary to what could be expected, between 2019 and 2021, exports of these products to the US increased more than those destined
for other countries (15.3% in the case of those exported to the US, versus 3.3% for other destinations). The products that recorded the biggest increases were:
olive oil, wine and liquors, aeroplanes and canned molluscs. On the other hand, table olives, citrus fruits, pork meat and some cheeses suffered.

3. If the current tariff is greater than 10%, then the current value is maintained.
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Overall, the estimated direct impact of the raising of
tariffs to 10% would amount to around 1.388 billion
euros, equivalent to 0.1% of GDP. In a scenario with a
raising of tariffs to 20%, the impact would amount to
3.181 billion euros, or 0.2% of GDP. It should be noted
that these estimates only take into account direct exports
from Spain to the US. There are other channels that
would make the final impact greater, especially the
indirect impact of value added by Spain on exports

of other countries to the US. For instance, exports of
German products to the US have a certain value-added
content produced in Spain that would be affected. On
the contrary, the final total impact could be softened
by a depreciation of the euro against the US dollar, an
imperfect transfer of the tariffs to EU export prices and
a partial substitution of the trade to other countries.

Finally, it should be noted that a uniform tariff hike
imposed on all countries that export to the US would
not be as harmful for Spain compared, for example, to
a scenario with more surgical tariffs, since the relative
prices compared to our trade rivals would not
substantially change.

Judit Montoriol and Anna Bahi
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Activity and employment indicators
Year-on-year change (%), unless otherwise specified

2022 2023 Q42023 Q12024 Q22024 Q32024 09/24 10/24 11/24
Industry
Industrial production index 20 -14 -13 -0.5 03 0.6 1.1 1.9
Indicator of confidence in industry (value) -0.8 -6.5 -79 =51 -55 -30 -0.8 -8.0 =52
Manufacturing PMI (value) 510 48.0 459 50.7 5238 515 53.0 54.5 53.1
Construction
Building permits (cumulative over 12 months) 0.6 0.5 0.5 6.2 14.0 17.0 17.0
House sales (cumulative over 12 months) 14.8 -10.2 -10.2 -11.0 -10.0 -1.1 -1.1
House prices 74 4.0 4.2 6.3 7.8 8.1
Services
Foreign tourists (cumulative over 12 months) 129.8 189 189 15.8 143 123 123 119
Services PMI (value) 525 53.6 512 543 56.6 55.2 57.0 549 53.1
Consumption
Retail sales’ 23 25 2.8 1.1 05 26 42 35
Car registrations -3.0 18.5 11.9 4.2 9.6 1.1 6.3 7.2 6.4
Consumer confidence index (value) -26.5 -19.2 -19.1 -17.2 -14.4 -13.6 -12.3
Labour market
Employment? 36 3.1 36 30 20 1.8 - - -
Unemployment rate (% labour force) 13.0 122 11.8 123 113 1.2 - - -
Registered as employed with Social Security * 39 2.7 26 26 24 23 23 25 24
GDP 6.2 2.7 2.3 2.6 3.2 34 - - -
Prices
Year-on-year change (%), unless otherwise specified
2022 2023 Q42023 Q12024 Q22024 Q32024 09/24 10/24 11/24
General 84 35 33 3.1 35 22 1.5 1.8 24
Core 52 6.0 4.5 35 30 26 24 2.5 24
Foreign sector
Cumulative balance over the last 12 months in billions of euros, unless otherwise specified
2022 2023 Q42023 Q12024 Q22024 Q32024 0924 10/24 11/24
Trade of goods
Exports (year-on-year change, cumulative over 12 months) 229 -14 -14 -69 -49 -18 -1.8
Imports (year-on-year change, cumulative over 12 months) 334 7.2 -7.2 -9.8 —7.1 -3.1 -3.1
Current balance 438 39.8 39.8 41.2 453 493 493
Goods and services 12.1 58.8 58.8 60.5 654 69.8 69.8
Primary and secondary income -7.3 -19.1 -19.1 -19.2 =202  -205 =205
Net lending (+) / borrowing (-) capacity 17.5 56.0 56.0 56.0 61.4 65.4 65.4
Credit and deposits in non-financial sectors*
Year-on-year change (%), unless otherwise specified
2022 2023 Q42023 Q12024 Q22024 Q32024 09/24 10/24 11/24
Deposits
Household and company deposits 3.1 03 03 33 52 43 43 4.7
Demand and notice deposits 36 74 74 -5.2 -1.9 -1.6 -1.6 -04
Time and repo deposits -3.0 100.5 100.5 96.7 68.0 47.5 47.5 39.2
General government deposits °* -0.8 0.5 0.5 4.6 4.1 14.8 14.8 17.0
TOTAL 2.8 0.3 0.3 2.7 4.5 5.1 5.1 5.7
Outstanding balance of credit
Private sector -04 -34 -34 -26 -13 -0.3 -03 0.1
Non-financial firms -0.7 -47 -47 -36 -18 -0.6 -0.6 -0.1
Households - housing -0.2 -3.2 -3.2 -2.5 -1.5 -0.7 -0.7 -0.3
Households - other purposes 0.0 -0.5 -0.5 -0.1 0.7 1.2 1.2 1.9
General government 0.6 -3.5 -35 4.8 -2.7 -54 -54 -24
TOTAL -03 -34 -3.4 -2.7 -1.4 -0.7 -0.7 0.0
NPL ratio (%)° 35 35 3.5 3.6 3.4

Notes: 1. Deflated, excluding service stations. 2. LFS estimate. 3. Average monthly figures. 4. Aggregate figures for the Spanish banking sector and residents in Spain. 5. Public-sector deposits, excluding repos.
6. Data at the period end.

Sources: CaixaBank Research, based on data from the Ministry of Economy, the Ministry of Transport, Mobility and Urban Agenda (MITMA), the Ministry of Inclusion, Social Security and Migration (MISSM), the
National Statistics Institute (INE), S&P Global PMI, the European Commission, the Department of Customs and Excise Duties and the Bank of Spain.
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Domestic demand in Portugal,
a tailwind

The dynamism of domestic demand sustains GDP growth
in Q3. Portugal’s National statistics Institute confirmed that
the economy grew by 0.2% quarter-on-quarter in Q3 (1.9%
year-on-year), with a significant contribution from domestic
demand, highlighting the strength of private consumption.
However, foreign demand deducted 0.78 pps, as a result

of a more moderate growth in exports (5.3%) than in imports
(7%). The strong growth of import underscores the high
dependence of domestic demand on imported goods and
services, which is the main risk factor for CaixaBank Research’s
current GDP growth forecast for 2024 (1.7%).

For 2025, we expect a more expansionary tone, with GDP
growth of 2.3%. Moreover, there are upside risks to this
forecast concentrated in domestic activity, thanks to the good
outlook for the labour market and investment, which will
benefit from lower financing costs and the boost provided by
investments associated with NGEU funds. The foreign sector
will remain the main downside risk factor, due to geopolitical
tensions and the uncertainty surrounding the impact of a
more protectionist policy from the Trump administration.

Persistent inflation in November. Inflation, according to the
flash indicator, rebounded in November to 2.5% from the 2.3%
recorded in October. This increase is largely explained by the
energy component, which was affected by base effects (the
energy index fell sharply in November 2023) that are likely

to be repeated in December. The core inflation rate remained
at 2.6% and is following a trend more compatible with its
historical seasonality of recent months. We therefore maintain
our forecast for average inflation of 2.4% for 2024 as a whole.

Employment offers another surprise and reaches a new
record in October. The seasonally adjusted data show

a 1.4% year-on-year increase in the number of people

in employment, placing the figure at 5.105 million. This
dynamic is accompanied by wage growth: the average gross
remuneration per worker in real terms increased by more than
4% year-on-year in Q2. The latest data confirm that the wage
pressure is likely to continue in the final quarter of the year: in
October, wages in the trade sector rose 6.0% year-on-year, far
outpacing the increase in inflation in the same period (2.3%).

Significant increase in the stock of foreign direct investment
(FDI), which rises to 70% of GDP in Q3 2024. Specifically, it
reached 194.5 billion euros, 5% more than at the end of 2023.
The countries that have invested the most in Portugal are
Spain, the Netherlands and Luxembourg, and the main sector
is that of finance, accounting for 21% of the total. Investment
in real estate has been gaining prominence, reaching 17.2%

of the total (13.9% in 2019). This is led by the US and Brazil,
whose investments in this asset class represent 42.2% and
43.5% of their total FDI in Portugal (17.8% and 29.7% in 2019).
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Source: CaixaBank Research, based on data from the National Statistics Institute of Portugal.

Portugal: core inflation
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Source: CaixaBank Research, based on data from the National Statistics Institute of Portugal.
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Activity and employment indicators
Year-on-year change (%), unless otherwise specified

2023
35

-3.1
74

|
©
~

1.1
29
-28.6

23
6.5
2.3

2023
44
5.1

2023

-14
4.0
13
33
-2.0
5.0

Q42023
2.7

=35
-93

49

-114
6.4

19.1
1.7

0.6
2.8
-27.2

2.3
6.6
2.1

Q42023
1.7
3.0

Q42023

-14
-4.0
13
33
-2.0
5.0

Q12024
2.1

14
-7.9

1.8
24
-24.6

14
6.8
1.4

Q12024
2.2
2.3

Q12024

-55
7.3
3.1
4.6
-15
6.9

2022
Coincident economic activity index 59
Industry
Industrial production index 08
Confidence indicator in industry (value) -34
Construction
Building permits - new housing
(number of homes) 62
House sales 13
House prices (euro/m?- valuation) 13.8
Services
Foreign tourists (cumulative over 12 months) 1589
Confidence indicator in services (value) 15.2
Consumption
Retail sales 55
Coincident indicator for private consumption 4.1
Consumer confidence index (value) -29.7
Labour market
Employment 33
Unemployment rate (% labour force) 6.1
GDP 7.0
Prices
Year-on-year change (%), unless otherwise specified
2022
General 7.8
Core 56
Foreign sector
Cumulative balance over the last 12 months in billions of euros, unless otherwise specified
2022
Trade of goods
Exports (year-on-year change, cumulative over 12 months) 232
Imports (year-on-year change, cumulative over 12 months) 31.7
Current balance -4.7
Goods and services -48
Primary and secondary income 0.1
Net lending (+) / borrowing (-) capacity -25

Credit and deposits in non-financial sectors
Year-on-year change (%), unless otherwise specified

2022
Deposits'

Household and company deposits 6.4
Sight and savings 12.0
Term and notice -1.2

General government deposits 124

TOTAL 6.5

Outstanding balance of credit’

Private sector 1.8
Non-financial firms -0.6
Households - housing 33
Households - other purposes 2.7

General government -2.7

TOTAL 1.6

NPL ratio (%)* 3.0

2023

-2.3
-185
222
-124
-2.6

-1.5
-2.1
-14
-0.3
=55
-1.7

2.7

Notes: 1. Residents in Portugal. The credit variables exclude securitisations. 2. Period-end figure.
Source: CaixaBank Research, based on data from the National Statistics Institute of Portugal, Bank of Portugal and Refinitiv.
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0.9
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08
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-1.0
5.2
5.8
-0.7
8.5

09/24
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-6.7
20.9
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09
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2.7
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How is inequality defined and measured?

Economic inequality is of concern to citizens: 81% of Europeans believe that income gaps are too wide and 78% believe that
governments should take more action to reduce them (Eurobarometer, 2022)." In this Dossier, we will analyse how inequality
has evolved over the last few decades, both globally and in Spain. Before we start, however, we will review the main metrics
used to track this evolution, as well as the different levers that can be harnessed to promote a more equitable distribution of
income.

Income is the main variable that determines individuals’ economic prosperity, hence it is used to analyse economic inequality.
One of the most commonly used metrics is the Gini index, due to its simplicity and ability to summarise income dispersion in a
single figure. This index takes values between 0 (perfect equality) and 100 (maximum inequality), which facilitates the comparison
between different countries and periods. The Gini index is very informative, but it has its limitations. For example, it does not
provide detailed information on income distribution at the extremes of the distribution. To get a more complete picture, it can
be helpful to combine this metric? with others, such as income ratios for different percentiles of the distribution or the percentage
of total income that is received by the 1% of the population with the highest incomes. This latter indicator focuses on how
incomes are concentrated at the top end of the distribution, thus giving us a window into extreme inequality. It is also important
to emphasise that it is not just income inequality that influences economic well-being. Wealth inequality, for example, may differ
from income inequality, but it is also relevant.

A different level of income can be the result of a different level of effort, education and training or entrepreneurship. In a
meritocratic society, it is reasonable that those who invest more time and resources in their education and training, or those
who take business risks, receive greater financial rewards. However, greater income inequality can also result from opportunities
not being evenly distributed, which can act as a break for the social elevator. Moreover, this second reason can be particularly
harmful for social cohesion. The perception of injustice and the lack of social mobility can lead to resentment and a mistrust in
institutions.

Economic inequality can also lead some people to make inefficient decisions given their preferences and skills. People with low
incomes often face severe restrictions in their ability to access the information and resources needed to make decisions in relation
to both employment and their education and training. For instance, they may not have the time to look for the best job
opportunities or to invest in their education, due to the need to work long hours to meet their basic needs. This situation not only
perpetuates inequality, but it also results in an inefficient allocation of human resources, which can adversely affect overall
economic growth. Thus, while some income inequalities may be both justifiable and beneficial to the economy, it is crucial to
address excessive inequalities or those arising from a lack of opportunities, in order to nurture a just and cohesive society.

Traditionally, policies aimed at reducing inequality have been distinguished into two groups: those that act before a person
enters the labour market and begins to generate income, and those that act directly on income distribution. Redistribution
measures — mainly implemented through progressive taxation policies and a catalogue of public subsidies such as unemployment
benefits, furlough benefits and a minimum guaranteed income, among others — reduce inequality by directly modifying income
inequality. In contrast, public policies that aim to reduce inequality ex ante are those which promote equal opportunities and
employability. Education, employment and social policies contribute to greater social mobility and are of increasing importance.
For example, in the sphere of education, early action through interventions in early childhood and primary education helps to
achieve greater equality of opportunities. There is a third type of lever that is also gaining prominence, in this case due to the
consequences for inequality that technological change and globalisation have produced in some cases. These are the measures
that act directly on what Rodrik and Stantcheva call the production stage.? Specifically, these are policies aimed at boosting
productivity, innovation and, ultimately, growth in the sectors most affected by these secular trends, such as support for R&D or
competition policies.

1. Special Eurobarometer 529 «Fairness, inequality and inter-generational mobility in 2022». https://europa.eu/eurobarometer/surveys/detail/2652
2. See S.P. Jenkins (2024). «Getting the measure of inequality». Oxford Open Economics, 3 (Suppl. 1), i156-i166.
3.See D. Rodrik and S. Stantcheva (2021). <A policy matrix for inclusive prosperity», National Bureau of Economic Research, ne w28736.
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Levers for reducing income inequality, according to the timing
of public intervention and the target income segment

At what economic stage public policy is involved
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Note: Each policy can affect more than one segment and economic phase; its position in the chart illustrates those most
affected by it.
Source: CaixaBank Research, based on data from Rodrik and Stantcheva (2020).

In short, in order to achieve an inclusive form of prosperity, public policies must act in multiple spheres in the so-called pre-
production, production and post-production stages (see chart) and they must make use of a variety of tools to this end. A holistic
approach to public policies is needed in order to reduce existing inequalities and to try to prevent them from being perpetuated
over time and, in doing so, to promote a more equitable and sustainable economy.

Oriol Aspachs and Josep Mestres Domeénech
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Inequality: an analysis over time

The analysis of global inequality over the last 30 years, contrary
to the common perception of increasing inequalities, reveals a
success story: the Gini index declined sharply and almost
uninterruptedly between 1990 and 2019. This is due to the
rapid economic growth of emerging countries such as China
and India, which has lifted millions of people out of poverty
and increased income convergence between countries. The
COVID-19 pandemic only put a momentary brake on this
improvement in global inequality (see first chart). According
to the World Bank, the Gini index rose by 0.7 points compared
to a scenario without the pandemic, a setback which
unravelled the gains of the previous three years. While some
countries succeeded in implementing effective measures to
mitigate the impact of the pandemic, others, particularly the
poorest economies, saw poverty and inequality increase.

Income inequality: Gini index
Index
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Note: Gini index after public-sector benefits at the household level.
Source: CaixaBank Research, based on data from the OECD (Income Distribution Database),
the National Statistics Institute (Spain, 1990) and the INSEE (France, 1990).

the US from 14.7% in 1990 to 20.9% in 2022, and in France it
rose from 9.3% to 12.7% (see third chart). Once again, the
situation in Spain has been different, as the percentage of
total income received by the top 1% in 2022 stood at 10.0%,
1.7 pps lower than the level of 1990.

It should be noted that during the COVID-19 pandemic,
income inequality after government subsidies decreased in
developed countries due to the massive income support
programmes that were deployed (such as the ERTE furlough
scheme in Spain). Without these public support measures,
however, working households’ incomes would have fallen
significantly.?
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Global income inequality: Gini index
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Source: CaixaBank Research, based on data from the World Bank (Atlas of Sustainable Development
Goals 2023).

However, the analysis of inequality within countries,
particularly in the case of developed economies, reveals a
very different picture. Income inequality measured by the
Gini index has increased over the past three decades in
countries such as the US, Germany and even France (see
second chart)." In the case of Spain, this has not been the case:
inequality in 2022 was lower than it was three decades ago,
although it has suffered marked increases in times of crisis
and remains higher than in France and Germany. A similar
pattern emerges from alternative measures that focus on the
extremes of the income distribution. The percentage of total
income that is received by the top 1% of earners increased in

Income inequality: total income received
by the top 1% of earners
(% of the income of the entire population)
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Note: Proportion of total pre-tax incomes that is received by the 1% of the population with the
highest incomes.
Source: CaixaBank Research, based on data from the World Inequality Database.

1. In the case of the United Kingdom, the Gini index has remained at similar levels over the last three decades, although there has been an increase in inequality at the
extremes, which is better reflected by measures such as the percentage of total income that is received by the top 1% of earners.
2.See S. Stantcheva (2022). «Inequalities in the times of a pandemic». Economic Policy, 37(109), 5-41.
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Another important vector of economic inequalities is the uneven
distribution of wealth. Wealth inequality, in part, results from the
accumulation of income inequalities, although other factors, such
as the receipt of inheritances or the types of assets in which wealth
is invested, also have an impact.? Changes in asset prices, such as
those of housing and financial assets, affect households differently
depending on where they lie in the wealth distribution. In general,
people with higher incomes tend to have a larger proportion of
their wealth invested in financial assets. Thus, households with
lower levels of wealth tend to be more sensitive to changes in
house prices, whereas wealthier households tend to be more
affected by changes in the profitability of financial assets.

If we look at the evolution of wealth inequality, the situation is
more uniform among the main euro area countries than it is for
income inequality. Specifically, the Gini index increased after the
financial crisis, but it has declined in most countries since 2015 (see
fourth chart). In Spain, the Gini wealth index stood at 67.2 points in

MR

Wealth inequality: Gini index by country
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Source: CaixaBank Research, based on data from the ECB (Distributional Wealth Accounts).

2024, below the level of France (71.3 points) and Germany (76.9 points). Metrics that measure the percentage of wealth that is

held by the wealthiest 5% of the population (and with a net wo
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rth of at least 1 million euros) also show increases in wealth
inequality after the financial crisis in the euro area, and in
particular in Spain, but greater stability from 2015 to 2024 (see
fifth chart).

In summary, although income inequality has shown divergent
trends globally and within developed countries, in most
countries income inequality has increased in the last 30 years,
with the notable exception of Spain. On the other hand,
wealth inequality has followed a more uniform trajectory in
the euro area, with sharp increases following the global
financial crisis that have partially eased since 2015. Both
variables are of crucial economic relevance for households
and itisimportant to monitor their evolution and adapt public
policies to the observed reality.

Oriol Aspachs and Josep Mestres Doménech

3. See ECB (2024). «Introducing the Distributional Wealth Accounts for euro area households», ECB Economic Bulletin, Issue 5/2024.
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