NON-FINANCIAL ACCOUNTS

Spain’s household and non-
financial corporate (NFC)
accounts for 2023

Whereas in 2022, corporate income registered significant growth, nearly revisiting pre-
pandemic levels, in 2023, it was household income that was more dynamic. By comparison
with 2019, in nominal terms, the income gap between the non-financial corporate (NFC)
and household sectors widened, revealing an incomplete recovery in the corporate segment
compared to solid growth in household income.

Abstract: Corporate income registered
significant growth in 2022, making notable
progress towards reaching pre-pandemic
levels. However, in 2023, it was household
income that was more dynamic. The trend
in household income has been relatively
favourable throughout the post-pandemic
years, despite the increase in inflation. This
has been largely attributable to the resilience
of the Spanish labour market labour, as well
as wage growth. These factors allowed Spain’s
households to absorb the impact of the
increase in interest rates in 2023 with relative
ease, as evidenced by the stability in the rate of
loan non-performance in this sector. As well,

household debt, at 74.2% of GDI, reached
its lowest level since 2001. In the corporate
sector, however, the increase in rates had a
more pronounced impact, although that is not
the only reason for its relatively weak earnings
performance. Indeed, Gross Operating
Surplus (GOS) registered moderate growth,
down significantly from 2022 and below the
growth in the compensation and benefits
received by Spanish households, which, in
contrast, accelerated. By comparison with
2019, in nominal terms, the income gap
between the non-financial corporate (NFC)
and household sectors widened, revealing an
incomplete recovery in the corporate segment
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Revised figures show that household GDI increased by more than

initially reported, which translated into higher savings and, ultimately,
a net lending position of 2.5 billion euros, rather than the initially
estimated net borrowing requirement of 1.75 billion euros. o

compared to solid growth in household
income. Lastly, investment levels at Spain’s
corporations remain depressed, with firms
preferring to use their profits to repay debt,
despite already healthy leverage levels by both
historical standards and by comparison
with their European peers.

Background

The situation in the global energy product
markets virtually normalised in 2023
following the crisis produced by the invasion
of Ukraine the year before. This, coupled with
monetary tightening, has curbed inflation,
with the rate in Spain dropping from 8.4% in
2022 to 3.5% in 2023. The impact of the rate
increases on the developed economies has
been smaller than expected so that, despite
the lethargic Eurozone economy, we can talk
about a “soft landing”. Against this backdrop,
Spanish GDP, which in 2022 revisited 2019
levels, registered growth of 2.5% in 2023,
significantly above the Eurozone average of
0.5%, although the bloc as a whole revisited
pre-pandemic GDP a year sooner than
Spain. The Spanish and European economies
once again presented remarkably resilient
employment dynamics last year.

Employment, compensation and
pensions drove growth in household
income

Before analysing the household sector’s
accounts in 2023, we need to point out that

11

the figures for 2022, analysed by Fernandez
(2023), have sustained slight corrections with
respect to the numbers originally published
by Spain’s Official Statistics Office (INE). The
revised figures show that household gross
disposable income (GDI) increased by more
than initially reported, which translated into
higher savings and, ultimately, a net lending
position of 2.5 billion euros, rather than the
initially estimated net borrowing requirement
of 1.75 billion euros. Despite that change, the
analysis provided in that paper remains valid
and the conclusions drawn have not changed
in any significant way.

Growth in household wage remuneration
accelerated to 8.8% in 2023, thanks to a
steady rate of growth in employment, coupled
with higher wages per job holder (+5.4%).
Property income also registered healthier
growth, shaped by interest income and
other income such as dividends. Indeed,
dividend income totalled 24.8 billion euros,
similar to the 2017 and 2018 figures but
still below the 2019 equivalent. Among
the other sources of household income, it
is worth highlighting the sharp growth in
social welfare benefits, mainly driven by the
adjustment to pensions for 2022 inflation
(Table 1).

Interest paid increased by 9.6 billion euros
to 24.2 billion euros (before the Financial

The increase in interest rates has been absorbed with relative ease,

in general terms, by Spanish households, as is evidenced by the
stability in loan non-performance — with the NPL ratio climbing just
0.2pp higher in 2023 to end the year at 2.6%, the lowest level in

12 years.
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Spain’s household and non-financial corporate (NFC) accounts for 2023

Table 1

Millions of euros

Non-financial accounts — households and NPISHs

2020 2021 2022 2023 | 2023 vs. | 2023 vs.
2022, % | 2019, %

SHRSOTRCEEIE U 505 660 563,058 602492 646,723 703,709 20.8
received

R lEl 510430 188,342 205766 218246 235701 8.0 11.0
surplus and mixed income

i el 215561 248,109 248,051 246217 270,509 9.9 25.5
WUESEUERUEEEE] 51900 42716 39,093 47,996 88448  84.3 70.4
income received

81,891 82082 96,150 101,109 105909 4.7 29.3
1,144,451 1,124,307 1,191,552 1,260,291 1,404,276  11.4 227
WEESEERUEREE] 5 451 4002 3502 7,153 24574 2435  350.8
income paid

Dele El Sy 173,464 174,386 184,224 192,822 210,687 9.3 21.5
contributions

Current transfers paid 78,029 75787 90,953 95433 99,053 3.8 26.9
Income and property tax 106,149 105,282 113,540 132,717 146,402 10.3 37.9

ﬁg‘(’ﬁied's"°sab'e 781,358 764760 799,333 832,166 923,560  11.0 18.2

714,535 627,505 687,133 766,611 813,066 6.1 13.8
Elretss S g (210 ek 63,164 131,977 111,127 62,213 106,900  71.8 69.2
capital transfers)

Gross capital formation 43,423 40,758 52,540 59,713 64,539 8.1 48.6
DCUEUCRORERIEIICR 19741 01219 58587 2500 42,361 - -
(-) position

LG R P 14,419 14,441 14,086 14,616 24,226 65.7 68.0
allocation of FISIM

Savings rate (% of GDI) 8.2 17.4 13.8 7.6 1.7 - -
Household borrowings 707,588 700,387 704,211 703,633 685,361 26 -3.1

As a % of GDI 90.6 916 88.1 84.6 742 = =

Sources: INE and Bank of Spain.

Intermediation Services Indirectly Measured
—FISIM— allocation), shaped by higher
interest rates on the back of monetary
policy tightening. However, that increase
was moderate by comparison with the
growth in household income, and therefore
did not prevent sizeable growth in GDI. It
is fair to say, therefore, that the increase
in interest rates has been absorbed with
relative ease, in general terms, by Spanish
households, as is further borne out by the
stability in loan non-performance: the
NPL ratio climbed just 0.2pp higher in 2023
to end the year at 2.6%, the lowest level in
12 years.

As for income and property tax paid by Spain’s
households, this heading experienced double-
digit growth once again in 2023, the difference
being that whereas in 2022 payments increased
by more than taxable income (calculated using
the national accounting numbers) this year’s
growth was more in line. Nevertheless, the
effective income tax rate remains considerably
above pre-pandemic levels. Social security
payments did increase by a little more than
wage earnings, possibly due to regulatory
changes, such as introduction of the so-called
intergenerational equity mechanism designed
to replenish the pension coffers, among other
things.
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The household savings rate came in at 11.7% of GDI, which

is above the levels observed before the pandemic; however, it is
still too early to tell if savings rates above pre-pandemic levels will
materialize into a structural change.

As a result, nominal GDI registered growth
of 11% in 2023, outstripping inflation, so
allowing households to recover some of the
purchasing power lost the year before. That
growth was also higher than the growth in
nominal consumption, so that savings once
again rose above the 100 billion mark, having
diminished the year before. The savings rate
came in at 11.7% of GDI, which is above the
levels observed before the pandemic. It is still
too early to tell whether the fact that savings
rates have remained above pre-pandemic
levels, a phenomenon observed virtually all
across the EU, is a structural or temporary
change.

Around 60% of those savings was earmarked
to GFCF, so that the household sector
generated a net lending position —the
difference between savings and investment—
of 42.36 billion euros. Most of this surplus was
used to purchase financial assets but also, in
a significant amount by historical standards,
to repay debt. The household sector’s stock
of outstanding debt therefore decreased, in
nominal terms and in relation to its GDI. The
latter ratio reached its lowest level since 2001,
at 74.2%.

Comparing the various headings with respect
to 2019 shows that nominal GDI has increased
by 18.2%, which is more than consumer
prices, so that household income has
increased in real terms. That nominal growth
is in line with the figures observed across the
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Eurozone. Nevertheless, due to population
growth in Spain, real GDI per capita has only
increased by a small margin, if we arrive at
the real figure by using national accounting
consumption as our deflator; if instead we
use CPI, real GDI per capita is still slightly
below 2019 levels. Real consumption per
capita, meanwhile, remains 2.4% below the
pre-pandemic equivalent. Household GCF,
however, was 48.6% above the 2019 figure,
growth that is above the Eurozone average.

The fact that purchasing power per capita is
at similar levels to before the health crisis,
while consumption volumes per capita
remain below that benchmark points to
room for considerable growth in household
expenditure in the coming years, particularly
considering that the rate of unemployment,
the key determinant of household savings
in Spain due to the precautionary effect,
continues to come down, coupled with the fact
that household purchasing power is expected
to recover further in 2024.

Weak recovery in corporate profits

The accounts for the NFC sector for 2022
and previous years have also been revised,
in this case by more than the household
sector’s accounts. The main difference with
respect to the previously published figures
lies with the property income received by the
NFCs, which was revised substantially lower,
giving rise to a considerable downward

The household sector’s stock of outstanding debt decreased, in

nominal terms and in relation to its GDI, with the ratio, at 74.2%,

reaching its lowest level since 2001.
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Spain’s household and non-financial corporate (NFC) accounts for 2023

Dividend payments increased by much more than the corporations’
bottom lines, so that their gross disposable income decreased

by 4.3%.

revision to the corporate income figure —
defined as GOS plus interest, dividend and
other income less interest paid — such that
by 2022 it was practically flat compared
to 2019, and not 5% higher, as had been
indicated by the original numbers. Moreover,
after the payment of tax, corporate income
was actually still below pre-pandemic levels.

Table 2

Millions of euros

Gross value added 655,976 571,669
Compensation of 379,041 360,581
employees

Gross operating surplus

(GOS) 275,154 215,278
GOS/GVA (%) 41.9 37.7

Interest, dividend

other income received 51,896 43,803

(net)

Interest paid 11,408 9,485
Qross entrepreneurial 315,642 249,596
income

Income tax paid 18,508 16,987

Other net income -10,020 -9,5622
after tax

Dividends paid 84,754 72,450

[CTEEENC S LELI Aol I 202,360 150,637

Gross capital formation 186,211 151,014

Capital transfers, net 2,764 5,550

Net Ier_@ng (+) /borrowing 18,913 5173

(-) position

Interest paid before the

allocation of FISIM ) U2

(?onsqlldated dept of non- 898,507 954,291

financial corporations
As a % of GDP 721 85.3

Sources: INE and Bank of Spain.

The revisions also had a considerable impact
on the volume of dividends paid out, which
meant that, despite the changes, corporate
GDI - firms’ income after tax and dividend
payments — was actually higher than initially
estimated. However, the GCF figures were
also revised upwards, so that the net lending
position barely changed.

Non-financial accounts — non-financial corporations

2023 vs. | 2023 vs.
2022, % | 2019, %
623,225 715,390 768,970 7.5 17.2
386,970 422,563 464,898 10.0 22.7
236,674 291,923 302,441 3.6 9.9
38.0 40.8 39.3 - -
31,358 38,810 63,439 63.5 222
8,525 13,994 37,743 169.7 230.8
259,507 316,739 328,137 3.6 4.0
23,019 27,098 32,788 21.0 77.2
-12,123 -12,912 -12,063 -6.6 20.4
224,365 276,729 283,286 2.4 -1.3
52,959 60,359 76,272 26.4 -10.0
171,406 216,370 207,014 -4.3 23
173,108 182,327 181,105 -0.7 -2.7
7,748 7,583 6,119 -19.3 121.4
6,051 41,626 32,028 -23.1 69.3
16,572 20,195 40,178 99.0 114.3
978,900 958,395 946,529 -1.2 5.3
80.1 71.2 64.7 - -
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Weak earnings performance may be behind the adverse trend in GCF

in the NFC sector, which in 2023 was still 2.7% below the 2019 figure in
nominal terms, making this the only sector in which investment is still
trailing pre-pandemic levels and making Spain the only Eurozone
country other than Ireland where this is the case.

Turning to 2023, the growth in corporate
income slowed considerably by comparison
with 2022 to 3.6%, shaped by slower growth
in GOS and higher net interest payments,
which increased by 20 billion euros (before
the FISIM allocation). The impact of this
increase on the corporations’ accounts was
greater than in the household sector, as the
incremental debt service burden used up a
much bigger percentage of the growth in their
income before interest.

Tax payments increased by much more
than the corporations’ income, leading to
a considerable increase in the effective tax
rate calculated using the national accounting
figures. After tax payments, corporate
income increased by 2.4%. Dividend
payments increased by much more than the

Exhibit 1

corporations’ bottom lines (albeit remaining
below 2018 and 2019 levels) so that their
gross disposable income, i.e., their savings
after the payment of dividends, decreased by
4.3% (Table 2).

By comparison with 2019, 2023 GOS was
9.9% higher [1] — the lowest rate of growth
among the Eurozone countries for which the
data is available — whereas corporate income
after tax was 1.3% below 2019 levels. This
weak earnings performance may be behind
the adverse trend in GCF in the NFC sector,
which in 2023 was still 2.7% below the 2019
figure in nominal terms. It is the only sector
in which investment is still trailing pre-
pandemic levels and also the only Eurozone
country (for which we have data) other than
Ireland where this is the case (Exhibit 1).

GFCF of non-financial corporations

Nominal volume, trailing four quarters, 4Q19 = 100
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120 ~
115
110 A
105 ~
100 A
95 1
90 A
85 1
80
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2020-Q1 1
2020-Q2
2020-Q3 1
2020-Q4 1
2021-Q1 1

Eurozone == Germany

Source: Eurostat.
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Spain’s household and non-financial corporate (NFC) accounts for 2023

There is no specific indicator for deflating
GFCF for the NFCs but it can be approximated
based on the trend in the deflators for the
various components of GFCF for the sectors
as a whole. Using that proxy, corporate
investment is still over 10% below 2019 levels
in real terms. It is also the only institutional
sector to have sustained a decrease in real
terms, as similar calculations indicate that
household, public sector and financial sector
investment have all increased since 2019 in
real terms.

The corporations used all their financial
surplus to repay debt. They even sold off
financial assets and used the proceeds to pay
down their debt, marking the first time since
2012 that the NFCs sold more financial assets
than they bought. As a result, the sector’s debt
decreased in nominal terms and in relation
to GDP, to 64.7%, the lowest level since 2002
and below the Eurozone average.

Exhibit 2

Conclusions

Whereas in 2022, corporate income registered
significant growth, nearly revisiting pre-
pandemic levels, in 2023, it was household
income that was more dynamic.

The trend in household income has been
relatively favourable throughout the post-
pandemic years, despite sharp inflation,
thanks, mainly to a strong job market and
wage growth. These factors allowed Spain’s
households to absorb the impact of the
increase in interest rates in 2023 with relative
ease. In the corporate sector, however, the
increase in rates had a more pronounced
impact, although that is not the only reason
for its relatively weak earnings performance.
Indeed, GOS, a measure of profits before
interest payments, registered moderate
growth, down significantly from 2022 and
below the growth in the compensation

Household gross disposable income and after-tax profits of
non-financial corporations

Nominal volumes, rebased: 2019 = 100

125 1
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105 +
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2019 2020

—4—Household GDI

2021 2022 2023

After-tax corporate profits

Source: Author’s own elaboration based on INE data.
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and benefits received by the country’s
households, which, in contrast, accelerated.

By comparison with 2019, the income gap
between the NFC and household sectors
widened, revealing an incomplete recovery in
the corporate segment (based on the national
accounting figures), compared to solid growth
in household income (all expressed in nominal
terms; Exhibit 2). Lastly, Spain’s corporations
have continued to display little appetite for
investment, preferring to use their profits to
repay debt, despite already healthy leverage
levels by both historical standards and by
comparison with their European neighbours.

Notes

[1] This result based on the national accounts
contrasts with the GOS measure published
by the Business Margins Observatory on the
basis of the corporations’ tax filings, which
points to stronger growth, although there are
many differences in the methodologies used to
calculate the two sets of statistics.
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