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Introduction

Public perception is that inequality is on the rise and
that the middle class is shrinking. This study analyses
empirical evidence over 15 years to clarify the validity of
this view. It provides a comprehensive picture of income
disparities within and between the EU Member States
from 2006 to 2021, covering a wide range of interrelated
indicators capturing income inequality, the middle
class, the degree of income polarisation and the role of
public policies in these trends. It examines the effect of
the Great Recession and the COVID-19 pandemic on
income inequality and provides insights into the impact
of the early stages of the cost-of-living crisis, using 2022
data on the material difficulties faced by European
households.

Policy context

After years of being sidelined in the policy debate while
European labour markets recovered after the Great
Recession, inequality is firmly back on the front page
following the COVID-19 pandemic and the ensuing cost-
of-living crisis. Growing inequality and a shrinking
middle class have emerged as concerns in public
discourse since these developments threaten the
cohesion of European societies.

Support measures were put in place during the
pandemic to maintain employment and help families
deal with the consequences of lockdowns, mainly
through job retention schemes (and minimum income
support systems), facilitated by escape clauses from EU
fiscal rules.

In the aftermath of the pandemic, energy prices started
soaring. The knock-on effects pushed inflation
progressively upwards, leading to a cost-of-living crisis,
prompting governments to implement policies to help
the most vulnerable households deal with their
worsening financial situation.

Labour markets and their institutions are basically
national, but adopting an EU-wide approach to monitor
income inequality is critical against a background of
deepening EU integration and enlargement towards the
east since the mid-2000s.

Key findings

o EU-wide income inequality declined significantly
between 2006 and 2021. This was entirely driven by
strong income convergence between EU Member
States. Average income inequality within the
Member States has remained broadly similar.

o This convergence is explained by remarkable
income growth in the Member States that joined
the EU with the 2004 enlargement (the EU13) and
sluggish progress (or even declines) in many of the
pre-2004 Member States (the EU14). In contrast to
central and eastern European (CEE) countries,
income levels in Mediterranean countries generally
failed to converge with higher-income Member
States.

o Thestability in average income inequality across
countries conceals diverging trends. Income
inequality increased in around half of the Member
States, especially several Nordic and Continental
countries (among them Sweden and Denmark,
which were much more egalitarian before), while it
declined in just over half, mainly several CEE and
Mediterranean countries (among them Romania,
Portugal, Greece, Poland and Croatia, which were
much more unequal initially).

o One of the factors driving income inequality is a
widening of wage disparities (which has occurred in
around half the Member States); another is the
weakening redistributive role of the family in most
countries. On the other hand, rising employment
(and activity) rates in most countries have reduced
inequality. So too has the welfare state’s cushioning
of inequality in market income (household income
before taxes and benefits are taken into account),
although the weakening of welfare states in some
countries has contributed to growing inequality.

o The growth inincome levels in the EU13 was in
many cases stronger among lower-income earners,
which reduced income inequality. The most
positive examples are the CEE countries, although
this was not the case in all, because the Great
Recession had a particularly strong impact in the
Baltic states and other EU13 Member States in the
Mediterranean region.
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On the other hand, the more moderate income
growth in the EU14, especially among the lowest-
income earners, led to growing income inequality
(and a shrinking middle class). This occurred in the
Nordic countries and most Continental countries.
Mediterranean countries present the bleakest
picture owing to the protracted effects of the Great
Recession on their labour markets.

An essential difference between the Great
Recession and the COVID-19 pandemic was the
coordinated policy response across the EU27 during
the pandemic, which resulted in employment levels
falling more moderately and in fewer countries than
during the Great Recession, continuing income
growth across most countries (albeit more
moderate than before the pandemic) and less
significant increases in income inequality (despite it
rising in around half of the countries).

The welfare state plays a critical role in cushioning
the effect of market income inequality, reducing it
by an average of around 42% across Member States
once social benefits and taxes are taken into
account.

Alarge middle class is characteristic of European
countries, representing a majority of the population
in all Member States, and this reflects inclusive
societies. The size of the middle class fell in almost
two-thirds of Member States; however, the analysis
does not indicate a generalised significant shrinking
of the middle class. It has become increasingly
difficult for people with low educational
attainment, young people and those out of work to
enter the middle class.

The share of people below the poverty threshold
(60% of median income) increased in two-thirds of
Member States between 2006 and 2021, which is
consistent with the reduction in the size of the
middle class, reflecting a movement from the
middle class to the low-income class across many
countries.

The best indication of the early impact of the
cost-of-living crisis in 2022 is the higher share of
households unable to keep their homes adequately
warm, since energy price levels grew well above
average inflation in 2022. The most precarious
households were hardest hit, especially people with
low educational attainment, the young, women and
those living in single-adult households (especially
with children).

Policy pointers

o

One of the main tools available to policymakers to
reduce income inequality is a strong welfare state.
Therefore policy tackling income inequality needs
to focus on strengthening the redistributive role of
social protection systems, especially in those
Member States where the weakening of this role
has contributed to growing income inequality.

A strong welfare state is especially important during
economic downturns. In the case of the COVID-19
pandemic, the massive increase in funds allocated
to social benefits in 2020 and 2021, mainly through
unemployment benefits to finance job retention
schemes, prevented a more negative impact on
European labour markets.

Policymakers should be aware of the need to reach
the most disadvantaged groups when designing
social benefit policies, since many of the lowest-
income earners fail to access the benefits they
need.

Most countries need to redesign benefit systems to
make them more progressive. Redistributing
income on a larger scale would improve the
capacity of the welfare state to cushion market
income inequality. Taxes on wealth, which are
negligible across most countries, would provide
more means for such redistribution.

The situation of those at the bottom of the income
distribution in recent years should be of concern
among policymakers. Apart from the increase in the
share of people below the poverty threshold in 2021
in half of the Member States, non-income data for
2022 covering the early stages of the cost-of-living
crisis reflect the growing financial difficulties faced
by households. This hardship could be alleviated by
targeted policies addressing the uneven impact of
soaring price levels across households.



This report aims to provide an evidence-based picture
of changes in income inequality and the middle class
across the EU27 between 2006 and 2021 to inform both
the policy debate and academic discussion. A robust
analysis of income disparities across European societies
is conducted by examining a wide range of interrelated
indicators including income inequality; income levels
across Member States and along the income
distribution; the size of the middle class and the share of
income received by different income groups; and
poverty rates and different indicators of economic
hardship across European households. The role of
public policies in explaining some of these trends is also
examined.

Responding to the generally held public perception that
inequality is on the rise and the middle class is shrinking
across European countries, this report provides
empirical evidence to answer questions such as the
following: How is income inequality changing in the EU
as a whole and how do between-country and within-
country dynamics influence such trends? Are these
trends similar across EU countries or are there distinct
geographical patterns? Are countries converging or
diverging in their levels of income, income inequality
and the size of the middle class? What has been the
impact of the recent COVID-19 pandemic and its
aftermath on the lowest-income households?

To answer these questions, the empirical analysis
conducted in this report uses the 2007-2022 editions of
the European Union Statistics on Income and Living
Conditions (EU-SILC). All EU Member States are
included, but Croatia is added only from the 2010
edition onwards. The one-year lag in the income data
provided by EU-SILC means that the bulk of the analysis
refers to the period from 2006 to 2021.

The approach this report takes adds value to the
existing research in several ways. First, it permits the
analysis of income disparities across the EU Member
States over a substantial period spanning 15 years. In
doing so, it updates previous Eurofound work on the
topics of income inequality and the middle class
(Eurofound, 2017, 2019) by adding information covering
the years of the COVID-19 pandemic. Moreover, a partial
picture of the early impact of the cost-of-living crisis is
provided by looking at the material difficulties faced by
European households in 2022.

Second, the time span of the analysis permits coverage
of two crises that were different in nature: the Great
Recession triggered by the 2009 financial crisis and the
COVID-19 pandemic. The report provides a comparison
of their impacts on European societies and digs into the
very different policy responses adopted by governments
during the pandemic, which partially explain the
contrasting impacts of the two episodes on European
labour markets.

Third, the report provides a comprehensive picture of
income inequality across the EU27 by using a wide
range of indicators. The empirical analysis maps the
changes in income inequality by looking at the changes
in income levels at different points of the income
distribution and the share of the total income received
by different income groups. It examines different
characteristics of the middle class: its size, income
levels and the share of income it obtains. It measures
income polarisation by looking both atincome
development across different income classes and at
whether similar or dissimilar patterns emerge within the
middle class itself. When mapping developments with
all these metrics, an attempt is made to distinguish
regional trends emerging within Europe, so that
different groups of countries can be identified and
characterised in terms of their trajectories in the period.

Fourth, beyond monitoring developments at country
level, this report also applies a truly EU-wide
perspective when analysing income inequality, an
approach that is scarce in the literature. Rather than
averaging trends across EU countries, a real EU-level
approach implies considering all income earners as part
of a single EU-wide income distribution, which is shaped
by both income inequality trends across the Member
States and income convergence between them. This
makes it possible to assess how income disparities
progressed in the EU on aggregate between 2006 and
2021 and how far convergence between the Member
States explains such trends.
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Report structure
The report is divided into eight chapters.

Chapter 1 presents a literature review and briefly
introduces the methodology.

Chapter 2 investigates income inequality from a purely
EU-wide perspective, while the next two chapters
analyse two contributing factors: changes in income
levels across Member States (Chapter 3) and changes in
income disparities within Member States over the
period of study (Chapter 4).

Chapter 5 focuses on the role of European welfare states
in cushioning inequality in market income by
redistributing income through the tax and benefit
systems. It also highlights the role of welfare state
interventions in limiting rises in inequality during the
COVID-19 pandemic.

Chapter 6 complements the analysis of income
disparities by looking at the development of the middle
class. It provides estimates of income dispersion and
how this is shaped by dynamics within the different
income classes and dissimilarity trends within the
middle class itself.

Chapter 7 turns the focus towards the most vulnerable
segments of society by looking at the share of people
below the poverty threshold and reporting on the
incidence of financial strain across European
households, capturing the first effects of the cost-of-
living crisis.

Chapter 8 concludes the report with a summation of the
findings.



1

Income inequality is a common topic in both policy
discussion and empirical research. The focus placed on
it typically varies depending on the particular situation
of European labour markets, which have been affected
by the business cycle of economic expansion and
contraction over the past three decades. Once the
financial crisis hit European economies in 2009 and
unleashed a protracted economic downturn in the
following years, commonly known as the Great
Recession, concerns about income inequality became
prevalent (Atkinson, 2015; OECD, 2011). Now, after some
years of being sidelined against a background of
recovering European labour markets, inequality is firmly
back on the front page following the COVID-19
pandemic and the cost-of-living crisis that ensued.

Inequality in household disposable income, the most
commonly used measure of inequality in research, is
related to a variety of other topics covered in the
literature, which may also have an influence on it, such
as inequality in other sources of income (mainly wages),
income polarisation and the situation of the middle
class. This chapter summarises the main findings from
the literature on these topics, with a focus on more
recent studies that address developments in research
on income inequality and the middle class since 2017.
For empirical studies covering the period before 2017,
please see the previous similar exercise by Eurofound
(2017).

Income inequality against the
background of COVID-19

The measure of income typically covered in empirical
studies on income inequality is household disposable
income, which is the aggregate of several income
components that result from labour market outcomes,
capital, household composition, and the
progressiveness of the tax and transfer systems
(Bonesmo Fredriksen, 2012). Income inequality is
expected to behave countercyclically, that is, increasing
during downturns and decreasing during upturns
(Storesletten et al, 2004; Bonhomme and Hospido,
2012). This is largely due to unemployment, since the
loss of labour earnings among people who lose their
jobs pushes income inequality upwards.

While empirical studies on income inequality across
EU countries during or after the COVID-19 pandemic are
still scarce, the small number that have been conducted

show that during the pandemic years income inequality
remained stable on average across EU countries. For
instance, the value of the income quintile share
(S80/520) ratio (comparing the income earned by the
top and bottom income quintiles) marginally decreased
in 2021 (to 4.74, compared with 4.99 in 2020 and 4.89 in
2019) for the weighted average across EU countries
(European Commission, 2023).

There are also simulation studies that estimate income
disparities. According to an ex ante empirical study
based on a microsimulation, income inequality
remained largely stable on average across EU countries
during the pandemic, declining by 0.24% (Lam and
Solovyeva, 2023). This is because household disposable
income remained steady for households in the bottom
income quintile, while it declined modestly for those in
the top income quintile. Nevertheless, household
market income (household income before taxes and
benefits are taken into account) visibly suffered during
the pandemic, with an average decline of 5.3% across
EU countries; households in the lower income quintile
were affected somewhat more by this drop in market
income levels.

Most empirical studies on income inequality focus on
developments within countries, while very few attempts
have been made to monitor income inequality in
supranational entities such as the EU (with some
exceptions, such as empirical studies on global
inequality levels, for instance that of Milanovic, 2005).
According to some of the few studies on EU-wide
income inequality, the impact of the pandemic has
been weak so far, and both within-country and
between-country disparities have not changed much,
as measured by the S80/S20 ratio (Dauderstadt, 2021,
2022).

Research has also identified a trend towards higher
wage inequality in all European countries during the
COVID-19 pandemic (Palomino et al, 2020), due to the
effects of lockdowns and social distancing measures on
the labour market. The more a country’s labour market
and economy are reliant on jobs that are not
teleworkable, the bigger the effect of lockdowns and
social distancing on jobs, and the greater the effect on
wages.

These and other empirical studies estimating income
inequality in the EU have been summarised in Table Al
in Annex 2.
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Impact of income-support
policies during the pandemic

Support measures were the most impactful factor in
stabilising household disposable income and absorbing
the decline in market incomes during the pandemic.
Generally, there is agreement on the effectiveness of
fiscal support measures across EU countries during the
pandemic (particularly in the form of job retention
schemes). Automatic stabilisers also played a part in
stabilising household disposable income, as did
minimum income support systems (Eichhorst et al,
2023).

Job retention schemes were enforced primarily to
preserve jobs and to provide compensation for those
workers who experienced a reduction in working hours.
Examples of job retention schemes include wage
subsidies and short-time work. Across the EU, these two
measures have been able to absorb a large part of the
drop in market incomes (Lam and Solovyeva, 2023).
While comparable data on the composition and
financing of pandemic-related income-support policies
across EU countries are difficult to obtain, it is possible
to assess the effectiveness of different income support
policies using microsimulation data. According to
calculations based on the tax-benefit microsimulation
model Euromod, monetary compensation schemes
have generally had the biggest cushioning effect in
reducing the impact of the economic shock on
household disposable income across EU countries
(Gasior et al, 2023), while the role of automatic
stabilisers has been smaller.

A shrinking middle class and an
income squeeze?

Many empirical studies provide evidence of and discuss
the possible reduction in the size of the middle class
across Europe. A general issue with these studies is that
there is no unanimous definition of the middle class,
which is approached differently across disciplines. For
instance, economists typically apply the income
approach, which defines the middle class based on
median income, including for example those
households that have more than 75% but less than
200% of the median national income. This is the
approach that will be followed in this report, which
defines a middle-income class, but it is important to be
aware of its limitations.

A common criticism of the income approach to defining
the middle class, typically coming from a more
sociological perspective, is that it resultsin a
heterogeneous and rather large group. It covers
households with very different realities and does not
take into account other aspects such as individuals’
occupational category, feeling of economic security and
status, or expectations about way of life regarding

education, property or healthcare. Thus, some studies
recommend using more nuanced approaches, for
instance through adapting an occupation- or skills-
based approach to study the working class in terms of
skilled and unskilled working class, and separating the
core of the middle class, which is close to the median
income, from, for instance, the upper middle class
(Gigliarano and Muliere, 2012; Oesch, 2022; Moawad and
Oesch, 2023).

Another topic in the literature is that of the middle-class
squeeze, which refers generally to an increasingly tight
financial situation among the middle class. The
established narrative of the middle-class squeeze
argues that income groups above and below the middle
class have seen better developments when it comes to
income and job growth, which means middle-income
households face higher risks of becoming low-income
households. Recent findings from the Organisation for
Economic Co-operation and Development (OECD) show
that incomes have been growing less in the middle than
higher in the range (OECD, 2019) and that the
proportion of people in the middle class is declining.
Moreover, the fact that the costs of middle-class
lifestyles (including education, housing and healthcare)
are rising faster than the incomes of the middle class
results in a declining status of the middle class, since it
is becoming harder to own homes and afford decent
education and healthcare, characteristics of the middle-
class lifestyle.

Many studies have measured the growth in economic
insecurity among the middle class (Bossert and
D’Ambrosio, 2013; Ranci et al, 2021). In addition, the
socioeconomic composition of the middle-class group is
changing; it is ageing because young people are less
likely to earn middle incomes. On top of that, upward
mobility in terms of income groups is declining, with a
decreasing chance for lower-middle earners to rise into
higher income groups. For instance, in Germany, the
probability that people in the lower middle class will
drop into the low-income class has risen, while the
chances for lower-income earners to rise into the
middle class have declined (OECD, 2021).

Nevertheless, empirical results are not one-sided. Salido
and Carabaia (2020) find that the income share of the
middle class remained stable between 1994 and 2013 in
the countries that were EU Member States before the
2004 enlargement, even though many members of the
middle class cannot buy goods of the same value any
more as the context has been changing, and the cost of
the middle-class lifestyle has risen. Other studies find
that economic developments have had a more negative
impact on the low-income class than on the middle-
income class: income levels have been declining more
in the low-income class than in the middle class
(Moawad and Oesch, 2023), while households with 20-
40% of the median income have fared worse than the
middle class (OECD, 2019).



Measuring income polarisation

In welfare economics, the concept of income
polarisation goes beyond the analysis of income
inequality and poverty. However, in Europe and for
European countries, the issue remains underexplored.
Income polarisation captures the shift from the centre
of the income distribution out into the tails, where the
population clusters around poles of the distribution. A
reduction in the size of the middle class (as well as a

decline in its homogeneity) would increase polarisation.

Recent research findings from a study by Fabiani (2023)
show a trend of increasing income polarisation in
Europe and especially an increasingly higher
concentration of the population in the lower tail of the
distribution. Out of the 10 countries covered (mainly
northern and western European countries), a hollowing
out of the middle class resulting in a higher
concentration in the lower tail of the distribution is
identified in 8 of them, the exceptions being Denmark
and Ireland. The current report has adopted the
methodology applied by Gigliarano and Muliere (2012)
to estimate income polarisation across EU27 countries.

Inflation has an uneven impact

Rising prices, first triggered by the effects of the
worldwide recovery from the COVID-19 pandemic and
supply chain disruptions and then aggravated by
Russia’s invasion of Ukraine, are receiving increasing
attention (Jorda and Nechio, 2023), partly because they
have differential impacts on different income groups
and therefore are a source of inequality (European
Commission, 2023). The inflation measures typically
used do not account for the fact that inflation affects
households differently, resulting in inflation inequality,
which depends on which income groups tend to
consume the goods that are particularly affected by
inflation, and how large a share of one’s income is
typically spent on a good (Claeys et al, 2022).

In analysing household effective inflation, that is, how
inflation is spread across households in the EU, Caisl et
al (2023) find that lower-income households are more
strongly affected by inflation than higher-income
households, and that this inflation gap can be traced
back to energy and food prices. In particular, energy for
housing is found to be the main contributor to inflation
inequalities.

Literature review and methodology

Wealth inequality much larger
than income inequality

It should be acknowledged that empirical studies on
income inequality underestimate the real extent of
inequalities. This is because an analysis of inequality
based on household disposable income captures
(albeit imperfectly) the income flows generated by
capital (such as dividends or rents) but not the stock of
capital owned by families (such as houses, bank
deposits and other monetary investments). The latter
needs to be captured by an analysis of wealth, which is
more unequally distributed than income (Bartels and
Schroder, 2020).

Wealth is highly concentrated and wealth inequality has
been steadily rising since the 1970s across EU countries,
largely driven by housing capital (Fuller et al, 2020).
Those who were able to buy land and houses in the past
have benefited from a rise in value of these assets, while
people who would like to purchase housing are
increasingly struggling to do so as prices escalate.
Wealth inequality has been observed to be lower in
southern and eastern Member States, and higher in
western Member States such as Austria and the
Netherlands (Eurofound, 2021). Recent studies also
indicate that wealth is influenced by different
determinants from income inequality: while political
and institutional determinants (such as job retention
schemes during the pandemic) may have a stronger
effect on income inequality levels, they have less impact
on determining wealth inequality levels. It is precisely
wealth disparity that may be fuelling sentiments of
unfairness and injustice among many segments of
European societies, and fails to be captured by
empirical studies on income inequality.

Methodological approach

This report aims to provide a picture of income
inequality across the EU that spans more than 15 years.
It mainly uses data from the 2007-2022 editions of
EU-SILC, which provide income data from 2006-2021,
given the one-year lag in the income data in EU-SILC.
The empirical analysis uses a wide range of indicators
that capture income disparities within European
societies and in the EU as a whole.

The report focuses predominantly on disparities in
household disposable income (among people aged 16
and over) but examines other measures of income as
well. This is why, instead of using the household
disposable income variable provided by EU-SILC,
differentincome variables have been constructed using
a step by step approach, adding different sources of
income at every step. This makes it possible to
decompose household disposable income into its
different components so that comparisons can be
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made, for instance between income and wages, or to
analyse the role of the family pooling of resources or
that of the welfare state in cushioning income
inequality. For full details on the methodology followed
in this report, see Annex 1.

Graphical representation of income data

Given the one-year gap between the year of the EU-SILC
edition and the income data (which refer to the previous
year), the reader must bear in mind that the year
indicated in the figures and tables depicting income
information always refers to the year of the EU-SILC
edition, while the text refers to the actual year the
income was received (the previous year).

Use of country groupings

In much of its reporting of results, this report clusters
the EU Member States into categories. The top-level
categories are the EU14 and the EU13. The EU14 are the
Member States that were in the EU prior to 2004.

Within this group, three country clusters may be
identified: Continental (Austria, Belgium, France,
Germany, Luxembourg and the Netherlands); Nordic
(Denmark, Finland and Sweden); and Mediterranean
(Greece, Italy, Portugal and Spain). Ireland is not
included in a cluster.

The EU13 are the Member States that joined the EU after
2004. Within this group, 11 are in the central and eastern
European (CEE) cluster (Bulgaria, Croatia, Czechia,
Estonia, Hungary, Latvia, Lithuania, Poland, Romania,
Slovakia and Slovenia), although the Baltic states
(Estonia, Latvia and Lithuania) are sometimes singled
out as a separate subgroup. The remaining two
countries within the EU13 (Cyprus and Malta), plus
Slovenia, may sometimes be included within the
Mediterranean cluster.



2 | EU-wide income inequality declines
because of income convergence

This chapter adopts a truly EU-wide perspective in
analysing inequality in household disposable income
between 2006 and 2021 (using EU-SILC 2007-2022
editions). This means considering all income earners
across the Member States as part of a single EU-wide
income distribution that is shaped by both the
development of income disparities within countries and
disparities in average income levels between countries.
This is not a common approach, since labour markets
and their institutions remain national, but adopting an
EU-wide approach is very relevant against a background
of deepening EU integration and strong convergence
between Member States following the EU enlargement
towards the east from the mid-2000s. This approach is
one of the added values of previous Eurofound research
on income inequality (Eurofound, 2017).

Snapshot of the EU-wide income
distribution

The EU-wide household disposable income distribution
is depicted in Figure 1, based on the most recent data,
which are for 2021 (EU-SILC 2022 edition). Allincome
earners in the EU are part of this single EU-wide
distribution: the vertical axis shows the percentage of
people who earn a certain yearly income per year,
broken down by the different Member States they come
from; the horizontal axis depicts the income categories,
where each bar represents intervals of €1,000 of
equivalised household disposable income, expressed in
euro adjusted by purchasing power parity (PPP) to take
into account differences in price levels across countries.

Figure 1: EU-wide population by equivalised household disposable income in PPP euro, 2022 (%)
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Figure 1 can be read as follows: the first bar shows that
more than 0.5% of Europeans (aged 16 and over) have
an equivalised household disposable income below
€1,000 per year, while around 4% of Europeans are
found in each of the six €1,000 intervals from €12,000 to
€18,000 per year. Moreover, the vertical lines divide the
European population into income quintiles, each of
them containing 20% of the European population.

The EU-wide income distribution looks like the typical
country-level distribution, with many people
concentrated around middle to low income levels

(in this case, with 40% of the population earning
between €11,000 and €21,000 per year, and 20% earning
less than that) and a distribution skewed to the right,
with a long tail representing some people with very high
income levels.

Two main conclusions can be drawn from the figure.
First, a significant share of the lowest-income earners in
the bottom quintile (income levels below €11,000) are
from EU13 Member States. A significant proportion of the
populations of most CEE countries (and Mediterranean
countries, although to a lesser extent) falls within the
20% of the European population with the lowest income
levels. In contrast, the pre-2004 Member States (referred
to henceforth as the EU14) are represented much more
in the top income quintile (80-100%), since they
account for most of the people earning at least €29,000
per year. Focusing on the top 1% of income earners,
almost all people with a yearly income above €71,000
are German, French, Italian, Dutch or Spanish.
Information about the highest incomes needs to be
interpreted with caution, however, since EU-SILC
probably underestimates higher income levels owing to
poor coverage of the population at the very top of the
distribution, as is commonly the case with surveys

(see methodology in Annex 1).

Second, there is also quite an overlap in the distribution
of national populations along the EU-wide income
distribution. The EU14 countries that dominate the top
income quintile also have significant shares of their
populations within the EU-wide lowest income quintile,
something that is more obvious in the case of the most
populous countries such as Germany, France, Italy and
Spain. Conversely, Czechia and other large CEE
countries such as Poland and Romania have significant
parts of their populations spread over the second, third
and fourth EU-wide income quintiles.

These two insights suggest that, while notable
differences in income levels between countries exist,
income disparities within countries may be more
important to explain EU-wide income inequality levels.
This is confirmed in the next section.

Convergence reduced EU-wide
income inequality

The main metrics measuring income inequality for the
EU as a whole are presented in Table 1. Two main facts
emerge. First, all the different indicators point to a
downward trend in income disparities for the EU as a
whole over the period. This trend was reversed only
between 2008 and 2013, during the Great Recession and
its aftermath; income disparities continued declining
thereafter, even in the most recent years against the
background of the pandemic. Second, this decline in
EU-wide income inequality is entirely driven by a strong
process of income convergence between EU countries,
while income disparities within EU countries have
remained constant on average.

The remainder of this section discusses these data in
more detail. It should be noted that there is a break in
the German income data in the EU-SILC 2020 edition
(referring to income in 2019), resulting in higher income
levels in Germany, which affects the results presented in
Table 1. For this reason, the same indicators but
excluding Germany are provided in Table A2 in Annex 2,
and the results presented in this section refer to this fact
whenever relevant.

EU-wide income inequality is higher than average
income inequality across countries. Income inequality
for the EU as a whole in 2021 was 0.322 as measured by
the Gini index, which ranges from 0 to 1. This is higher
than the Gini unweighted average across EU countries
(0.292), reflecting the fact that EU-wide income
inequality does not only capture income disparities
within countries but also incorporates disparities in
income levels between countries.

EU-wide income inequality is significantly lower than
that of other major economies, such as Mexico (0.42 in
2020), Turkiye (0.403 in 2020), the United States
(0.375in 2021), the United Kingdom (UK; 3.554 in 2021)
and Japan (0.334in 2018).} It is also lower than that of
some Member States: Bulgaria, Lithuania, Latvia, Italy
and Estonia (see Chapter 4).

1 Based on Gini index data for 2020 from the OECD Income Distribution Database, which also shows that income inequality in other major economies such

as Australia (0.318 in 2020) and Canada (0.292 in 2021) is lower than in the EU.
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Table 1: Multiple indicators demonstrating declining EU-wide income disparities (2007-2022)

2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021 | 2022

Gini indices

Gini 0.359 | 0.358 0.350 | 0.348 | 0.351 | 0.351 | 0.351

Gini (unweighted
average)

Theil index and its components
Theil total

Theil between
countries

0.071 | 0.067  0.058 | 0.057 | 0.057 | 0.058 | 0.058

Theil within
countries

0.293 | 0.294 | 0.292 | 0.291 | 0.291 | 0.292 | 0.296

0.227 1 0.231 0.219 | 0.216 | 0.223 | 0.222 | 0.222

0.156 | 0.164 0.161 | 0.159 | 0.166 | 0.164  0.165

0.350 | 0.348  0.345 | 0.340 | 0.336 | 0.332 | 0.335  0.332 | 0.322

0.301 | 0.300 | 0.299 | 0.297 | 0.294 | 0.295 | 0.293 | 0.293 | 0.292

0.218 | 0.217  0.218 | 0.209 | 0.207 | 0.208 | 0.203 | 0.199 | 0.186

0.054 | 0.053 | 0.050 | 0.046 | 0.042 | 0.038 | 0.039 | 0.036 | 0.029

0.163 | 0.164 0.168 | 0.163 | 0.165 | 0.169 K 0.164 0.163  0.157

Palma index and its components (income received by top 10% and bottom 40%)

Palma index 149 | 149 | 142 1.40

Top 10% (%) 254 | 259 | 254 | 253 | 25,5 | 254 | 255
Bottom 40% (%) | 17.0 | 17.4 | 179 | 18.0 | 179 179 179

142 | 142 | 143

142 | 140 | 1.38 | 134 | 1.32 | 1.29 | 1.31 | 1.30 | 1.23
254 | 253 | 252 | 25.0 | 249 | 248 | 251 | 251 | 244
179 | 18.1 | 18.2 | 186 | 18.9 | 19.2 | 19.2 | 193 | 19.9

Income quintile share (S80/S20) ratio (income received by top 20% and bottom 20%)

S80/S20 ratio 7.8 153 6.9 6.9 7.0 7.0 7.0
Top 20% (%) 41.2 | 414 409 | 40.8 | 41.0 | 41.0 411
Bottom 20% (%) | 5.3 5.6 59 519) 59 59 519

7.0 6.9 6.8 6.4 6.2 6.0 6.0 519 515,
41.0 = 40.9 | 40.7 | 40.3 | 40.2 | 39.9 | 404 | 403 @ 395
5.8 6.0 6.0 6.3 6.5 6.7 6.7 6.8 7.1

Notes: The EU aggregate includes all Member States except Croatia. The Gini unweighted average is of the Gini indices across Member States.

Source: EU-SILC 2007-2022 editions (income referring to 2006-2021)

Inequality has declined amid two economic crises that
had different impacts. The trend in EU-wide income
inequality is downward over the period (see Figure 2).
Income inequality tends to change countercyclically,
declining in times of economic upturns and increasing
in times of turbulence in labour markets (captured here
by changes in the unemployment rate). This explains
why the only two episodes when the reduction in EU-
wide income inequality was (at least somewhat) halted
over the period correspond to two economic crises.

First, the Great Recession and the years of economic
hardship that ensued caused a large surge in
unemployment and pushed inequality upwards
between 2008 and 2013. More recently, the sudden
economic recession caused by the outbreak of COVID-19
virus in March 2020 resulted in unemployment levels
growing only modestly, and a slowdown in the ongoing
decline of EU-wide income inequality.

The picture of the two pandemic years (2020 and 2021)
is somewhat nuanced by whether Germany is included
in the analysis or not. If itis included, the break in
Germany’s data series causes a surge in EU-wide income
inequality in 2019, before continuing to decline in the
two years of the pandemic, more moderately in 2020
and very significantly in 2021. If Germany is excluded,
the ongoing reduction in EU-wide income inequality
halts in 2020 before continuing with a significant
reduction again in 2021.

However, whatever the case, EU-wide income inequality
was lower in 2021 than in 2019, which points to the
quite different impact of the pandemic from that of the
Great Recession a decade before.

Average income inequality within the Member States
(the Gini unweighted average) remained relatively
constant between 2006 and 2021, although it increased
significantly between 2009 and 2013 against the
background of the Great Recession and declined
thereafter. The same happened, although to a lesser
extent, during the pandemic in 2020 and 2021.
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Figure 2: EU-wide income inequality falls (EU-wide Gini index including and excluding Germany, Gini
unweighted average and unemployment rate, 2007-2022)
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Source: EU-SILC 2007-2022 editions (income referring to 2006-2021)

The EU-wide income inequality reduction is due to
income convergence between countries. The Theil
index is an alternative measure of inequality whose
main advantage is that it is decomposable, which
makes it possible to divide EU-wide inequality into two
explanatory factors: the within-country component,
which summarises the income disparities existing in
each EU country, and the between-countries
component, which captures the cross-country
disparities in average income levels.

Figure 3 presents the Theil index and its two
components, offering three main insights. First, the
picture of inequality is largely consistent with that
provided by the Gini index: there is a clear downward
trend in EU-wide income inequality, reversed only
during the years immediately after the Great Recession.
In this case, income inequality declines thereafter, up to
the end of the period, including the two years of the
pandemic.

Second, the fall in EU-wide income inequality is entirely
due to the decline in the between-country component,
while the within-country inequality component is much
more stable.? This means a strong process of
convergence in average income levels between EU
countries is behind the compression of the EU-wide
income distribution (depicted in Figure 1). This process
was halted only between 2008 and 2013, which together
with growing within-country income inequalities
pushed EU-wide income inequality upwards during the
Great Recession. Nevertheless, income convergence
resumed after 2013 and continued up to the end of the
period (with the sole exception of 2019, due only to the
break in the German data in the EU-SILC 2020 edition,
which pushed average income levels upwards in this
relatively high-income country).

Third, the within-country component accounts for most
EU-wide income inequality, and increasingly so given
the strong income convergence between EU countries.
Income disparities within EU countries explained less
than 68% of the EU-wide income inequality level in 2006
but 84% of it in 2021.

2 Although related, the within-country component of EU-wide income inequality is not the same as the unweighted average of the Gini indices presented
earlier. The former is the result of capturing broad income disparities within EU countries, with each country having a different weight, while the latter is

unweighted and based on the Gini index.
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Figure 3: Income convergence pushes EU-wide income inequality downwards (Theil index, 2007-2022)
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Note: The EU aggregate includes all Member States except Croatia.
Source: EU-SILC 2007-2022 editions (income referring to 2006-2021)

Additional measures of income dispersion confirm the
decline in EU-wide income disparities. While the Gini
index is very sensitive to changes in the middle of the
income distribution, the Palma index and the income
quintile share ratio (also known as the S80/S20 ratio)
are alternative inequality indices, which are affected
much more by what occurs at the top and bottom of the
income distribution. Nevertheless, the data show they
both followed a similar trajectory to the Gini index over
2006-2021 (see Table 1).

The Palma index compares the total income received

by the richest 10% with that received by the poorest
40% of the population. It declined from 1.49 to 1.23 over
2006-2021, meaning the richest 10% of Europeans had
almost 50% more total income than the poorest 40% of
Europeans in 2006, dropping to 22% more total income
in 2021. The decline is even stronger when one
compares the income that goes to the richest 20% and
the poorest 20% of Europeans as indicated by the value
of the S80/S20 ratio, which fell from 7.8 to 5.5.

These data reflect the fact that income growth over the
period is larger the more one moves down the EU-wide
income distribution. Income levels at the bottom of the
EU-wide income distribution are key to understanding
the trends in income inequality: it is their remarkable

=== Theil between countries

Theil between countries (excluding Germany)

growth that has driven EU-wide income inequality
downwards, and it is the relatively strong negative
impact of the Great Recession at the bottom of the
distribution that reversed the decline in income
disparities between 2008 and 2013, which resumed their
decline thereafter and continued to do so even during
the two years of the pandemic.?

This remarkable income growth at the bottom of the
EU-wide income distribution, which is to a great extent
the result of the very notable process of income
convergence between countries identified above, is
covered in more detail in the next section.

Real income grew more at the
bottom of the EU-wide distribution

This section provides comprehensive data on income
growth along the EU-wide income distribution that help
explain the trends in income inequality described in the
previous section. It uses data on income levels broken
down by EU-wide income quintiles and deciles, which
illustrate the changes in living standards across
different groups and how they were affected by
economic upturns and downturns. In order to
adequately capture these changesin living standards,

3 The changes in the Palma index and S80/S20 ratio depicted are partially explained by the break in the German data in 2019 (EU-SILC 2020 edition), which
results in a significant increase in the total income received by the top 10% and 20% of EU citizens (which include many Germans) and a surge in both
indicators in 2019, before declining in 2020 and 2021. If Germany is excluded, both indicators decline consistently from 2012 to 2021 because the income
received by the richest 10% and 20% of Europeans increased very moderately every year between 2014 and 2021 (without the surge in 2019), while that
received by the poorest 40% and 20% of Europeans grew much more significantly (see Table A2 in Annex 2).
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the data on income are calculated in real terms
(adjusted by inflation) and expressed in euro adjusted
by PPP to take into account differences in price levels
across countries.*

Therise in income levels has been remarkable at the
bottom of the EU-wide income distribution. An initial
snapshot of the changes in income levels over the
EU-wide income distribution is provided in Figure 4. It
depicts the changes in average income levels across the
five household disposable income quintiles, which
result from dividing the EU’s working-age population
into five groups of equal size (each of them representing
20% of the population) depending on theirincome
levels, from the lowest-income earners (quintile 1)

to the highest-income earners (quintile 5). Two main
insights emerge.

One is that income levels increased much more at the
bottom of the EU-wide income distribution. They grew
by almost 60% between 2006 and 2021 among the 20%
lowest-income earners in Europe, and by almost 30%
for those in the second EU-wide income quintile. This
contrasts with moderate increases among those in the
third income quintile (15%) and in the two top income

quintiles (slightly above 10%). This confirms the key

role played by income growth at the very bottom of the
EU-wide income distribution in driving EU-wide income
inequality downwards, including during the pandemic.®

Areminder is needed when interpreting the results,
since these refer to the EU-wide income distribution.
Data on income at the bottom of the EU-wide income
distribution reflect not only changes within EU societies
but also general developments in lower-income
countries, where more of the population lies within the
bottom of the EU-wide income distribution. Therefore,
improving income levels in these countries will be
reflected more strongly at the bottom of the EU-wide
distribution. That is what occurred in the EU over the
period in question. This remarkable income growth at
the bottom of the EU-wide distribution and therefore
declining EU-wide income inequality are largely the
result of a strong process of income convergence
between EU countries, by which income growth has
been much higher in those countries characterised by
lower average income levels (and therefore more often
at the bottom of the EU-wide income distribution),
such as CEE countries.®

Figure 4: Income growth in the EU-wide bottom income quintiles outpaces that in the top quintile (changes in

income levels, by quintile, EU-wide, 2007-2022)
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Note: The EU aggregate includes all Member States except Croatia.
Source: EU-SILC 2007-2022 editions (income referring to 2006-2021)

4 Since inflation differentials across countries are already taken into account by PPP, income levels across countries have been adjusted by the general EU

inflation rate to obtain real income for the EU as a whole.

5 The noise introduced by the German data break explains the high growth in income levels for quintile 5 (and quintile 4 to a lesser extent) in 2019 (EU-SILC
2020). If Germany is excluded, there is a modest and constant increase in income levels for quintiles 4 and 5 over the most recent years.

6 This very notable income growth at the bottom of the EU-wide income distribution is partially also the result of rising income levels among the poorest
people in all Member States, but this cannot be the main reason, because EU14 countries are much less represented at the bottom of the EU-wide
distribution and because income inequality within the Member States did not generally decline across all of them over the period.
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The second main insight from Figure 4 is that income
levels at the bottom of the income distribution are
generally more responsive to changes in economic
conditions. While income growth at the bottom of the
EU-wide income distribution tends to be well above
average in economic upturns (driving EU-wide
inequality downwards), it tends to be more negatively
affected in economic downturns (driving EU-wide
inequality upwards), as occurred in the Great Recession.
The reason for this trend, apart from deteriorating
economic conditions having relatively more impact on
the more vulnerable people, is the greater vulnerability
of lower-income countries to economic shocks, while
higher-income countries tend to weather crises better
(see Chapter 3).

The business cycle affects income growth over the
EU-wide distribution. A more detailed picture of the
changes in income levels along the EU-wide income
distribution across the different subperiods is provided
by Figure 5. It depicts EU-wide household disposable
income deciles on the horizontal axis, which result from
dividing the EU’s working-age population into 10 groups
of equal size (each of them representing 10% of the
population) depending on their income levels, from the
lowest-income earners (decile 1) to the highest-income
earners (decile 10). The vertical axis depicts the growth
inincome levels (in percentages) over each of the four

EU-wide income inequality declines because of income convergence

subperiods. The subperiods represent different
business cycles and were chosen based on changes in
EU27 aggregate data on employment and gross
domestic product (GDP) per capita.

These data reflect the same two facts as the quintile-
based data but in a way that illustrates the trends in
each subperiod more clearly. First, the magnitude of the
income growth has almost always been inversely
related to the position in the EU-wide income
distribution, being much higher at the bottom and
moderating progressively towards the top. Second,

this is so because income levels at the bottom of the
EU-wide distribution are more responsive to changes in
the business cycle, so that they rise more during good
times in labour markets, therefore reducing EU-wide
income inequality (and resulting in income convergence
between EU countries). This was the case over most

of the period, during the economic expansions of
2006-2008 and 2013-2019, while the Great Recession
and the pandemic provide two contrasting examples of
labour market behaviour in times of economic crisis.

Between 2008 and 2013, income levels were negatively
affected over the entire distribution, but especially at
the very bottom of the EU-wide income distribution
(mainly in decile 1), which led to growing EU-wide
income inequality and reflects the halt in the process of

Figure 5: Bottom EU-wide income deciles perform better in economic upturns while top deciles perform
worse (changes in income over four subperiods, by decile, EU-wide, 2007-2022, %)
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income convergence between EU countries, as income inequality. The key difference from the Great
explained earlier. In contrast, despite deteriorating Recession was the absence of employment turbulence,
economic activity levels during the pandemic, income due to the job retention schemes deployed during the
levels behaved rather similarly to previous subperiods pandemic, which resulted in the EU27 unemployment
of economic expansion: income levels continued to rate increasing only from 6.8% in 2019 to 7.2% in 2020
grow between 2019 and 2021 (although more and 2021. Chapter 4 will provide a direct comparison
moderately than in 2006-2008 and 2013-2019) and they between the Great Recession and the pandemic across
did so relatively more at the bottom of the EU-wide EU countries.

distribution, which explains the decline in EU-wide

Summary

EU-wide income inequality declined significantly between 2006 and 2021. This downward trend was reversed only
between 2008 and 2013, during the Great Recession and its aftermath; it resumed thereafter and continued even in the
most recent years against the background of the COVID-19 pandemic.

This notable decline in EU-wide income inequality is entirely driven by a strong income convergence between the
Member States, since income inequality within these countries was on aggregate broadly similar in 2006 and 2021.
This process of convergence is reflected by the remarkable income growth at the bottom of the EU-wide income
distribution (where lower-income countries such as the CEE Member States are more prevalent), while growth in
income levels has been more subdued in the middle and at the top of the EU-wide income distribution.

The analysis confirms that the remarkable income growth at the bottom of the EU-wide wage distribution has played a
key role in driving inequality downwards, which reflects income convergence between Member States. Income levels
at the bottom of the EU-wide distribution are more responsive to changes in the business cycle. They have been
pushed upwards by higher growth in wage levels and by better employment outcomes. Moreover, the avoidance of an
unemployment surge during the pandemic explains the very different changes in EU-wide income levels compared
with those of the Great Recession.
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3 | Central and eastern European
countries drive income convergence
of Member States

This chapter examines trends in average household differences, with average income ranging from more
disposable income across EU Member States between than €50,000 in Luxembourg to barely more than €6,000
2006 and 2021. This indicator represents the financial in Romania.

means available to families to cover their needs and
thus is a measure of economic development and
well-being. The analysis compares household

EU Member States can be broadly splitinto three groups
based on their income levels:

disposable income levels and looks at their convergence o 10 high-income countries, all of them in the EU14,
between Member States. It also examines how income comprising countries from the continental cluster
levels have been affected by changes in the business (Austria, Belgium, France, Germany, Luxembourg
cycle, most notably the impact of the Great Recession and the Netherlands), the Nordic Member States
and the COVID-19 pandemic. and Ireland
o 5 middle-income countries, which can be generally

H labelled as Mediterranean (Cyprus, Italy, Malta,
Differences between Member Sloventa and Spain)
States o 12 low-income countries, including the 10 CEE
Significant income differentials exist between countries, plus Greece and Portugal

EU countries. Figure 6 shows the yearly equivalised
household disposable income reported by survey
respondents across EU countries (in terms of average
levels in euro in nominal terms, without adjusting for
differences in the cost of living) in 2021. It reveals stark

Figure 6: Average income levels vary greatly across EU Member States, 2022 (€)

50,000 |

40,000

30,000 |

20,000 |

10,000 -

High income Middle income Low income

Note: Data refer to the average yearly equivalised household disposable income in nominal terms.
Source: EU-SILC 2022 edition (income referring to 2021)
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Upward convergence in income
levels

Strong upward income convergence between

EU countries has taken place.” Although between-
country income differentials are still significant within
the EU, they reduced greatly over the period studied.
The best way to capture the between-country
developments behind the declining trend in EU-wide
income inequality described in the previous chapter is
to use EU-SILC data on average household disposable
income levels across EU countries in real terms
(adjusted by inflation) and in euro adjusted by PPP to
take into account differences in price levels across
countries.®

Once these data are used, cross-country differentials
are still notable, but less so.? This can be seen in Figure 7,
which depicts income levels in 2006 in the Member
States and the changes over the subsequent 15 years.
There is a strong negative association between the two
variables, revealing the intensity of the process of
income convergence between EU countries that took
place over the period and is explained by developments
at both extremes of the income level scale, but
especially at its lower bound.

o Atthe bottom of the income scale, 9 of the 10 CEE
countries, which had the lowest income levels in
2006, saw the largest increases by far among
EU countries. Real income levels more than
doubled in Bulgaria and Romania, doubled in
Lithuania, almost doubled in Poland and Latvia
(and Estonia, to a lesser extent), increased by more
than 40% in Czechia and increased by almost 30%
in Croatia and Hungary. Slovakia is the only country
whose income growth (14%) was not among the
highest, despite still being above the average of all
EU countries. This income growth among CEE
countries has been remarkable and is the main
reason behind the upward income convergence

between EU countries, although these 10 countries
were still among those with the lowest real income
levels in 2021. However, in five of them average
income levels had exceeded those of Greece and
Portugal.

At the top of the income scale, in many of the
countries characterised by the highest income
levels in 2006, real income levels have grown only
modestly or even declined. Virtually all of them are
from the EU14, mainly Continental and Nordic
countries. Average incomes declined in Luxembourg
and Ireland (as well as Cyprus outside the EU14),
remained stable in Italy, increased negligibly

(by less than 10%) in Sweden, the Netherlands,
France and Finland, and increased moderately

(by less than 20%) in Denmark, Austria, Germany
and Belgium. This generally sluggish growth in
income levels among most of these high-income
countries is another factor explaining income
convergence between EU countries, although it is
not as significant as the upward push coming from
the income increases in CEE countries.

Convergence between EU countries could have
been even stronger if the small group of countries
that were characterised by medium income levels
in 2006 had managed to converge significantly
towards higher income levels, as CEE countries did.
Among these countries, which can generally be
classed as Mediterranean, the only one that
managed to significantly close the gap with those
countries characterised by higher income levels
(and therefore converge) is Malta. Spain and
Slovenia failed to converge significantly because
their income growth was rather modest, while real
income levels even declined in Portugal and
especially in Greece. Italy could also be placed in
this Mediterranean cluster as another example of a
country with negligible improvement in incomes,
butits average income is higher.

7 The degree of convergence is assessed in this report by comparing the starting levels (of income in this case) with their growth rates over the period. This
is referred to as beta convergence. It can be characterised as upward convergence when the average income level across countries increases, as is the
case. For more details on Eurofound’s framework for monitoring convergence, see https://www.eurofound.europa.eu/en/resources/eu-convergence-

monitoring-hub.

8 Price differentials between countries are already taken into account by PPP, so all income levels across countries have been adjusted by the general EU
inflation rate to obtain the incomes in real terms and in PPP-adjusted euro, which is the appropriate indicator to cover EU-wide income developments.

9 In 2006, real income levels in PPP-adjusted euro ranged from 29,466 in Luxembourg to around 3,266 in Romania. The adjustment by PPP reduces income
levels in countries such as Luxembourg (characterised by high incomes but high price levels too) and reduces them in countries such as Romania

(characterised by low incomes but lower price levels).
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Central and eastern European countries drive income convergence between Member States

Figure 7: Upward income convergence between EU Member States (real income in PPP-adjusted euro in 2007

and change over 2007-2022)
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Notes: The degree of convergence (beta convergence) is assessed by comparing the starting income levels with their growth rates over the
period: the correlation coefficient between the two variables shown is 0.54. For Croatia, change is measured using the 2010 EU-SILC edlition.

Source: EU-SILC 2007-2022 editions (income referring to 2006-2021)

Figure 8 provides data on the subperiods between 2006
and 2021, which makes it possible to assess the
characteristics of income convergence over different
economic cycles.

o Income convergence was strong during economic
expansion (2006-2008 and 2013-2019),
characterised by much stronger income growth
among lower-income countries (mainly CEE
countries) and more modest growth among
higher-income countries.!® Mediterranean
countries generally failed to converge significantly
over the period, but in some cases theirincome
levels rose significantly (in Spain between 2006 and
2008 and in most of them between 2013 and 2019).

o Convergence stalled between 2008 and 2013. This is
because, despite the Great Recession resulting in
income corrections in a majority of countries, it had
a very uneven impact within Europe. On the one
hand, most higher-income countries weathered the
crisis better: average incomes grew in Austria,
Belgium and Denmark; fell moderately in France,
Finland, Germany and Sweden; and declined more

significantly only in Cyprus, Ireland, Luxembourg and
the Netherlands. On the other hand, the correction
in income levels was generally stronger among
many middle- and low-income countries: it was very
significant in several Mediterranean countries
(Greece and Spain, and to a lesser extent Italy and
Portugal), which largely explains why these
countries generally failed to converge towards
higher income levels during the period, and also in
some CEE countries (Croatia, Latvia and Lithuania).
Income divergence between EU countries was
prevented only by the moderate income falls in
some CEE countries (Czechia and Romania) and
income rises in some others (Bulgaria, Estonia,
Hungary and especially Poland and Slovakia).

Income convergence largely stalled (although
somewhat less thoroughly) during the COVID-19
pandemic (2019-2021). The impact of this crisis on
income levels was moderate, as incomes generally
continued to increase in a majority of countries
(although more moderately than in 2012-2019) and
declined only in six of them between 2019 and 2021
(significantly in Germany and Slovakia, moderately

10  The significant progress in France during the first subperiod is largely due to a statistically induced large increase in income levels from the 2008 EU-SILC

edition.
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Figure 8: Income convergence between EU Member States is stronger in times of economic expansion (real
income in PPP-adjusted euro and average yearly change over subperiods, %)
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variables depicted for each of these subperiods are 0.44, 0.11, 0.57 and 0.13, respectively.

Source: EU-SILC 2007-2022 editions (income referring to 2006-2021)

in Ireland and Portugal, and negligibly in Finland
and Sweden). Moreover, the very uneven impact of
the Great Recession was not repeated during the
pandemic: the weak income convergence is again
mainly the result of income levels growing more in
several CEE countries (especially Romania,
Lithuania, Latvia, Poland, Croatia and Bulgaria),
and less so in higher-income countries (Austria and
France, plus the income declines in Germany,
Ireland, Finland and Sweden). Along with these
dynamics, the significant growth of income levels
among some higher-income countries (Belgium,
Denmark, Luxembourg and the Netherlands) and
some other developments in lower-income
countries (mainly the income decline in Slovakia)
explain why income convergence slowed down
during the years of the pandemic, between 2019
and 2021.

Income levels continued to grow (albeit more

moderately) during the years of the pandemic.

To provide a more realistic picture of the impact of the

pandemic, Figure 9 shows the changes in real income
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levels in national currencies (not in PPP-adjusted euro,
since the primary objective here is not to assess
convergence). The data depict the changes in income
levels in the first and second years of the pandemic, and
in the year before to provide the context of the trends
before COVID-19. These data yield three main insights.

First, the COVID-19 pandemic negatively affected the
trends in income growth across EU countries. This is
because the expansion in real income levels prior to the
pandemic was larger than the subsequent one in 2020
and/or 2021 in a majority of countries.

Second, this downward impact was rather moderate,
since income levels continued to rise in most

EU countries. In Figure 9, countries are ranked by the
change in income levels between 2019 and 2021,
revealing a decline over the course of the pandemic in
only three countries: Germany (-6%), Slovakia (-3%) and
(negligibly) Austria (-0.2%). In contrast, real income
levels increased between 2019 and 2021 in the rest of
the EU27, especially (above 9%) in most of the EU13
(Romania, Lithuania, Latvia, Croatia, Malta, Bulgaria,
Poland, Slovenia and Hungary).
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Figure 9: Income levels expanded during the pandemic, albeit more moderately than previously (changes in
real income levels in three periods, EU Member States, 2019-2022, %)
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Notes: Owing to the one-year lag in income data, the periods refer to the year before the pandemic (2018-2019, and 2017-2018 for Germany to
avoid the data revision), the first year of the pandemic (2019-2020) and the second year of the pandemic (2020-2021). Countries are ranked
based on the change in income levels over the two years of the pandemic (between 2019 and 2021, EU-SILC editions 2020-2022), from biggest

increase to biggest decline.
Source: EU-SILC 2020-2022 editions (referring to income 2019-2021)

Third, some important differences exist between the
impacts of the pandemicin 2020 and in 2021. When
economic activity declines, as in 2020, the impact can
be uneven because lower-income countries are typically
affected more. Income levels declined in six countries
in 2020, in both low- and middle-income countries
(Slovakia, Italy and Spain) and high-income countries
(Germany, Finland and Belgium), while they continued
to increase in the other 21 countries, especially in
several of the EU13. Nevertheless, the slowdown in
income growth compared with before the pandemic
was more significant among middle- and lower-income
countries (Croatia, Czechia, Estonia, Greece, Hungary,
Malta, Poland and Portugal), while it was less significant
among high-income countries, several of which even
registered higher income growth in 2020 than in the
previous year (Luxembourg, Ireland, Denmark, Sweden
and France). Although far from what occurred in the
Great Recession, this somewhat uneven impact of

the first year of the pandemic shows again that
higher-income countries tend to generally weather

better the negative consequences of crises for their
labour markets.

As economic activity recovered during 2021, income
patterns returned to the familiar trend of much higher
income growth among lower-income countries and
much more moderate growth among high-income
countries. Real income levels declined in six countries in
2021 (Germany, Luxembourg, Sweden, Bulgaria, France
and Austria), all of them except Bulgaria high-income
countries, while income levels expanded the most in
lower-income countries (above 5% in Romania, Greece,
Poland, Croatia, Malta, Czechia and Latvia). This
explains why income convergence, which was strong
before the emergence of the pandemic, resumed in
2021, after almost coming to a halt in 2020.

Box 1 provides a more detailed picture of the yearly
changes in income levels across EU countries and shows
how they are driven by economic growth and
employment patterns.
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Box 1: Income convergence pushed by economic convergence between EU countries

Income convergence is driven by economic growth, which is reflected by the similar trends in average household
disposable income and gross domestic product (GDP) per capita across EU countries depicted in Figure 10. These
data are provided in national currencies instead of in PPP-adjusted euro, because the main objective here is not
only to examine convergence trends but also to illustrate changes in economic activity and income levels in real
terms across EU countries. There are two main takeaways.

First, convergence is ongoing within the EU generally, mainly due to strong economic performance in the CEE
countries, which has resulted in converging levels of GDP per capita and of income.!! The figure reflects the very
large gap between the magnitudes of the growth in both indicators between CEE countries and EU14 countries.
Countries are ranked in the figure based on the magnitude of the growth in their real income levels between 2006
and 2021 (which is shown next to the country label): the largest expansion took place in the EU13 countries
(except Cyprus, where average income declined), and especially in CEE countries. Growth was much more modest
among EU14 countries, with income levels even declining between 2006 and 2021 in Greece and remaining stable
in Italy. The same occurred with GDP per capita, which grew most among the EU13 and much more moderately
among EU14 countries, even declining in a few cases (Greece, Italy and Luxembourg).!?

Figure 10: Economic convergence explains income convergence between EU Member States (average
income, GDP per capita and unemployment rate, 2007-2022, %)
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Notes: Data on average household disposable income and GDP per capita are provided in real terms (adjusted by inflation) and in
indices (2007 = 100). Unemployment rate (for people aged 15-74) data are plotted on the right-hand axis. Countries are ranked by the
magnitude of the change in real income levels over the period (shown next to the country label), from biggest increase to biggest decline.
Sources: EU-SILC 2007-2022 editions for income (income referring to 2006-2021); Eurostat for GDP per capita and unemployment data

11 The degree of convergence (beta convergence) is assessed by comparing the starting levels (of income or GDP per capita) with their growth rates over the
period. This process of convergence has also occurred in wage levels, which are the main component of income levels among households, as is shown in
the next chapter, and in more detail in Eurofound (2015) and Vacas-Soriano et al (2020).

12 Ireland is an outlier, because it registered the largest expansion in GDP per capita, although this is largely a statistical effect due the country being a hub
for multinational tech and pharmaceutical companies as a result of its generous corporate-tax regime. The income generated by such large firms is
accounted for in the Irish GDP, although it is then funnelled to their headquarters or shell companies abroad, which explains the large difference between
the GDP and gross national income levels in Ireland.
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Second, the figure reflects the influence of changes in economic conditions (income and GDP per capita levels
following the business cycle, and unemployment rates moving against it). The Great Recession led to a deep
economic contraction that resulted in growing unemployment and loss of labour income among a significant
share of the population. As a result, average household disposable income levels declined across most EU
countries during 2008-2013, but especially on the European periphery (Mediterranean countries, the Baltic states
and some CEE countries plus Ireland). Indeed, some Mediterranean countries have not yet reached pre-2008
levels in either income (Greece, Spain and Cyprus, while Italy is only just at that level) or GDP per capita (Greece
and Italy, while Spain is only just at that level), which explains why they have largely failed to converge in the
same way as CEE countries over the 15 years.

The figure also shows the much more moderate impact of the pandemic on income levels, which continued
expanding (albeit more modestly) across most EU countries (see Figure 9 for more clarity). This resilience is
explained by the fact that, although GDP per capita declined across virtually all EU27 countries at some point
during the pandemic, unemployment rose only very moderately, thanks to the extensive deployment of publicly
funded job retention schemes, as will be shown in the next chapters.

Summary

There are major disparities in average disposable income between the Member States. Average income is relatively
high in Continental and Nordic Member States, intermediate in most Mediterranean countries, and lower in CEE
countries.

These disparities have been reduced by strong income convergence between EU countries, which was identified in
Chapter 1 as the force behind the reduction in EU-wide inequality. This chapter confirms that this convergence was
mainly due to catch-up income growth in the EU13, while income growth in many of the EU14 was more sluggish over
the period and even declined in some. Unlike CEE countries, income levels in Mediterranean countries generally failed
to converge over the period, mainly as a result of the uneven impact of the Great Recession, which was especially
negative in Mediterranean (and some CEE) countries.

Income levels are affected by changes in the business cycle, but this chapter shows that the pandemic did not have the
strong or uneven impact of the Great Recession. Income levels continued to rise (albeit more moderately) in most
countries during the pandemic (with the exceptions of Germany and Slovakia, where they declined significantly), and
generally rose more between 2019 and 2021 in several low-income CEE countries than in higher-income EU14
countries.
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This chapter presents an analysis comparing income
inequality across the Member States. It starts by
examining the different trends over time, where income
inequality has been declining in some Member States
while it has risen in others. The factors shaping these
trends are briefly examined, including the family
pooling of resources and the effect of the welfare state.
This is followed by an analysis of how changes in
income inequality are affected by the business cycle,
making a comparison of the different impacts of the
Great Recession and the COVID-19 pandemic. Finally,
the chapter looks briefly at two other indicators of
income inequality, the Palma index and the S80/S20
ratio.

Generally stable income
inequality conceals diverging
cross-country patterns

The relative stability of household disposable income
inequality between 2006 and 2021 on aggregate across
the Member States masks diverging cross-country
patterns, which deserve close attention. Figure 11,
which compares the Gini indices in 2021 with those in
2006, offers three main insights into income inequality
in the EU.

First, income inequality diverges strongly across

EU countries. Based on the most recent data available
for 2021, income inequality ranges from a Gini index of
0.38 in Bulgaria to below 0.21 in Slovakia, although
most countries have a value between 0.25 and 0.35

(the unweighted average across EU countries being
0.29). Income inequality is relatively high in a group of
10 countries (Gini index above 0.3), including both CEE
countries (Bulgaria, Lithuania, Latvia, Estonia and
Romania) and Mediterranean countries (lItaly, Portugal,
Spain, Greece and Malta), while it is lowest (Gini index
at or below 0.25) in three CEE countries (Slovakia,
Slovenia and Czechia) and Belgium, followed by other
EU14 countries such as the Netherlands, Austria and
the Nordic countries. See Box 2 for a characterisation
of countries based on inequality across different
measures of income.

Second, trends over time also diverge across countries:
inequality has increased in around half (13) of the
countries, especially in Sweden, Malta, Bulgaria and
Denmark, while it has declined in the other half (14),
especially in Poland, Romania, Portugal and Slovakia.
These mixed trends explain the stability of average
income inequality across countries over the period.

Third, convergence in income inequality between

EU countries took place over the period, although of a
smaller magnitude than the convergence in income
levels.'® This convergence results from developments at
both extremes: among the countries with the lowest
levels of inequality in 2006, significant increases took
place in Sweden, Denmark, Malta, Hungary and France;
among the countries with the highest inequality levels
in 2006, significant reductions occurred in Romania,
Portugal, Greece, Poland and Croatia. This has resulted
in significant changes in the relative position occupied
by EU countries on the inequality scale, shown in
Figure 11.

13

To assess this (beta) convergence, the coefficient of correlation between the initial income inequality value in 2006 and its rate of growth between 2006

and 2021 is 0.2, while it is 0.54 for convergence in income levels (see Figure 7).
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Figure 11: Diverging cross-country patterns in income inequality leading to significant changes in the
positioning of Member States, 2007 and 2022 (upper panel: Gini index; lower panel: ranking)
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Box 2: Map of income inequality based on different measures of income

The cross-country disparities in household disposable income levels are influenced by a wide range of factors,
such as the general level of economic development and total productivity, sectoral structure, economic and
labour market outcomes and turbulence, family structures and public policies. Income inequality changes when
different measures of income are considered (see Figure 12). The Gini index for the Member States:

o isrelatively low when measuring the most restricted sample, that of full-time equivalent monthly wages
among employees

o increases when considering total monthly earnings of all workers, which are affected by disparities in
working hours and in labour income among self-employed people

o reaches a peak when measuring annual labour earnings of the whole population, as unemployed and
economically inactive people with no earnings are brought into the sample (as well as people over 65)

o falls when measuring household market income, since income is pooled at the household level (and some
intra-household transfers are taken into account)

o falls further when measuring household disposable income, since income redistribution by the welfare state
has a strong role in cushioning income inequality (so much so that inequality in household disposable
income is even lower than for monthly wages among employees in a majority of countries)

Figure 12: Differences in income inequality based on different measures of income, EU Member States,
2022 (Gini index)
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The ranking of EU countries in terms of household disposable income inequality depends on many of the
abovementioned factors. Since the main component of income earned by families comes from labour earnings,
inequality in household disposable income is closely related to inequality in the wages of employees and the
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monthly labour income of all workers and much less related to inequality in annual labour earnings and
household market income.** While a detailed analysis of the impact of each of these factors is beyond the scope
of this report, it is possible to draw a general map of inequality across European regions, based on their levels of
household disposable income inequality and how these are shaped by some of the most important factors
described.

Mediterranean countries have relatively high household disposable income inequality (Italy, Portugal, Spain,
Greece, Malta and Cyprus are among the 11 countries with the highest levels). These countries tend to have
relatively high inequality in wages of employees and labour income of workers (except Greece and to a lesser
extent Italy in the case of wages of employees) and very high inequality for annual labour earnings of the
whole population (except in Malta), due to generally low employment and high unemployment rates. The
family pooling of resources and the role of the welfare state (relatively weak in all six) contribute to the
position of these countries among the most unequal ones.

The Baltic states merit a particular characterisation (separate from other CEE countries) as a country group
with high income inequality. Lithuania, Latvia and Estonia are among the countries with the highest
inequality in wages of employees and labour income of workers, but, unlike the Mediterranean countries,
they have an intermediate inequality position when measured by annual labour earnings of the population.
They are at the top of the income inequality scale again in terms of household disposable income because
the effect of their welfare state income redistribution is particularly poor. Bulgaria, the most unequal Member
State, generally presents the same features as the Baltic states. These four countries are among the five with
the highest Gini indices in 2021.

The rest of the CEE countries are among those with the lowest household disposable income inequality
(Slovakia, Slovenia, Czechia, Poland and Hungary, and Croatia to a lesser extent, since it occupies an
intermediate position). These countries are generally characterised by the lowest inequality in terms of
wages of employees and labour income of workers. While Slovenia, Poland and Croatia move up to
intermediate inequality positions in relation to annual labour earnings among the whole population, the
generally strong effect of the family pooling of resources places these countries again among those with the
lowest inequality in market income. They generally maintain those positions in the household disposable
income inequality ranking, indicating that welfare state redistribution is around or above average in these
countries (with the exception of Croatia).

Romania shares most features of this country cluster. The main difference is that it is characterised by
relatively high income inequality due to the stronger effect of inactivity and unemployment (pushing
inequality in annual labour earnings of the whole population upwards) and the weaker role of the welfare
state in cushioning market inequality.

The Nordic Member States have below-average household disposable income inequality, although not so low
as in the past, as it has increased strongly in the last 15 years in Sweden and Denmark, and in Finland to a
lesser extent. Inequality in wages of employees and labour income of workers is relatively low, and inequality
in annual labour earnings of the whole population is even lower, given their high labour market participation
rates. They move up the inequality scale very substantially in relation to household market income, since the
role of the family pooling of resources in reducing inequality is the weakest in the EU. The relatively strong
role of the welfare state in redistributing income, however, places these countries relatively low in the
household disposable income inequality ranking.

The Continental cluster of Member States is harder to characterise because of its heterogeneity. Some of
these countries have relatively low household disposable income inequality (Belgium and the Netherlands,
and Austria to a lesser extent), but others have intermediate levels (Luxembourg, Germany and France). They
generally have intermediate to high inequality in wages of employees and labour income of workers (with the
exception of Belgium), intermediate positions in inequality in annual labour earnings of the whole population
(which is relatively high in France and low in Luxembourg) and a spread of positions in household market
income, with most countries in intermediate positions (but Luxembourg having lower inequality, and France
and Germany having relatively high inequality). The welfare state’s role in redistributing income is significant
in most of these countries, which explains the notable decline in the inequality ranking on moving to the
measure of household disposable income (except in Luxembourg).

The coefficient of correlation between household disposable income inequality and inequality in other measures of income is 0.43 for wages of
employees; 0.49 for monthly labour income of workers; 0.23 for annual labour earnings of the population; 0.27 for household market income.
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Different trajectories in the evolution of income
inequality across EU countries. Looking in more detail
at changes in income inequality across EU countries,
several types of trajectories can be identified. Figure 13
depicts the yearly changes in income inequality in the
Member States, together with changes in wage
inequality and employment levels (since wages are the
main component of household income, and
employment turbulence also has an impact on income
inequality). Moreover, Figure 14 shows the changes in
income levels across the 10 deciles of the income
distribution, which are behind the trends in income
inequality. Although capturing the complexity of each
country pattern in household disposable income
inequality is beyond the scope of this report, it is
possible to cluster the EU27 into three groups.

o Declining income inequality. In this group of eight
countries, income inequality has declined more or
less consistently, resulting in some of the largest
inequality reductions. It includes mainly CEE
countries (Croatia, Czechia, Poland, Romania and
Slovakia), but also Belgium, Ireland and Portugal.

Data on income growth introduce a nuance within
this group. On the one hand, the CEE countries
represent the better picture, characterised by
stronger income growth, which was higher among
the low-income population (with the exception of
Czechia, which explains its negligible inequality
reduction over the period, mainly due to an
increase in the most recent years). On the other
hand, Belgium, Ireland and Portugal represent
more moderate income growth (also relatively
strong at the bottom of the distribution, leading to
reductions in income inequality).

o Mixed trends in income inequality. This group is a
mix of eight Mediterranean and CEE countries,
where income inequality varied significantly over
the period (mainly due to the impact of the Great
Recession), but where the net change between 2006
and 2021 tends to be moderate. The Great
Recession had a significant impact across most of
these countries (as reflected by the declines in
employment levels depicted in Figure 13), pushing
income inequality upwards to varying degrees.
Following this episode, different trends emerged:
income inequality declined notably in some cases
(Cyprus, Estonia, Greece, Slovenia and Spain), while
it remained fairly stationary at a new higher level in

Trends in income inequality differ by Member State and region

others (Hungary, Latvia and Lithuania), which
explains why the net change in income inequality
between 2006 and 2021 has different signs in the
countries in this group.®

Data on income growth by income decile help to
further characterise this group, since they also
reflect the protracted negative impact of the Great
Recession. On the one hand, CEE countries

(the Baltic states, Hungary and Slovenia) again
represent the best picture, since they have much
higher income growth. The difference from the CEE
countries in the first country cluster is that larger
income growth at the bottom of the income
distribution does not occur here. On the other
hand, income levels increased only moderately
(without a clear trend over the income distribution)
in Spain, while they even declined over the entire
distribution in Cyprus and Greece (less so at the
bottom of the distribution, which explains the
declining inequality in those countries).

Growing income inequality. This group includes
11 countries where income inequality has tended to
follow an upward trend, resulting in some of the
largest increases in inequality over the period. It
includes mainly EU14 countries: the Continental
cluster (Austria, France, Germany, Luxembourg and
the Netherlands), the Nordic countries (Denmark,
Finland and Sweden) and Italy, plus Bulgaria and
Malta from outside the EU14.® Unlike the previous
group, the impact of the Great Recession has not
played such a significant role in driving inequality
trends, as reflected by the generally less significant
turbulence in employment levels and by the rather
consistent upward trend in inequality.

Data on income growth reveal how this growing
inequality was due to subdued growth in income
levels among the low-income population. The

EU14 represent the worst picture, characterised

by generally modest income growth over the
period, which was even more sluggish among the
lower-income groups (and even declining among
the lowest income decile in several cases). On the
other hand, the two CEE countries in this cluster are
an exception owing to their higher income growth,
although it is typically stronger when moving up the
income distribution, unlike the CEE countries in the
first group.

15 Income inequality declined in five countries (significantly in only Cyprus and Greece, and moderately in Estonia, Latvia and Spain) and increased in three
(moderately in Slovenia and more significantly in Hungary and Lithuania) between 2006 and 2021.

16  Inthe Netherlands, income inequality declined over the period, but this is entirely due to the large decline in the early years of the period, after which
there is a consistent upward trend. In contrast, the increase in inequality in France is entirely due to the initial years, after which it tended to moderate.
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Figure 13: Trajectories in the evolution of income inequality, wage inequality and employment level,
EU Member States, 2007-2022
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Source: EU-SILC 2007-2022 editions (income referring to 2006-2021)

30



Factors shaping trends in income
inequality

Providing an explanation for the changes in household
disposable income inequalities across countries
between 2006 and 2021 is beyond the objectives of this
report, since there are many factors potentially shaping
income disparities, and the relative impact of each of
them is specific to each country. Nevertheless, changes
in the Gini index over six measures of income, as shown
in Figure 15, suggest some pointers about the main
factors operating across the EU27.

The six measures of income selected follow a stepwise
sequence (see Box Al in Annex 1 for more details),
starting from a more restricted sample and then adding
extra sources of income over larger samples: full-time

Trends in income inequality differ by Member State and region

equivalent wages of employees; monthly labour income
of workers; annual labour earnings of the population;
household-pooled annual labour earnings; household
market income; and household disposable income.

Mixed patterns in wage inequality. Labour earnings are
the main component of household disposable income
in most European households, which explains why
trends in both measures of income vary between
countries and are quite closely related in most
countries. This is reflected in the cases of wages of
employees (see Box 3 for more details) and of monthly
labour earnings of workers.!’

Among those countries where income inequality
declined over the period, there was a parallel decline in
wages more often than not; it occurred in CEE countries
(Poland, Romania, Slovakia, Croatia and Czechia),

Figure 15: Evolution of inequality based on different measures of income, change in Gini index, EU Member

States, 2007-2022 (%)
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Source: EU-SILC 2007-2022 editions (income referring to 2006-2021)

17 When looking at the correlation of changes in household disposable income across EU27 countries with that in other sources of income, the strongest

correlation is with wages among employees (0.4).
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Portugal and Greece (and Ireland in the case of monthly
earnings of workers), although wage disparities
widened in other countries (Cyprus, Belgium, Estonia,
Latvia and Spain). Conversely, among the countries
where income inequality surged, there were usually
parallel wage inequality increases, as in Malta, Bulgaria,
Denmark, France, Luxembourg, Italy and Germany (and
in Austria and Lithuania in the case of monthly earnings
of workers), although there are a few countries where
wage disparities did not widen (Sweden, Hungary and
Slovenia, and Finland for monthly earnings of workers).

The growing wage disparities in around half of the
Member States over the period may be related to some
of the most relevant factors mentioned in the literature:
skills-biased technical change, meaning new
technologies increase relative productivity, labour

demand and wages among high-skilled workers
(Violante, 2008); trade specialisation and offshoring,
which may have a negative effect on the wages of
low-skilled workers in European countries (Blau and
Kahn, 2009); and changes in labour market institutions,
such as the weakening of trade unions and declining
coverage of collective pay agreements (European
Commission, 2014) or decentralisation in wage-setting
mechanisms in several countries (Visser and Checchi,
2009). Additional factors shaping inequality in monthly
earnings of workers are the diversity in working hours
(which is hidden when wages are treated as full-time
equivalent), which results in temporary and part-time
workers occupying the bottom of the wage distribution
(Burniaux, 1997); and the inclusion of earnings from
self-employment, which are more unevenly distributed
than among employees (OECD, 2011).

Box 3: Alignment of wage and income disparities

Apart from other factors described in this chapter, there are two main elements driving changes in income
inequality, owing to their effect on labour earnings across countries: employment levels and wages.

There is almost no correlation between changes in income inequality and changes in employment levels across
EU27 countries over the 15 years in question (see Figure 13). The situation in Europe regarding the trend in
employment between 2006 and 2021 is not easily related to the three country groupings presented earlier
regarding changes in income inequality. There is a clear relationship only for countries that were identified as
having a mixed inequality trajectory, most of which experienced a decline in employment levels (Latvia, Greece,
Lithuania and Spain) or a negligible expansion (Estonia and Slovenia), because they were heavily affected by the
Great Recession. Beyond that, among those countries where income inequality declined the most, there are cases
of employment expansion (Poland, Slovakia and Ireland) but also employment contraction (Romania, Portugal
and Croatia). Similarly, among those countries where income inequality increased the most, there are cases of
both employment expansion (Sweden and especially Malta) and decline (Bulgaria).

Income inequality, however, is more closely related to wage inequality. To start with, average wage and income
levels (and change in both over time) are closely correlated across countries (more than 0.9 in both cases).

This means the same process of upward convergence between countries in income (and GDP per capita) has
occurred in wages as well. It has the same characteristics: a very large rise in wage levels among the CEE countries
characterised by the lowest wages at the beginning of the period, and much more moderate progress (or even
decline) among many of the EU14 countries with the highest wage levels (see Figure Al in Annex 2).

Income inequality and wage inequality and changes in these measures over time are closely related as well. The
relative rankings of countries in terms of income inequality and wage inequality are quite similar, with only a few
exceptions (see Box 2 for more details). Regarding changes over time, the dynamics in wage levels have
contributed to shape trends in income inequality, as shown by Figure 16, which depicts wage growth over the
income distribution and ranks countries by the change in income inequality over the period. Besides reflecting
the much larger general wage growth in CEE countries, the figure shows the rather closely aligned movement of
income and wage disparities over the income distribution between 2006 and 2021: among those countries where
income inequality declined, wage dynamics contributed to the decline in most cases (Greece, Romania, Poland,
Slovakia, Croatia, Portugal, the Netherlands, Czechia and Ireland), although in a few cases such dynamics were
neutral over the income distribution (Estonia and Latvia) or drove growing inequality (Belgium, Spain and
Cyprus); among those countries where income inequality increased, wage dynamics contributed to the increase
in most cases (Malta, Denmark, Bulgaria, Germany, France, Luxembourg, Italy, Lithuania and Austria), although in
a few cases such dynamics were neutral (Sweden) or pushed towards declining disparities (Hungary, Slovenia and

Finland).
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Since income inequality and wage inequality have tended to go together across countries, it is no surprise that
cross-country patterns in wage inequality between 2006 and 2021 are mixed as well (see Figures 13 and 15), while
a certain convergence in wage inequality between countries has also occurred.'®

Figure 16: Wages contribute to income dynamics across EU countries (changes in real wage level by
income decile, EU Member States, 2007-2022, %)
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Notes: Data shown are full-time equivalent monthly wages among employees in real terms (adjusted by inflation). Countries are ranked
by the change in income inequalities over the period, from biggest decline to biggest increase. For Croatia, EU-SILC 2010 data are used

instead of 2007 data.
Source: EU-SILC 2007-2022 editions (income referring to 2006-2021)

Disparities in annual labour earnings of the population
have tended to moderate while those emerging after
the family pooling of resources have tended to grow.
Inequality in annual labour earnings among the whole
population and annual labour earnings pooled at the
household level present opposite trends over the period
(see Figure 15).

On the one hand, inequality in annual labour earnings
among the whole population has declined overall
(in more than two-thirds of countries), as a result of

generally improving employment (and activity) rates.
In most countries where inequality in annual labour
income surged (Denmark, France, Spain, Finland,
Cyprus and ltaly), declining employment (and activity)
rates emerge as a factor (see Box 4).

On the other hand, inequality in annual labour earnings
pooled at the household level increased in almost
two-thirds of countries. The pooling of income among
household members reduces the extent of inequality
significantly, but this inequality-reducing effect

18

Among those co