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Eurocrisis

Inequality Is Growing Again in Europe
[ ]

The crisis in the Euro area dominates European politics
and public debate, its dynamics driven by market panic
and scarcely restrained by governments. Apparently,
the only game in town is consolidating state budgets,
placating investors and restoring competitiveness. Only
in recent weeks has growth as a condition of overcom-
ing the debt crisis come back into play, albeit belatedly
and half-heartedly. The actual objectives that have to be
achieved in Europe remain largely neglected: higher wel-
fare and social cohesion. The first decade of the euro —
1998-2008 — is now often regarded only as a period
of underestimated risks and running up debts. Interest
rates on government bonds were supposedly too low,
wage rises on the periphery were too high and the ECB’s
monetary policy was too hard for Germany and too soft
for everyone else. The fact that for long periods during
this time Germany in particular registered weak growth
and high unemployment helped bring it about that the
positive side of this decade was readily forgotten and
disregarded. During these ten years, thanks to growth
on the periphery, inequality in the EU fell significantly,
although primarily between member states and to hardly
within them.

Hidden Inequality within and between States

In a multinational integration area such as the EU in-
equality has two dimensions: within states and between
states. The EU itself, through Eurostat, its statistical lens,
regards these two sides of inequality as strictly separate.
There are extensive data on income differences between
countries — and regions — and their changes and there
are data on income distribution within member states.
But Eurostat has no realistic data on income distribution
in the EU as a whole, but rather only a misconstrued
average value (see below). One vivid indicator of income
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distribution that Eurostat does use is the income quintile
share ratio $80/S20, which gives the ratio between the
incomes of the poorest fifth of the population and the
richest fifth. This ratio varied in the member states in
2010, between 3.4 in Slovenia and 7.3 in Lithuania. In
Germany, its value was 4.5. In the crisis it had thus im-
proved significantly since 2007, when it was 4.9. The
trend in the EU overall was rather different: on average,
the value was around 5.0; only at the peak of the reces-
sion did it stand at 4.9 since apparently the incomes of
poorer households were less affected by the recession
than those of richer households. Wages and transfers fell
less than profits.

Eurostat gives the average of national ratios as the value
for the EU. This approach is methodologically untenable,
as Atkinson (2010) has remarked in an official EU pub-
lication." This is because this average value assumes that
the poorest or richest fifth of the EU population — around
100 million people — is composed of the poorest or richest
national fifths. In fact, however, the poorest fifth of the EU
is made up overwhelmingly of inhabitants — and actually
not only from the poorest fifth there — of the poorest
member states (Romania, Bulgaria and so on), while the
average income of the poorest 20 per cent in the rich
countries (for example, Germany) is too high to fall into
the poorest fifth of the EU. Thus the Eurostat value for
the EU lies below the real value and underestimates real
inequality enormously.

In order to obtain a more realistic estimate one can try
to identify the roughly 100 million poorest and richest
inhabitants by ordering national quintiles according to

1. Atkinson, A. B.; Marlier, E.; Montaigne, F; Reinstadler, A.. Income
poverty and income inequality, pp. 101-131, here p. 109, in: Atkinson,
A.B.; Marlier, E. (eds.): Income and living conditions in Europe, Eurostat,
Publications Office of the EU, Luxembourg 2010.



per capita incomes and then adding up quintiles until
one reaches the desired 100 million. Thus one starts
for the poorest EU quintile in the order of rank of per
capita income from below and for the richest from
above. This better approach, although it still undoubtedly
underestimates inequality, has thus far provided figures
for 2005-2008.2 They show that the methodologically
wrong Eurostat value, which has stood fairly consistently
at 5.0,%> not only considerably underestimates the level
of inequality, but also falsely evaluates its development,
since it ignores the decrease in inequality in the EU as
a whole as a result of catch-up processes in the poorer
countries during this period and primarily reflects the
simultaneous increase in within-state inequality.

Table 1: S80/S20 ratios for the EU25 and
EU27

Year EU25 EU27

Euro PPS Euro PPS
2005 8.85 6.21
2006 8.07 5.75
2007 8.05 5.93 11.20 7.23
2008 7.58 5.67 10.13 6.79
2009 8.47 5.62
2010 9.48 6.99

Source: Eurostat; authors’ calculations.

Table 1 presents the values for 2009 and 2010, giving
us a first impression of the effects of the crisis. They rest
on a new construction for each year of the poorest and
richest EU quintiles according to the described method
(see Table 2). The data for 2009/2010 are perhaps not
entirely comparable with those of previous years since
the database is not identical. Nevertheless, the important
trends are adequately reflected. The trend (increase in
inequality between 2009 and 2010) for these years (co-
incidentally) is in line with that of the methodologically
wrong Eurostat indicators (2009: 4.9; 2010: 5.0).4

2. On the method and earlier results, see Dauderstadt, M.: Ungleichheit
und sozialer Ausgleich in der erweiterten Européischen Union, in: Wirt-
schaftsdienst, Vol. 88, No. 4, April 2008: 261-269; as well as Dauder-
stadt, M. and Keltek, C.: Immeasurable Inequality in the European Union,
in: Intereconomics 1/2011: 44-51.

3. See: http://appsso.eurostat.ec.europa.eu/nui/show.do?dataset=ilc_
di11&lang=en (accessed on 14.8.2012).

4. lbid.
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The international comparison of per capita incomes can
be based on exchange rates or purchasing power stan-
dards (PPS). Since prices, especially of many services, are
lower in many poorer countries real income, measured in
terms of purchasing power, is higher there than a com-
parison based on exchange rates shows. Inequality thus
turns out to be weaker (second column in Table 1). The
composition of the EU quintile also changes. Thus the
richest quintile in the poorest countries now no longer
belongs to the lowest EU quintile (see Table 2).

Crisis and Inequality

According to these calculations, inequality in the EU
stood at an all-time low in 2009. The EU27, even with the
two populous »poorhouses« Bulgaria and Romania, was
less unequal at that time than the EU25 in 2005 before
the accession of these two countries. This welcome state
of affairs at the peak of the great recession — with a fall
in EU GDP of around 4.6 per cent — is probably a delayed
effect of the previous boom or of the staggered onset of
the recession in the poorer and the richer EU countries. In
2008, most poor countries registered respectable growth,
while the GDP in the richer countries began to contract.
Another reason is the abovementioned relatively positive
development of domestic income distribution in the cri-
sis, based on asymmetric effects on wages and profits. In
2009 the wage share in the EU, after falling for several
years, reached 58.9 per cent (or 66.3 per cent at fac-
tor cost — both from the Ameco database), a temporary
peak. But this low level of inequality also represents a
turning point. In 2010, inequality increased again, even
though it remained below the 2008 level. Here, too, the
causes are to be found both within and between states.
The countries on the poor periphery were harder hit by
the crisis in 2009 than the centre and in 2010 did not
grow more quickly, as a result of which the catch-up
process stalled or even went into reverse. Domestic dis-
tribution in 2010 was again more unequal than in 2009,
which is reflected in the wage share (which fell back to
58 per cent or 65.6 per cent).

The synchronous development of inequality within and
between states also explains the concordance (despite
constantly enormous differences in level) with the false
Eurostat indicator. In the growth years before 2009 it was
usually the other way around. Convergence between
states went hand in hand with an increase in domestic in-



‘suone|ns|ed sioyine pue 1e1soing =221N0S

9V'SS | 96LVE | #¢8'9C | SSv'0C | STSEL LPSLS | CPS'EE | S91°9C | 917°0T | 6YEEL GEB'99 | 6C6'LY | ECECE | 8YIVT | L6TIL 89569 | ¢SSOV | €EI'LE | LYV'PT | 6ELIL Banoquiaxn
SLLTE | 8C0'CT | L66'LL | 6VCVL | WL S68°0€ | 090°LZ | CI¥'LL | 996°€L | SOL'9 ¢L99Y | 89€E'LE | 619°GC | 06C°0C | 86501 9tr'vv | ¥8COE | 6E0'SC | C80°0C | L¥9'6 Jlewusq
LEE'TY | 660°€C | €0L9L | ¥TSTL | 8808 GB8'LE | 96C'ET | 999°LL | 6EEEL | 0568 9L7'0S | LIS'LC | €686l | 96Vl | €€9°6 000787 | 919°6C | €8€'CT | L069L | 6EELL puepay|
L0678C | vEL'6L | ¥8LIL | ¥S6'CL | €8L'8 LES'SE | 0S8'EC | 7/9'6l | €59°'Gl | €996 LSL'GE | [66°€C | 0896l | ¢SL'GL | 1966 LSS'BE | L[8'ST | 9€T'LT | €8679L | ELVOL Uspams
66C°LE | 8V9'EC | LE6'BL | 90E'SL | VETOL 908'8€ | SLCEC | ¢COL8L | 6CL'SL | T8L'6 VEL'OV | SPy'SC | 9L€°0C | 69V9L | ClO'LL €€8°LY | 160°GC | 091°0C | 60€9L | SPSOL SpuejiayiaN
86V'EE | ¥CV'LT | 86CLL | SEL'EL | 6876 EV6'CE | G180 | 16L9L | 99CEL | S/8'8 OLE'LY | 6SV'9C | €9€°LT | 79691 | TLV'LL 080°LY | £S6°SC | 8€6'0C | €VS9L | L90°LL puejuy
691°6€ | 08C'WC | v6E6L | 985°GL | 06¥°0L ELLOE | SCL'EC | CEV'8L | STLVL | 6986 LEI'LY | 608'SC | Gl9°0C | 899791 | LSL'LL £90'6€ | SL6'PC | 90661 | €06'SL | 859°0L elysny
ELSLY | ¥80'EC | ¥SL'LL | 86L°CL | 69L°L €910V | LE9CT | Y69l | vTLTL | WILL 8EX'LY | ESL'EC | SOCLL | 9€8°CL | T6L'L 86478 | L98°LC | 8VEIL | L6CTL | LSV'L wopbury payun
OvO'wE | 180°CC | 96V'LL | ¥CSEL | 1698 0L6°CE | 68S'LC | OLTLL | 98TEL | LVWP'8 0¢6°LE | 865'VC | O6V'6L | S90°'GL | 7896 SCO'LE | YyTVT | LTE6L | 0C6'VL | 98’6 wnibjag
0€0°LY | LELET | LELBL | OVTVL | LLT6 Sv6'0F | 987°CC | 8E9'LL | 8S6'EL | 6876 L97'Sy | SE9'ST | 680°0C | ¥8L'SL | 6LT°0L 097 | 0S0°ST | G786l | 689Gl | L¥¥OL Nuely
SCL'6E | SYT’EC | 06081 | LLOPL | 0698 VLLLE | 69V°CC | LLSLL | 90L°EL | TEV'8 L080F | SvT've | 898'8L | ¥L9VL | ¥90'6 8L0°0% | OV8'EC | €£#9'8L | TVSVL | 968 fuewssn
00C'ch | 886'%C | LOC6L | OLLYL | L9€°6 S08°0% | 9Ev'wC | cze6l | OLLYL | 0696 99/°9€ | L10°CC | 60V'LL | BOE'EL | 0EL'B 99/°9€ | L10°CC | 60V'LL | BOE'EL | 0EL'B snidfy
00L°€EE | 9LE'0C | Cov'Sl | €ELS'LL | 889 LSE'EE | 61861 | SW6VL | SLL'LL | ¥6€9 088'7E | LcO0'LC | €009L | 9L6°LL | SLL9 ¢667E | 06£°0C | LL9°SL | 099°LL | £LOL9 fjey
80C'SC | LEL'LL | OL8'€EL | T6L'LL | SLEL €C9VC | 6891 | 9l6'EL | 98ELL | 609'L 9Te'LT | €6v'vl | VEL'LL | 69V'6 | OVC9 LLOLT | L9F'PL | Tle'LL | 9¥L'6 | 1S9 BIUDAOJS
EPCOE | €Cl'8l | vOV'EL | 8LL6 | 9lVY LVS'6C | 9CE'8L | 0E9°EL | 8666 | 06V 99€'6C | L6G°LL | 9L0°EL | 9E¥'6 | 88T L68'8C | CC6°Ll | OEEEL | 8LL'6 | LIBY ureds
6LC°8C | V9E'LL | 8TV'EL | VSEOL | 0€99 €8S°LC | YOL'LL | 6C9°EL | 06E°0L | 19679 8G0°CC | YWSEL | vLVOL | 9208 | LLL'S GC9'le | 083°EL | 989°0L | 9vL'8 | LS¥'S eley
LOV'6C | ¥6L791 | ¥E9'TL | 686 | SLTS 87987 | 7819l | 6TLTL | STI'6 | €86 196°'£C | LL6'GL | SLO'ZL | 0€8'8 | 910°S 96L°LT | €ELE'SL | €TSLL | 8998 | VELY 3191H
€08'7C | €8T°EL | ¢S86 | SCEL | 9V 091°'ST | 9/5°CL | 60€6 | 1669 | V6LV 9/8'LT | 9LL°LL | 6898 | L9V'9 | 9E6°E wy'ee | 8LTLL | v0E8 | 9€C9 | L€ [ebnyiog
6088l | 965°LL | 90¥'6 | 618°L | 9C¥'S vZl'0z | 9LT°TL | S000L | 68C°8 | ¥18'S rl'vl | 0248 | €L0°L | 088'S 1807 LWLyl | v26'8 | WLE'L | 6509 | 0SCY dlgnday yazd
66991 | £LSL°0L | 6PS'8 | 0C6'9 | L6EW 9067l | 696 | €CLL | TCE9 | L8l 0L6'LL | €ELLL | L2l9 | 1967 | 8PL'E LL6'0L | 090°L | ¥89'G | €S9F | C8O'E BD{EAO|S
8L1L'CL | 001’8 | 0SS9 | TLTS | TLSE 99yl | €616 | S9V'L | 6109 | LLOW Y06'L | LSTS | IS¢V | TarE | 8LET 06 | 6¢8'G | €EELV | 918'E | I8SC Aiebuny
09L°LL | ¥6v'OL | LLL°L | 908G | 8PS'E Evy'8l | 9€6°0L | 8608 | 8€6'S | €89 S8CEL | 0S8°L | TLLS | EVEY | PS9C 60L'¥L | 99€'8 | S6l9 | €SV | LI8'C e|uoys3
9%Ll9l | £9€6 | SEL'L | PSE'S | VICE 662°0C | L09'LL | ¥9L'8 | ¥P99 | 060 SC0°0L | 86L°S | LIVY | VIEE | 0C0C PI8LL | 9529 | LOL'S | £98°€ | 08E'C puejod
09£91 | £L98 | 6EC9 | LSSV | L6T'T 0678l | £686 | LSL'L | T6L'S | EV6'T L16°0L | 679'S | 1907 | 996°C | S6¥'L el | 1199 | ve8Y | 00S'€ | ¥86°L ejuenyin
8lC9l | ze8'8 | LLE9 | 68V'Y | WWE'T 86/'8l | 8GL°0L | 9C¢’L | T€8F | S9S°C 60L°LL | LLE9 | LSSV | WwTE | €69°L 8Tyl | 0CL'L | TeV'S | TL9E | 6V6'L eine
9508 | 98LF | 6LV'E | TIST | el 8868 | 60L'S | 6EL'E | 899°C | TvE'L LELY | VI8'C | 90T | €87l | 68L LLVS | €v6'T | vSL'C | LESL | ELL ejuewoy
LY8'EL | 0E6'L | €€6'S | 9EEY | V9E'C ceTl | LLEL | ELSS | ¥S6'E | el ve0'L | 8C0¥ | vIO'E | €0C'C | LOT'L 299 | 18L°€ | 8¢8C | 80C | GCl'L elebing

S0 70 €0 [40) 10 S0 0 €0 [40) 10 S0 70 €0 [40] 10 S0 70 €0 20 10 9Jels Jaquisy

010 (Sdd) s04na u1 awodul ejided Jad 600 (Sdd) s04na u1 awodul ejided Jaqd 010Z S04na ul awodui eyided 1agd 600 S04n3 ul awodui eyided 1ag

010Z pPue 6002 ‘spiepuels Jamod buiseydind pue soina ul N3 ayi ul s9jiuInb (Aaub aep) 1saydu pue (A6 1ybij) 1saiood ay] @z 9|geL

SISIHD0YNT | MALT1I INID ANV LAYLSHIANVA 1IVHIIN



equality. Against the background of the debt crisis in the
coming years, the synchronous rise of inequality might,
as in 2010, continue, but that is not entirely clear. Such
a development is to be expected in the debtor countries
of Greece, Spain, Ireland and Portugal, in which reces-
sion and growing inequality are likely to be combined.
But Ireland and Spain, based on average per capita in-
come, belong to the group of richer countries (see also
Table 2 in which Ireland contributes only to the richest
EU quintile and the larger Spain to both quintiles). Their
relative decline thus reduces inequality between states,
even though in hardly desirable ways. The other poor
countries, especially in Central and Eastern Europe, ap-
pear to be growing again more quickly than the centre.
The EU could thus to some extent return to the growth
model of the pre-crisis period, although at a slower rate.
However, this could spare the European economy the
painful implosive consequences of economic bubbles.
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