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Executive summary

Although the economic crisis that started in 2008 hit all EU member states
hard, the impact of the crisis on employment, unemployment, earnings and
inequality varied considerably. This paper analyses the variation in the
consequences of the crisis among the member states of the EU. First, it
discusses some theoretical views on the impact of the crisis on earnings and
income distribution. Next, it gives a concise overview of empirical studies,
based on data from previous business cycles. 

The empirical part of this paper focuses on changes in employment, earnings,
income distribution and poverty in the years 2008-2010 in the EU. In general,
real wages reacted slowly to the economic downturn. This countercyclical
movement of real wages may be explained by the remarkably strong reduction
of working hours which occurred in most countries, facilitated in some cases
by short-time work arrangements. The first blow of the crisis was thus
absorbed by shorter working hours, resulting in substantial labour hoarding.
To the extent that shorter working hours translated into less paid hours,
however, employees may have suffered a decline in their real weekly salary
after all. 

As far as income distribution is concerned, there is no uniform pattern among
the EU countries. However, in a small majority of the countries, inequality
declined and poverty rates dropped, contrary to what might have been expected. 

A comparison of five specific countries, Denmark, Spain, Germany, Slovakia
and the United Kingdom, shows that the vehemence with which the crisis
affects a country is linked to its labour market regulation. The distinction
between external labour market flexibility and internal flexibility, in particular,
appears to be important. If it is relatively easy for employers to reduce the
workforce, by laying off either permanent workers (such as in Denmark) or
temporary workers (as in Spain), the crisis results in a strong increase in
unemployment. In this case, the crisis draws a sharp dividing line between
those who lose their job and those who remain employed and hardly suffer
from the crisis at all. On the contrary, if employers are not able to adjust their
workforce quickly and therefore have to resort to internal flexibility, by either
reducing the number of working hours (as in Germany and Slovakia) or cutting
real wages (as in the UK), the consequences of the crisis are more evenly spread
among the workforce.

There is no one-to-one translation of this difference in labour market
adjustment into real incomes and income inequality, for such translation



depends also on policy measures taken during the crisis. In the UK and
Slovakia, real incomes of the employed as well as the unemployed declined
between 2008 and 2009. In the other three countries, the real incomes of the
employed improved, while the incomes of the unemployed fell. The decline of
real incomes of the unemployed resulted in a rising poverty rate among the
unemployed, except in the UK where relative poverty among the unemployed
did not increase due to a drop in average median household income. In both
Germany and the UK income disparities contracted during the crisis, while in
Denmark, Spain and Slovakia they increased. 

The austerity packages announced by the governments of these five countries
will probably sharpen the divisions between groups – employed versus
unemployed, and high- versus low-income groups. This may mean that the
largest impact of the crisis on incomes and income inequality is yet to come.

Paul de Beer
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Introduction

The economic crisis that started in 2008 in the wake of the global financial
crisis hit all member states of the EU hard. The total cumulative decline in real
GDP from peak to trough ranged from 5% in Cyprus to an astonishing 40% in
Latvia. Accordingly, the impact of the crisis on the labour market and incomes
varies considerably too, although there is no linear relationship between the
fall in GDP and decline in employment. This paper analyses the consequences
of the economic crisis for employment, earnings, income inequality and
poverty in the member states of the EU. It seeks to answer the question of
whether the economic crisis has hit some groups particularly hard in terms of
their real incomes. To what extent did the strong contraction in production
translate into a decline in real earnings and/or a rise in unemployment? And
did the rise in unemployment result in a widening income gap and increasing
poverty rates, as one might expect from the experience of previous downturns?
Finally, what might be the impact of the crisis in the longer run, in particular
taking into account the austerity packages announced by most European
governments?

Section 2 discusses the impact of an economic downturn on earnings and
income distribution from the standpoint of economic theory. Section 3 gives a
concise overview of empirical studies of the effect of a downturn in previous
business cycles. Section 4 presents recent figures on the development of
earnings in the current crisis, while section 5 gives some preliminary figures
on the evolution of income inequality and poverty rates. Section 6 briefly
speculates upon the possible long-term effects of the crisis. Section 7 focuses
on five specific EU member states, viz. Denmark, Germany, United Kingdom,
Spain and Slovakia, representing different welfare and labour market models.
This allows us to gain a better understanding of the role of institutions in
mediating the impact of the crisis. Section 8 summarizes the main results.

The impact of the crisis on earnings and income distribution in the EU
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The theoretical impact of an economic
downturn on incomes 

From a theoretical point of view the impact of an economic downturn on wage
levels and on the distribution of income is ambiguous. In this section we will,
first, give a brief overview of the theoretical economic literature on the
relationship between the business cycle and real wages and, secondly, discuss
the probable impact of the business cycle on wage dispersion and income
distribution.

The movement of real wages over the business cycle has been a controversial
issue for a long time (Abraham and Haltiwanger 1995). Still, there seems to be
broad agreement in the literature that real wages move counter-cyclically if the
business cycle is caused by a demand shift, and real wages move pro-cyclically
if the business cycle is caused by a supply shift.

In a standard Keynesian analysis, in which an economic downturn is caused
by a fall in demand, nominal wages are sticky but prices fall, resulting in a rise
of real wages. To put it differently, the downward sloping labour demand curve
is assumed to be stable, so that a fall in labour demand is accompanied by a
movement along the labour demand curve, resulting in a rise in real wages.
More recent post-Keynesian theories, such as the implicit contract theory and
efficiency wages theory, also predict that nominal wages are sticky (at least
downward), so that a fall in the price level during a recession results in higher
real wages and thus a counter-cyclical movement.

In neoclassical real business cycle models an economic downturn is caused by
a supply shock, resulting in a temporary fall of labour productivity. Since real
wages equal (marginal) productivity, this analysis leads to a pro-cyclical
movement of real wages. In these models the business cycle is characterised
by a shift of the labour demand curve itself, resulting in a movement of labour
demand and real wages in the same direction.

However, Abraham and Haltiwanger (1995) point out that neoclassical
business models can also result in countercyclical real wages via intertemporal
substitution between labour and leisure, resulting in a lag between business
cycle and wage movement. Alternatively, under certain conditions (imperfect
competition) new Keynesian models can yield pro-cyclical real wages.

From a theoretical point of view, the impact of an economic crisis on the
distribution of incomes is also ambiguous (Parker 1998). First, as far as wage
dispersion is concerned, there may be opposing effects due to changes in the
wages themselves and changes in the composition of the workforce caused by

Paul de Beer
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selective employment losses. For various reasons, low-skilled workers – who
are, in general, also low-paid – tend to suffer more from an economic downturn
than do high-skilled workers. If (real) wages of low-skilled employees decline
more strongly during a downturn than those of high-skilled workers, wage
dispersion will increase. However, if the employment of low-skilled workers
contracts more strongly than the employment of high-skilled workers, this may
result in a decline in wage dispersion due to a fall in the number of low-earning
employees. Thus, the more an economic downturn affects employment rather
than wages, the more likely it is that earnings inequality will decrease.

The effects of the business cycle on the total size distribution of income are
ambiguous, too, due to the occurrence of opposing effects. The rise in the
numbers of the unemployed, whose incomes are generally low, makes the
distribution of income more unequal. However, the impact of a downturn on
the incomes of those who were already out of work may have the opposite
effect. Social benefits usually adjust slowly to changes in the incomes of the
employed. Benefit levels may be adjusted annually (sometimes biannually) to
price or wage developments in the previous (half) year; otherwise, their
adjustment requires an explicit government decision (source: MISSOC). In
both cases, benefits will lag behind the evolution of the (real) incomes of the
employed. Thus, if the real income level of the employed population falls
during a recession and social benefits remain stable for some time, this may
result in a temporary compression of the lower half of the income distribution.
After an interval, however, benefit levels will probably be adjusted downwards
all the same, resulting in a widening of income disparities. 

With respect to the poverty rate, a similar pattern may be expected if a relative
poverty threshold is used (such as the at-risk-of-poverty rate of the EU, which
is calculated using 60% of median equivalised household income as the
threshold). If, in the initial phase of the recession, the lower half of the income
distribution is compressed, this will result in less relative poverty, even though
the real disposable income of the poor does not rise.

Since the household, rather than the individual, is the unit for measuring
poverty, changes in the so-called work intensity of households caused by the
crisis may also affect poverty rates. If an employee who loses his or her job can
rely on the income of a working partner, he or she runs less risk of ending up
in poverty than a breadwinner who becomes unemployed. 

Barlevy and Tsiddon (2006) claim that recessions tend to amplify long-run
trends in income inequality. They start from the well-known Kuznets thesis
according to which drastic changes in technology initially increase earnings
disparities because, while some workers benefit from these technologies, others
are made redundant. However, ‘laggards will catch up as the new technology
becomes diffuse, and earnings disparities decline until the next technology
arrives’ (Barlevy and Tsiddon, 2006: 57). During a recession workers will
acquire more human capital, since opportunity costs are relatively low. If the
long-run trend in inequality is rising, well-paid workers have stronger
incentives to accumulate skills than low-paid workers, since the return on

The impact of the crisis on earnings and income distribution in the EU
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human capital is higher for them. This will accelerate the trend of rising
inequality. If the long-run trend in inequality is falling, the opposite will
happen: low-paid workers will invest more in human capital and this will
strengthen the downward trend. Thus, an economic downturn will reinforce
either an upward or a downward trend in earnings inequality. 

Paul de Beer
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Overview of empirical studies

The ambiguity of economic theory on the cyclicality of real wages is mirrored
by empirical studies, which yield contradictory or inconclusive results (for an
overview, see Abraham and Haltiwanger 1995; more recent studies include
Gamber and Joutz 1997 and Hart, Malley and Woitek 2009). This might be
caused either by measurement problems (for example, the choice of deflator
to calculate real wages) or by real ambivalence regarding the movement of real
wages over the business cycle. 

Messina, Strozzi and Turunen (2009) show that both factors are important.
They find that wages deflated by producer prices are often counter-cyclical and
wages deflated by consumer prices are often pro-cyclical. Since we are mainly
interested in the impact of the crisis on the real income of workers, the latter
result is more relevant in this paper. But Messina et al. (2009) also find
significant heterogeneity in real wage cyclicality between countries. From a
statistical analysis of various measures of real wage cyclicality over the period
1960-2004 for 18 OECD countries, they conclude that these countries can be
divided into three main groups. In a group consisting of Germany, Japan, the
United Kingdom and the United States, real wages are pro-cyclical; in a group
consisting of Ireland, Spain, Canada and New Zealand, real wages are counter-
cyclical; in the third group (Denmark, Norway, Sweden, Finland, Belgium,
France, Italy, Netherlands, Austria and Australia), meanwhile, the cyclicality
depends on the deflator used. If we focus on consumer wages, the third group,
with the exception of Denmark, can be added to the group of countries with
pro-cyclical real wages. 

Although Messina et al. (2009) contend that real wages tend to be more
counter-cyclical in countries that are characterised by trade openness and
strong unions, the graphs they present to substantiate this claim show hardly
any relationship whatsoever.

They also find a – more robust – positive correlation between wage cyclicality
and employment cyclicality and this they explain by policy complementarities.
In countries with a more regulated labour market, institutions might mitigate
(real) wage fluctuations as well as employment fluctuations, resulting in
counter-cyclicality of real wages and rather small pro-cyclical employment
movements.

Four of the five countries on which section 7 of this paper will focus, are
included in the analysis conducted by Messina et al. Germany has remarkably
strongly pro-cyclical real wages and in the UK real wages move pro-cyclically

The impact of the crisis on earnings and income distribution in the EU

11WP 2012.01



too. Spain, on the contrary, has strongly counter-cyclical real wages, while
Denmark lies somewhere in between, with almost a-cyclical (or rigid) real
wages. However, these countries differ hardly at all with respect to employment
cyclicality. If these differences continue into the current recession, we might
expect real wages in Germany and the UK to fall relatively strongly and Spanish
real wages to increase, while Danish real wages will remain barely affected by
the crisis.

It should be noted that the cyclicality of real wages refers only to the timing of
wage movements. When real wages move counter-cyclically, this does not
mean that workers are less affected by an economic downturn than when they
move pro-cyclically, but only that it takes longer for this effect to manifest itself.
It means, in actual fact, that employees’ incomes will suffer most from an
economic crisis in the upswing of the business cycle. 

As regards the effect of the business cycle on income distribution, the empirical
evidence is rather scant. Most empirical studies focus on the evolution of
inequality and poverty in the USA (e.g., Parker 1998; Castañeda et al. 1998;
Maliar, Maliar and Mora 2005; Hoover, Giedeman and Dibooglu 2009; Meyer
and Sullivan 2011). These studies tend to find a negative correlation between
the business cycle and income inequality or poverty; in other words, inequality
and poverty would appear to increase during a downturn and fall during an
upturn. However, only very few empirical studies compare the impact of the
business cycle on income disparities from a cross-country perspective. Dimelis
and Livada (1999) compared the business-cycle behaviour of inequality in the
US, the UK, Italy and Greece and found that inequality moves counter-
cyclically in the US and the UK and pro-cyclically in Greece, with Italy showing
a mixed pattern. 

Paul de Beer
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The impact of the crisis on earnings
in the EU

The recent economic crisis has resulted in a loss of employment in all EU
member states, with the exception of Luxembourg. However, the impact of the
crisis on employment and unemployment levels varies strongly across the EU,
even where the decline in GDP has been more or less similar. Figure 1 shows
the decline in total civilian employment between the peak quarterly value in
2008 and the lowest quarterly value in 2009 or 2010, against the maximum
cumulative fall in real GDP in the period 2008-2010. Both the decline in GDP
and the loss of employment vary greatly between the countries, ranging from
a decline of less than 5% of both GDP and employment in Cyprus to about 40%
GDP decline and 21% employment loss in Latvia. 

Even though the economy contracted strongly and employment declined, real
hourly wages (deflated by consumer prices) in the private sector kept rising
during 2008 and 2009, in most countries, as Table 1 shows. Indeed, real

The impact of the crisis on earnings and income distribution in the EU
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Figure 1 Economic decline and employment loss, 2008-2010



wages even accelerated in 2009 in many countries. Thus, in general, real
wages have been moving counter-cyclically in the EU. It was not until 2010,
when the first signs of economic recovery became visible, that real hourly
wages started to fall in half of the countries, while real wage increases slowed
down in most other countries. The most notable exception, in this respect, is
the United Kingdom, where real wages already fell by 0.6% in 2008 and by
0.4% in 2009. In Belgium, too, real wages fell in 2008, but this was more than
offset by quite a strong rise in 2009. The fall in real wages in 2010 in Belgium,
Germany, Spain, Austria and Portugal was much smaller than the rise in the
preceding year, so that, at the end of 2010, real wages were still considerably
higher than at the end of 2008. Only in Hungary and the UK were workers
worse off at the end of 2010 than two years earlier, at the start of the economic
downturn.

In manufacturing, where production contracted relatively early in the crisis,
real hourly wages started to decline already in 2008 in Belgium, Luxembourg,
Portugal and the United Kingdom. In 2009 they also declined in Poland and
Hungary. However, in some other countries, notably Ireland, Spain and
Finland, real wages in manufacturing accelerated in 2009. 
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Table 1 Annual change of real hourly earnings, private sector (%)

Belgium

Czech Republic

Denmark

Germany

Ireland

Spain

France

Italy

Luxembourg

Hungary

Netherlands

Austria

Poland

Portugal

Slovakia

Finland

Sweden

United Kingdom

2008

-1.1

1.0

0.6

1.0

0.0

0.5

0.3

2.1

1.3

5.8

1.6

2.9

0.5

-0.6

2009

3.7

1.7

1.6

4.7

0.9

4.1

4.2

0.1

3.3

0.6

4.3

1.0

2.4

-0.4

2010a

-1.4

0.0

-0.4

-0.5

1.3

0.4

0.3

-1.6

-0.9

1.0

-0.2

4.1

2.0

-1.5

a First three quarters for Italy; first two quarters for Belgium and UK. 
b First two quarters for UK.

Source: OECD Statistics

Private sector

2008

-1.6

1.3

0.8

0.2

0.8

0.7

0.3

0.0

-2.2

0.1

1.2

5.3

-0.3

2.9

0.6

0.5

-0.6

2009

2.6

0.1

1.5

1.4

9.6

5.3

2.1

2.4

-3.9

-0.2

1.6

-1.2

-4.5

1.0

3.4

2.4

-0.4

2010b

-1.0

1.3

0.2

1.0

1.3

-0.4

0.2

1.2

0.7

0.3

0.0

2.5

-2.0

4.1

0.8

2.0

-0.2

Manufacturing



The countercyclical movement of real hourly wages in Denmark, Germany,
France, Italy, the Netherlands, Austria, Finland and Sweden departs from the
results of the study of Messina et al. (2009), who found countercyclical real
wages only for Ireland and Spain, and the pro-cyclical wage movements in
Belgium and the UK serve to confirm these findings. Thus, in many EU
countries, real hourly wages reacted more slowly to the economic downturn
than in previous recessions. 

A possible explanation for this slow reaction of hourly wages to the economic
downturn is that the strong contraction of production during the recession was
absorbed by a reduction of actual working hours. On average, in the EU, the
number of weekly hours worked by employees was 0.4 hours or 1% less in 2009
than in 2008 (source: Eurostat). Only in Luxembourg did the number of weekly
hours increase. The largest reduction in weekly hours worked occurred in
Estonia (-1.5 hours), Ireland (-1.2 hours) and Austria (-0.9 hour). This crisis has
thus been characterised by a considerable amount of labour hoarding (cf. OECD
2010: 16, 27, 28) which can be partly attributed to the use of short-time work
arrangements that allow employers temporarily to reduce the number of hours
worked by their staff. In most cases, the employee who works shorter hours
receives income compensation from the state or a social security fund and this
can partially or substantially offset the impact on his or her weekly salary of the
shorter working week (Hijzen and Venn, 2011:13). In twelve member states
short-time work arrangements already existed before the crisis, but in most of
these the scheme was made more generous by raising the level or maximum
duration of the benefit and extending the scheme to atypical workers. In nine
member states a short-time working scheme was introduced during the crisis,
to reduce the impact of the crisis on employment levels (Arpaia et al. 2010). In
Belgium, Italy, Germany and Luxembourg, three to six percent of all employees
on average worked shorter hours in 2009, but in most countries the figure was
less than one percent (Hijzen and Venn, 2011:18). Moreover, in most countries
working hours were reduced, on average, by only 20-40%, so the size of short-
time work measured in full-time equivalents (FTE) was much smaller. The
OECD estimates that the FTE take-up rate was about three percent in Italy and
Belgium, two percent in Finland, one percent in Spain and Germany and less
in the other EU member states (Hijzen and Venn, 2011:21). Since this is the
upper limit of the impact of short-time work arrangements on employment, it
means that only in Italy, Belgium and Finland can participation in short-time
work arrangements explain the lion’s share of the reduction in working time
(OECD 2010: 52). In Spain and Germany, short-time work arrangements may
account for about half to two thirds of the reduction in working time. In the
other countries, only a small part of the reduction in working hours can be
attributed to specific short-time work arrangements and it is unclear by what
other mechanisms the reduction of working hours may be explained. It may be
due partly to a reduction of overtime, partly to the use of annualised working-
time accounts – which allow a temporary reduction in working hours  – and
partly to a shift from full-time to part-time jobs in case of vacancies (Leschke
and Watt, 2010). In some cases, employees may have been forced to accept
shorter working hours or have chosen themselves to work less hours.  

The impact of the crisis on earnings and income distribution in the EU
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It is unknown to what extent this reduction of actual hours worked
corresponded to a reduction in paid hours. Figure 2 shows that there is a
negative correlation (-0.33) between the change in weekly hours and the
change in real hourly earnings. This suggests that there is a trade-off between
wage flexibility and (internal) hours flexibility. Put differently, in countries in
which companies were able to reduce the number of working hours, they did
not need to cut hourly wages in order to reduce labour costs. Of course, this is
effective only if the number of paid hours is also reduced.1

As already mentioned, if working hours were reduced as part of a short-time
work arrangement, then workers usually received substantial compensation
for the accompanying income loss. Insofar as the reduction of working hours
was negotiated with trade unions, there are examples both of monthly wages
being adjusted in line with the reduction of working time and of monthly wages
being largely maintained (Glassner and Keune 2010).  

Paul de Beer
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1. However, it should be noted that the negative correlation may also be an artifact, caused by
the calculation of hourly wages. For a number of EU member states, notably Austria, Czech
Republic, Hungary, Luxembourg, Poland, Slovakia, and the UK, the OECD calculates hourly
wages by dividing monthly or (in the case of the UK) weekly wages by the average number of
working hours. If there is any noise in the figures for either monthly wages or weekly hours,
this may result in a spurious negative correlation between hourly wages and weekly hours.
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Figure 2 Change in weekly hours and real hourly earnings in manufacturing, 2008-2009/10



To gain an impression of the maximum impact on weekly earnings, the fourth
and fifth columns of Table 2 give the estimated change in weekly earnings on
the assumption that the number of paid hours coincides with the actual
number of working hours, so that the financial burden of shorter hours is fully
carried by the workers. Since we do not have figures on earnings in the whole
private sector for all countries, we show the estimated maximum change of real
weekly earnings for both the total private sector and for manufacturing only.

If the shorter working hours were indeed fully translated into earnings losses,
then this has considerably reduced real income growth for workers in most
countries. In manufacturing especially, many workers may have experienced
a drop in real earnings that may have come close to 4% in Austria, 3% in
Germany and 2% in Belgium. However, these figures should be considered as
the upper limit of the decline in real earnings, since they are based on the
assumption that workers incurred all the costs of shorter working hours. In
actual fact, the real loss was probably considerably smaller in most countries,
although it is not possible to give reliable estimates.

The figures in Tables 1 and 2 refer to the private (business) sector of the
economy only. Unfortunately, there are, as yet, no figures available for the
public sector. Many governments have by now announced wage freezes or wage
cuts for public sector employees, as a means of reducing their budget deficit.

The impact of the crisis on earnings and income distribution in the EU
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Table 2 Change of weekly hours worked and estimated change in real weekly earnings, 2008-2009/10

Belgium

Czech Republic

Denmark

Germany

Ireland

Spain

France

Italy

Luxembourg

Hungary

Netherlands

Austria

Poland

Portugal

Slovakia

Finland

Sweden

United Kingdom

Manufacturing

-1.4

-1.6

-1.4

-3.7

-2.9

-1.7

-1.5

-1.9

4.1

-1.0

-0.5

-3.7

-1.0

0.9

-3.0

-2.0

-1.9

-0.8

Total

-0.3

-1.5

-1.3

-1.9

-3.3

-1.5

-0.9

-1.2

3.0

-0.9

-0.6

-2.4

-0.8

0.5

-1.9

-1.8

-1.1

-0.3

Private sector

3.7

-

0.5

-0.2

-

3.0

0.7

3.1

7.1

-0.3

-

0.5

0.0

4.8

0.0

-

2.5

-1.6

Manufacturing

-2.0

-0.5

-0.2

-3.0

-0.2

-0.1

-0.1

-1.3

1.2

-1.0

0.6

-4.1

4.2

0.5

0.0

-0.9

-0.9

-1.3

Source: Eurostat (hours) and OECD Statistics (earnings); calculations by the author

% change of average weekly
hours worked

Estimated maximum decline/minimum
rise of real weekly earnings



In some Central and Eastern European countries, notably Bulgaria, Estonia,
Hungary, Latvia, Lithuania and Slovenia, these measures were implemented
as early as 2009 (Glassner 2010) but in most countries they came into force
only in 2010 or 2011. This has probably resulted in a negative development of
real public sector wages in the past two years.
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The impact of the crisis on
the distribution of income 

Since we do not have recent figures on earnings distribution, it is not possible
to determine whether wage disparities have increased or decreased during the
current crisis.

Without doubt those workers who lost their jobs during the crisis generally
suffered a steep drop in income. In the absence of reliable figures concerning
income losses incurred by employees laid off, these can be estimated using the
OECD measures of the net replacement rate of unemployment benefits in
various countries. The average replacement rates for three family types and
four different income levels are shown in the second column of Table 3. Apart
from unemployment and social assistance benefits, these replacement rates
include also housing benefits and family benefits. In many countries, the
average net replacement rate is between 60 and 70%, entailing an income loss,
in the event of unemployment, of at least 30%. 

However, it should be borne in mind that not all unemployed are entitled to
an unemployment benefit. Column three gives the share of those who have
been unemployed for one or two months and in receipt of unemployment
insurance or assistance benefit. This benefit coverage rate varies greatly
between EU countries, ranging from a meagre 22% in Italy to 85% in Austria.
Multiplying the average replacement rate by the coverage rate gives the
estimated average income loss as a percentage of the former wage for those
who become unemployed (Column four). The estimated income loss is at least
40% in all countries and in excess of 60% in eighteen EU countries. In almost
all EU countries, workers lose more than half of their income, on average, in
the event of dismissal. 

Finally, multiplying the average income loss in case of dismissal by the
probability of becoming unemployed (measured as the rise in the unemploy -
ment rate during the crisis) gives an estimate of the expected income loss for
all workers as a result of the rise of unemployment. This figure is shown in the
final column of Table 3. In Germany, this expected income loss is negligible,
since unemployment hardly increased and the average income loss in case of
unemployment is relatively small. In four other countries, viz. Luxembourg,
Malta, the Netherlands and Austria, the expected income loss was less than
one per cent, although, with the exception of Austria, these figures are
estimates, since we do not have information on the coverage rate of
unemployment benefits. At the other extreme, expected income loss of workers
in Lithuania is more than 10%, due to a strong rise in unemployment, a
moderate replacement rate and a low coverage rate of unemployment benefits.
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As argued in Section 2, the theoretical impact of an economic downturn on
income inequality and (relative) poverty is ambiguous, but inequality and
poverty will most likely rise due to the fact that low-skilled workers are hardest
hit by a recession. Moreover, those who lose their job usually suffer a strong
decline in income and are added to the number of low-income families. 

For the EU we have only annual figures on income inequality and poverty,
based on the EU-SILC-survey, which may not be fully reliable due to the
relatively small sample sizes, in particular for specific groups such as the
unemployed. Since no other up-to-date data are available, we present these
figures in Tables 4 and 5.
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Table 3  Income replacement in case of unemployment (%)

Belgium

Bulgaria

Czech Republic

Denmark

Germany

Estonia

Ireland

Greece

Spain

France

Italy

Latvia

Lithuania

Luxembourg

Hungary

Malta

Netherlands

Austria

Poland

Portugal

Romania

Slovenia

Slovakia

Finland

Sweden

United Kingdom

Net replacement
ratea

61.8

56.4

65.2

69.8

70.8

61.0

60.4

56.7

61.9

72.6

62.2

84.2

66.0

81.1

61.9

49.4

68.4

59.0

49.2

78.8

53.0

68.2

70.1

63.7

58.4

48.2

Coverage
rateb

63

57

65

75

83

–

–

63

59

57

22

41

37

–

73

–

–

85

28

47

64

50

30

83

43

–

Average income
loss c

61.3

67.7

57.5

47.5

41.5

65.4

65.7

64.2

63.2

58.7

86.6

65.3

75.7

54.0

54.7

72.0

61.2

49.7

86.0

62.8

65.9

66.1

79.1

47.2

74.9

72.6

Expected income
lossd

1.0

3.3

2.0

2.2

0.2

9.6

5.9

3.5

7.1

1.3

1.7

9.1

10.8

0.5

2.2

0.9

0.9

0.7

2.3

2.3

1.3

2.2

4.4

1.1

2.2

2.0

a Average for unemployed with previous earnings of 67, 100, 150 and 200% of the average wage, respectively, and for married couples with two
children, married couples without children (with no second earner and with the spouse earning 67% of the average wage) and single persons. Net
income includes unemployment benefits, social assistance benefits, housing benefits and family benefits.

b Share of persons unemployed for 1 to 2 months in receipt of unemployment insurance or assistance benefit.
c 100 minus net replacement rate multiplied by share of unemployed in receipt of benefit. For Estonia, Ireland, Luxembourg, Malta, the Netherlands

and the UK, for which no data on the share in receipt of benefit is available, the average share of 57% for the EU as a whole is imputed.
d Maximum rise of the unemployment rate (in percentage points) between 2008 and 2010 multiplied by average loss of income.

Source: OECD Statistics (net replacement rate) and Eurostat (benefit receipt and unemployment); calculations by the author



Table 4 shows the change in the median equivalised net household income,
adjusted for inflation, between 2008 and 2009. On average, real household
incomes hardly changed from 2008 to 2009 in the EU, but there are large
differences between the countries. In most Central and Eastern European
(CEE) member states, incomes rose remarkably strongly, in many cases even
by more than 10%.2 In most other EU countries, household incomes rose too,
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a Disposable household income is adjusted according to the modified equivalence scale of the OECD, giving a weight of 1.0 to the first person aged
14 or more, a weight of 0.5 to other persons aged 14 or more, and a weight of 0.3 to persons aged 0-13. Nominal income is adjusted by the
Harmonized Index of Consumer Prices (HICP).

b Figures for the UK have been adjusted for the change in exchange rate between Euro and Pound Sterling.

Source: Eurostat (EU-SILC); additional calculations by the author

Table 4  Change of real median equivalised net incomea, 2008-2009

European Union

Belgium

Bulgaria

Czech Republic

Denmark

Germany

Estonia

Ireland

Greece

Spain

France

Italy

Cyprus

Latvia

Lithuania

Luxembourg

Hungary

Malta

Netherlands

Austria

Poland

Portugal

Romania

Slovenia

Slovakia

Finland

Sweden

United Kingdomb

Employed persons

0.2

5.7

21.1

18.7

2.2

2.6

13.3

2.5

3.7

3.9

5.4

-1.6

2.2

8.4

13.6

3.0

4.0

1.0

1.8

4.0

18.8

3.1

0.5

7.6

18.5

5.0

1.5

-2.1

Total population

0.1

7.8

27.6

19.5

2.8

2.1

12.5

-1.0

4.3

2.9

4.1

-0.5

3.0

10.3

11.1

2.4

3.9

1.3

2.0

3.8

17.3

2.6

5.4

8.5

17.1

3.5

0.6

-5.5

Total

0.5

8.6

26.2

20.2

2.5

1.3

17.0

0.5

3.6

4.3

3.0

0.5

2.8

11.1

10.2

2.9

4.5

2.3

1.4

4.0

14.1

3.6

8.8

9.8

19.5

3.0

-2.0

-1.4

Unemployed

1.2

7.7

35.9

23.0

-6.3

-4.2

28.2

2.4

6.3

-0.9

-0.3

0.0

-5.5

5.7

-3.4

8.7

6.2

-4.1

-0.6

8.6

13.9

0.6

7.7

-0.3

12.4

-2.1

3.9

-4.1

Retired

2.0

8.5

21.1

19.2

3.3

2.9

18.3

8.8

4.1

6.2

3.1

1.9

4.4

16.9

13.7

6.1

8.4

7.7

2.5

0.4

13.1

5.3

9.9

8.0

21.0

4.1

-0.9

-4.1

Not-employed persons

2. It is not clear how reliable these figures are. In section 7 we give figures from the Slovakian
Statistical Office which point to a slight decrease in real household incomes, which is more in line
with the results for Western European member states.



albeit much less than in the CEE countries. The most notable exception is the
United Kingdom, where real household incomes fell strongly. From a
comparison of the change in incomes of employed and non-employed persons,
no uniform pattern emerges: in some countries the incomes of the employed,
and in other countries the incomes of the non-employed, display stronger
increases. However, the incomes of the unemployed developed less favourably
in most countries. In eleven member states the unemployed even experienced
a decline in real income.

As far as income disparities between separate groups are concerned, no general
pattern of a widening gap during the crisis emerges, although in sixteen of the
EU member states the unemployed did lose ground compared to the employed
population.
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a Change in percentage points, except S80/S20 (ratio of income share of top 20% and bottom 20%): absolute change

Source: Eurostat (EU-SILC)

Table 5  Change of income distributiona, 2008-2009

Belgium

Bulgaria

Czech Republic

Denmark

Germany

Estonia

Ireland

Greece

Spain

France

Italy

Cyprus

Latvia

Lithuania

Luxembourg

Hungary

Malta

Netherlands

Austria

Poland

Portugal

Romania

Slovenia

Slovakia

Finland

Sweden

United Kingdom

S80/S20

-0.2

-0.6

0.1

1.0

-0.3

0.0

-0.2

-0.1

0.6

0.1

0.1

0.1

0.0

0.4

0.2

-0.1

0.1

0.0

0.0

-0.1

-0.1

-0.3

-0.2

0.2

-0.1

0.2

-0.4

Gini

-1.1

-2.5

0.4

1.9

-1.1

0.5

-1.1

-0.3

1.0

0.6

0.5

0.4

-0.3

1.5

1.5

-0.5

0.9

-0.4

-0.5

-0.6

-0.4

-1.1

-0.7

1.1

-0.4

0.8

-1.5

All

-0.1

0.5

-0.6

1.2

0.3

-0.5

-0.6

-0.6

0.1

0.1

-0.1

0.3

-0.1

0.5

1.4

-0.4

0.7

0.6

-0.1

0.4

-0.5

-1.1

-1.4

-0.1

0.3

1.5

-1.4

Employed

-0.2

-0.1

-0.5

0.8

-0.3

0.8

-1.1

-0.5

0.7

-0.1

1.3

0.6

0.1

1.0

0.6

0.4

0.9

0.2

-0.5

-0.5

-1.5

0.2

-0.3

-0.6

-1.4

0.1

-1.8

Unemployed

-1.4

-2.5

-1.2

7.0

5.1

-5.4

0.2

0.9

1.1

-1.2

-0.8

2.0

3.6

2.9

-7.0

-1.8

5.4

5.4

-4.2

3.3

2.3

3.4

5.9

5.3

8.7

-1.3

-3.0

At-risk-of-povertyIncome inequality



Table 5 shows that there is no general trend in the change of either income
inequality or at-risk-of-poverty rate (defined as the share of the population
below 60 percent of the median equivalised disposable household income)
between 2008 and 2009. In a small majority of EU member states, income
inequality declined and poverty dropped. Denmark, Lithuania and
Luxembourg, on the contrary, experienced a considerable rise in both income
inequality and poverty, while in Belgium, Austria and the United Kingdom
income inequality decreased and the poverty rate – for both employed and
unemployed population – declined. In some countries, the poverty rate among
the unemployed rose strongly, in particular in Denmark, Germany, Malta, the
Netherlands, Slovenia, Slovakia and Finland. In contrast, in a few other
countries – notably Estonia, Luxembourg and Austria – it dropped
considerably. These changes may be related to changes in the unemployment
benefit system during the crisis. But since these figures are usually based on
rather small samples, they may not be very reliable and should be interpreted
with caution. All the same, it seems safe to conclude that the economic crisis
has not so far led to a general widening of income disparities and a rise in
poverty. 

Figure 3 shows that there is no clear relationship between the change in
employment during the crisis and the change in the poverty rate. Among both
the countries with relatively low employment losses and those with large
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employment losses, an equal share experienced a rise and a decline in the
poverty rate. Thus, reducing the employment impact of the crisis is not a simple
cure for poverty.
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The long-term impact of the crisis
on incomes 

The figures presented in the previous section refer to the short- and medium-
term effects of the current economic crisis. Some of these effects may be
temporary in nature, while others  may have a lasting impact; yet others may
remain concealed at present, to emerge only in the future. Insofar as the
changes in earnings, working time and employment were cyclical in nature,
they will wither away after the crisis. 

Labour hoarding, as a result of the reduction of working time, is likely to be
quickly undone as the economy recovers. This will mean, however, that
economic recovery will be initially characterised by jobless growth, so that the
decline in unemployment will be slow. 

As previous economic cycles have shown, it may take longer for employment
and unemployment rates to return to their original levels after the crisis than
it took from the peak to the trough of the business cycle. This may be associated
with hysteresis effects in that workers who lost their jobs during the crisis may
suffer a permanent reduction of their human capital due to missed experience
and, possibly, erosion of their work ethic. 

An important feature of the current crisis has been the strong increase in
government budget deficits in most EU member states. In some countries,
notably Greece, Portugal and Ireland, the current budget deficit is literally out
of control, causing a crisis of the euro, which may even have a negative impact
on economic recovery in the euro zone as a whole. Since most budget deficits
are unsustainable in the long run, most EU member states will face a prolonged
period of austerity measures and many governments have already announced
major cutbacks in public spending or tax rises. Theodoropoulou and Watt
(2011) estimate the size of these austerity packages at 0.9% of GDP of the EU
in both 2010 and 2011. In most countries, the majority of these packages
consist of expenditure cuts, which include pay freezes or pay cuts for workers
in the public sector and a reduction of government staff. Consequently, the
prospects for public sector workers in the next years look rather grim in many
countries and they will, in all probability, risk either losing their jobs or
suffering a substantial pay cut. Since it may take some time for these measures
to be implemented, the negative consequences of the crisis are likely to hit
public sector workers when the economy begins to recover and the
employment conditions of private sector workers are already improving again.
Less clear, at the present time, are the likely consequences of the austerity
politics for social protection. During the crisis. some governments have
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increased the generosity of social protection, e.g. by relaxing eligibility criteria
or prolonging benefit duration. But as the social protection budget is usually
the largest of all government budgets, in the upcoming years significant cuts
seem inevitable. A few governments have already announced reductions in
benefit generosity, especially for old age pensions (cf. Glassner 2010), and,
depending on the precise measures taken, this may result in an increase in
poverty rates among the non-working population in the next years.

The crisis may also be the immediate reason for – albeit not the ultimate cause
of – radical reform of pension systems. In view of the ageing of the population
and increasing longevity, a limitation of future pensions is usually an important
element of these reforms with a view to safeguarding the financial
sustainability of the pension system in the long run. Consequently, the relative
income of pensioners may decline and their risk of poverty will increase in the
long run.

Tax rises will, of course, affect average income levels negatively. The impact
on income distribution is less clear-cut and depends on the precise nature of
the measures taken. A rise of indirect taxes usually increases income inequality,
since savings, which constitute a larger proportion of higher incomes, are
exempt from this tax rise. The effect on income inequality of a rise in direct
taxes depends on the progressivity of the tax rise.  

Based on a qualitative assessment of austerity packages in thirteen EU member
states, Theodoropoulou and Watt (2011) conclude that in eight countries these
packages will probably have the effect of exacerbating inequality, mainly due
to a rise in indirect taxes. For only two countries do they expect an equalising
effect, while, for the remaining three countries, the impact on income
distribution is ambiguous. 
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Five cases 

The consequences of the economic crisis for earnings and income distribution
vary considerably across the EU, without displaying any clear pattern. In order
to gain a better understanding of the causes of these diverse effects of the crisis,
we focus on five specific EU member states in this section, viz. Denmark,
Germany, the United Kingdom, Spain and Slovakia. These countries represent
the following different welfare regimes: social-democratic, conservative,
liberal, Mediterranean and Central and East European, respectively. Moreover,
they vary considerably with respect to the evolution of (un)employment and
incomes during the current crisis and thus illustrate how a country’s
institutional set-up influences the impact of an economic crisis. We will discuss
first the impact of the crisis on labour market outcomes and then the
consequences for real incomes and income distribution.

1. Labour market outcomes 

Table 6 gives an overview of the main effects of the current economic crisis on
the labour market. 
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Table 6 Impact of the economic crisis on the labour market in five EU member states. 
Changes between 2008 and 2009 (%, except where noted)

Real GDP

Employment (hours)

Employment (jobs)

Productivity per hour worked

Working hours per job (employees)

Permanent jobs

Temporary jobs

Unemployment (% points) a

Real hourly earnings

Real weekly earnings (estimate)

Spain

-3.7

-7.7

-6.6

4.4

-1.5

-1.1

-18.4

11.3

4.6

2.8

Denmark

-4.7

-4.3

-3.1

-0.4

-1.3

-4.2

4.1

4.7

1.7

0.5

UK

-5.0

-2.6

-2.2

-2.5

-0.3

-2.7

1.5

2.8

-1.3

-1.6

Germany

-4.7

-1.8

0.0

-3.0

-1.9

0.0

-1.4

0.5

1.6

-0.2

Slovakia

-4.7

-3.9

-2.5

-0.8

-1.9

-4.5

-10.0

2.5

1.0

0.0

a For the unemployment rate the difference between the lowest quarterly rate in 2008 and the highest quarterly rate in 2009 and 2010 is shown,
in order to take into account the fact that unemployment usually reacts slowly to an economic downturn.

Source: see Tables 1-3



Though the impact of the crisis on annual GDP growth was similar in all five
countries – albeit  somewhat less in Spain – the consequences for the labour
market differed considerably. Due to a strong rise in productivity, the total
volume of employment (measured in hours worked) declined much more
strongly than total production in Spain. In Denmark, the decline in GDP and
the reduction of total hours worked were similar, since productivity slightly
decreased. In the UK and Germany, by contrast, a substantial amount of labour
hoarding took place, resulting in a considerable fall in productivity per hour
worked and a much smaller reduction in the number of working hours than in
Denmark and Spain. Slovakia showed an intermediate evolution, with
moderate labour hoarding and some decline in productivity.

The changes in productivity are reflected only partly in the changes in real
hourly earnings. In Spain, hourly earnings rose strongly in 2009, as did
productivity, while in the UK both real earnings and productivity declined.
However, employees in Denmark, Germany and Slovakia enjoyed moderate
wage rises in 2009 despite a fall in labour productivity. The procyclical wage
movement in the UK and the countercyclical wage change in Spain confirm the
analysis of Messina et al. (2009). However, the rise in real wages in Denmark
and Germany differs from the experience in previous recessions. 

In Denmark, Spain, Germany and Slovakia the impact of the contracting
volume of employment on the number of jobs lost was mitigated by a reduction
in the average number of working hours per job. In Germany, this is explained
by the widespread use of short-time work arrangements, approximately
equivalent to a 1.3% reduction of average working time in 2009 (Hijzen and
Venn 2011: 21), and the use of annual working-time accounts. As a
consequence, there was no net job loss between 2008 and 2009 and the
unemployment rate increased hardly at all. In Slovakia, quite remarkably, the
average reduction in weekly working hours was equal to that in Germany, even
though the newly introduced scheme for short-time work was much more
restricted than the German arrangement, mainly due to the limited maximum
duration of three months. Though the short-time work arrangement in
Slovakia can account for, at most, a 0.3% reduction in average working time
(Hijzen and Venn 2011: 21),  the reduction of average working hours in Slovakia
nonetheless mitigated the number of jobs lost quite considerably.

In Denmark and Spain the reduction in the average number of hours per job
was not large enough to compensate for the contraction in the volume of
employment. A substantial number of jobs were thus lost in both countries,
more particularly in Spain. In the UK the number of working hours per job
changed hardly at all. As a consequence, the extent of job losses approximately
corresponded in magnitude to the contraction in the volume of employment. 
There are interesting differences between the five countries with respect to the
distribution of job losses between permanent and temporary jobs. Spain has
the most extreme pattern: job losses were almost fully concentrated among
temporary jobs, almost one in five of which was lost, while the number of
permanent jobs decreased only slightly. Denmark and the UK show the
opposite pattern: the number of permanent jobs decreased, while the number
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of temporary jobs increased. It would thus appear that in these countries
permanent workers were replaced by workers on a temporary contract,
although this might not have happened in the same companies or even the
same industries. Germany showed a more balanced pattern, with only a small
decrease in the number of temporary jobs, while the number of permanent jobs
changed hardly at all. In Slovakia, finally, both the number of permanent and
the number of temporary jobs decreased considerably, although it should be
noted that temporary employment accounts for only about 5 per cent of total
employment in Slovakia. That the total job loss was smaller than the reduction
of permanent and temporary jobs is due to the 12.7% increase in the number
of self-employed. Since the self-employed constitute 13 per cent of total
employment, the rise in their numbers largely explains the relatively limited
contraction of employment in Slovakia.

These different patterns of labour market adjustment in the five countries
translate into a strongly divergent evolution of the unemployment rate during
the crisis. While Spain, and also Denmark, experienced a very strong increase
in unemployment, the impact of the crisis on unemployment was much more
moderate in the other three countries. In Germany, indeed, unemployment
remained virtually unchanged. 

To conclude, in Denmark and even more so in Spain, the impact of the
economic crisis led to a sharp divide between those who kept their jobs and
those who lost their jobs, while in Germany and the United Kingdom the
consequences were more evenly spread across the labour force. Slovakia
occupies an intermediate position in this respect. This is probably related to
the fact that the Danish and Spanish labour market are characterised by high
external flexibility, while Germany, the UK and Slovakia are more reliant on
internal flexibility. In order to understand the causes of these various patterns,
we relate them to the employment protection legislation (EPL) in each country.
Table 7 gives an overview of the indicators for various elements of EPL that
have been constructed by the OECD. Although these EPL indicators are rightly
criticized in the literature, they nonetheless offer a useful starting point for a
comparison of the labour market institutions in these five countries.

The sources of external flexibility differ quite considerably between Denmark
and Spain: Denmark has relatively limited employment protection for
permanent workers (see Table 7), resulting in large flows between employment
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Table 7 Strictness of employment protection, 2008

Overall

Regular employment

Temporary employment

Collective dismissals

Spain

3.11

2.38

3.83

3.13

Denmark

1.91

1.53

1.79

3.13

UK

1.09

1.17

0.29

2.88

Germany

2.63

2.85

1.96

3.75

Slovakia

2.13

2.45

1.17

3.75

Source: OECD Statistics



and unemployment so that, in the event of recession, many workers with a
permanent contract lose their jobs; Spain, on the contrary, has rather strict
employment protection for permanent workers but it also had, before the crisis,
the largest share of temporary workers (31%) in the EU and these are the first
to be dismissed in an economic downturn, even though the legal regulations
governing  temporary workers are very strict according to the OECD indicator
(see Table 6). However, the regulations focus principally on the use of fixed-
term contracts and temporary agency workers by companies and not on the
termination of their contract (OECD a). It would thus appear that both types
of external flexibility increase the vulnerability of particular groups of workers
in a recession. 

The share of temporary workers in Germany is only half that in Spain. Since
employment protection for permanent workers and in case of collective
redundancies is rather strict, employers have little opportunity to adjust their
workforce quickly during a downturn. Accordingly, they resort to a
combination of shorter working hours and a reduction in real wages. 

In the United Kingdom, the decline in production was largely absorbed by a
real pay cut. As we saw earlier, the UK was one of the few EU countries in which
real wages began to decline already in 2009. It appears that the downward
flexibility of real wages meant that employers were less inclined to resort to
dismissals, even though the UK has the most lenient employment protection
of the five countries considered (Table 7).

Employment protection legislation in Slovakia is similar to – but somewhat
less strict than – the German legislation. However, the labour market outcomes
of the crisis in Slovakia most resemble the Danish case, with the exception of
the large reduction in the number of temporary jobs, which may be explained
by the loose regulation of temporary employment.

2. Real incomes and income distribution 

The labour market developments and the changes in earnings shown in Table 6
are partly reflected in the change of real incomes shown in Table 8. Since the
figures on the change in real incomes from the EU-SILC database, as presented
in Table 4, are probably unrealistic in the case of Slovakia, we have calculated
the change in average net household incomes using data from the Slovakian
Household Budget Survey (Statistical Office of the Slovak Republic 2009-
2010). The figures from EU-SILC for the UK are adjusted for the change in the
exchange rate of the pound sterling vis-à-vis the euro. These figures
approximate more closely the figures that can be calculated from data from the
UK Department for Work and Pensions (2011), viz. a change in real median
household income of –0.8% and +0.7%, respectively, from 2007/08 to
2008/09, depending on whether or not housing costs are taken into account.
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When comparing earnings and household incomes, it should be taken into
account that the income figures refer to equivalised net household incomes,
which are affected by other factors in addition to earnings, such as the number
of earners in the household, the number of children and changes in the tax
system.

In Denmark, Spain and Germany real median household income increased,
despite the crisis, by 2 to 3 per cent in 2009. Households with an employed
head even improved their situation a little more, especially in Spain. In the UK
and Slovakia, on the contrary, real median household income declined. In both
countries, households with a working head experienced a fall in real income of
about 2 per cent. 

In all five countries considered, the real income of unemployed households
fell. In both Denmark and Slovakia unemployed households lost more than 6
per cent of their purchasing power and in the UK and Germany more than 4
per cent. In Denmark this drop in income may be partly explained by the
tightening of the eligibility criteria for the part-time unemployment benefit,
which resulted in a halving of the number of beneficiaries between 2007 and
2009 (Leschke and Jespen 2011). In Slovakia, however, eligibility criteria for
unemployment benefits were slightly relaxed (from 3 contributory years in 4
to 2 in 3) (Leschke and Jespen 2011), but this would appear to have had no
positive impact on the income of households with an unemployed head.

In August 2009 Spain adopted the Temporary Unemployed Protection and
Insertion Programme for unemployed persons who have exhausted their
entitlement to unemployment benefits. It was expected that this programme
would offer support of €420 per month to approximately 600,000 unemployed
persons (Council of the European Union 2009: 23) and this measure might
explain why in Spain the median real income of unemployed households
decreased hardly at all.
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Table 8 Impact of the economic crisis on incomes and poverty in five EU member states. 
Changes between 2008 and 2009

Real median income, all (%)a

Real median income, employed (%)a

Real median income, unemployed (%)a

Poverty rate, all (% points)

Poverty rate, employed (% points)

Poverty rate, unemployed (% points)

Income inequality (Gini, % points)

Income inequality (S80/S20, absolute
change)

Spain

2.9

3.9

-0.9

0.7

1.2

0.3

1.0

0.6

Denmark

2.8

2.2

-6.3

1.0

0.9

5.9

1.9

1.0

UK

-5.5

-2.1

-4.1

-1.4

-2.3

-12.2

-1.5

-0.4

Germany

2.1

2.6

-4.2

-0.2

-0.1

2.4

-1.1

-0.3

Slovakia

-0.1

-1.9

-6.3

-0.1

-0.6

5.3

1.1

0.2

a Figures for the UK have been adjusted for the change in the exchange rate between the euro and pound eterling. Figures for Slovakia refer to
average net household incomes and are calculated from Statistical Office of the Slovak Republic (2009- 2010).

Source: see Tables 4 and 5



As we move on from median incomes to poverty rates and income inequality,
it should be borne in mind that these indicators refer to relative income levels.
Consequently, even if the real incomes of the poor fall, poverty may still
decrease if the median income – from which the poverty threshold is calculated
– falls even more. It is thus that the poverty rate of the British unemployed fell
considerably in 2009, even though their median income decreased by 4.4%,
because the median income of all households decreased even more strongly
(by 5.5%). In the other four countries, however, the poverty rate of the
unemployed increased since the median income of the unemployed fell while
overall median household income increased or, in the case of Slovakia,
remained stable. The unemployed in Denmark and Slovakia suffered most
during the crisis, resulting in an increase of their poverty rates of between 5
and 6 percentage points. Poverty rates among the employed, which are usually
rather low, did not change much during the crisis. In Denmark and Spain there
was a small increase in the number of working poor, while in Germany and
Slovakia their numbers slightly decreased. The decrease in Slovakia might be
explained by the increase in the tax credit for low wage earners from €83.25
to €181.03 a year (Leschke and Jespen 2011: 21). In the UK poverty among the
employed dropped the most. Once more, it must be taken into account that the
poverty rate is primarily an indicator for income inequality in the bottom half
of the income distribution and does not inform us about the purchasing power
of the groups with the lowest income.

The changes in poverty rates are thus largely mirrored by the changes in
income inequality. In Denmark, Spain and Slovakia income inequality
increased, as did poverty, while in the UK and Germany income inequality
decreased. In Germany this can probably be attributed to the narrowing of
income differentials within the employed population, since the gap between
the employed and the unemployed did increase.

It is still too early to tell what will be the long-term effects of the crisis, and in
particular of the austerity packages introduced by the governments, on income
distribution and poverty in these five countries. Theodoropoulou and Watt
(2011) try to assess the impact of the measures that were announced in 2010
and 2011 and conclude that these probably exacerbate inequality in Germany,
Denmark and Spain, while the impact in the UK is uncertain. In Germany this
impact is attributable to the focus on welfare cuts and increases in indirect
taxes; in Denmark budget cuts will affect the lower strata of the income
distribution more than the higher strata; in Spain the focus of budget cuts is
on social benefits and public services which tend to hurt mainly low-income
groups (see also Leschke and Jespen 2011). 

The austerity package announced by the British government for the period
2010-2014 is a mix of regressive and progressive measures, which makes it
difficult to assess its impact on the income distribution and poverty rates,
according to Theodoropoulou and Watt (2011). However, an ex-ante analysis
by Browne and Level (2010) of the Institute for Fiscal Studies shows that the
announced measures are slightly regressive, with the exception of the highest
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income decile, who also suffer quite a lot from the measures. Another analysis,
by Horton and Reeds (2010) from the TUC, concludes that the expenditure
cuts are highly regressive and will result in a widening of income disparities.
For Slovakia no assessment of the impact of the austerity package is yet
available. The austerity package announced by the government in October
2010 includes a reduction of the government staff, pay cuts for civil servants,
a reduction of the annual increase of pensions and a temporary increase of the
value added tax (Slovak Spectator 2010). This package is likely to be regressive
with respect to its consequences for income distribution.
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Conclusion

Although the economic crisis that started in 2008 hit all EU member states
hard, the impact of the crisis on employment, unemployment, earnings and
inequality varied considerably. In general, real wages reacted slowly to the
economic downturn, with the exceptions of Luxembourg, Portugal and the
United Kingdom. This countercyclical movement of real wages in a large
majority of the member states differs from the experience of previous
recessions. This may be explained by the relatively strong reduction of working
hours which occurred in most countries such that the first blow of the crisis
was absorbed by shorter hours, resulting in substantial labour hoarding. To
the extent that shorter working hours translated into less paid hours,
employees may, in any case, have suffered a decline in their real weekly salary.
Since there is no recent information on the distribution of earnings, the impact
of the crisis on earnings disparities is not yet known.  As far as the impact on
income distribution is concerned, there is no uniform pattern among the EU
countries. In a small majority of the countries inequality declined and poverty
rates dropped, contrary to what might have been expected. Since these
measures refer to relative incomes, they do not imply that the lower deciles of
the income distribution did not suffer from the crisis, but only that the median
income groups suffered more. 

In the longer run, the austerity packages that have been announced by most
governments may have a profound impact on average net incomes and on
income inequality, although this is not easy to assess as of yet. Some
preliminary analyses point to a degressive impact of austerity measures in most
countries. 

A comparison of five specific countries – Denmark, Spain, Germany, Slovakia
and the United Kingdom – shows that the vehemence with which the crisis
affects a country is linked to its labour market regulation. The distinction
between external labour market flexibility and internal flexibility, in particular,
appears to be an important element. If it is relatively easy for employers to
reduce the workforce, by laying off either permanent workers (such as in
Denmark) or temporary workers (as in Spain), the crisis results in a strong
increase of unemployment. In this case, the crisis draws a sharp dividing line
between those who lose their jobs and those who remain employed and suffer
hardly at all from the crisis. On the contrary, if employers are not able to adjust
their workforce quickly and therefore have to resort to internal flexibility, either
by reducing the number of working hours (as in Germany and Slovakia) or by
cutting real wages (as in the UK), the consequences of the crisis are more evenly
spread among the workforce. 
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However, this difference in labour market adjustment does not translate in any
one-to-one manner into real incomes and income inequality for these depend
also on policy measures taken during the crisis. In the UK and Slovakia, real
incomes of the employed as well as the unemployed declined between 2008
and 2009. In the other three countries, meanwhile, the real incomes of the
employed improved while those of the unemployed fell. The decline of real
incomes of the unemployed resulted in a rising poverty rate among the
unemployed, except in the UK where relative poverty among the unemployed
did not increase due to the fall in average median household income. In both
Germany and the UK income disparities decreased during the crisis, while in
Denmark, Spain and Slovakia they increased. 

Although the comparison among Denmark, Spain, Germany, Slovakia and the
United Kingdom shows that national policies and institutions do matter, these
countries’ experiences also show that there is no simple cure for mitigating the
impact of the crisis on incomes. The liberal welfare state of the UK did not
shelter its citizens against a strong decline in real incomes, but the crisis hit
the higher income groups harder, resulting in a decline of relative poverty and
income inequality. In Denmark, Spain and Germany those who remained in
employment have not, to date, suffered much from the crisis, but the
unemployed experienced a strong fall in real income and increased poverty. In
Slovakia both the employed and unemployed suffered from the crisis, but the
latter more so, resulting in a widening income gap and rising poverty.

The austerity packages announced by the governments of these five countries
will probably sharpen the divisions between the various groups – employed
versus unemployed, high- versus low-income groups. This may mean that the
largest impact of the crisis on incomes and income inequality is yet to come. 
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