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The Unequal Crisis - Summary

How did income inequality evolve during the
financial crisis?

This report discusses how income inequalities evolved in the US and EU during the
crisis and afterwards. As such, this report is the logical extension of ING's recent
reports on income evolutions during and after the crisis. Indeed, incomes have not
been converging before the crisis, they have even been diverging between
countries afterwards as we showed in a recent report, and trends in income were
also different inside each country. These different trends have been behind the
rise in inequalities over the last three decades, with the recent crisis years even
worsening the picture. To discuss these evolutions and their sources is not only
important for what they say about the consequences of the income evolutions
described in recent research and to compare inequality evolutions between
countries, but also for their impact on economic growth.

Indeed, growing income inequality in so many countries has renewed interest on
its possible economic effects. As such, cumulatively large and sometimes rapid
increases in income disparity might have an effect on economic growth and
therefore on the pace of exit from the current recession. The main findings of this
paper can be summarized as below:

* If income inequalities increase in bad times, they do not necessarily revert back
in good times

Before the 2008 financial crisis, the disposable income of the lowest income group
evolved less favourably than the average in many countries (although not in
Europe as a whole), while incomes increased more rapidly for the highest decile of
incomes (than for the lowest) in 3 out of 4 OECD countries.

During the crisis, income inequality increased almost everywhere, but the
situation tended to be worse in the United States. Indeed, in Europe as a whole,
the lowest income groups did not fare much worse than the average. Even versus
the highest incomes the cumulative gap was limited to 2% over 6 years, against
5.3% in the Eurozone, but there were national discrepancies. In most countries,
they indeed fared worse, which led to higher inequality. In Greece for example,
the lowest incomes decreased twice as fast as the average (-8% per year
between 2007 and 2013 against -4% on average). This might seem as the worst
case scenario, but in fact in Spain for example, the shock came much earlier and
the gap was the worst of the Eurozone until 2012. Afterwards, the poorest group
caught up thanks to a decrease in unemployment while the poorest Greek saw
the hardest part of crisis coming.
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Gaps in income growth (5% poorest and richest - 2007 Disposable Income = 100)
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Besides, income inequality remained unchanged in Germany and actually
decreased in countries like Portugal, Belgium or the Netherlands (where the
middle-class fared relatively better than both extremes of the income
distribution).

* Youngest age groups suffered more than the oldest during the crisis

The youngest part of the active population (16 to 24 years old) was hit harder
than the oldest (65+ years old) in all countries except Belgium and Germany, and
generally also saw incomes evolving less favourably than the average population.
In some countries the income growth discrepancy between older and younger
can also be linked to variations in the Gini coefficient (a broadly used measure of
inequality), showing that intergenerational inequality also matters for a country’s
inequality as a whole.

In the US, the incomes of the 65+ increased on average by 4.5% a year between
2007 and 2013 while those of the youngest increased only by 1%, leading to a
cumulative gap of 23% over six years. In the Eurozone, the disposable incomes of
the 65+ increased on average by 3.5% a year between 2007 and 2013 while those
of the youngest increased only by 2%, leading to a narrower cumulative gap of
9% over six years.

Change in disposable incomes (2007-2013) : comparison between age groups
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* New types of labour contracts are often among the reasons for rising inequality

Data show that non-standard workers (those not working on a full-time
permanent contract) are more likely to be young, less-educated, and living in a
Southern European country when they are not voluntarily on such contracts. We
find that the vulnerability of the non-standard workers, in particular the youngest,
matters in explaining inter-generational and cross-income inequality increases.
Indeed, the crisis first hit the most vulnerable types of employment: temporary,
part-time and self-employed. They contributed as much as 9ppt and 5ppt to the
drop in employment measured respectively in Spain and Portugal between 2007
and 2013.

This illustrates the fact that more flexible labour markets can increase inequality
when flexibility comes without a substantial degree of social protection (we
examine here income redistribution measures and automatic stabilisers).

* Less generous welfare states saw inequality rise

The likelihood of seeing a rise in inequality was higher where the welfare state
was less generous, especially as the employment shock primarily happened there
(in countries like Greece, Spain, or Italy). As a consequence, the employment
shock was disproportionately felt by the poorest which saw a more negative
disposable income evolution (measured after the redistribution has taken place)
than their national average. Moreover, the austerity period that followed the first
shock of the crisis also contributed to the differences.

Some countries had less generous and less redistributive social systems which gave rise to more
inequality

)

c ¢ USA

2 2
S HU

g Te FR ’0

5 GR & @ !
G 9 R

58 —& DE 0
45

R

] ¢ UK -1
2 ¢ BE

< ¢ N ,
& & T ’
2

(] -3

0% 50% 100% 150% 200% 250% 300% 3500/@\
&

Redistribution intensity of social transfers STRONGER REDISTRIBUTION

Source: OECD, ING calculations

* Inequality and poverty go hand in hand for the younger population

The incidence of poverty increased in almost all countries analysed (at least one
measure of poverty increased everywhere except in Germany). In France and the
Netherlands, all poverty measures show a similar result (a 1ppt increase in the
poverty rate during the crisis period), but in Southern Europe (Portugal, Italy, Spain
and especially Greece) changes in absolute poverty testifies of the consequences
of dramatic income losses: in Greece the absolute poverty rate reached 33% in
2013 when the 2005 reference income is taken into account, followed by Italy
(15%), Spain and Portugal (both 13.5%).
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Moreover, we find that younger households became more at risk of poverty
during the crisis: poverty incidence increased among the young while it decreased
among the elderly. The only exceptions are Germany (where both groups saw
their poverty rate decrease at the same pace) and Poland (where both groups
saw their poverty rate increase at the same pace). The largest discrepancies
between both age groups were observed in southern Europe (Greece, Spain and
Portugal).

Life satisfaction did not appear to be correlated with inequality during the crisis;
the evolution of income seems to have mattered far more.

The younger are more at risk of poverty and have been getting poorer
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*  We need more than a classic economic recovery to get out of the growing
inequality trend

The inequality challenge is different in the various country groups previously
identified. However, as labour income is the most important driver of incomes for
the poorest, a stronger labour market would logically be the most important
driver of their income. It may even be that poorer households will finally benefit
more than the richest from higher employment growth, allowing for inequality to
decrease. For this to be true, we need to see a relatively higher income growth
among the poorest in times of growing employment, which unfortunately was
not the case everywhere before the crisis.

As a result, if an economic recovery brings higher growth and more jobs, this is
generally not sufficient to bring inequality down. This reminds us that if an
economic recovery can create the tide that will lift all boats (or increase the
likelihood of finding a job for everybody), structural reforms are also needed to
ensure that all boats remain together (or that inequality does not increase further
as a result). Here, we see that there are conditions for the recovery to decrease
income inequality: more redistributive welfare systems together with labour
market reforms that allow for faster employment growth amongst the poor and
that make a non-standard contract only either an individual choice or a step
towards more permanent, full-time contracts. Creating non-standard jobs is not
wrong per se, but a flexible labour market must allow for an upward mobility
across the different contract types. Without that, stronger employment growth
can make that poorer unemployed have more chance to get a job, but not
necessarily that their income growth will stick to the averages.
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Disclaimer

This publication has been prepared by ING solely for information purposes. It is
not intended as advice or an offer or solicitation to purchase or sell any financial
instrument or to take any other particular action. Reasonable care has been taken
to ensure that this publication is not untrue or misleading when published, but
ING does not represent that it is accurate or complete. The information contained
herein is subject to change without notice. Neither ING nor employees of the bank
can be held liable for any inaccuracies in the content of this publication or for
information offered on or via the sites. Authors rights and data protection rights
apply to this publication. Nothing in this publication may be reproduced,
distributed or published without explicit mention of ING as the source of this
information. The user of this information is obliged to abide by ING's instructions
relating to the use of this information. The distribution of this publication may be
restricted by law or requlation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe,
such restrictions. Dutch law applies. ING Bank N.V. is incorporated with limited
liability in the Netherlands and is authorised by the Dutch Central Bank.

Copyright and database rights protection exist in this publication. All rights are
reserved.

The final text was completed on 15 February 2016.

Consumer Economics at ING

This report is part of ING’s growing research into consumer
economics. Our aim is to deepen understanding of
economic and financial decision-making of individuals and
households. The first step is to examine the impact of
economic, social, political, and technological change. We

are looking not just at the household sector as a whole, but
also at particular socio-economic segments. The second
step is to analyse how individual behaviour is changing.
What are the challenges and opportunities that people
face? The third, and most important, step is to address the
question: how can we help people make better financial
decisions?
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