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Europe’s Shrinking Middle Class

di Carlos Vacas-Soriano ed Enrique Fernandez-Macias

The Great Recession depressed real income levels across European countries. But the impact
was very unequal across countries and income groups. Countries in the European periphery have
been more affected than those in the core, halting the process of income convergence between
European countries that could be observed pre- crisis. Individuals at the bottom quintile of the
income distribution have generally been more affected than their higher-income counterparts,
resulting in growing income inequalities among many European countries and, what’s more, a
shrinking middle class after years of expansion.

In a previous post in Social Europe, we showed how income inequalities increased in a

majority of EU countries from the onset of the crisis, although often moderately. Here we focus on
the evolution of household disposable real income levels over the period 2004-2013, revealing a
generally stronger and more widespread impact of the crisis, especially among the less well-off.
This points to the importance of using a wider set of indicators when assessing the impact of the
Great Recession on living standards: these may be masked when relying solely on data on GDP or
even Gini indices on income inequalities.

The Downwards Impact Of The Crisis On Disposable Income Levels

Before the crisis, slow progress in average income levels for the EU as a whole masked an
important process of convergence between its core and periphery, with fast catch-up growth in the
latter and stagnation or a mild decline in the former economies. (This effect of the crisis on material
well-being is illustrated by the evolution of household disposable real income levels shown in
Figure 1).

Among the lower-income countries, most eastern European countries registered notable
growth in real income levels (only Spain managed to do the same in the Mediterranean region),
while progress in real income levels was more subdued among higher-income countries (and even
going backwards in Germany).

In most countries, the crisis produced a sharp reversal in the trends of real income levels. For
the EU as a whole, real income levels declined from 2008, but this development once more masks a
clear core-periphery divide, moving in the opposite direction this time and resulting in a halt in the
afore-mentioned process of income convergence. The crisis depressed real income levels across
most European countries, but much more so in the European periphery (Mediterranean and some
eastern European countries plus Ireland) than in the core (moderate declines occurred in the UK,

Germany or France, while progress was registered in other Continental and Scandinavian


https://www.socialeurope.eu/2017/03/eu-income-inequality-great-recession/

countries). Among the periphery countries most hit by the recession, only the Baltic trio has
bounced back significantly in recent years. Poland and Slovakia weathered the crisis much better
than the rest, continuing to expand their real income levels (albeit much more slowly).

Figure 1 Average Household Disposable Real Equivalised Income (Index) And

Unemployment Rate (Index, Secondary Axis)

EL ES PT CcY IE
120 l2so 1204 g;g 100 ~—_ 250 :fg [0 10 s ggg
3 A L 115 1 : | 200 5 =" 105 r
- [0 110 B 20 1104 / (230 100 £
801 100 105 100 90 150 105- (200 o5 200
60 F50 100 F50 85 t10 1009/ 100 901 100
IT LV LT S NL
1004\ L160 1804 160 180 200 445 s Lo 115 . 1160
o5 L140 160 140 160 F150  41p- (140 110 -}33
X F120 1404 100 1404 L 100 : rizo +100
] F100 120 L 80 1204 b 1051 10 1059 80
85- 80 1004 60 100 rs0 100+ 180 100 - -60
LU EU HU UK FR
1024 L120 1054 -123 115 b200 110 4 180 120 . 110
100 110 y - 11 ‘ 180 : | \ 160 1154 f——
98+ L100 100 < By b - ot Ligg 1104 -~ 100
il 90 [s0 %] 20 97~ p120 BT f 129
94+ 80 95 70 100 100 954 100 1004~ 80
DE cz Fl BE AT
100 | w00 120 L100 110 100 104 L1145 1104 1100
98 | 90 116+ 0 90 102 F110 405 90
i 80 110- [N 105 80 : b10s
% |/ 10 106 [ 70 100 L100 1004 L 80
94+ 50 1004 50 100 60 98 4 95 951 170
EE PL SE DK SK
1604 o 1604 100 130 130 110 140 2004 100
104 - ! 04 - | 120 120 [0
140 140 80 120 80
100 0 L 60 10 110 1054 100 150 (70
1204 12 1 100 180 +60
1004 50 1004 40 1004 ~ +90 100 + 160 100 4 150

2004 2008 2012

2004 2008 2012

2004 2008 2012

2004 2008 2012

2004 2008 2012

Household disposable income Unemployment rate (sec.axis)

Source: EU-SILC (And LFS For Unemployment Rates). Note: Income Levels Are
Expressed In PPP-Euros For The EU As A Whole, In Euros For Members Of The Euro Zone
And In National Currencies For The Other Countries. Income Levels Are Adjusted For
Inflation To Obtain Real Income Levels Across Countries, With 2004 As The Base Year.
Countries Are Ranked By The Magnitude Of The Decline In Real Income Levels Between
2008 And 2013

The Uneven Impact Of The Crisis On Disposable Income Levels

The downwards impact of the crisis on income levels differed in intensity across European
countries and, moreover, was not equally shared within individual societies. Table 2 depicts
changes in aggregate income levels (first column, summarising results from the previous section)
but also across different segments of the income distribution (second, third and fourth columns) and

how such trends shape income inequality developments (column five).



Before the crisis, the income catch-up process taking place in Eastern European countries was
generally more intense among lower-income individuals, which explains the generally declining
income inequalities there. Conversely, the more moderate income progress among many higher-
income countries affected relatively more those at the bottom of their income distributions,
propelling income inequalities upwards in most Continental and Scandinavian countries.

The downward impact of the Great Recession on income levels has been generally more
significant among lower-income earners than among their higher-income counterparts across most
European countries. Income levels for the bottom quintile declined in almost all European countries
(except Poland and Austria), while those in the top quintile were more resilient and even progressed
in a third of countries. This diverging impact at both extremes of the income distribution explains
why inequalities in household disposable income have increased since the onset of the crisis in two-
thirds of the countries.

Table 1 Relative Changes In Household Disposable Real Equivalised Income, Income
Inequalities And Real GDP Per Capita (Growth Rates Before And After The Crisis).
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Source: EU-SILC (And Eurostat For GDP Per Capita).

Data on real GDP per capita (column six) offers sometimes a different picture than that
provided by change in income levels. GDP per capita progressed (Germany, Latvia and Lithuania)
or declined significantly less (Greece, Spain, France, Hungary, lIreland, Italy, Luxembourg,
Netherlands, Portugal and the UK) than average income levels in many countries. This suggests that

a fully comprehensive set of indicators to map progress and well-being is necessary to assess the



full magnitude of the impact of the Great Recession upon living standards across European
societies.

The Shrinking European Middle Class

The impact of the crisis on social structures can be evaluated alternatively by distinguishing
between different classes defined by their income levels: the lower, the middle and the upper
income class. This allows one to assess the impact of the crisis on the size of the middle class, a
topic that has received considerable attention in the policy debate.

Figure 2 reflects how the crisis reversed the trends in the evolution of the middle class. Prior
to the crisis, it was expanding in around two-thirds of Member States, especially on the European
periphery (although declining significantly in Austria, Germany, Sweden, Luxembourg and Latvia).
But the Great Recession has squeezed the middle class across most EU Member States (all except
Latvia, Luxembourg, Poland and Lithuania). This squeeze is particularly intense in those countries
hardest hit by the crisis in the European periphery (Mediterranean countries such as Cyprus, Greece
and Spain and Eastern countries such as Estonia, Hungary and Slovenia), but it is also surprisingly
significant in Scandinavian countries, and in Germany, where middle income segments have been
shrinking all over the period (as in Sweden).

This hollowing out of the European middle class has generally resulted in an expansion of the
lower-income class rather than in the upper-income class, even though the latter has expanded
significantly in some countries too (especially in Ireland and Czech Republic).

These trends emerge as a clear source of concern and, if not reverted, may have significant
implications. The middle class is essential for the stability of European democracies and welfare
systems and its erosion may generate increasing unrest at the political and social level.

Figure 2 Change In Size Of Middle-Income Class Before (2004-2008) And After (2008-
2013) The Crisis And Decomposition Of Change By Income Class Of Destination After The
Crisis, In Percentage Points
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Source: EU-SILC. Note: Countries Are Ranked By The Absolute Magnitude (In
Percentage Points) Of The Decline Of The Middle Class Size From 2008 To 2013. We Define



The Middle Class As Including Those With A Household Disposable Income That Ranges
Between 75 And 200% Of The Median Disposable Income In Each Country.



