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LABOUR INCOME INEQUALITY AND IN-WORK POVERTY:
A COMPARISON BETWEEN EURO AREA COUNTRIES

by Giulia Bovini*, Emanuele Ciani*, Marta De Philippis” and Stefania Romano®

Abstract

We study inequality in gross labour income among the working-age population,
comparing Italy to the other main euro area countries. We use EU-SILC data between 2008 and
2018, the longest period without time breaks. We show that inequality in individual labour
income is higher in Italy than in France and Germany. This is mainly a consequence of the
lower employment rate, i.e. of the higher share of working-age individuals with no labour
income, rather than of wider earnings disparities among workers. Inequality in equivalised
household labour income is also higher in Italy than in France in Germany because a lower
employment rate translates into a larger share of single or no-earner households. In line with
these findings, while in Italy low-earning workers are relatively few, they face a greater risk of
poverty than in France or Germany, since they more often live in households where other
members are not employed or have low-work-intensity jobs. These results stress the importance
of jointly considering earnings and employment dynamics when analysing labour income
inequality, low-pay work, and in-work poverty.
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1. Introduction?

Real average earnings per employee have decreased in Italy since the mid-90s, while they have
grown in other important euro area countries such as France and Germany (Torrini, 2023). In the
private sector, this reduction has been particularly pronounced among low-paid employees,
resulting in higher annual earnings inequality (Hoffmann et al., 2022; Depalo and Lattanzio,
2023).

Yet, for a comprehensive understanding of trends in labour income levels and inequality in Italy,
it is essential to move beyond employees and observe the entire working-age population and their
households (Atkinson and Brandolini, 2006; OECD, 2011; Salverda and Checchi, 2015; Garnero
et al., 2022). This allows us to consider three specific features of the Italian context: a high share
of self-employed; a low employment rate; and a large number of single-earner households. These
three factors need to be analysed jointly with developments in employee earnings because these
factors strongly affect the level and dispersion of labour income at the household level. Indeed,
for most families, in turn, labour earnings are the prevalent source of total disposable income
(Carta, 2020), which is what ultimately matters for analysing well-being.

To address these issues, this paper examines recent trends in the levels and dispersion of gross
annual labour income among the working-age population using data from the EU-SILC survey
for Italy and the other three main euro area countries: France, Germany, and Spain. We consider
the period between 2008 and 2018 to avoid breaks in the series. Although the survey’s time span
is limited compared to other data sources, EU-SILC is the EU-wide reference household survey
for calculating poverty and inequality indices across countries. Relative to social security
administrative data on private sector employees that are increasingly used in the literature (e.g.,
Hoffmann et al. 2022; Depalo and Lattanzio, 2023; Bianchi and Paradisi, 2023), the advantage of
EU-SILC is that it covers all workers (including public employees, the self-employed and, to some
extent, irregular workers), besides including all working-age persons, regardless of their
employment status, and their households. We can therefore provide comparable cross-country
evidence taking into account all workers, the non-employed, and the household dimension. This
allows us to assess the contribution to inequality in individual and equivalised household labour
income of (i) the dispersion of earnings among workers, (ii) the employment rate, which
determines the share of persons with zero earnings, and (iii) the family structure (i.e., how
individuals group into households).

In what follows we consider as the working-age population all individuals aged 15-64 and we
define workers as those with a strictly positive labour income and who have worked for more than
one month in full-time equivalent (FTE) terms.? When not otherwise specified, we focus on real

1 We thank for their comments Andrea Brandolini, Roberto Torrini, Federico Cingano, Eliana Viviano, Francesca
Carta, Domenico Depalo, Salvatore Lattanzio, Michael Forster, Sebastian Kénigs and Stefano Filauro; we also thank
the Inequality team at the OECD Centre on Well-being, Inclusion, Sustainability and Equal Opportunity for help with
the data. All errors are our own. The opinions expressed in this note do not necessarily represent the view of the Bank
of Italy and the Eurosystem.

2 Months of FTE employment are computed by combining self-reported information about the number of months
spent in employment and about the type of employment (full-time or part-time) in each month. This measure has
some limitations, as it fails to consider periods of non-employment shorter than one month and other margins of
variations in hours worked, such as overtime and intensity of part-time work. This is particularly problematic for the



annual gross labour income calculated as the sum of employees’ wages and self-employment cash
income in the year.® We refer to it interchangeably as earnings or labour income. All values are
adjusted for purchasing power parity.* When studying households, total income is equivalised to
take into account differences in the family structure.

Section 2 discusses the trends in average real labour income, highlighting how the self-employed
contributed to the overall dynamics. In Italy, average labour income decreased between 2008 and
2018, as the drop observed during the double-dip recession (2008-2013) was only partially
compensated by rising income levels during the subsequent recovery. The contraction was larger
among workers (-8 per cent) than in the working-age population (-5 per cent), where it was
cushioned by the positive contribution of employment growth from 2015. Trends were similar in
Spain, while average income grew in France and Germany. As a result, disparities across countries
widened, mirroring what happened to GDP. In Italy, the dynamics of average labour income were
more strongly affected by trends among the self-employed, who account for a larger share of
employment and experienced a more pronounced contraction in earnings.

Section 3 analyses cross-country differences in labour income inequality. In Italy, inequality
among workers, as measured by the Gini index, increased between 2008 and 2018 driven by the
stronger income drop for low earners. Inequality among working-age individuals had instead
returned, by 2018, to the pre-crisis level, after temporarily rising during the double-dip recession.
This decoupling reflects the fact that during the recovery employment growth was skewed toward
low-paying jobs: while this increased the dispersion in earnings among workers, the rise in the
number of earners simultaneously reduced inequality among the working-age population.

Overall, data on the year 2018 (the latest available) indicate that inequality among workers in
Italy, despite being on the rise, remains not particularly high in international comparison: it is
higher than in France, but similar to the level of Germany and well below that of Spain. This is
true also when looking at the dispersion of FTE earnings, hence netting out disparities in work
intensity among workers. However, inequality among working-age individuals is much higher in
Italy than in France and Germany: this is mainly because the share of working-age individuals
who do not earn any income remains higher in Italy than in the other two countries. Indeed, a

self-employed, whose hours worked are more likely to vary over the business cycle, but who are not likely to report
part-time work even during downturns. Nonetheless, this measure still captures important margins of variation of the
extensive and intensive margin of work.

3 As discussed by Brandolini et al. (2011) and Filauro and Fulvimari (2021), we focus on gross labour income because
it is the only variable collected across all countries and over the entire period. Gross labour income includes gross
employees’ earnings (cash income, py010g, plus sickness benefits, py120g, and in-kind benefits in the form of
company car, py021g) and self-employed’ cash income (py050g), and it is gross of the personal income tax and social
contributions paid by the employee. We include sickness benefits because some countries, noticeably Italy, do not
report them separately but include them in the employee’s cash income variable. We include also the availability of
a company car, which is the only in-kind component that Eurostat also includes in household disposable income.
Negative incomes are recoded to zero. The year refers to the period when income was earned (the calendar year
before that of the survey). Self-employment earnings are typically reported less accurately, because of a higher
tendency to under-reporting and an intrinsic difficulty in estimating these incomes (Brandolini, 2000).

4 Absolute values are first deflated using the all-items HICP, base 2015 (Eurostat PRC_HICP_AIND table, extracted
on 09/02/2023) and then for PPP, with EU27 2020 definition = 100 (Eurostat PRC_PPP_IND table, extracted on
09/02/2023).



decomposition of the Gini index reveals that in Italy the contribution of zero-earners to inequality
in the working-age population is the largest among the four countries.

The dynamics of the employment rate hence play an important role in explaining both the within-
country evolution of individual labour income inequality over time and the cross-country
disparities. They also strongly affect the dispersion of equivalised household labour income,
which is also higher in Italy than in France and Germany. This stems from dissimilarities in
household work intensity, measured as the fraction of available time that working-age household
members spend in employment. Italy has a larger share of medium-low work intensity families,
largely consisting of single-earner households where the female adult partner or adult children are
not employed.

Section 4 concludes with a focus on low-earning workers and individuals at risk of in-work
poverty. In 2018, the share of Italian workers with earnings below 60 per cent of the median was
relatively low (24 per cent, only larger than in France). The share of low earners, however, cannot
be analysed separately from the employment rate: if employment mostly grows by adding lower-
paid jobs, a country could at the same time have a higher share of low-earners but also a higher
employment rate. This emerges when comparing Italy and Germany. The latter has a higher share
of workers with low earnings than the former, because of the larger share of low-work-intensity
jobs (in particular, the so-called “mini-jobs”). However, this comes together with a much higher
employment rate in Germany.

The poverty risks associated with being a low earner are exacerbated when other household
members do not work or are on a low-pay job, too. In Italy the share of employed individuals who
are in-work poor because they live in households with low (less than 60 per cent of the median)
total equivalised disposable income is higher than in France and Germany. This is again due to
the larger incidence of single-earner and lower-work intensity households.

Overall, our findings uncover two important messages on the sources of labour income inequality
among the working-age population in Italy, relative to other comparable European countries. At
the individual level, work intensity has a strong impact on earnings inequality and on the
probability of being a low earner. At the household level, the higher prevalence of single-earner
households increases equivalised labour income inequality and implies that having low earnings
exposes a larger fraction of workers to the risk of being in poverty. All in all, this note stresses
that looking at workers’ earnings developments without taking into account the dynamics of the
employment rate provides only a limited picture of inequality and poverty, particularly so in a
country — like Italy — with a low employment rate in international comparison.

2. Trends in annual average labour income

This section briefly describes the evolution of average real labour income in the four largest euro
area countries between 2008 and 2018. We separately explore the earnings dynamics of
employees and self-employed, assessing their relative roles.

Earnings developments need to be analysed against the backdrop of macroeconomic conditions
and together with employment rates. The period 2008-2018 was an eventful decade that started
with the onset of the Great Recession and ended shortly before the Covid-19 pandemic. When the
financial crisis spread from the U.S. to Europe, all four European countries were in a positive



phase of their business cycle.® The Great Recession resulted in a contraction of GDP in all
countries (Appendix Figure C.1, panel a), but the severity and persistence of the downturn were
heterogeneous. In Germany and France, GDP returned to its pre-crisis level by 2011 and then
continued to grow: in 2018 it was 13 and 10 per cent higher than in 2008, respectively, in the two
countries. In Italy and Spain, on the other hand, the sovereign debt crisis that started in 2011
fuelled a double-dip recession: the cumulative fall of GDP was larger and the recovery started
later, from 2014-15. As a result, in 2018 the Spanish GDP hovered at only 5 per cent above its
pre-crisis level; in Italy, in 2018 it still stood at 3 per cent below its 2008 level.

Despite the partial recovery of GDP, in Italy the employment headcount bounced back to the pre-
crisis level in 2018, a pattern that has been referred to as an “employment-rich recovery” (Bovini
and Viviano, 2018; Appendix Figure C.1, panel b). During the recovery, employment growth was
skewed towards low-skilled jobs (Adamopoulou et al., 2019; Basso, 2019) and the service sector,
particularly in the Southern regions (Aimone Gigio and Camussi, 2022). In comparison, in 2018
the employment headcount in Spain had not yet reached its pre-crisis level, despite the full
recovery of GDP. Employment in France and Germany grew throughout the decade. The Italian
15-64 employment rate, however, remains by far the lowest among the four countries: in 2018 it
was 58.5 per cent in Italy, against 74.9 per cent, 66.1 per cent, and 62.4 per cent in Germany,
France, and Spain, respectively. This holds also when looking at the share of individuals working
more than one FTE month in the year, which is the concept of employment used in our analysis.

With these developments in mind, panel a of Figure 1 shows that during the double-dip recession
the disparities between countries in average labour income among workers widened, mirroring
what happened to GDP. In Italy and Spain average earnings decreased, whereas in France and
Germany they modestly increased. The subsequent recovery phase only partially mitigated these
differences. In 2018, the annual average income for Italian and Spanish workers had not recovered
to the pre-crisis level (-8 per cent and -5 per cent, respectively), while in France and Germany it
stood at 8 per cent and 13 per cent above the 2008 level, respectively.®

The patterns are similar if we consider the entire working-age population, but some differences
emerge due to the underlying employment dynamics (Figure 1, panel b). In Italy, employment
growth during the recovery translated into a stronger bouncing back of average income levels,
which in 2018 stood 5 per cent below the pre-crisis level (as opposed to -8 per cent among
workers). In Spain, the contraction during the double-dip recession was larger, as the employment
rate fell sharply. In the same period, employment growth also made positive trends in France and
Germany more pronounced.

5 In 2007 year-on-year GDP growth ranged from 1.5 per cent in Italy to 3.6 per cent in Spain. In Italy, the employment
rate reached its record-high level in 2008, although it remained lower than that of Germany, France, and Spain.

& All in all, average earnings among workers broadly followed the same pattern observed for employees in the
National Accounts (Torrini, 2023).



Figure 1 Average annual labour income among workers and the working-age population
(population 15-64; index, 2008=1)

Panel a: only workers Panel b: working-age population
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Note: Labour income includes gross employees’ earnings (including sickness benefits and in-kind benefits in the
form of company car) and self-employed cash income. Negative incomes are recoded to zero. The year refers to the
period when income was earned (the calendar year before that of the survey). Absolute values are first deflated using
the all-items HICP, base 2015 (Eurostat PRC_HICP_AIND table, extracted on 09/02/2023) and then for PPP, with
EU27 2020 definition = 100 (Eurostat PRC_PPP_IND table, extracted on 09/02/2023). We consider as workers the
individuals with a strictly positive labour income and who have worked more than one month in full-time equivalent
terms (i.e. taking into account the incidence of part-time work). All the tables and figures follow the same definitions
unless stated otherwise.

Source: own calculations on EU-SILC.

In Italy, trends are strongly affected by the high-level of self-employment (Figure 2): while falling
in number, self-employed workers still account for approximately one-fourth of total employment,
much more than in France, Germany and Spain (where they consist of approximately one-tenth
of workers on average).” Moreover, self-employed workers in Italy experienced a particularly
strong negative income shock during the double-dip recession, and the following recovery was
very modest: their average labour income was down by 15 per cent in 2018 relative to 2008. The
trend in self-employed income was similar in France, but mattered less for the overall labour
income dynamics because of its much lower weight. Conversely, in Spain and Germany income
from self-employment fell during the recession but later grew and surpassed its pre-crisis level by
2018.

" The debate about why self-employment is so widespread in Italy is still open. Torrini (2002) indicates that countries
with tight regulation, heavy taxation, and a high corruption index, like Italy, have higher than average self-
employment rates. Also Parker and Robson (2004) and Aidis et al. (2012) stress the relevant role of the tax and
transfer system, of the government size, and of the extent of corruption.



Figure 2 Average annual labour income among all workers and by employment type
(population 15-64; index, 2008=1 on the left axis and shares on the right axis)
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Note: The definition of labour income and of employed individuals is the same as that reported in the footnote of
Figure 1.
Source: own calculations on EU-SILC.

3. Labour income inequality

In this section, we first describe trends at different percentiles of individual labour income across
workers. We then compute a synthetic measure of dispersion — the Gini index — both for workers
only and for the entire working-age population. Last, we explore disparities in equivalised
household labour income.

3.1. Inequality in individual labour income

Trends in the percentiles of labour income among workers

Going beyond the average, trends were markedly different for low- and high-income earners.® In
Italy and Spain, the drop was larger in the lower part of the income distribution than in the middle
and upper part (Figure 3, panels a and b). In Italy, the contraction in labour income for low-earners
was less marked than in Spain during the double-dip recession®, in line with the less severe
macroeconomic downturn, but the subsequent bouncing back was more moderate and the
recovery of the lowest income percentiles halted in 2016, since the employment growth was
driven by an increase in low-paid jobs, typically those with lower work intensity such as fixed-
term and part-time contracts (Depalo and Lattanzio, 2023).

8 See Filauro and Fulvimari (2021) and Raitano (2016) for a broader analysis of the contribution of labour income to
overall inequality in EU countries during and after the Great Recession.

% Results from Arellano et al. (2022), based on administrative archives for employees only, display a similar marked
drop in Spain. Moreover, both in our analysis and in theirs, the contraction was much larger among men.
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Figure 3 Labour income trends at different percentiles of the distribution among workers,
and share of workers in the population (population 15-64; index, 2008=1 on the left axis and
shares on the right axis)
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Note: The definition of labour income and of employed individuals is the same as that reported in the footnote of
Figure 1.
Source: own calculations on EU-SILC.

Conversely, in France and Germany, the trends were less adverse for low-paid workers. In France,
lower percentiles initially bore a small negative shock, but they recovered quite steadily afterward.
Consequently, the overall trend from 2008 to 2018 was relatively similar across percentiles
(Figure 3, panel c). In Germany, low-pay workers experienced stronger earnings growth, in
particular since the introduction of the minimum wage in 2015 (Figure 3, panel d).*° In contrast,
the highest percentiles exhibited only a modest increase. In both countries, the more favourable
dynamics of the lowest percentiles in comparison to Italy are partly due to a smaller increase in
part-time and fixed-term contracts over the decade.*

10 Results from Drechsel-Grau et al. (2022), using administrative data on the universe of private sector employees in
Germany, also show a marked increase in the 10™ percentile of the earnings distribution between 2008 and 2018,
albeit in their case it initially slightly dropped (see the Appendix of their work for the results pooling males and
females). They show that the positive trend was driven by women, who displayed a more positive and pro-low-income
dynamic during the period. EU-SILC data also confirm a more positive performance for women.

11 According to Eurostat Labour Force Survey data, in France the share of part-time on total employment increased
by 1.5 p.p. between 2008 and 2018; the share of temporary employees increased by 1.3 p.p.. Part-time contracts were
already a large share of total employment in 2008 in Germany (25.8 per cent of total employment according to
Eurostat Labour Force Survey data), and the increase was relatively small in 2018 (2.3 p.p.); the share of fixed-term

11



Trends in the Gini index among workers and the working-age population

In Italy, the drop in the lowest percentiles of labour income between 2008 and 2018 led to an
overall increase in inequality across workers, as captured by the Gini index. The index spiked in
2010 and then hovered around 1.5 p.p. above the pre-crisis level (blue line, Figure 4).12 Since
2016 it started rising again, and in 2018 it exceeded the 2008 level by 2 p.p.. These results are in
line with findings from Depalo and Lattanzio (2023) on the universe of private sector employees.

Inequality among working-age individuals, by contrast, returned to the pre-crisis levels in 2018
(red line, Figure 4). This is yet another consequence of the growing employment rate, which
lowered the fraction of individuals with no labour income. This result stresses the importance of
jointly considering inequality among workers and the employment rate, as the latter is usually a
very relevant determinant of overall inequality in the working-age population (Carta, 2020).

Figure 4 Inequality in individual labour income, Italy (population 15-64; Gini index,
difference from the 2008 level)
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Note: The definition of labour income and of employed individuals is the same as that reported in the footnote of
Figure 1.
Source: own calculations on EU-SILC.

Figure 5, panel a extends the analysis of the dynamics of inequality in the working-age population
to the other three countries. Spain followed a pattern similar to Italy: inequality increased during
the double-dip recession and returned to the pre-crisis level in 2018; however, the spike during
the recession was much larger in Spain due to the steeper decline in the employment rate.
Conversely, because of the differences in the macroeconomic conditions and the institutional
setting discussed above, inequality decreased in Germany and, to a smaller extent, in France,

contracts decreased from 13.0 to 11.3 per cent. Over the same period, in Italy part-time and fixed-term contracts
increased by 4.2 and 3.2 p.p., respectively.
12 The Gini index ranges from 0 (perfect equality) to 1 (a single unit earns all the national income).

12



where it was already the lowest. As a result, in 2018 the Gini index was 6 p.p. higher in Italy and
Spain than in France and Germany (see also Figure 6, panel ¢).13

Figure 5 Inequality in individual labour income among workers and in the working-age
population, main euro area countries (population 15-64; Gini index)

Panel a: working-age population Panel b: only workers
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Note: The definition of labour income and of employed individuals is the same as that reported in the footnote of
Figure 1.
Source: own calculations on EU-SILC.

For Italy, the greater inequality is largely traceable to the larger incidence of non-employed
individuals. Indeed, when looking at the dispersion of earnings among workers only (Figure 5,
panel b and Figure 6, panel a), in 2018 the Gini index in Italy — despite having increased — was
much lower than in Spain, similar to Germany (see also OECD, 2011, and Brandolini et al.,
2011)* and only slightly higher than in France.®®

13 The distance with France increases if we focus only on individuals aged 18-59 because in France many individuals
retire from age 60 and therefore have zero labour income (see Figure 6, panel f).

14 Brandolini et al. (2011), focusing on employees only in 2007, show that the dispersion of both annual earnings and
FTE monthly earnings is not particularly strong in Italy compared to other EU countries. They find a similar level of
inequality in Italy compared to France, but this is consistent with our findings because the inclusion of the self-
employed increases earnings dispersion in Italy (see Appendix B).

15 The more compressed annual labour income distribution in France is also due to a smaller difference between the
FTE earnings of full-time, full-year workers and those working less than full-year, full-time. Indeed, in all countries,
those working more also tend to earn higher FTE income (see Table C.1; see also Depalo and Lattanzio, 2023, for an
analysis of Italian data). This positive correlation between work intensity and FTE labour income exacerbates
inequality in annual labour income because it widens the disparity associated with working less time (Checchi et al.,
2022). However, the ratio between FTE earnings of full-time, full-year workers and the others is smaller in France
than in the other three countries. This is consistent with findings from Checchi et al. (2022), who highlight how the
positive and stronger correlation between hours of work and hourly wage increases inequality in annual earnings in
Germany versus France. The authors, instead, find that the correlation between hours of work and hourly wage is
close to zero in France at the end of 2010s, rather than positive. It is beyond the scope of the present work to

13



The differences across countries in income inequality are even more nuanced, and the relative
position of Italy further improves, when focusing on employees only (Figure 6, panel b): in 2018
Italy and France were the two countries with the lowest Gini index (0.35), slightly smaller than in
Germany (0.36) and much more contained than in Spain (0.42). In Italy, self-employed workers
matter more for the overall level of earnings dispersion than in the other considered economies:
while in all four countries self-employment increases the overall earnings dispersion, as these
workers usually display a more dispersed earnings distribution, in Italy their role is more relevant
as they represent a larger share of overall employment. Appendix B provides further details on
the contribution of employees and self-employed to inequality among workers.

Inequality among workers in Italy in 2018 was not particularly high in international comparison
even when looking at FTE labour income, which also accounts for differences in work intensity
(Figure 6, panel ¢ and d). Both for all workers and for employees only, the Gini index for FTE
labour income for Italy is similar to that of Germany and below that of Spain. Only France has a
more compressed distribution, probably because of the institutional setting: a strong bargaining
system (Du Caju et al., 2008; Banque de France, 2018); and a more generous minimum wage than
in the average of OECD countries (OECD, 2022; Griinberger et al., 2022). Notice however that,
in a comparison with a broader set (24) of European countries (see Brandolini et al., 2011), the
dispersion of FTE earnings in France is one of the lowest. The cross-country comparison of FTE
earnings has to be interpreted with some caution, as our measure of work intensity in some cases
displays different dynamics than those observed in National Accounts data (see Appendix A). For
this reason, we refer to Depalo and Lattanzio (2023) for an extensive account of the importance
of the intensive margin for inequality among private sector employees in Italy: their analysis is
based on administrative records from INPS, which better capture hours worked. Nonetheless, this
evidence corroborates that the dispersion of workers’ earnings is not the main driver behind the
higher level of inequality among the working-age population recorded in Italy.

understand the different results, which is likely because our measure of work intensity only captures a part of the
variability in hours of work (see Section 1).
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Figure 6 Inequality in individual labour income (Gini index, population 15-64, year 2018)
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Note: The definition of labour income and of employed individuals is the same as that reported in the footnote of
Figure 1. The black bands are 95% confidence intervals, calculated using the Jackknife estimator proposed by
Karagiannis and Kovacevic (2000) as implemented by Sajaia (2007).

Source: own calculations on EU-SILC.

To sum up, Figure 7 decomposes the Gini index into the part explained by the dispersion of
earnings among workers and the part explained by disparities in the share of individuals with no
income. In Italy, the latter component provides the highest contribution to overall inequality (31
p.p.) among the four countries (24 in Spain, 21 in France, and 19 in Germany).®

Figure 7 Contribution of non-employment to individual labour income inequality
(population 15-64; year 2018, Gini index)
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16 The fraction of non-earners in EU-SILC is not equivalent to the complement of the employment rate usually
calculated based on the European Labour Force Surveys (LFS). The reason is that the fraction of non-earners in EU-
SILC is calculated with reference to the entire year, while the employment rate in the LFS refers to the fraction of
people who have worked during the reference week (plus those who had a job but were temporarily absent for a short
period), averaged across the entire year.
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Note: The definition of labour income and of employed individuals is the same as that reported in the footnote of
Figure 1. The Gini index is decomposed as (1 — e) + e X Giniyqrmers Where e is the share of earners and Giniggrners
is the Gini calculated only among earners (Atkinson and Brandolini, 2006; Carta, 2020).

Source: own calculations on EU-SILC.

3.2. Inequality in equivalised household labour income

For a comprehensive assessment of cross-country disparities in labour income inequality among
working-age individuals, it is also important to take into account differences in family structure.
Moving from individual to household income, the Gini index decreases in all countries, due to
income pooling among family members (Figure 8).1” Income pooling is especially relevant for
non-earners in households where someone else works, as their earnings are zero but their pooled
household labour income is positive.

Figure 8 Inequality in individual and equivalised household labour income (population 15-
64, year 2018; Gini index)
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Note: The definition of labour income is the same as that reported in the footnote of Figure 1. Equivalised household
labour income is the sum of individual labour incomes of all household members (of any age), expressed in
equivalised terms using the OECD modified equivalence scale. The reference is always the individual. The black
bands are 95% confidence intervals, calculated using the Jackknife estimator proposed by Karagiannis and Kovacevic
(2000) as implemented by Sajaia (2007).

Source: own calculations on EU-SILC.

The household structure and the relevance of income pooling differ across countries (Table 1).
Italy and Spain have a higher share of working-age individuals living in households composed of
two or more adults, and a lower share of single-person households without children (panel a). In
these countries, it is more likely to find adult children living with their parents, due to a delayed

17 Equivalised household labour income is the sum of individual income of household members of any age, adjusted
for the OECD modified scale of equivalence. The analysis, however, focuses only on the households of working-age
individuals, consistently with the rest of the chapter.
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exit from the nest compared to France and Germany (Eurostat, 2018).'® Furthermore, among
households with at least two adults, Italy has the highest share of individuals living in families
with only one or zero earners (45 per cent in Italy, against 38 in Spain, 35 in France, and 29 in
Germany; panel b): the difference stems predominantly from the share of single-earner
households. Non-earners living in single-earner households are predominantly women and,
particularly in Italy and Spain, adult children still living with their parents (panel c).*®* These
findings are in line with the existing literature; see for instance Mocetti et al. (2011).

Even if cross-country differences are milder when disparities are assessed on equivalised
household labour income, inequality in the working-age population remains higher in Italy (0.43)
and Spain (0.45) compared to France (0.42) and Germany (0.40).2° The differences between the
two groups of countries are greater when focusing only on individuals aged 18-59, because in
France a substantial group of individuals aged 60-64 are retired, and therefore do not earn any
labour income.

In line with the results of Table 1, in Italy the higher inequality in equivalised household labour
income is driven by middle-to-low-income households rather than by the very low-income ones
(Figure 9). Adjusting for purchasing power, the 10" percentile of the equivalised household labour
income distribution in Italy is comparable to that of the other countries. However, in France and
Germany, there is a sharp increase in household labour income starting from the 20" percentile,
whereas income levels remain relatively low in Italy. Hence, although the ratio between the 90™
and the 10" percentile is lower in Italy (26.0 times) than in France and Germany (42.6 and 40.7,
respectively), the opposite is true for the ratio between the 90" and the 20™" percentile (5.7 in Italy
versus 5.2 e 4.7 in the other two countries) and between the 90" and 50" percentile (2.3 versus
2.1).

18 This delayed nest leaving depends on multiple factors, including worse outside options in terms of labour market
and housing prospects, better standard of living in multi-generation households (Mencarini, Pailhé, Solaz, & Tanturri,
2017), and stronger preferences for co-residence (Manacorda & Moretti, 2010).

19 Since this analysis is based on labour income, we do not consider pension income in the table. These older
individuals are likely in any case to receive a pension benefit, and to have a non-zero disposable income.

20 The dynamic of total household income inequality over time in Italy has been analysed by Brandolini et al. (2018).
They document that it increased during the double-dip recession but to a much lower extent than what was observed
in the aftermath of the 1992 currency crisis. The increase in the absolute poverty rate over 2008-2014 was however
more marked. They conclude that the modest increase in inequality therefore reflects a general fall of household
income along the entire distribution. Carta (2020) shows that equivalised household labour income inequality
increased between 2008 and 2014, and decreased afterwards. The pattern in SILC, not shown in this paper, is similar.
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Table 1 Population 15-64 by household characteristics (year 2018; percentages)

Italy Spain France Germany
Panel a. Distribution of population 15-64 by household (hh) type
Single person hh without dependent children 12 9 17 20
2 adults without dependent children 17 20 25 29
2+ adults without dependent children 21 20
Single person hh with dependent children 4 3
2 adults with dependent children 34 34 40 32
2+ adults with dependent children 12 14 4 5
Other types 0 0 2 1
Total 100 100 100 100
Panel b. Distribution of population 15-64 by number of earners (households with 2+ adults only)

0 10 10 9 6

35 28 24 23
2+ 55 62 66 71
Total 100 100 100 100
Panel c. Characteristics of non-earners in single-earners households (15-49; households with 2+ adults only)
Share of women 72 67 64 69
Share who are children of other hh members 48 49 37 30
Panel d. Characteristics of non-earners in single-earners households (50-64; households with 2+ adults only)
Share of women 76 63 47 60
Share who are children of other hh members 3 4 1 0

Source: own calculations on EU-SILC.

Figure 9 Percentiles of the logarithm of equivalised household labour income (year 2018;
log of euro PPP 2015)
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Note: The definition of labour income is the same as that reported in the footnote of Figure 1. The logarithm is used
to facilitate proportional comparisons because the difference in logarithms is approximately equivalent to the
percentage difference (the exact percentage difference is the exponential of the logarithmic difference minus 1; for

instance, a difference of 0.5 in logarithms is equivalent to a 65% difference).
Source: own calculations on EU-SILC

In turn, the lower level of labour income for middle-to-low-income households in Italy can be
mainly attributed to the higher share of individuals living in households with medium-low work
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intensity, because of the high presence of single-earner families (as emerges from Table 2).2* As
expected given the low female employment rate, the strongest difference is in the work intensity
of women. A counterfactual simulation shows that if the Italian SILC sample aged 18-59 is re-
weighted so that the distribution of household work intensity equals the one observed in the
German SILC sample, the Gini index would drop by 2.9 p.p., closing more than 80 per cent of the
distance with Germany and 70 per cent of that with France.?® This is driven by female
underemployment: if the reweighting is done only to bring female work intensity to the German
levels, the result is virtually the same.?® The same mechanism also explains why Italian Southern
regions, where single-earner families are more prevalent, show a much higher equivalised
household income inequality than Northern regions (Ciani and Torrini, 2019).

Table 2 Share of individuals by household work intensity (population aged 18-59, year 2018;
percentages)

IT ES FR DE

Panel a. Work intensity of all 18-59 household (hh) members (all population)

Very low household work intensity (less than 20% of available time) 11 11 8 8
Medium-low household work intensity (between 20 and 50% of available time) 27 24 16 17
Medium-high household work intensity (more than 50% of available time) 62 65 76 75

Panel b. Work intensity of female 18-59 hh members (only those living in hh with at least one woman 18-59)

Very low household work intensity (less than 20% of available time) 31 25 15 15
Medium-low household work intensity (between 20 and 50% of available time) 7 7 4 4
Medium-high household work intensity (more than 50% of available time) 62 68 80 80

100 100 100 100

Panel c. Work intensity of male 18-59 hh members (only those living in hhs with at least one man 18-59)
Very low household work intensity (less than 20% of available time) 10 12 8 7

Medium-low household work intensity (between 20 and 50% of available time) 6 7 5 3

2L Italy has a significantly larger fraction than Germany and France of individuals living in households where
working-age members are employed for 20-50 per cent of their total available time during the year. The share of
individuals living in households with very low work intensity (less than 20 per cent of available time) is also higher
in Italy, but the difference with France and Germany is much smaller.

22 The reweighting is done by calculating a propensity score for being in the German sample through a Probit
regression including dummies for working intensity (defined by Eurostat and calculated as the fraction of total
combined work-time potential that adult members spent working during the year) corresponding to the values 0, (0,1],
(0.1,0.2],...(0.9,1), 1. This simple reweighting exercise does not keep other household characteristics fixed and
therefore should be interpreted mostly as an accounting exercise to evaluate the role of a specific variable.

23 The reweighting is done through a Probit regression including dummies for the work intensity (defined by Eurostat
and calculated as the fraction of total combined work-time potential that adult members spent working during the
year) of female household members corresponding to the values 0, (0,1], (0.1,0.2],...(0.9,1), 1; the work intensity of
female household members is calculated as the FTE months in employment divided by 12 and averaged across the
individuals aged 18-59, excluding students up to age 24 (students are those who, during the income reference year,
studied at least one month and more months than they spent in employment). This simple reweighting exercise does
not keep other household characteristics fixed; however, the reweighting has only minimal effects on the distribution
of male components’ work intensity.

19



Medium-high household work intensity (more than 50% of available time) 85 81 87 91
100 100 100 100

Note: Household work intensity is defined by Eurostat and calculated as the fraction of total combined work-time
potential that adult members (those aged 18-59, but excluding students aged 18-24) spent working during the income
reference year. The calculation considers the number of months worked and adjusts for part-time by imputing the
number of part-time (those recorded in the survey for those still working part-time; calculated as average by sex and
age cells for those who do not) and dividing by 35. See https://ec.europa.eu/eurostat/statistics-
explained/index.php?title=Glossary:Persons_living_in_households_with_low_work_intensity.

Source: own calculation on EU-SILC.

4. Low-earning workers and in-work poverty

Lastly, we focus on workers in the bottom part of the labour income distribution (low-earnings
workers), which we define as those earning less than 60 per cent of the median individual annual
labour income in a given year. Our measure of low-earners is based on annual labour earnings
among all workers rather than on hourly wages among employees only. Similarly to Garnero et
al. (2022), we opt for a measure similar to the one used to define in-work poverty, which we will
discuss afterward.?* We nevertheless show how the distribution of work intensity affects the
incidence of low-paid workers in the different countries.

Being low-earners poses a threat to well-being if income pooling from other members of the
household is insufficient to ensure adequate standards of living and the tax-benefit system does
not provide an adequate safety net.?® The risk of in-work poverty — defined as working and still
living in a household with equivalised disposable income below 60 per cent of the median®® —
therefore materializes when individuals with low earnings live in poor families.?’ In this section,
we discuss differences across countries in these measures and we link the results to the distribution

24 As discussed by Boushey et al. (2007, p. 2), “[...] there is no precise, universally accepted definition of low-wage
work.” One of the most common approaches (the “social-inclusion approach”) is to identify a threshold, based on the
overall distribution of earnings, below which workers are defined as low earners; this is similar to the approach used
to measure relative poverty. However, while we aim at studying the determinants of annual labour income across all
workers, most available measures focus on hourly, or full-time equivalent, wages for subgroups of employees. For
instance, the measures developed by Eurostat and the OECD only consider employees in the private sector and use
as the reference threshold two-thirds of the median hourly wage (Eurostat) and of the median monthly wages (OECD).
Moreover, Eurostat considers the hourly wages of all employees in firms with at least 10 employees, while the OECD
refers to full-time employees only. Overall, these definitions of low-wage employees adjusted for hours worked rank
Italy as one of the countries in Europe with the lowest share of low-paid workers, consistent with our findings.

% Disposable income includes all sources of income, not only that earned in the labour market, and is affected by the
progressivity of the system of taxes and transfers. Raitano (2016) shows however that labour income (employment
and self-employment) has by far the largest contribution to inequality in total disposable income); in 2011 it amounted
to 90 per cent of total inequality in the Nordic countries, 63 per cent in the Continental countries and 87 per cent in
the Southern countries. Similarly, Carta (2020) shows that, for households without retirees and where the reference
person is between 15 and 64 years old, labour income represents in Italy 80 per cent of disposable income.

% The 60 per cent of the median of equivalised disposable income corresponds to the poverty line used by Eurostat.
2 Household disposable income is considered low if it is below 60 per cent of the median, as per the definition of in-
work poverty used by Eurostat in official statistics. While the Eurostat definition includes only workers with at least
7 months of employment in the year, consistently with the rest of the chapter we consider workers with more than 1
month of FTE employment in the year. We prefer to include also workers with lower work intensity because as
discussed work intensity is a main determinant of the risk of being low earner (see also Garnero et al., 2022).
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of employment rates, or more in general to work intensity, both at the individual and at the
household level.

4.1. Low-earning workers

Relatively to the other main euro area countries, Italy does not have a particularly high share of
low-earning workers (see also D’ Amuri, 2017, and Lucifora et al. 2005), though it grew by about
5 p.p. between 2008 and 2018 (Figure 10, panel a, and Garnero et al. 2022). In 2018 the share of
workers earning less than 60 per cent of the median annual labour income in Italy was 24 per cent,
lower than in Germany and Spain (27 per cent), but higher than in France (20 per cent). The
growth observed in Italy is slightly stronger (by 7 p.p.) if the threshold for defining a low-earning
worker is calculated only on full-time, full-year workers. Furthermore, with this definition, the
share is similar in Italy and France because the latter has a larger share of workers who are
employed part-time or less than the entire year.

Figure 10 Share of low-earning workers (population aged 15-64)

Panel a. Main definition: Workers with annual labour Panel b. Alternative definition: Workers with annual
income below 60% of the median calculated across labour income below 60% of the median calculated
all workers across full-time, full-year workers
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Note: Low-earning workers are those with individual annual labour income below 60% of the country-specific
median, calculated only among workers (defined as reported in the footnote of Figure 1).
Source: own calculations on EU-SILC.

Table 3 describes the characteristics of low-earning workers in the four countries considered.
Their incidence is higher among women (because of the gender wage gap and a higher share of
part-time contracts), among young individuals aged 15-34, and among immigrants, because of
their lower seniority and their more discontinuous careers. On average, university graduates have
a much lower risk of being low earners, although in Italy this gradient is weaker than in the other
countries.

Employees on fixed-term contracts are much more likely to be low earners (55 per cent in Italy)
than those on permanent contracts (17 per cent), while the self-employed stand in the middle (27
per cent). Across sectors, the highest share of low earners is in agriculture and in “other services”,
which is mostly composed of domestic workers. Low earners are more prevalent in low-skill
occupations.
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Table 3 Incidence of low-earning workers, by individual characteristics (population aged
15-64; year 2018; percentages)

Italy Germany Spain France

All 24 27 27 20
Panel a. Socio-demographic characteristics
Men 19 16 22 16
Women 32 38 33 25
34 years old or younger 38 40 44 29
35-44 years old 21 23 23 14
45-54 years old 21 20 20 15
55-64 years old 19 22 21 21
Native 22 26 24 19
Immigrant 38 31 46 31
Lower secondary school or less 33 63 38 34
Upper secondary school 23 32 29 23
Tertiary degree or more 16 14 18 12
Panel b. Job and contract’s characteristics
Self-employed 27 36 29 34
Employee 24 26 27 19
Permanent contract 17 20 15 12
Temporary contract 55 68 56 48
Panel c. Sector
Agriculture 49 35 45 30
Manufacturing 14 14 14 10
Construction 19 20 23 16
Retail, transportation, hospitality 26 36 27 20
Finance and real estate 22 23 18 13
P.A., education, health services 14 24 15 19
Other services 47 42 45 23
Panel d. Occupation
Armed forces 3 - 5 8
Manager 10 - 4 3
Professionals 16 - 13 9
Technicians 15 - 16 12
Clerks 20 - 18 16
Sales workers 36 - 38 32
Agricultural workers 50 - 33 34
Avrtisans 20 - 25 22
Plant and machinery operators 16 - 19 22
Unskilled occupations 47 - 56 47
Panel e. Work intensity

1 month worked 93 94 96 96
2-4 months worked 91 90 92 87
5-6 months worked 83 85 72 65
7-9 months worked 55 56 63 48
10-11 months worked 37 29 34 28
12 months worked 15 13 18 8

Note: Low-earning workers are those with annual labour income below 60% of the country-specific median,
calculated only among workers (defined as that reported in the footnote of Figure 1). Occupations are not available
for Germany. Months worked are rounded at the closest integer and then grouped in categories.

Source: own calculations on EU-SILC.
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The risk of being a low earner steeply declines as work intensity (FTE months of employment)
increases. Nonetheless, having low annual earnings is also strongly correlated with the probability
of having low (lower than 60 per cent of the median) FTE earnings. For instance, in Italy,
approximately 75 per cent of low earners (defined based on annual earnings) have also low FTE
earnings. One reason is that precarious workers, with temporary jobs and very discontinuous
careers, are also likely to earn low hourly wages (see Checchi et al., 2022, and Section 3.1),
making the two phenomena highly correlated.

Differences across countries in the share of low-paid workers depend both on the dispersion of
FTE earnings and on differences in work intensity and employment rates.?® Considering all these
aspects is crucial for an overall assessment of disparities because a higher employment rate —
which reduces overall inequalities in the working-age population — might come together with a
higher share of low-earning workers if jobs created have low work intensity (see also D’ Amuri,
2017). In a country with a low employment rate, a small share of low earners is not necessarily a
positive indicator.

The comparison of Italy with other countries highlights the relevance of both factors. The higher
proportion of low earners in Germany reflects the fact that its higher employment rate (76 per cent
in 2018 against 64 per cent in Italy) is mostly due to a greater number of workers who do not work
full-time, year-round (22 per cent in Germany against 13 per cent in Italy, Figure 11). Indeed, the
German labour market reforms of the early 2000s incentivized low-work intensity jobs — the so-
called “mini-jobs” — to encourage the labour supply of marginal workers and increase the
employment rate (OECD, 2021). Furthermore, although the female employment rate is much
higher in Germany than in Italy, it tends to be more often part-time, also because income splitting?®
for tax purposes is allowed for married couples and this increases the marginal taxation on second
earners. Interestingly, the risk of being a low earner is higher in Italy than in Germany among
those with high work intensity (at least 10 FTE months of employment). Thus, if the Italian SILC
data were re-weighted to mimic the work intensity of the German SILC data, the share of low-
earners in Italy would indeed increase to a level higher than that of Germany (Figure 12).

Differences in work intensity, however, do not explain all the cross-country disparities. France,
for instance, has a lower share of low earners than Italy because of a more compressed FTE
earnings distribution (see Section 3.1); indeed both the share of low-intensity workers and the
employment rates are higher in France than in Italy.®® Finally, Spain and Italy have a similar

28 Brandolini and Viviano (2016) also stress the importance of jointly analysing employment rates and measures of
work intensity among employed individuals for cross-country comparisons. They point out for instance that when
accounting for work intensity, the gap between the North and the South of Europe in the amount of labour supplied
by people narrows substantially.

2% Income splitting refers to the possibility for each partner (in married couples) to pay (individual) taxes based on
half of the couple’s total income rather than based on their own income. Given the progressivity of (individual)
taxation, opting for income-splitting allows couples to pay lower taxes, but it leads to a higher marginal tax rate on
the secondary earner.

30 Indeed, changing the distribution of work intensity in the Italian SILC to reflect that of France increases the
proportion of low-earning workers, widening the difference from France.
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distribution of work intensity, but low-earning workers are more numerous in Spain than in Italy.
This happens because FTE earnings are more dispersed in Spain (Figure 6, panel a).3!

Figure 11 Share of working-age individuals who are employed by work intensity, year 2018
(population aged 15-64)
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Source: own calculations on EU-SILC.

Figure 12 Contribution of workers with high or low work intensity to the share of low-
earners and simulations assuming Italy has the same work intensity as each considered
country (year 2018; shares)

30

25
20

15 l

10I I ll
N AN AR 11

5
Italy Germany Italy with France lItaly with Spain Italy with
work work work
intensity intensity intensity
asin asin asin
Germany France Spain
m Low earnings, less than 7 months FTE m Low earnings, 7-11 months FTE

m Low earnings, 12 months FTE

Note: The definition of labour income and that of low-earning workers are the same as those reported in the notes of
Figures 1 and 12. The simulations are conducted by reweighting the Italian SILC sample using a propensity score for
the probability of being in the other country sample conditional on dummies for FTE months of work intensity.
Source: own calculations on EU-SILC.

31 Given the similarity of work intensity between the two countries, re-weighting the Italian SILC to mimic Spanish
work intensity has only limited effect on the share of low-earnings workers.
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4.2.  In-work poverty

The risk of in-work poverty differs from the risk of being a low earner because it takes into
consideration the household dimension.? A worker with a low labour income does not necessarily
live in a poor family. Conversely, workers who are not low earners could still be poor if other
members of the household bring null or insufficient economic resources. Figure 13 illustrates the
differences between these two measures. Panel a looks at the share of low-earning workers,
defined as before. Panel b and c report the share of workers living in households with either total
labour (panel b) or disposable (panel c) equivalised income below the national poverty line,
defined as 60 per cent of the median disposable equivalised income.

In all countries, the incidence of in-work poverty is smaller than that of low-paid workers, since
low earners tend to cohabit with higher-earning household members. For Italy, however, income
pooling at the household level is less effective than in other countries in reducing the risk of in-
work poverty. The comparison with Germany is striking. While in Italy low-earning workers are
slightly less than in Germany, the opposite holds for the share of workers at risk of poverty: thanks
to the higher employment rate, in Germany more low-paid workers are not poor because they live
in households with high work intensity (Table 4).

Figure 13 From the risk of low earnings to the risk of in-work poverty (share of population
15-64, year 2018)

Panel a Panel b Panel ¢
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0.25 0.24
0.20 0.20 0.19
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0.5 013 012 244
0.10 0.08 0.08 0.08
0.00
Low-earning workers Workers in low-earnings Workers in low-disposable
households income households (in-work
poors)
m Italy m Spain m France m Germany

Note: Black bands are 95% confidence intervals, calculated using heteroscedasticity robust standard errors. Workers
in low-earning households are those whose household equivalised labour income is below the national poverty line
(60% of median disposable equivalised income across the entire population). Workers at risk of poverty are those
whose equivalised disposable income is below the national poverty line.

Source: own calculations on EU-SILC.

32 Household income includes income from all household members, including those aged 65 or older. When
household income is equivalised, the equivalence scale considers the overall household dimension, including children
and the elderly. Disposable income includes non-labour income sources and deducts income taxes and social
contributions.
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The higher share of workers at risk of poverty in Italy depends on the higher incidence of families
with medium-low work intensity, especially single-earner households (see Section 3.2). Keeping
the poverty line fixed, if Italy had the same distribution of work intensity as Germany, in-work
poverty would decrease by 2.0 p.p. (40 per cent of the distance from Germany), mostly because
of the contraction in the number of poor workers living in households with medium-low work
intensity (Figure 14).

Figure 14 Share of workers at risk of poverty (population 18-59, year 2018)
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Note: The definition of labour income is the same as that reported in the footnote of Figure 1. Differently from Figure
13, only individuals aged 18-59 are considered in line with the Eurostat definition of work intensity, which is
calculated only for this population. The simulation in the last bar holds the poverty line fixed, as it is measured on
the entire population.

Source: own calculations on EU-SILC.

This is in line with earlier findings from the literature. Brandolini et al. (2001), using data from
the Bank of Italy Survey on Household Income and Wealth, find that the number of earners other
than the household head matters more than being a low-pay worker vis-a-vis the risk of being
poor. Del Boca and Pasqua (2003) show how the increase in female labour market participation
between the 1980s and the early 2000s partially offset the increase in household income
inequality. Finally, Garnero et al. (2022) observe that the number of income earners in the
household is the main factor affecting the in-work poverty indicator.
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Table 4 Workers with low individual and household labour income, population 18-59, year

2018
Italy Germany
Share of Low household disposable income  Share of Low household disposable income
individuals No Yes Tot individuals No Yes Tot
Low No 0.71 0.04 0.75 Low No 0.73 0.01 0.73
earnings Yes 0.13 0.11 0.25 earnings Yes 0.20 0.06 0.26
Tot 0.85 0.16 1.00 Tot 0.86 0.14 1.00
Average Low household labour income Average Low household labour income
household household
work work
intensity No Yes intensity No Yes Tot
Low No 0.86 0.56 0.85 Low No 0.87 0.60 0.87
earnings Yes 0.81 0.68 0.75 earnings Yes 0.79 0.59 0.74
Tot 0.86 0.65 0.82 0.85 0.59 0.83

Note: The definition of labour income and of employed individuals is the same as that reported in the footnote of
Figure 1. The definition of low income is the one used in Figure 13.
Source: own calculations on EU-SILC.

Conclusions

According to the most recent comparable wave of EU-SILC data, referring to the year 2018, Italy
exhibits higher inequality in annual labour income among the working-age population compared
to France and Germany, both in terms of individual and equivalised household income. Only
Spain has a similar level of inequality.

This paper shows that the main driver of Italy’s greater inequality is not a higher dispersion of
earnings among workers, whether or not adjusted for differences in work intensity. In fact, Italy
has a relatively small share of low-earning workers compared to the other countries considered
(except France). The higher inequality in Italy primarily stems from a larger share of individuals
who do not earn any labour income. Although this fraction has decreased in recent decades, it
remains large when compared to other countries.

Furthermore, the low employment rate in Italy contributes to higher inequality in equivalised
household labour income because it results in a larger number of households where at most one
adult member is employed. The presence of single-earner households exacerbates the problems
associated with individual low pay, as income pooling within households only partially mitigates
the risk of poverty, as measured by the probability of living in a household with disposable income
below 60 per cent of the median.

These findings have important implications for the debate on labour market inequality, low
earnings, and in-work poverty, as they indicate that a comprehensive analysis and interpretation
of these phenomena should (i) consider all workers, while administrative microdata on earnings
are typically available only for private sector employees, and (ii) take into account the dynamics
of the employment rate. This is especially important for Italy, a country that in international
comparison features a high share of self-employed and irregular workers as well as a low
employment rate. True, high employment rates can be associated with greater inequality and a

27



higher share of low earners among the employed. This could occur because marginal workers
usually hold part-time or temporary jobs, which often combine limited work intensity with low
hourly earnings. However, higher employment rates also significantly reduce inequality in the
working-age population, by decreasing the share of individuals with zero earnings. Moreover,
high employment rates help alleviate inequality in equivalised household labour income and
mitigate the risk of in-work poverty for low earners, by reducing the incidence of single-earner
households.

The comparison with Germany highlights the benefits gained from increasing the share of
employed people to reduce inequality and the risk of in-work poverty. Germany has a similar
dispersion of workers’ earnings and an even larger share of low earners among workers than Italy,
due to the high incidence of jobs that are not full-time and full-year.3® However, in Germany these
factors combine with a much higher employment rate, which translates into less inequality among
the working-age population and lower in-work poverty risk.

Nevertheless, it is crucial not to discount the role played by a more compressed distribution of
hourly earnings, and of the labour market institutions that may contribute to such compression,
on inequality. The comparisons with France and Spain are instructive. Despite having a greater
share of low-work-intensity jobs, France exhibits a more compressed FTE earnings distribution
among workers, which contributes making it the country with the lowest inequality among the
four observed. Spain, on the other hand, has a higher employment rate than Italy but a similar
level of inequality among the working-age population, because of the high dispersion of FTE
earnings among Spanish workers.
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Appendix A: Comparison of EU-SILC with National Account data

Figure A compares the dynamics of annual earnings among employees and hours worked per
employee between EU-SILC and National Accounts (NA) in the four countries considered for the
analysis. Hours worked in EU-SILC data are proxied with FTE months of employment. Annual wages
(red lines) seem to behave quite similarly in the two data sources. In Spain, EU-SILC data display
slightly worse dynamics during the Great Recession; in Italy, EU-SILC data suggest a slight recovery
in 2014 and 2015, which is not observed in the NA data.

Instead, the dynamics of the work intensity variables (blue lines) seem to be more divergent in the
two data sources starting from 2014. In particular, the message would be different for Spain and Italy.
While NA data indicate that hours per worker in 2018 did not recover the 2008 level for both
countries, EU-SILC data show that in Italy they reached the 2008 level in 2015 and remained rather
constant afterwards and in Spain they even exceeded the 2008 starting from 2016.

Figure A: Comparison between National Accounts and EU-SILC data (index 2008=1)
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Note: employees only. Work intensity is equal to hours per worker in the NA data and to FTE months of employment in
EU-SILC data.
Source: own calculations on National Account (Eurostat) and EU-SILC data.

For this reason, throughout the chapter, we mainly focus on the dynamics of annual earnings and we
consider less the dynamics of FTE earnings, which for Italy are extensively discussed in Depalo and
Lattanzio (2023). Their work is based on INPS administrative data on the universe of employees,
which better align with NA data when looking at the evolution of hours worked by employees during
2008-2018.

As for what concerns income levels, Brandolini et al. (2011) show that EU-SILC estimates are
generally close to NA data, once adjusting for PPP and inflation. France is an exception, as labour
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income is below NA data. For this reason, we avoid direct comparisons between income levels across
countries and we rather focus on trends or the within-country dispersion.

Appendix B: Dispersion of employees ‘earnings and self-employment income

In Italy, the Gini index of annual employees’ earnings is virtually the same than that of France,
and lower than that of Germany and Spain (Table B.1).** The Gini index for self-employed
income (calculated only among the self-employed) is the lowest in Italy and Spain, while it is
much larger in France and Germany. In all countries, inequality in self-employment income is
higher than inequality in employees’ earnings because self-employment income is more volatile
(see Section 2 and Hamilton, 2000). In Italy, self-employment income is a much larger share of
total labour income than in other countries. As a result, even if inequality among the self-
employed is not high in international comparison, it provides a larger contribution to increasing
overall inequality than in other countries.

Table B.1 Decomposition of inequality in annual labour income by income source (workers
aged 18-64), year 2018

Italy Spain France Germany

Gini in annual labour income among workers 038 042 0.36 0.38
Gini only among employees 035 042 035 0.36

i ) Absolute contribution to overall inequality 0.25 0.38 0.31 0.32
Employees” carnings o otor share 075 089 091 0.92
Factor correlation 069 0.89 0.9 0.91

Factor inequality 048 047 0.38 0.39

Gini only among self-employed 050 051 056 0.70

) Absolute contribution to overall inequality 0.13 0.04  0.05 0.06

Self employmentincome . .or share 025 011 009  0.08
Factor correlation 061 043 0.59 0.72

Factor inequality 087 093 095 0.98

Note: the decomposition by income source follows Lerman and Yitzhaki (1985). The inequality only among
employees (self-employed) refers to the inequality of employees’ earnings (self-employment income) calculated only
among those who earn that income. The absolute contribution is the contribution to the overall inequality in annual
labour income across workers. The factor correlation is the correlation between employees’ earnings and overall
labour income. Factor inequality is the inequality in employees’ earnings calculated among all workers (i.e. including
the self-employed, for which employees’ earnings are set to 0).

Source: own calculations on SILC

34 The table follows the decomposition of the Gini index by income source proposed by Lerman and Yitzhaki (1985).
Note, however, that the decomposition of the Gini is criticized by Shorrocks (1983).
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Table B.2 Characteristics of self-employed individuals (population 15-64), year 2018

Italy Spain France Germany
self-  employee  self-  employee  self- employee  self-  employee
empl. empl. empl. empl.

Panel a. Socio-demographic characteristics
Female 30.7 45.0 334 47.8 38.9 50.7 38.6 50.0
Age 46.1 43.2 45.9 42.1 44.7 41.7 48.8 42.8
Less than upper sec. 27.7 31.0 38.2 31.8 11.0 15.2 15 6.48
school
Upper sec. school 43.1 47.6 24.3 24.1 42.1 43.3 38.0 54.6
University 29.2 214 37.5 44.1 46.9 415 60.5 38.9
Panel b. Type of self-employed
With employees 33.1 25.6 25.7 39.4
Without employees 62.8 73.6 74.2 60.2
Family workers 4.1 0.8 0.1 0.4
Panel c. Sector
Agriculture 6.2 12.7 12.6 4.9
Industry 26.3 16.8 17.8 9.6
Services 67.6 70.5 69.6 85.5
Panel d. % difference relative to employees' earnings
pl0 -32.3 27.2 -72.1 -44.0
p50 -4.6 -10.5 -26.8 -9.4
p90 46.1 -5.1 15.9 110.3

Note: individuals whose main occupation is self-employed (i.e., whose earnings from self-employment are larger
than earnings from payroll employment) or employee (i.e., whose earnings from payroll employment are larger
than earnings from self-employment). Statistics refer to 2018. The definition of labour income is the same as that
reported in the footnote of Figure 1.
Source: own calculations on EU-SILC
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Appendix C: Supplementary Figures and Tables

Figure C.1. GDP and employment (index, 2008=1)
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Source: own elaborations based on National Account data, Eurostat.

Table C.1. Ratio of FTE labour income with respect to average income, by work intensity
(index, average labour income=1; only workers, year 2018)

Ratio compared to the average earnings across all workers:

Working less than full-time full-year

Full time full year

Italy
Spain
France
Germany

0.79
0.74
0.89
0.79

1.05
1.06
1.04
1.09
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