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While average household income is lower than GDP per
capita, the poor have especially benefitted from income
gains in central and eastern EU members
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The European Union's eastern enlargement has been an enormous economic success
over the past two decades. While the convergence of the eastern EU countries with
their western neighbours in GDP per-capita terms has been studied widely, household
disposable income has received less attention. GDP includes the incomes of workers,
corporate and self-employed profits, and the balance between production and import
taxes and production subsidies. While GDP is the most widely used indicator of
economic performance, household income is more relevant for individuals, since it
indicates the means they have to live on. Looking at household incomes allows an
analysis of how different segments of society have benefitted from the past twenty

years of income convergence.

Average income levels

The countries that joined the EU two decades ago embarked on a spectacular
convergence process towards the income levels in rich Western European nations
(Figure 1). Research suggests that Western European countries also benefitted from

the expanded union?.
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Figure 1 indicates that in terms of household income, the gap between the twelve EU
newcomers (CEE12; see list in note to Figure 1) and ten richer western and northern EU
countries (EU10; see note to Figure 1) was and still is wider than the GDP per capita
gap. | report these indicators at purchasing power standards, which corrects for cross-
country differences in price levels. | compare CEE12 to EU10 and to the EU average,
because the EU10 countries are the top performers to which convergence would be
desirable. The EU average also includes southern European countries that faced
various crises and economic weaknesses over the past fifteen years, and the CEE12

countries themselves.

In 2004, CEE12 GDP per capita was 43 percent of the EU10 level, but average
household income was at only 34 percent. In 2023, the CEE12 reached 69 percent of
EU10 GDP per capita and 62 percent of EU household income, which was an
impressive pace in narrowing the income gap. Household income converged

somewhat faster than GDP.

Household income distribution

How have the incomes of the poorest, the middle class and the richest developed over

the past two decades?

To answer this question, | divide society into 20 parts (ventiles in the statistical jargon).
The first ventile (V1 in Figures 2 and 3) includes the poorest 5 percent of the
population. The second ventile (V2) includes the next poorest 5 percent, and so on.
The twentieth ventile (V20) includes the top 5 percent earners (see the annex for some

data issues and methodological notes).

Figure 2 shows that in 2004, the poorest 5 percent in the CEE12 possessed only 13
percent of the income of the poorest 5 percent in EU10 —well below the overall
average of 34 percent reported in Figure 1. Yet the poorest CEE12 citizens benefitted
from very fast income growth: by 2023, their income relative to the poorest 5 percent
of EU10 increased to 54 percent?. This is still below the 62 percent average reported in

Figure 1, yetincome growth was very fast.

In contrast, the top 5 percent in the CEE12 had a better relative position compared to

the top 5 percentin EU1T0 in 2004 (41 percent), while the improvement from 2004-2023

Twenty years of European east-west household income convergence



Bruegel analysis 16/2024 / 06 June 2024

was less impressive, with their relative share increasing to 59 percent, which is also

below the 62 percent average reported in Figure 1.

Itis the upper middle class (from ventiles 10 to 19) in the CEE12 who achieved a

relative income position above the 62 percent average in 2023.

Real income growth

While Figures 1 and 2 expressed CEE12 household income as a percent of EU10
household income, it is instructive to show the total growth of real income from 2004-
2023 (Figure 3).

In real terms, the incomes of the poorest 5 percent of CEE12 citizens were lifted by a
staggering 256 percent in total from 2004 to 2023. That is, if income was €100 in 2004,
itincreased, in real terms, to €356 by 2023. This corresponds to a 6.8 percent average
annual real income increase, well above the EU average annual of growth of just 0.7
percent. Figure 3 shows lower income growth rates for richer CEE12 people. Real
income growth for the top 5 percent was the lowest among the twenty ventiles, though
still high at 60 percent in total from 2004-2023, or 2.5 percent per year on average.
Such inequality-reducing income growth developments in CEE12 are in contrast to the
experience of the EU10, where the highest earners benefitted from the fastest income
growth, even if its rate at 0.5 percent per year (in real terms) falls short of the CEE12

growth rate.

Looking forward

Two decades ago, EU membership offered the CEE12 various opportunities to boost
growth. For example, market institutions have been strengthened, improving the
business environment and attracting investment from abroad, which has boosted the
capital stock and productivity, and has improved corporate governance. Access to the

single market has increased competition, fostering the efficiency of firms.

Meanwhile, labour mobility resulted in an exodus from CEE12 to EU10 and the United
Kingdom, which offered the opportunity to gain work experience in a more productive
environment, upgrade skills and accumulate savings from higher incomes than at
home. Such capital accumulation of CEE12 emigrants also supported their home
countries in the form of remittances and investments in property and businesses back

home. Access to high-quality education in other EU countries improved the human

Twenty years of European east-west household income convergence



Bruegel analysis 16/2024 / 06 June 2024

capital of CEE12 young people. All these effects supported the economies of CEE12
countries, even if many of those who left the CEE12 have not returned. Financial

support from EU funds might have also supported growth.

Such beneficial effects, coupled with much lower wage levels in CEE12 than in EU10
and the geographical closeness of the region to EU10, were likely instrumental in the

CEE12 economic successes over the past two decades.

The annual pace of catching up measured in terms of per-capita income remained
broadly stable over the past two decades, despite the crises that some of these
countries suffered during the global financial crisis, and the gradual increase in local
labour costs, which reduces the attractiveness of these countries for labour-intensive
investments. At an unchanged pace from the past two decades, both GDP per capita

and household income would reach the EU10 level by about 2046. But is this realistic?

The key question is whether CEE12 economies can shift towards higher value-added
activities as their relative wage levels increase. Some of the EU-enlargement-related
productivity gains might be one-offs (ie it is easier to improve productivity from a low
level, but more difficult from a higher level), while CEE12 economies already suffer from
labour shortages, and the demographic outlook of these countries is even worse than
in EU10. Innovation activities in the region are weaker than in EU10, as reflected in the
European innovation scoreboard?, which, in 2023, ranked five CEE12 countries in the
worst of the four innovation performance categories, six other CEE12 countries in the
second worst category, and only Cyprus making it into the second-best category.
Secondary school education quality scores are mixed across the region, with five
CEE12 (Estonia, Poland, Czechia, Slovenia and Latvia) having better scores than the
OECD average in at least two of the three subjects considered (mathematics, reading
and science). Two countries (Lithuania and Hungary) are close to the average, while the
remaining five countries are below average. Most CEE12 universities are poorly
ranked?. Weak innovation and education performance might adversely affect longer-

term growth prospects.

Therefore, while there is a lot to celebrate, twenty years on from the EU’'s eastern
enlargement, major challenges lie ahead to maintain the momentum of economic

convergence.
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Endnotes

1 See, for example, European Commission (2009), Baas and Brucker (2010), Oberhofer
and Winner (2017), Caliendo et al (2021).

2 To be more precise, | compare the income of the poorest 5 percent in 2004 with the
poorest 5 percent in 2023, but it may not include the same people. For example, the
bottom 5 percent in the CEE12 in 2004 included 3.4 million Romanians and 101,000
Hungarians, while in 2023, it included 2.1 million Romanians and 675,000

Hungarians.

3 See European Commission, ‘European innovation scoreboard’, https://research-and-

innovation.ec.europa.eu/statistics/performance-ind....

4 See https://www.topuniversities.com/world-university-rankings.
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