


1 Introduction 

The COVID-19 pandemic has taken millions of lives and resulted in the deepest economic contraction 

since the second world war. The adverse social consequences, including job losses, have been 

massive in many countries, even if large-scale government support programmes have dampened the 

labour market impacts. Lakner et al (2021) estimated that the pandemic will push between 143 

million and 163 million people globally into extreme poverty between 2019 and 2021, thus reversing 

the downward trend in global poverty for the first time in a generation1. An increase in extreme poverty 

can widen the gap between the rich and the poor and increase income inequality both within countries 

and globally. 

World Bank (2021) hypothesised that within-country income inequality is likely to worsen because of 

COVID-19, partly because the pandemic disproportionately impacts the incomes of vulnerable groups, 

including women, migrant workers and those employed in lower-skilled occupations or informal 

sectors. Using data from labour force surveys up to the third quarter of 2020, ILO (2021) highlighted 

the contrast between massive job losses in hard-



Union too, where governments have put in place massive employment protection programmes 

(Darvas, 2020). Consequently, the COVID-19 pandemic has increased income inequality between the 

rich and the poor even in Europe.  

But by how much has income inequality increased? Unfortunately, we have to wait for two years until 

official inequality statistics for 2020 are released. At the time of writing, the European Union’s 

statistical office, Eurostat, has published income inequality data for EU member states and a few other 

countries3 up to the 2019 survey year, which refers to income in 20184. The most comprehensive and 
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http://appsso.eurostat.ec.europa.eu/nui/show.do?lang=en&dataset=ilc_di12
https://ec.europa.eu/eurostat/cache/metadata/en/ilc_esms.htm#ref_period1589188882255
https://dataverse.harvard.edu/dataset.xhtml?persistentId=doi:10.7910/DVN/LM4OWF




Some earlier works estimated the income inequality impact of pandemics in general, and the COVID-19 

pandemic in particular, but unfortunately, these works suffer from certain weaknesses. Furceri et al 

(2020) estimated the within-country distributional impacts of five major epidemics: SARS in 2003 (27 

countries), H1N1 (Swine Flu Influenza) in 2009 (148 countries), MERS in 2012 (22 countries), Ebola 

in 2014 (5 countries), and Zika in 2016 (18 countries). They constructed a dummy variable, the 

pandemic event, which takes the value 1 when the World Health Organisation declares a pandemic for 

the country, and 0 otherwise. This dummy variable was used in an estimated model to study the 

impact of pandemics on the Gini coefficient of income inequality 



any of these four earlier epidemics, and thus it would be questionable if the results from these earlier 

epidemics would be relevant to the 2020 COVID-19 pandemic. 

When referring to global income inequality, Deaton (2021) looked at the cross-country standard 

deviation of the logarithm of GDP per capita, measured at purchasing power parity. He found that in 

2020 this standard deviation went up when countries were weighted according to population size, but 

went down when each country accounts for one unit. He attributed the increase in the weighted case 

to the fact that the Chinese economy grew in 2020, while most other countries suffered from GDP 

declines. This is because the combined populations of those countries with lower average per-capita 

income than China (which is 4.4 billion) exceed the combined populations of those countries that have 

higher average income than China (2.0 billion), and thus the average income of the 1.4 billion Chinese 

residents was pulling away from poor countries. 

Deaton (2021) noted that the distribution of income between all persons in the world also depends on 

“the distribution of income within countries, which is also changing because of the pandemic and the 

policy response to it”. But he did not aim to estimate the impact of the pandemic on within-country 

inequality. A proper assessment of global income inequality developments requires the consideration 

of within-country income distribution changes too.  

 

2 Our approach 

Because of the problems of the earlier attempts to estimate the impact of the COVID-19 pandemic on 

within-country and global income inequality, I adopted a different approach: I set up scenarios for the 

change in within-country income inequality in 2020 based on GDP change in the same year and then 

used 



decades. Bitler and Hoynes (2015) found that in the Great Recession, the most disadvantaged were 

relatively more affected (compared to higher income levels). Based on surveys conducted in March 

and April 2020 in the US, the United Kingdom and Germany, Adams-Prassl et al (2020) concluded that 

the impacts of COVID-19 



Table 1: Panel regression results for income inequality change and economic growth  

GDP growth all positive negative all positive negative 
  No fixed effects Country and time fixed effects 
estimated �Ú parameter -0.0059 0.0005 -0.0150 -0.0045 -0.0015 -0.0061 
s.e. 0.0007 0.0011 0.0021 0.0007 0.0012 0.0024 
t -8.0 0.4 -7.2 -6.2 -1.3 -2.6 
p 0.000 0.677 0.000 0.000 0.205 0.010 
R2 0.01 0.00 0.06 0.26 0.26 0.54 
Cross-sections included 178 178 152 178 178 152 
Periods included 59 59 53 59 59 53 
Total panel (unbalanced) 
observations 5346 4584 762 5346 4584 762 



Figure 2: The empirical association between GDP growth and changes in the Gini coefficient of 

income inequality, based on data for 182 countries in 1961-



countries and the United Kingdom), 32 in the mid-redistribution group (including Bulgaria, Latvia, 

Romania, Russia, Switzerland, the United States, and several Latin American countries) and 115 

countries in the low-redistribution group. By creating three groups, the number of observations for 

each group can be low at the tails. Therefore, I cannot calculate proper probability bands and thus 

show only average values, provided there are at least five observations for a particular GDP change 

value. Figure 3 shows that the tendency is similar in all three groups: positive GDP growth is associated 

with close to zero average change in the Gini coefficient, while GDP falls are associated with increased 

income inequality in all three groups; more so in the mid- and high-redistribution groups than in the 

low-redistribution group.  

Figure 3: The empirical association between GDP growth and changes in the Gini coefficient of 

income inequality, based on data for 182 countries in 1961-2019, by the degree of redistribution 

 

Source: Bruegel. Note: see the explanation in the note to Figure 2. Countries are sorted into ‘low’, ‘mid’ and ‘high’ 
redistribution groups according to their average difference in market and disposable income Gini coefficient of income 



2.3 Was the 2020 pandemic recession different? 

Governments typically respond to recessions with fiscal measures. This was the case in 2020, when 

the extraordinarily deep recession was followed by extraordinarily large fiscal responses in several 

countries. However, because of some special features of the COVID-19 pandemic recession that I 

discuss below, the association between GDP contraction and income inequality change could be 

different this time, compared to previous recessions.  

The aggregate employment impact, which does not include much information about distributional 

issues, is reported in Figure 4, Panel A. Data for 49 developed and emerging countries shows that the 

shock to GDP and the shock to total employment from 2019Q4 to 2020Q2 is not much related. Since 

there were visible pre-pandemic trends in GDP and employment (see also Figure 1), I calculated the 

shock as the average quarterly change from 2019Q4 to 2020Q2 minus the average quarterly change 

from 2016Q4 to 2019Q4, based on seasonally adjusted data. While there is a slight positive 

association in the full sample of 49 countries, the correlation coefficient, 0.21, is statistically 

significantly different from zero only at the 16 percent level of significance, and the chart suggests two 

distinct groups. In one group, highlighted by a green rectangle, there is practically no association 

between the GDP shock and the total employment shock. Most European Union countries, the United 

Kingdom, Norway, Iceland, Switzerland, Korea, Mongolia, Se ci,s..(, h)1 (i)-5 (o)-5et.9 





by an index of multiple deprivation. Thus, poorer people are more vulnerable to COVID-19 and an 

eventual infection can adversely impact their health, life and income.  

�x Differences in teleworking ability: poor people are less in a position to telework and there is 

evidence from the US showing that this was a major factor in job losses, both in industries heavily 

exposed to COVID-19 and in less-exposed industries (Dey et al, 2020). 

�x Differentiated sectoral impacts: while recessions typically have differentiated sectoral impacts 





3 Results 
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Since China did not suffer from a recession in 2020, it is interesting to study global income inequality 

when China is excluded10. For 2020, my calculations do not support the hypothesis of Deaton (2021) 

suggesting that Chinese growth developments increased global income inequality. When looking at 

Scenario 1 (unchanged national income inequality in 2020 compared to 2019, and thus only changes 

in relative mean incomes and relative populations drive global income inequality changes), the 

change in global Gini is 0.03 when China is included and 0.22 when China is excluded (note that the 

Gini coefficient is measured on a 0-100 scale). Thus, the rise in global income inequality is smaller 

when China is included, suggesting that Chinese growth and relative population change dampened the 

rise in global income inequality. 

Chinese developments further dampen the increase in global income inequality when we consider 

changes in within-country inequality (scenarios 2, 3 and 4). Since GDP growth of 1.9 percent is 

expected in China in 2020, according to the October 2020 IMF World Economic Outlook, under the 

empirical association revealed in Figure 2, Chinese national income inequality is not expected to 

increase in Scenario 2, while the increase in Scenario 3 is just 0.25 Gini points, and 0.57 Gini points in 

Scenario 4. Since most countries suffered from a recession in 2020, their within-country income 

inequality is expected to increase more than in China in 2020. Thus, the likely relatively small within-

country income inequality increase in China mitigated the global income inequality rise in 2020. In 

Scenarios 2, 3 and 4, global income inequality is expected to increase by 0.08, 0.25 and 0.51 Gini 

points, respectively, when China is included, and 0.28, 0.44 and 0.71 Gini points, respectively, when 

China is excluded, highlighting that Chinese developments mitigated the increase in global income 

inequality in 2020 under all four scenarios. 

Figure 6 reports what shares of the populations of selected countries belong to the five quintiles of 

global income distribution, under the four scenarios. China clearly moved up in the global distribution 

from 2019 to 2020: the share of Chinese people belonging to the poorest 60 percent of world 

population is set to decline under all four scenarios, and consequently, the share of Chinese people 

belonging to the richest 40 percent of world population is set to increase. This development is driven 

by the 2020 economic growth in China (lifting average income in the country compared to the rest of 

the world), but also by small increases in within-China income inequality under the scenarios. On the 

10 A comparison of Panels A and B of Figure 5 shows that China had a major influence on global income inequality dynamics 
from 1988 to the early 2010s. Without China (Figure 5, Panel B), global income inequality increased up to 2000 and the 
decline after that was slower than in the full sample including China (Figure 5, Panel A). India also had a decisive role in the 
development of global income inequality. Darvas (2019) showed that when both China and India are excluded, global 
income inequality was higher in 2015 than in 1988. 
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contrary, the Indian population is expected to slide back in the global income distribution, because of 

the expected 10 percent GDP fall in 2020 and the consequent within-India income inequality increase.   

The bulk of the population of advanced countries belongs to the richest 20 percent of the world. 

Scenario 1 (unchanged within-



 

 

 

Source: Bruegel. Note: quintiles are ranked from the bottom quintile (Q1: 20 percent of world population with the lowest 
incomes) to the top quintile (Q5: 20 percent of world population with the highest incomes). 

  



3.2 European Union income inequality 

Figure 7 shows that income inequity in the combined group of European Union members (28 countries 

including the UK) increased significantly from 1988 to 1993, largely because of significant economic 

contractions in former socialist countries (Darvas, 2016). There was a steady decline from 1994 to 

2009, followed by a reversal after the global and euro-area economic crises in 2008-2012. Inequality 

decline then resumed after 2013. 2020 will likely mark a significant turnaround. GDP is expected to 

contract between 2 percent and 13 percent in EU countries in 2020 and the associated 

disproportio

https://www.bruegel.org/publications/datasets/global-and-regional-gini-coefficients/


Europe, the 2020 pandemic-induced recession likely resulted in a significant reversal of pre-pandemic 

inequality declines.  

The falling behind of the Italian and Spanish populations in the European income distribution is visible 

in the increased shares of these populations belonging to the bottom 40 percent of the European 

income distribution, while Germans increased their share in the top 40 percent (Figure 8). Thus, 

Germany’s position in the global (Figure 6) and European (Figure 8) income distributions moved the 

opposite way.  

France, the second most populous European country, also faced a larger than average GDP decline in 

2020, and thus its population is also sliding back. The combined population of Italy, Spain and France 

is much larger than Germany’s population, so a falling behind of the former three countries must imply 

that other nations forge ahead beyond Germany. Figure 8 shows that four central European countries 

are improving their positions, partly because their economic contractions were not so harsh in2020: -4 



  

  

  



4 Conclusions 

Past recessions have been associated with income inequality increases. The COVID-19 pandemic and 

its economic fallout have likely had the same effect. I found, using data from 49 advanced and 

emerging countries, that the difference between the job losses experienced by richer highly-educated 

and poorer low-educated workers is correlated with the economic shock in 2020, suggesting that the 

depth of the economic recession is related to the increase in within-country income inequity in 2020. 

These findings are consistent with earlier results from the literature documenting the adverse 

distributional impacts of recessions. A specific feature of the policy response to COVID-19 was the 

implementation of large-scale employment-protection schemes, especially in Europe. These schemes 

have likely contained the total employment decline, but not its adverse distributional implications. The 

COVID-19 recession has had some specific characteristics, including adverse feedbacks via health, the 

importance of teleworking and differences in the ability of different segments of the society to 

telework, and differentiated sectoral impacts. These suggest that adverse distributional impacts in 

2020 were greater than in previous recessions.  

I set up scenarios based on historical patterns of recessions and income inequality increases and 

argued that in the 2020 pandemic recession, the income inequality increases from a given GDP shock 

were likely larger than in historical recessions. The scenarios suggest that there was a reversal to pre-

COVID-19 global inequality levels in 2020, but this reversal was relatively minor. Factors dampening 

the global income inequality increase in 2020 included larger GDP declines in richer advanced 

countries than in poorer emerging and developing countries, and the positive GDP growth of China in 

2020. In contrast, it is quite likely there was a significant increase in European income inequality in 

2020. 
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