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Poorest Made Poorer? Welfare implications of cross-sectional and
longitudinal income changes during the Great Recession

Michael Savage

Bank of Ireland, Dublin, Ireland.1

michael.savage@boi.com

Abstract

Many of the countries worst affected by the Great Recession displayed regressive patterns

of income change over the recessionary period; the poorest individuals seemed to have been

disproportionately impacted by falls in real incomes. But the question remains, to what extent

were the higher than average losses at the bottom of the income distribution driven by income

losses for the individuals that started out poorest, or to what extent were these losses driven

by individuals who fell into the poorest income positions during the recession. In this paper,

I apply a decomposition of income changes at the bottom of the income distribution using

a longitudinal approach, which allows us to answer this question. The results show that for

five European countries with regressive patterns of income loss between 2007 and 2010, the

higher than average losses in the poorest deciles were driven to a large extent by changes in

composition at the bottom of the income distribution, rather than income losses for individuals

that started out poorest. Welfare implications of the changes in the distribution of income are

shown to depend critically on whether a longitudinal (non-anonymous) perspective is taken,

and indeed how this non-anonymity is interpreted in the underlying social welfare function.
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