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Change in the Gini index before public sector transfers Change in the Gini index after public sector transfers
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Note: * Average of the change experienced between March 2020 and July 2021 compared to February 2020 and corrected for the average seasonal variation experienced in 2018 and 2019.
Source: CaixaBank Research, based on internal data.

manufacturing industry, which plays an important role in this region, has been less affected by the restrictions, and this has dampened
the increase in the region’s Gini-pre index by 1.9 points. The Community of Madrid has also been favoured by its sectoral composition.
Here, services which have been able to maintain a relatively normal level of activity thanks to teleworking play an important role in the
economy, dampening the increase in the Gini-pre index by 1.6 points. Catalonia lies somewhere in the middle. Although tourism plays
a relatively important role, this has been offset at the aggregate level by the good performance, in relative terms, of industry, which is
also a significant part of the economy in this region. Overall, the sectoral composition of Catalonia has offset the increase in the Gini-
pre index by 0.6 points.

The decline in mobility, key to understanding the rise in inequality in all regions

The restrictions on mobility drastically reduced travel in all regions. In May 2020, mobility in Spain as a whole was 51% lower than in the
pre-COVID reference period, and certain regional differences can be observed. Whereas in Madrid the reduction in mobility reached
almost 68%, in Andalusia and Galicia the decrease was 52% and 44%, respectively.> Mobility gradually recovered in the following
months in all regions, and by September 2021 it stood only around 5% below the pre-COVID period. But during the harshest months of
the pandemic, this reduced mobility resulted in a reduction in economic activity, especially for those employees who were unable to
telework, with a significant impact on wage incomes.

Let us put some figures to the impact of the reduction in mobility on wage inequality. In May last year, when the fall in mobility was
very pronounced, this contributed to an increase in the Gini-pre index of 2.2 points in Spain as a whole. In other words, the impact was
both severe and widespread cross all regions. There are two additional results to be considered. Firstly, in the following months, the
relationship between the decline in mobility and economic activity weakened. In other words, we gradually became better at adapting
to the new environment in order to resume economic activity with lower levels of mobility. This also resulted in lower impacts on wage
inequality. Secondly, the differences in the fall in mobility between regions did not affect inequality to the same extent as the
differences in the production structure did. Indeed, the gap is significant. For example, in the Community of Madrid, the bigger fall in
mobility in May compared to that experienced across Spain as a whole drove the Gini-pre index up by 0.8 points more than for all of
Spain. In Galicia, in contrast, the smaller decline in mobility dampened the drop in the Gini-pre index by 0.3 points.

The public sector transfers are successful in reducing regional differences

Finally, it is worth noting that, although the intensity of the shock has been different in each region, when we analyse the evolution of
the Gini index taking into account the redistributive effect of unemployment benefits and furlough payments using the Gini-post
index, the regional differences virtually disappear. Specifically, 90% of all the autonomous community regions show an average
increase in this index since the outbreak of the pandemic of between 1.1 and 2.1 points. In other words, almost all regions lie within a
1-point difference of each other in the increase in the index. In contrast, the dispersion in the average increase in the Gini-pre index is
much greater: within a 1-point difference, such as an increase between 3.8 and 4.8 points, we find only 50% of the regions. The welfare
state has helped tremendously to cushion the pressure which the economic shock has applied on inequality, and it has virtually
eliminated differences between regions. In the next article we look more closely at the important role played by the welfare state and
the impact which an improvement in the efficiency with which it is managed could have.

The Dossier «In pursuit of a less unequal recovery» has been produced by:

Oriol Aspachs (CaixaBank Research), Ruben Durante (ICREA-UPF, IPEG and Barcelona GSE),

Alberto Graziano (CaixaBank Research), Josep Mestres (CaixaBank Research),

Jose G. Montalvo (UPF, IPEG and Barcelona GSE) and Marta Reynal-Querol (ICREA-UPF, IPEG and Barcelona GSE)

3. Mobility is defined using data from the Ministry of Mobility, Transport and Urban Agenda, specifically urban and interurban mobility data.
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The effectiveness and efficiency of the welfare state in reducing

inequality

Although the storm caused by the COVID-19 pandemic is not yet over, we can already analyse what impact the response from the
public administrations has had on wage inequality. Public sector payments to workers on furlough or those unemployed

cushioned the fall in income for many workers, but to what
extent did they dampen the rise in inequality? Internal
CaixaBank data allow us to answer this question already, as
well as allowing us to assess what would be the implications of
greater efficiency in the management of these benefits.

The welfare state mitigated most of the increase
in inequality

The actions of the public administrations played a vital role in
this crisis. At the height of the pandemic in April and May of
last year, unemployment benefits and, above all, payments to
workers on furlough cushioned 80% of the increase in wage
inequality.! In recent months, the crisis generated by the
pandemic has moderated, but even so, between April and July
this year public sector transfers still offset around 56% of the
rise in wage inequality.

All of this has entailed an enormous effort for the general
government, and not just in monetary terms. The massive

Impact of the welfare state on reducing inequality
and improvements in its efficiency *
Change in the Gini index (pps)
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Reduction in the Gini index after public sector transfers
Reduction in the Gini index with quicker benefit application processing times

Notes: * The chart shows the difference between the Gini index before and after public sector transfers.
Simulation of the impact of 5% faster unemployment benefit processing times on the reduction of
inequality. Impact estimated using a regression of the differences between the Gini index before and

after public sector transfers, according to the processing time for an unemployment benefit application
(in days), after controlling the mobility restrictions, the percentage of urban population, as well as the
month in question. For further details on the estimate, see O. Aspachs et al. (2021), «Real-time inequality
and the welfare state in motion: evidence from Covid-19 in Spain», Economic Policy, soon to be published.
Source: CaixaBank Research, based on internal data.
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Notes: * Average processing time for unemployment benefit applications by the Public Employment
Service (SEPE) in each autonomous community region. 2-month moving average of the average
processing time in each province weighted by population.

Source: CaixaBank Research, based on data from the public employment service (SEPE).

increase in benefit applications has been very difficult to
manage, and in many cases processing times have become
longer (see first chart).?

Greater efficiency in the management of public sector
transfers would have a major impact

Reducing inequality not only requires a good system of
public aid, but the efficiency with which it is managed is also
key. As an example, if in November 2020 unemployment
benefit applications had been processed 5% quicker, then
the Gini index would have been reduced by 0.2 points (see
second chart).># Viewed another way, if the processing time
for unemployment benefit applications in Catalonia and
Madrid had increased by only half as much as it did between
October and December 2020, then the Gini index would
have increased by 0.9 points less. This is a substantial figure,
but it should be borne in mind that this effect refers only to
the delay due to processing times, since individuals entitled
to a benefit end up receiving the arrears. In any case, this
illustrates the potential impact of a more efficient public

1. In April and May 2020, the Gini-pre index (excluding public sector transfers) registered an increase of 11 points. In contrast, the Gini-post index (which takes into

account public sector transfers) rose by 2.3 points.

2.1n 2019, the average processing time for an unemployment benefit application in Spain was 1.22 days.
3. Alternatively, a 1% increase in the number of cases resolved in less than 15 days would reduce the inequality gap before and after transfers by 9.2%.
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administration. Reducing the processing time for unemployment benefit applications, for instance through greater digitalisation
of public employment services, has a direct and significant impact on the welfare of families.

Greater action by the welfare state in reducing inequality boosts political participation

Better functioning of the welfare state may also have implications in other areas, such as politics. To prove a point: we analysed
whether the reduction in inequality provided by public sector transfers had any impact on the regional elections in Galicia and
the Basque Country in July 2020. The results leave no room for doubt. In towns and cities where the welfare state had a greater
dampening effect on the rise in inequality, there was greater electoral participation. Specifically, a narrowing of wage inequality
measured by a 1-point reduction in the Gini index boosted voter turnout by 0.3%.°> On the other hand, the vote for the ruling
party was penalised in areas where state action was most needed to reduce inequality. Both results show the relationship
between the public response to the crisis and voting in elections.

In most developed countries it will take years until we have reliable information on the impact of the crisis on wage inequality
and the effectiveness of public-sector measures. In Spain, on the other hand, it is already known that the public sector response
has been key, effective and has had implications in many spheres. Spain can boast of being the first country in the world to have
this type of information. If it is also incorporated into decision-making, then this could provide a significant boost to the
effectiveness of the public sector.

The Dossier «In pursuit of a less unequal recovery» has been produced by:

Oriol Aspachs (CaixaBank Research), Ruben Durante (ICREA-UPF, IPEG and Barcelona GSE),

Alberto Graziano (CaixaBank Research), Josep Mestres (CaixaBank Research),

Jose G. Montalvo (UPF, IPEG and Barcelona GSE) and Marta Reynal-Querol (ICREA-UPF, IPEG and Barcelona GSE)

4.To this end, we produced a regression at the regional level of the change in inequality due to public sector transfers (Gini-pre/Gini-post) month by month, according
to the processing time foran unemployment benefit application, controlled by the mobility restrictions, the percentage of urban population, the sectoral composition
of the region as well as the month in question: ,
Ln (GiniPre; - GiniPost; ;) =y, + 27 YiXije + TTi¢
=

For more details on the methodology used, see O. Aspachs et al. (2021), «Real-time inequality and the welfare state in motion: evidence from Covid-19 in Spain»,
Economic Policy, soon to be published.
5. Ibidem, for the detailed results, as well as for the complete specification of the analysis.
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Employment, the key factor for reducing inequality

Debates about inequality often focus on dispersion in wage levels and omit one very important aspect: inequality in wage
income also depends on the «intensity» of employment, that is, on whether people are working at all and, if so, how frequently.
Spain is a prime example, with a high rate of temporary employment (25.1% in Q2 2021) and a proliferation of ever-shorter labour
contracts which has a marked impact on inequality. During the financial crisis (2007-2011), the sharp increase in inequality in
Spain was 80% attributable to the drop in employment and 20% to an increase in wage dispersion among workers.! These
proportions were almost the polar opposite of the OECD average, where only 18% of the increase in inequality between 2007 and
2011 was explained by changes in employment and 82% was due to the greater dispersion of wages among workers. What
happened during the pandemic?

Employment, the main factor behind the changes in wage inequality during the COVID-19 crisis

During the crisis triggered by the pandemic, the evolution of inequality in Spain was once again heavily influenced by swings in
employment. For instance, between February and April 2020, almost 90% of the increase in wage inequality (before public
transfers) was due to the fall in employment, while the rest resulted from increases in wage inequality among those in work.?
Therefore, in order to understand the evolution of inequality, we must review the dynamics in employment, in particular among
the most affected groups.

The likelihood of remaining in employment was not equal for all workers during the COVID-19 crisis

To begin with, we looked at what happened during the pandemic to those who had been working in the months prior to the
outbreak. Specifically, from March 2020, when restrictions on mobility and activity began to be imposed, the likelihood of
remaining in employment3 was significantly reduced for the population as a whole, but the impact was very different depending
on the characteristics of each worker.

* Workers with lower wage incomes before the pandemic were the ones most likely not to be employed in the following months.
Specifically, for workers in the lowest wage quintile, the probability of being employed was reduced by as much as 38% in May
2020, 23 pps higher than in the case of those in the highest quintile. These differences declined somewhat in the following
months, although workers in the lower wage quintiles continued to be more likely not to be employed than those in the upper
quintiles.

® By age, young people have been the group hardest hit by the pandemic in the labour market. In May 2020, the probability of
being on a payroll was 18 pps lower, and the recovery in the following months was only partial.

* The probability of employment was also reduced more for foreign-born workers than for Spanish-born workers. The gap in the
probability of being employed was 8 pps in April 2020 and, surprisingly, it continued to widen as the months passed, reaching
11 pps in November.

* Women were less likely than men to remain in employment in the first few months of the pandemic, with a gap in the
probability of being employed which exceeded 4 pps and did not begin to recover until September.

More and higher-quality employment, the recipe for reducing wage inequality

Lower-income workers, young people, immigrants and women have once again been those most affected in the labour market.
The recovery in employment is not yet complete, especially for the most vulnerable groups. That is why the increase in inequality
compared to the pre-pandemic level is still considerable, and employment, as the main factor affecting inequality, will once

1. Internal calculations based on data from the OECD (2015). «In it together. Why Less Inequality Benefits All». OECD Publishing, Paris.

2. See O. Aspachs, R. Durante, A. Graziano, J. Mestres, J. Montalvo and M. Reynal «Real-time inequality and the welfare state in motion: evidence from Covid-19 in
Spain», Economic Policy, soon to be published, for a detailed explanation of this estimate.

3. For this exercise we do not consider workers on furlough as being in employment, since they do not work while they are on furlough, and we restrict the analysis to
the period from March to November 2020. We computed a regression at the individual level of the probability of being employed month by month according to a
worker’s individual characteristics (gender, age and country of birth) and their income quintile prior to the pandemic (in February 2020), also controlling mobility
restrictions at the provincial level as well as the province in question:

5
Eijt =2

G 49
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Ibidem, for more details on the methodology used.
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Probability of employment during the COVID-19 crisis *
Change in probability (pps) **

a) Pre-pandemic income quintile b) Age (reference group: workers from 55 to 65 years old)
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Notes: * Coefficients resulting from a regression at the individual level of the probability of being employed month by month. controlled by the mobility restrictions at the provincial level in question and according

to the worker's individual characteristics (gender, age and country of birth) and their income quintile prior to the pandemic (e.g. February 2020) except for in the case of gender. For further details on the methodology
employed, see O. Aspachs et al. (2021), «Real-time inequality and the welfare state in motion: evidence from Covid-19 in Spain», Economic Policy, soon to be published.

**For the income quintiles the chart shows the probability of employment rather than the change in probability.

Source: CaixaBank Research, based on internal data.

again be the main lever for correcting it. Improving workers’ employability so that no one is left behind, as well as increasing the
«intensity» of their employment, are the key tools for ensuring that the rise in inequality does not become a permanent scar left
by the pandemic.

The Dossier «In pursuit of a less unequal recovery» has been produced by:

Oriol Aspachs (CaixaBank Research), Ruben Durante (ICREA-UPF, IPEG and Barcelona GSE),

Alberto Graziano (CaixaBank Research), Josep Mestres (CaixaBank Research),

Jose G. Montalvo (UPF, IPEG and Barcelona GSE) and Marta Reynal-Querol (ICREA-UPF, IPEG and Barcelona GSE)
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Through our studies, we help to stimulate debate and the exchange of views among all sectors of society, as well as to promote the
dissemination of the major themes of the socio-economic environment of our time. Both the Monthly Report and the rest of CaixaBank
Research’s publications are available at: www.caixabankresearch.com
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