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CHOSEN ASPECTS OF INCOME INEQUALITY IN SLOVAKIA

Importance of income disparity is in its linkage with serious economic and social processes that have been taking place in
recent decades. Even though Slovakia has low income disparity — the distance between bottom and top end of income structure is
not extra significant in comparison with other countries - it is important to look at the importance of this problem mainly due to
future social and economic development of society. The goal of this article is to create a picture of creation of income disparity in
Slovakia in years 2005-2013. The subjects of examination are chosen socio economic aspects of income disparity in relationship
with the determined goal. Starting point and comparison parameters of empirical part of examined matter is EU SILC database,
from which the analysis of income disparity and poverty in Slovakia is created.
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A. BECEJIKOBA, B. XOJIKOBA

VuiBepcureT ekoHOMikH y bparucnasi, CnoBanpka Pecmy6iika

JAEAKI ACIIEKTH HEPIBHOCTI JOXOAIB Y CJIOBAYYHHI

Ob6rpyHTOBaHO HEOOXIAHICTL BUPILLEHHS Pobemu BIAMIHHOCTI PiBHIB 4OXOAIB, OB S3aHOI 3 EKOHOMIYHUMY | coLjia/ibHUMM
TEHAEHLISMY, YO M/ MICLE B OCTaHHI AECATWIITTA. PO3ITIIHYTO NPOLEC OPMYBaHHS HEPIBHOCTI 40x04i8 y CI10BaY4uHi rpOTSroM
2005-2013 pokiB. OCHOBOK OPIBHSIHHS 1aPAMETPIB EMITIPUYHOI YaCTUHU AOCTIIKEHHS CTana iH@opMaLiviHa cratnctnyHa 6aza
[1OK33HWKIB [OXOAY Ta YMOB [POXUBAHHS HAce/leHHs1 €Bponesicbkoro Colo3y. 3a3HayeHo, WO [10rpH HEICTOTHE PO3XOAXKEHHS
BE/INYHNHI [OXOLIB rPOMafsH y CII0BaYYMHI (PIZHMLS MDK MAKCUMAETIbHUM Ta MIHIMA/IbHUM 3HAYEHHSM [OXO04IB MOPIBHSHO 3 [HLLIMMU
KpaiHamMy € HE3HAYHOK) BaXJIMBO 3BEPHYTH YBAary Ha 3a3HAYEHY TEHAEHLIIO, TO/IOBHUM YUHOM, 3BaXatouu Ha MavubyTHIV
coylanbHmi T@ EKOHOMIYHIY PO3BUTOK CYCIlifIbCTBA.

KtoyoBi cr1oBa. HEPIBHICTL Aoxo4y, ITHaexc [xuHi, iHAeKc kBaHTwib S80 / 20, eKBIBaNeHTHI YUCTU [OXI AOMALLHIX
rocriogapcrs, piBeHb pUNKY GIJHOCTI, MATEDIA/IbHI 30UTKH.

The article shows the importance of observation and evaluation of income disparity, which is perceived as
one of the most significant form of disparity in our society. It emphasizes the interconnection between the income
disparity and significant socio-economic processes that are currently happening. The objective is to create a picture
of formation of income disparity in Slovakia in years 2005-2013 and its impact on households.

Even though Slovakia has a low degree of income disparity, it is important to look at the actuality of this
issue mainly from the perspective of next social and economic growth of society and the need to solve poverty,
which is considered to be connected with income disparity.

Introduction

No society is able to ensure income equality for all its members, but the view on increasing income
disparity, which is reflected in the growing number of persons in material need and persons endangered by poverty,
inadequate indebtedness of households, decrease in investments into human capital in low-income areas, increasing
demands for social policy, growing debt of public financing and etc., raises dissatisfaction and concerns about the
future among many members of our society.

Professional discussions about reasons and determinants of unequal distribution of income in society are
being held, offering different explanations. From a wide spectrum of opinions on origin of income disparity we
chose couple of views.

The most prevalent opinion among the experts is that the main cause of rise of inequality in the world is
globalization (Harrison et al., 2011). Stiglitz (2013) points at globalization of trade and international technology
transfers, which in consequence has raised the demand for qualified manpower. Technological progress, that
requires qualification and skill, allowed raising the income of talented at the expense of the less talented workers
and thus widening the income disparity.

On top of globalization of trade and technological changes some authors consider the decrease of minimal
wage and liberalization of labour market as the main factor of growing income disparity (Lee, 1999, Teulings, 2003
and 2014).

According to other authors financial liberation and mobility of capital had significant impact on income
disparity. They led to raised capital protection rights at the expense of employee’s rights and decrease of union
power (Abraham et al., 2009).

Fournier and Koske (2012) see the problem of growing income disparity in endogenous income
determinants (inequality in education and experience, union power, type of employment contract, structural
problems of labour market).

UN report (2013) divides income determinants to exogenous and endogenous, where the first group
contains globalization of trade, financial globalization and technological changes and the second group contains
macroeconomic policy, labour market policy, inequality in wealth, taxation and public expenditure.
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It is without a doubt that globalization brought growing income disparity between the rich and the poor,
growing of regional income disparities, but also a gradual shift of middle class to a lower level of income
distribution. Today’s stratification of income in the world is defined by growing of low-income groups on one hand
and by strengthening of position of a small group of rich people on the other hand.

Most of analyses devoted to income disparity differ between the two concepts of income. Disposable
income of households (net income after taxation, or after subtraction of transfers and social insurance expenses) and
second type is market income of households, which they would have if they did not pay any taxes and social
insurance expenses a did not receive any transfers — so income of households would be just salaries, capital incomes,
savings and other sources from private sector (Meaning of creation of this income category is possibility to watch
effect of state actions into distribution of income and other factors affecting changes of initial distribution before
state actions of social and tax policy. Content of this analysis will be just the first concept — disposable income of
households). Among most empirically confirmed sources of disparities in market incomes is disparity in salaries,
position on labour market and in investment and capital incomes (Kenworthy, 2008). Disparity in salaries is
influenced by minimal wage — it reduces disparity in salaries and vice versa, its growth is explained by growth for
qualified workforce (Blau — Kahn, 2009). If we speak about disparity in disposable incomes, it is result of
redistribution mechanism (setting socio-political mechanisms and tax system) — structural moves in economy,
business or population are not the only bearers of disparity.

Income disparity in Slovakia

In our analysis we used the Gini index and the coefficient of income inequality S80/S80 (quantile index or
quintile dispersion ratio, or ratio of top and bottom income quintile).

Relatively low value of the Gini index does not show too much income inequality in the Slovak society
compared to other developed countries (Gini index for the EU 27 member countries was in 2013 30.5%). From the
values of the second index can be read that in 2013, 20% of the richest households in Slovakia had about 3.6 times
higher income level than 20% of the poorest households.

Table 1
Inequality in income distribution in the SR and the EU-27 (%)

2005 | 2006 [ 2007 | 2008 | 2009 | 2010 | 2011 | 2012 2013

SR Gini | 26.2 | 28.1 | 24.5 | 23.7 | 24.8 | 259 | 25.7 | 253 24.2
index

S80/ | 3.9 | 4.1 3.5 34 | 36 | 3.8 | 3.8 | 3.7 3.6
S20

EU 27 .Gini 30.6 | 30.3 | 30.6 | 30.9 | 30.5 | 30.5 | 30.8 | 30.4 30.5
index

Source: EU SILC 2005-2013

Financial and economic crisis that has paralyzed the global economy, caused in our Slovak conditions
growth of income inequality, and the resulting increase of the risk of poverty. In our opinion, deterioration in
Slovakia’s position in international comparisons to be expected as adverse development in these indicators is likely
due to the persistence of unfavourable economic conditions.

Table 2
Distribution of Households according to Monthly Equivalent Disposable Income Growth and Changes in
Income Distribution of Households

Equivalent disposable income of Households together (% shares)
household (€) 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 2012
to 100 277 1 139 ] 1.21 1.10 | 1.01 1.12 | 1.10 0.80
101 —200 1332 | 9.12 | 439 [ 3.10 | 276 | 3.51 | 2.90 2.20
201 — 300 34.25 | 27.75 | 19.44 | 1432 | 8.90 | 6.81 | 6.40 5.30
301 —400 25.67 | 29.54 | 29.85 | 28.04 | 24.82 | 15.90 | 15.10 12.70
401 —500 12.57 | 15.53 | 19.75 | 20.07 | 22.12 | 20.94 | 22.00 20.20
501 — 600 5.83 | 7.66 | 11.70 | 14.08 | 15.00 | 16.29 | 17.40 16.90
601 —700 249 | 3.83 | 592 | 845 | 9.06 | 12.79 | 11.70 11.90
701 -- 800 121 | 154 | 324 | 455 | 585 | 815 | 8.10 9.80
801 —900 0.64 | 1.21 1.51 | 235 | 332 | 479 | 530 6.70
901 — 1000 0.27 | 0.61 | 0.82 | 138 | 2.63 | 3.56 | 3.40 4.30
1001 and more 097 | 1.83 | 2.15 | 256 | 4.52 | 6.15 | 6.60 9.40

Source: EU SILC 2005-2012

This analysis follows the development of the disposable income of households using equivalent scales.
Based on Tables 2 and 3 can be analyzed the distribution of households and of persons in households into income
ranges in equivalent disposable income and also to assess the dynamics of evolution in time. Since 2005, where
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34.25% of households receive from 201 to 300 € (the equivalent disposable income), in subsequent years, income
distribution moves through the third lowest income interval up to the fourth, where almost 21% of households
receive 401 to 500 €. In years 2006, 2007, 2008 and 2009 the equivalent disposable income was most represented in
interval 301-400 €, and in years 2010, 2011 and 2012 the households moved to interval 401-500 €. The least amount
of households in years 2005, 2006 and 2007 was present in interval 901-1000 €.Curve of income distribution has
changed the shape too - the cause was the decline in annual income of households in the lowest intervals.

Table 3 shows the evolution of income distribution of equivalent disposable income among persons in the
household. At a first sight a trend of significant changes is apparent in income interval 901-1000 €, where the
number of households grew until 2012 16.7 times.

Table 3
Distribution of Persons in Households by Equivalent Disposable Income per Month and the Dynamics of
these Changes
Intervals according equivalent Persons in households (% shares)
disposable income in € 2005 | 2006 | 2007 | 2008 [ 2009 | 2010 | 2011 2012
to 100 247 | 157 | 120 | 1.11 | 099 [ 1.12 | 1.00 0.90
101 —200 13.63 | 9.16 | 5.02 | 3.53 | 327 | 3.51 | 3.00 2.40
201 —300 29.76 | 23.75 [ 1627 [ 1170 | 7.92 [ 6.81 | 6.90 5.50
301 —400 27.26 | 29.84 | 27.63 | 24.30 | 20.93 | 15.90 | 13.59 11.10
401 —500 14.50 | 17.61 | 21.80 | 21.96 | 22.18 | 20.94 | 20.10 17.20
501 — 600 6.70 | 847 | 13.27 | 16.20 | 17.30 | 16.29 | 17.40 16.80
601 — 700 2.74 | 4.16 | 6.52 | 9.30 | 10.00 | 12.79 | 12.80 13.00
701 -- 800 1.21 1.71 | 3.67 [ 534 | 642 | 8.15 | 8.70 11.00
801 —900 0.62 | 1.25 | 1.67 | 250 | 3.61 | 479 | 590 7.30
901 — 1000 028 | 0.56 | 0.79 | 1.51 | 2.88 | 3.56 | 3.60 4.70
1001 and more 1.03 1.93 | 215 | 254 | 477 | 6.15] 6.90 10.00

Source: EU SILC 2005-2012

Based on the data we can state that in observed period 2005-2012 the amount of households in the three
lowest intervals was gradually decreasing. The most significant change was recorded in interval 201-300 €. At the
same time the number of households in higher income intervals was increasing. Most noticeable change was in
interval 501-600 €.

From a macroeconomic perspective, Slovakia is not among the countries with high income inequality. This
does not preclude the fact that large income differences between some social groups, or between and within regions
were created.

Low income is usually the main feature of poverty, although the causes of poverty are much broader in
shape. Poverty can be seen as an expression of extreme inequality in the society. Today it is a serious socio-
economic problem faced by many countries, including Slovakia. According to this indicator, Slovakia is among the
countries least vulnerable to poverty. In Slovakia in 2013 faced the risk of poverty for low income 12.8 % of the
population. The value of the at-risk of poverty which is calculated from EU SILC 2013 was set for one-person
household to 337 € per month. Year-to-year increase of at-risk of poverty threshold was approximately 9 € per
month. For a household with 2 adults 2 children was the amount of € 707 per month —compared to previous year it
was increase — approximately by 20 €.

Another important factors for risk of poverty are age and sex. Based on the results of EU SILC 2013, the
most vulnerable by poverty were people in the age group from 0 to 17 years (18.4%), the least were those aged from
65 years and older (6.1%). The gender difference is mostly visible in the age group 65 years and above, where the
risk of poverty is much more exposed women (7.7%) than men (3.3%).

According to type of household, in 2013it were the households of two adults with 3 or more dependent
children (29.9%) and incomplete households with at least one child (30.1%) that were the most endangered by the
risk of poverty. It turns out that a higher number of dependent children in households as well as the absence of
another adult member in case of incomplete households in long term results in the fact that these types of
households are particularly more threatened by the risk of poverty than households with no children.

Risk of poverty and social exclusion in Slovakia represents 19.8% of the population, representing 1.070
million people in comparison with the previous year. The indicator of low labour intensity reflects the proportion of
people aged 0-59 years living in households where adults work less than 20% of the total time during the previous
year. According to this indicator 6.0% of people lives in households where nobody works or works only
occasionally and in comparison with the previous year the situation has become worse.

Conclusion

Slovakia is still characteristic of low levels of income inequality —the distance between lower and upper
end of the income structure is not too strong in comparison with other countries. The income disparity in Slovakia,
observed in years 2005-2013, according to Gini coefficient was moving between 24.2 and 28.1 %.
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Low degree of income disparity in Slovakia does not exclude the poverty problem. Currently 12.8% of
Slovak citizens are endangered by a risk of poverty, the most endangered are young people aged 17 down and
incomplete families. Out of the whole population facing enforced deficiency in three items 23.4 % and in four items
10.2 % of Slovak citizens. By enforced deficiency in three items children in age 0-17 (25.5 %) and people older than
65 years (26.5 %) were the most endangered. From the viewpoint of gender separation, in all age categories, women
are more endangered than men.

Slovak Republic in connection with the adoption of EU Strategy 2020 has set a target to set free at least
170 000 people from the risk of poverty and exclusion by 2020. The target group includes people who are identified
by the three indicators, namely the risk of people living in poverty or social exclusion.

The contribution is outcome of scientific project VEGA nr.1/0368/14 “Orthodox and heterodox approaches
in economic theory of their use in dealing with economic problems of the presence (with emphasis on the global
economic crisis)".
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