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In Europe the popular narrative of people in the coun-
tryside being left behind, while urban elites benefit
from globalization and technological change, is used
to explain everything from the Brexit vote to France’s
Yellow Vest movement. However, we find that Europe’s
rural areas aren’t really losing the economic develop-
ment race: over the last two decades, they grew faster
than urban ones by a whopping 14.6pp. The poorest
areas across 24 European countries have moved clos-
er to the average in terms of GDP per capita and the
number of areas in the middle of the income distribu-
tion has also increased.

But does convergence lead to more equality, i.e. are
poor areas growing fast enough to close the absolute
gap with richer ones? Here the picture is mixed: At first
glance, disparities are rising due to the outstanding
performance of a handful of “super-champion” areas
in Europe, namely urban ones. But GINI coefficients
and income concentration measures do paint a more
nuanced picture, indicating improvements for the
poorest regions over time. The GINI-coefficient for all
European areas dropped from 0.26 in 2000 to 0.25 in
2018, meaning that there is (slightly) less inequality
between the areas.

However, urban areas are the driving forces behind
national convergence in Europe. We find that coun-
tries with lower initial GDP per capita levels — mainly
Eastern and central European ones — show significant-
ly higher growth rates, allowing them to improve their
relative position, measured as GDP per capita as a
percentage of the EU average. All in all, new EU mem-
bers (Romania, Estonia) experience real income con-
vergence, while old members (Greece, Italy) are mostly
losing ground. However, the cost of catching up for
Central and Eastern European countries is increasing
divergence between urban areas and others.

14.6pp

EUROPE'S RURAL AREAS HAVE GROWN
FASTER THAN URBAN ONES OVER THE

PAST TWO DECADES.
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URBAN-RURAL CONVERGENCE:
POOR, RURAL AREAS ARE CATCHING UP

The popular narrative goes that Europe  average over time? And are rural areas  Figure 1 contrasts the initial level of

is facing an ever-widening urban-rural  really losing the race for economic de-  GDP in 2000 with the Compound Annu-
divide: People in the countryside are velopment? al Growth Rate (CAGR).

being left behind while urban elites Research by Barro & Sala-i-Martin
reap all the benefits of globalization (1992) was the first to popularize the
and technological change. But does this concept of “beta convergence”, which
narrative hold against close scrutiny? A represents a negative partial correla-
lot of work has been done on assessing  tion between the initial GDP level and

We find a significant downward sloping
regression line, which confirms that over
the last 20 years rural-urban conver-
gence has taken place. There is, howev-
er, a significant difference between the

general diverging / converging eco- the growth in income over time. This is . o
. . ; ; ) types of areas. While the regression line
nomic and societal trends in the Europe- equivalent to saying that poorer coun- ; . .
; . . . for rural and intermediate areas is a
an Union (e.g. recent publications by tries grow faster than rich ones and thus refect downward sloning line. the re-
Alcidi (2019); Butkus et al (2018)). But catch up over time in economic terms. pression line for urbonpo rgos e;<hibits o
the analyses mainly concentrate on Digging a little deeper, we look at the 9

significantly smaller slope. This is further
supported by the smaller R2 of the re-
gression: While for rural areas roughly
48% of the variation in annual growth
rates can be explained by initial GDP
levels, the corresponding figure is only
4% for urban areas.

comparisons of developments between catch up process across 24 countries in
old and new member states, or on the Europe separately by urban, intermedi-
divide between Central, Eastern and ate and rural area averages. All in all,
Southern European countries. Instead, our data set consists of 1,078 areas for
our research! focuses on a rigorous ur-  which GDP per capita in PPS

ban-rural typology to approach the (Purchasing Power Standard) is availa-
following questions: Do we observe are-  ble for the years 2000 to 2018

as in the EU converging towards their

1The complete study can be found here: Wochner, T. & Holzhausen, A. (2019), Convergence of European regions: Does the narrative of the ever-widening rural-urban divide hold?, Working paper 215, Allianz
Research. https://www.allianz.com/en/economic_research/publications/working papers.html

2 All data are from Eurostat, at the NUTS-3 (Nomenclature of Territorial Units for Statistics) level. 2018 data are estimates. For more details on the classification of areas as urban, intermediate or rural see
Eurostat (2018).
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Figure 1: Beta convergence between regions (CAGR)
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The fact that poorer areas grew faster
than richer ones is a strong indication
that rural areas are catching up as they
are on average much poorer than urban
ones: In 2018, GDP per capita was on
average 24,602 PPS in rural areas but
reached 35,626 PPS in urban areas. And
indeed, rural areas have grown by 58.9%
on average since 2000 while urban ones
advanced by “only” 44.3%. Nonetheless,
the absolute increase was still larger in
urban areas than in rural ones, though
the difference is not particular large (see
figure 2).

Other numbers, too, support the finding

that rural and poor areas have improved
over the last two decades, at least in
economic terms. In 2000, the five poorest
areas — mainly rural areas in Romania —
only had 12.3% to 15.4% of the average
GDP per capita in the EU — these num-
bers went up to a range of 18.3% to
25.4% by 2018.

At the other end of the spectrum, howev-
er, we see the opposite trend. The five
richest areas — first and foremost the City
of London and Westminster, but also
cities like Wolfsburg and Ingolstadt —
moved farther away from the average:
Their GDP per capita levels increased

1
Log GDP per capita 2000

from 375-1,099 % (2000) to 415-1,406%
(2018) of the EU average. But the num-
ber of areas that dramatically outper-
form the EU average (GDP per capita
levels of 150% or more compared to the
average) has nonetheless fallen from
101 to 94. Another indicator that speaks
for regional convergence is that the
number of areas that are located in the
80-120% interval increased from 462 to
502. So it appears that only a handful of
“super-champion” areas show outstand-
ing economic performance, though over-
all rural and urban areas seem to con-
verge.

Figure 2: Relative and absolute development of GDP p.c. from 2000 to 2018, in PPS
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RURAL-URBAN DISPARITIES
- A MIXED PICTURE

Figure 3: Coefficient of Variation, rural-urban (NUT-3) and national

(EU members) levels
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Has rural-urban convergence in Eu-
rope reduced inequality i.e. income
disparities between areas? The com-
parison of average developments of
rural and urban areas has already led
to the conclusion that higher growth
rates (or beta convergence) can go
hand in hand with rising (absolute)
disparities. In the literature?, this con-
cept of a simple reduction of dispari-
ties is often referred to as “sigma con-
vergence”, expressed with the
“Coefficient of Variation” (CV) i.e. a
normalized measure of dispersion of a
probability distribution. A higher ratio
of the standard deviation to the mean
represents a more unbalanced distri-

3 See for example Simionescu (2014).
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Figure 4: Development of GINI
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bution, while a decreasing coefficient
of variation is a sign of more equal
distribution.

Figure 3 displays the CVs for rural and
urban areas, as well as at the overall
national level in Europe. The decreas-
ing CV at the national level (from 0.55
in 2000 to 0.47 in 2018) confirms our
findings that convergence is at work
between countries in Europe. The pic-
ture changes when we look at the
computed values of the CV for NUTS-3
areas. Since 2000 we observe a more
or less steady increase, with the coeffi-
cient reaching a value of 0.68in 2018
compared to the initial value of 0.62.

Therefore, rural-urban disparities seem
to be on the increase, in line with big-
ger absolute differences between rural
and urban areas. The CV, however, is
pretty sensitive to changes in the upper
end of the distribution; it might be dis-
torted by the outstanding performance
of just a few “super-champion” areas.

A broader and less distorted measure
of inequality is the concept of the GINI
coefficient. It varies between 0O (perfect
equality) and 1 (perfect inequality),
hence a decrease of inequality due to
a convergence process should go
hand-in-hand with a decline of the
GINI coefficient.
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Figures 5: Income concentration for different population deciles
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Figure 4 shows the development of the
GINI coefficient for Europe as a whole,
as well as the GINIs for all three types
of rural-urban classifications. For the
overall GINI coefficient, a downward
trend is detectable: It decreased from —
an already low — 0.261 (2000) to 0.247
(2018). But it was not a continuous de-
velopment. The financial crisis marks a
break, since then the overall GINI has
slightly increased (although it dropped
significantly in 2015).

A similar development is also visible for
the three other GINI coefficients: The
financial crisis was a turning point for
the downward trend. But there is a re-
markable difference between the GINIs
for rural and intermediate areas on the
one side and for urban areas on the
other side. While the coefficients for
rural and intermediate areas in 2018
are still well below the initial levels in
2000 - signaling less inequality — this is
not true for urban area. They experi-
ence a nearly steady increase of their
GINI coefficient (+1.5 pp since 2006).
This means that inequality between
cities is on the rise. Some “super cham-
pion” regions are drifting apart, leading
also to growing regional disparities on
the whole, as measured by the CV.
Another more granular measure than
the CV for (in)equality is the income
concentration per population resp. re-
gional deciles. In this context we look at
total values of GDP, rather than per
capita levels; e.g. the question is: What
is the share in total income of the rich-
est 10% of the regions? And how has it
evolved over the years?

For each year, the regions are ranked
according to their GDP per capita lev-
els and divided into deciles. Since in

= GDP Ratio(lhs) == Population Ratio (ths) ntra

Sources: Eurostat Allianz Research
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total we have 1,078 regions, each dec-
ile consists of roughly 108 regions. That
means, however, that the selection of
regions that fall in one specific decile is
dynamic, meaning that for each year
the compositions within the deciles can
change. This causes a problem: It could
lead to a change of population that
this decile accounts for; for example,
when highly populous urban region are
moved into a different cluster.

To solve this issue, we introduced our
own statistical figure: We divide the
percentage that a decile accounts for
in terms of absolute GDP by the per-
centage that the decile accounts forin
terms of population. We call this meas-
ure “income concentration”. Figure 5
displays the income concentration
measures for three regional deciles: the
richest 10%, the median decile and the
poorest 10%.

For two of the cluster income concen-
tration is remarkable stable. The analy-
sis for the 10% richest regions reveals
only some movements in our concen-
tration figure. Initially, the regions in the
decile account for 24.5 % of the total
GDP across all countries. This number
decreases to 23.9% in 2018. The ratio of
population shows a similar develop-
ment, with a decrease from 12.5% to
12.2% of total population. Thus, our
concentration figure states that in 2000
the 10% richest regions account for
nearly double the share of GDP com-
pared to the share of population. This
figure shows almost no fluctuation over
the years and has exactly the same
value (1.96) in 2018 as in in the year
2000.

For the median percentile, we see a
very similar picture, with income con-
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centration more or less stable at
around 0.9. During the timespan, the
median regions account for a minimum
value of 6.2% to a maximum value of
7.7% of the absolute GDP, while ac-
counting for 7.1 to 8.6 % of the absolute
population. The fact that the concen-
tration indicator is close to one shows
that income in the median regions is
close to the average income, an indica-
tion for a rather equal income distribu-
tion among the regions.

Only for the poorest 10% of the regions,
income concentration changes signifi-
cantly — and for the better: The concen-
tration indicator rises steadily from a
value of 0.25in 2000 to0 0.41in 2018.
(Though this still means that the poor-
est 10% of regions account for less than
half the share of GDP than of the popu-
lation.) The analysis of the GDP and
population ratio allows us to make an
interesting deduction for the reasons of
this change. Over the last two decades,
the GDP ratio only increased by 0.3
percentage points. However, the popu-
lation ratio declined by 3.5 percentage
points: More or less the same GDP is
produced by less people i.e. GDP per
capita is continuously rising. The obvi-
ous explanation for this trend: Internal
migration which drives people from
regions at the bottom of the income
distribution — which are predominantly
rural ones — to regions in higher income
deciles. But this “rural exodus” does not
lead to a hemorrhaging of jobs and
opportunities — as shown by the slightly
increasing GDP share. Thus, rural exo-
dus serves as a balancing mechanism,
smoothing the income distribution be-
tween regions, at least at the bottom.
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NATIONAL CONVERGENCE IS
ALSO OCCURRING - BUT AT A PRICE

Figure 6: Beta convergence between countries
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A clear convergence trend can also be
detected at a national level in Europe —
see Figure 6 (left panel). Countries with
initially lower GDP per capita levels —
mainly Eastern and central European
countries — show significantly higher
annual growth rates.

This catch-up enabled all new member
countries — except for Cyprus — to im-
prove their relative position, measured
as GDP per capita as a percentage of
the EU average (see figure 6, right pan-
el). On the other hand, most of the old
members’ relative positions deteriorat-
ed, with Greece and Italy dropping by
20pp or more over the last 20 years; the
latter finds itself now below the EU av-
erage in terms of GDP per capita. Only
Germany and Denmark — by a very thin
margin —and Ireland — by a whopping
25pp — managed to improve relatively
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since the introduction of the euro. In the
case of Ireland, however, this improve-
ment owes much to a quirk in national
accounts in 2015, which gave an artifi-
cial boost to economic growth. Allin all,
this picture reflects a main finding from
the literature: New EU members experi-
ence real income convergence, while
old members are mostly losing ground.

Digging a little deeper allows us to
identify the main drivers for conver-
gence in Eastern and Central Europe.
The results demonstrate a clear pat-
tern: On average, there was no rural or
intermediate area within these coun-
tries that exhibits a 40 percentage (or
more) increase in its relative position
vis-a-vis the EU average. For the urban
areas, on the other hand, six countries
are above that level. Romania, with a
nearly 80 pp increase, and Slovakia
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with a more than 100 percentage
points represent the high end of the
range of relative improvements. Alt-
hough all area averages in these coun-
tries, including the rural ones, improved
on average their position, the analysis
makes it pretty clear that the economic
progress was predominantly due to
growth in urban areas. National con-
vergence is driven first and foremost by
a “champion area” (which is often the
capital city) that outperforms other re-
gions. The performance of this champi-
on area drives the national average,
while other areas in the country are
unable to keep up the pace. In other
words: The price for Central and East-
ern European countries catching up is
increasing divergence between urban
areas and others.
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FORWARD-LOOKING STATEMENTS

The statements contained herein may include prospects, statements of future expectations and other forward -looking
statements that are based on management's current views and assumptions and involve known and unknown risks and
uncertainties. Actual results, performance or events may differ materially from those expressed or implied in such forward -
looking statements.

Such deviations may arise due to, without limitation, (i) changes of the general economic conditions and competitive situa-
tion, particularly in the Allianz Group's core business and core markets, (ii) performance of financial markets (particularly
market volatility, liquidity and credit events), (iii) frequency and severity of insured loss events, including from natural ca-
tastrophes, and the development of loss expenses, (iv) mortality and morbidity levels and trends, (v) persistency levels, (vi)
particularly in the banking business, the extent of credit defaults, (vii) interest rate levels, (viii) currency exchange rates
including the EUR/USD exchange rate, (ix) changes in laws and regulations, including tax regulations, (x) the impact of
acquisitions, including related integration issues, and reorganization measures, and (xi) general competitive factors, in
each case on a local, regional, national and/or global basis. Many of these factors may be more likely to occur, or more
pronounced, as a result of terrorist activities and their consequences.

NO DUTY TO UPDATE

The company assumes no obligation to update any information or forward-looking statement contained herein, save for
any information required to be disclosed by law.


http://www.eulerhermes.com/economic-research
mailto:research@eulerhermes.com
https://www.linkedin.com/company/euler-hermes/
https://www.linkedin.com/company/euler-hermes/

