
EU-28. We use data on NUTS 2 level, with a number of exceptions: NUTS
1 data is used for Belgium, Germany, the Netherlands, Greece and the
UK. Malta, Luxemburg, Latvia, Lithuania, Cyprus and Estonia enter our
calculations on NUTS 0 level. We also eliminate a number of regions, due
to their remote geographical positions: Spanish Canarias, Ceuta and
Melilla, Portuguese Azores and Madeira, Finnish Aaland and French De-
partments d’Outre Mer. A complete list of regions can be found in Annex 2.

Our analysis employs the Theil Index of concentration to measure differ-
ences in economic activity between groups. The main advantage of the
Theil index is its decomposability. Inequality varies not just between coun-
tries, but also between regions, which has different policy implications for
development (World Bank Poverty and Inequality Handbook, 2009). We
first examine the development of GVA disparities over time between and
within countries and then build up on Terrasi (2000) and Bracalente and
Perugini (2010) to decompose these disparities into the contributions of
employment and productivity. Another additional decomposition breaks
disparities down geographically into the contributions of differences be-
tween countries, and regional differences inside the single countries.

We are thus able to provide both an economic insight into how the evolu-
tion of different variables affects inequality in production across the EU, as
well as a spatial perspective, by displaying the contribution to inequality of
various levels of territorial aggregation.

The Theil index is part of the Generalized Entropy class of inequality indi-
cators. The generic formula is given by:
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ai and bi being the value of some variable (e.g. GVA or population) for
each group, and A and B representing the sum of the respective variables
over all the groups. The Theil index is always positive, but the contributions
of the groups can be either positive or negative. When a group has an
equal share of both variables analysed, then the ratio will be one, and the
contribution to inequality will be zero. (Conceicao, Ferreira, 2000) It thus
takes values between zero and infinity, with zero representing a perfectly
equal distribution of variables. Detailed technical specifications can be
found in Annex 1.

We employ the Theil index to measure inequality in terms of economic
activity, which has to be clearly separated from personal income inequality
across the inhabitants of the EU. We use the term inequality to refer to the
disparities between the regions of the EU in terms of economic activity, the
share of employed people and productivity, expressed in value added for
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