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The European Commission attaches utmost importance to tackling
problems of poverty and exclusion and developing policies targeting
the most disadvantaged of our citizens. One of the headline targets
in the Europe 2020 Strategy for Jobs and Growth is promoting social
inclusion, in particular through the reduction of poverty, by aiming
to reduce the number of people at risk of poverty and excluded from
full participation in work and society. The “Platform Against Poverty”
under the Europe 2020 Strategy will bring together European action
for vulnerable groups such as children and old people. Last but not
least, 2010 has been the European Year for Combating Poverty and
Social Exclusion. We must make sure that the most vulnerable are
not left behind.

The publication that you have in front of you is an integral part of this political agenda. The social
indicators are essential to monitor progress towards our common goals. They play a key role in shaping
our economic and social policies. We need reliable data for a high quality statistical analysis. Given
that social well-being has many dimensions and its measurement goes well beyond the level of GDP,
the improvement of the quality of statistics and their coverage is even more important.

The publication is a significant contribution as it explores ‘the new landscape of EU targets’ and the
implications for monitoring at EU and national levels. The Europe 2020 agenda, in setting a social
inclusion target, has highlighted three dimensions of poverty and exclusion. It is also essential,
however, that Member States — and the EU as a whole - continue to monitor performance according
to the full set of commonly agreed social indicators underpinning EU coordination and cooperation
in the social field.

“Income and Living Conditions in Europe” is the result of the work of a Network established by Eurostat
of statisticians responsible for producing statistics and researchers who use these data, which focuses
on the contribution of the EU Statistics on Income and Living Conditions (EU-SILC). The book,
therefore, is not just for policy-makers, nor just for statisticians. It will interest all those concerned
with the social dimension of Europe. The reader will learn about how the citizens of Europe earn their
living, about their living arrangements, their social participation, and about the ways in which their
incomes are affected by taxes and transfers. The book gives a clear picture of many social problems
confronting Europe and of the distributional effects of social and labour policies.

The success of Europe 2020 with a truly social dimension will depend on real ownership at the
European, national and local levels. Fighting poverty is a shared responsibility — one where everyone
has a role to play. Providing a better understanding of these issues is a concrete step that will help the
Commission and Member State governments to achieve their objectives.

—.

José Manuel Barroso

President of the European Commission
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Eurostat is the Statistical Office of the European Communities. Its mission is to provide the European
Union with high-quality statistical information. For that purpose, it gathers and analyses figures from
the national statistical offices across Europe and provides comparable and harmonised data for the
European Union to use in the definition, implementation and analysis of Community policies. Its
statistical products and services are also of great value to Europe’s business community, professional
organisations, academics, librarians, NGOs, the media and citizens.

Eurostat’s publications programme consists of several collections:

* News releases provide recent information on the Euro-Indicators and on social, economic, regional,
agricultural or environmental topics.

Statistical books are larger A4 publications with statistical data and analysis.

* Pocketbooks are free of charge publications aiming to give users a set of basic figures on a specific
topic.

Statistics in focus provides updated summaries of the main results of surveys, studies and statistical
analysis.

* Data in focus present the most recent statistics with methodological notes.

Methodologies and working papers are technical publications for statistical experts working in a
particular field.

Eurostat publications can be ordered via the EU Bookshop at http://bookshop.europa.eu.

All publications are also downloadable free of charge in PDF format from the Eurostat website
http://ec.europa.eu/eurostat. Furthermore, Eurostat’s databases are freely available there, as are tables
with the most frequently used and demanded shortand long-term indicators.

Eurostat has set up with the members of the ‘European statistical system’ (ESS) a network of user
support centres which exist in nearly all Member States as well as in some EFTA countries. Their
mission is to provide help and guidance to Internet users of European statistical data. Contact details
for this support network can be found on Eurostat Internet site.

(*) http://www.stat.gov.pl/eusilc/index.htm.
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The Network for the Analysis of EU-SILC (Net-SILC) was an ambitious 18-partner Network bringing
together expertise from both data producers (directly involved in the collection of EU-SILC data)
and data users. It was established in response to a call for applications by the Statistical Office of the
European Union (Eurostat) in 2008. We would like to thank Eurostat not only for funding Net-SILC
but also for their very active and efficient support throughout the project. We would also like to give
a particular word of thanks to Gara Rojas Gonzalez and Pascal Wolff for their important assistance in
the final editing of this book. Their detailed comments and suggestions have been extremely useful.

This book represents a major output from the Network for the Analysis of EU-SILC (Net-SILC).
However, not all of the scientific work produced by the Network could be included in it. More technical
material, and the output from the more methodological Net-SILC work packages, are available in the
series ‘Eurostat methodologies and working papers’. We wish to thank all the Net-SILC members and
the institutions they belong to for their contribution to the project (for a list of Net-SILC members,
see Appendix 1).

The initial Net-SILC findings were presented at the international conference on Comparative EU
Statistics on Income and Living Conditions (Warsaw, 25-26 March 2010) (') which was organised
jointly by Eurostat and the Net-SILC network. We would like to thank the Central Statistical Office of
Poland for kindly hosting the event. Special thanks also go to Olympia Bover, Conchita D’Ambrosio,
André Decoster, Stephen Jenkins, John Micklewright and Brian Nolan for discussing so thoroughly
the papers at the conference and also for guiding us in our editorial decisions related to this book. Both
this book and the Net-SILC Working Papers published by Eurostat have benefited from their input.

Isabelle Bouvy and Begoiia Levices have provided invaluable secretarial and bibliographical help.

It should be stressed that the book does not represent in any way the views of Eurostat, the European
Commission or the European Union. It also does not represent in any way the views of the persons
and bodies thanked above. All the authors have written in a strictly personal capacity, not as
representatives of any Government or official body. Thus they have been free to express their own
views and to take full responsibility for the judgments made about past and current policy and for the
recommendations for future policy.

A B. Atkinson (Nuffield College and London School of Economics, United Kingdom)
E. Marlier (CEPS/INSTEAD Research Institute, Luxembourg)
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his book is about the incomes and living

standards of the people of Europe. The
reader will learn about employment, income
inequality and poverty, housing, health,
education, deprivation and social exclusion. The
chapters tell about how the workers of Europe
earn their living, about the living arrangements
of Europeans, about their social participation,
and about the ways in which their incomes
are affected by taxes and transfers. The book
addresses many of the social issues confronting
Europe. How much income poverty is there
in Europe? Is inequality increasing? Does a
job guarantee escape from income poverty?
How is Europes welfare state coping with the
economic crisis?

Evidence about these important dimensions
of European society comes from a data source
that has been progressively implemented since
2003: the EU Statistics on Income and Living
Conditions (EU-SILC). EU-SILC represents
a powerful instrument for the analysis of the
economic and social state of the European
Union (EU) as well as a growing number
of non-EU European countries. It is a large
investment, and requires substantial effort on
the part of the European Statistical System
(ESS), but it is already playing a major role in
the provision of key socio-economic statistics.
EU-SILC has boosted the possibilities of
carrying out comparative analyses of income
distribution and living conditions in Europe.
It is therefore important to take stock of what
has been achieved and to consider possible
future applications and developments of EU-
SILC. It was for this reason that the Net-SILC
Network was established, in response to a call
for applications by the Statistical Office of
the European Union (Eurostat) in 2008. The
Network, coordinated by Eric Marlier in close
cooperationwith AnthonyB. Atkinson, consisted
of eight teams from participating ESS bodies
(seven National Statistical Institutes (Austria,
the Czech Republic, Estonia, Finland, Italy,

Norway, the United Kingdom) and the CEPS/
INSTEAD research institute in Luxembourg),
eight teams from academic institutions (?), with
the additional participation of the Bank of Italy
and the French National Statistical Institute
(INSEE). Net-SILC was thus an ambitious
18-partner  Network bringing together
expertise from both data producers (directly
involved in the collection of EU-SILC data) and
data users.

The present book represents a major output
from the Net-SILC Network, but not all of the
scientific work produced in the context of Net-
SILC could be covered. In the book, we have
focused on the research findings that we believe
are likely to be of interest to the general reader
and to those concerned with policy. We asked
the authors of individual chapters to make them
as accessible as possible to the non-specialist.
More technical material, and the output from
the more methodological work packages, are
available in the series Eurostat methodologies and
working papers.

Our emphasis in this book reflects the fact that
EU-SILC plays a central role in the promotion
of the Social Agenda of the EU. (°) In its list of
the main users of EU-SILC data, Eurostat puts
at the head ‘institutional users’ and in particular
the EU Social Protection Committee (SPC), the
body that has been in charge of coordinating
and monitoring together with the European
Commission the Open Method of Coordination
on social protection and social inclusion (Social
OMCQ) since it was launched back in 2000. (%)

(® Nuffield College (UK), Wissenschaftszentrum Berlin fiir Sozialforsc-

hung (‘WZB-Berlin, Germany), Institut Wallon de I'Evaluation, de la

Prospective et de la Statistique (TWEPS; Belgium), European Centre

for Social Welfare Policy and Research (Austria), London School of

Economics (UK), Institute for Social and Economic Research of the

University of Essex (ISER, UK), University of Sienna (Italy), Kent State

University (USA).

On the ‘Renewed Social Agenda’ adopted by the European Commission

on 2 July 2008, see: http://ec.europa.eu/social/main.jsp?catld=547.

(*) 'The SPC consists of officials from mainly Employment and Social Af-
fairs Ministries in each Member State as well as representatives of the
European Commission; it reports to the EU ‘Employment, Social Poli-
cy, Health and Consumer Affairs’ (EPSCO) Council of Ministers. In the
context of the Social OMC, all EU countries cooperate in the fields of
social inclusion, pensions, and healthcare and long-term care. For more
information on the SPC and the Social OMC, see European Commission
website http://ec.europa.eu/social/main.jsp?catld=750&langld=en.
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During the life of the Network, EU-SILC took on
particular significance with the adoption in June
2010 by the European Council of the Europe
2020 Headline Targets. (°) The fifth of these
targets relates to poverty and social exclusion,
and EU-SILC will be the reference source for the
three indicators on which this new EU target is
based (as discussed further below in Section 1.4
and in Chapter 5).

The EU at the time of writing has 27 Member
States. Its current coverage reflects the
Enlargements that have taken place in recent
years. As a result of the May 2004 Enlargement,
the EU grew from 15 to 25 Member States. The
10 new EU countries were Cyprus, the Czech
Republic, Estonia, Hungary, Latvia, Lithuania,
Malta, Poland, Slovenia and Slovakia. In January
2007 (the most recent Enlargement), Bulgaria
and Romania joined. (°) Readers should note
that in a number of chapters Bulgaria, Malta and
Romania are not covered because data for these
countries were not available from the EU-SILC
Users’ database (UDB) to which the Network
had access.

Increasingly, EU-SILC is being recognised as a
significant international statistical resource, not
least because its coverage is not confined to the 27
EU countries (EU-27). The framework’ approach
adopted when establishing EU-SILC is an
innovative experiment that may have lessons for
other areas of EU statistics. It is hoped therefore
that the Net-SILC findings will appeal to readers
from outside the EU. In particular, it is relevant to
the world-wide interest in moving Beyond GDP,
and this is the subject of Chapter 18. Our focus in
the book is on EU-SILC, but reference should be
made to other important EU sources of evidence
about incomes and living conditions. These
(°) The European Council, which brings together the EU Heads of State
and Government and the President of the European Commission,
defines the general political direction and priorities of the EU. Every
spring, it holds a meeting that is more particularly devoted to eco-
nomic and social questions - the Spring European Council. With
the entry into force of the Treaty of Lisbon on 1 December 2009, it
has become an official institution and has a President. The Con-
clusions of the June 2010 European Council are available from:
http://ec.europa.eu/eu2020/pdf/council_conclusion_17_june_en.pdf.

See list of ‘Country official abbreviations and geographical aggregates’
(Appendix 2).

(¢
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EU sources include inter alia the Labour Force
Surveys (used for example in Chapter 17), the
Eurobarometer (used for example in Chapter 11),
and the European Social Survey (used for example
in Chapter 10). An important resource for the
analysis of tax and benefits is the EUROMOD
model, described in Chapter 17. A major reference
point for a number of chapters is the data provided
by the Luxembourg Income Study (LIS) and
the analysis by the Organisation for Economic
Cooperation and Development (OECD).

In the remainder of this Introduction, we describe
(Section 1.2) the contents of the book and the
other outputs from the Net-SILC Network,
summarise (Section 1.3) the main lessons for the
future development of EU-SILC, and consider
(Section 1.4) the role that EU-SILC may play in
the new political context of formation of national
targets and related social policies within the
broader framework of EU targets. We also get
back to the latter in Chapter 5.

The book opens in Chapter 2 with a description
of the EU-SILC data, provided by Eurostat. The
description of statistical sources and methods
may not strike the reader as the most gripping
subject. Many universities have removed courses
on statistical sources from their social science
syllabi, replacing them by courses that are more
eye-catching or more mathematical. But data are
very important, and cannot be taken for granted.
While data can today be downloaded from many
sources and immediately turned into tables and
graphs or used to estimate statistical models,
they can only be reliably used on the basis of an
appreciation of their strengths and weaknesses.
Unless one knows something about the origins of
the data, and the processing methods that have
been applied, a data user — even the reader of
tables and graphs in this book - can go seriously
wrong. For the same reason, we urge readers
to consult Chapter 3 by Verma and Betti on
data accuracy in EU-SILC. The authors have
summarised succinctly, and in a largely non-
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technical manner, the different dimensions of
data quality. As a minimum, the reader should
look at Table 3.1, which lists the manifold possible
sources of error.

The risk in the other direction is that, rather than
ignoring the possible shortcomings of the data,
the reader is overwhelmed by the catalogue of
possible sources of error. How, the reader may
ask, can any weight be attached to the outcome
of such a process? Such a reaction goes too far.
One of the aims of Chapters 2 and 3 is to describe
the procedures applied to deal with the potential
problems and the checks that are applied. Indeed,
many of the chapters consider the validity of
the EU-SILC data, including comparisons with
other statistical sources. These checks reveal that
there are issues that need to be addressed (see
Section 1.3 below), and some of the results must
be hedged by qualifications. The overall picture,
however, is re-assuring, and, in our view, the EU-
SILC data have survived well the demands placed
on them in the research projects carried out as
part of Net-SILC.

The substantive contents start with Chapter 4,
where Iacovou and Skew examine the evidence
about household structure in Europe. The
differences across Europe in household
formation are one of the features obvious to
any traveller, and the data confirm a number
of these impressions. In the Nordic countries,
for example, around a quarter of all households
consist of a single adult aged under 65, whereas
in Cyprus, Portugal and Spain the proportion is
less than a tenth. What is less obvious is how
to draw out common patterns, particularly with
the Enlargement from EU-15 to EU-25, and a
particular focus of the chapter is the integration
of ‘New’ Member States who joined the EU in
May 2004 into the analysis. Their statistical
analysis highlights three factors: the importance
of the extended family, the stability of the
intimate relationship, and the level of fertility.
The role of the first two factors is conveniently
summarised in Figure 4.2.

After asking who lives in the household, the next

question may well be ‘what is their income?’
Income is an important variable for Europe’s
households. People are naturally concerned
with how much they receive each month in the
form of earnings from work (employment or
self-employment), from pensions, from other
government transfers such as unemployment
benefits, family benefits or sick pay, and from
their savings. In Chapter 5, Atkinson, Marlier,
Montaigne and Reinstadler examine the
distribution of income in EU-27. Are there
large differences? In which countries are the
differences largest? Particular concern attaches
to those households considered ‘at-risk-of-
poverty’ according to the EU definition () and
this is one of three indicators that form the basis
for the newly adopted EU Headline Target for
poverty and social exclusion (see Section 1.4).
The findings show that 1 in 6 (or 16 per cent)
citizens of the EU-27 are at risk of poverty, and
they are to be found in all Member States. This
overall poverty rate has varied little over the
period covered by EU-SILC. In three-quarters of
Member States, the proportion of children at risk
of poverty exceeds the overall proportion; there
are real grounds for concern about child poverty
and the social inclusion of children in Europe.
Success in reducing income poverty tends to
go with success in reducing income inequality;
there are no instances of countries pursuing a
low poverty/high inequality strategy. We do not
yet know the impact of the economic crisis, but
the picture prior to 2008 was not a static one.
Some countries achieved sustained reductions
in the proportions at-risk-of-poverty, but in the
EU as a whole this progress has been offset by
reversals in other Member States. It is widely
(7) In each country, the EU indicator of at-risk-of-poverty is calcu-

lated with a threshold set at 60 per cent of the national household

equivalised median income; it is thus a relative definition. The most

recent list of indicators that have been commonly agreed by the EU

for monitoring the Social OMC was adopted by the EU Social Pro-

tection Committee in the second half of 2009. This list includes four

portfolios of indicators and context information: one for the So-

cial OMC as a whole (overarching portfolio) and one for each of the

three social strands (social inclusion, pensions and health portfo-

lios). For each indicator, it provides the agreed definition and socio-

demographics breakdowns. The detailed and updated description

of the ‘Portfolio of indicators for the monitoring of the European

strategy for social protection and social inclusion’ is available from:
http://ec.europa.eu/social/main.jsp?catld=756&langld=en.
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believed that income inequality was increasing
globally prior to the economic crisis, but the EU-
SILC data suggest that the EU picture is more
nuanced, with some Member States exhibiting
declining inequality.

The at-risk-of-poverty indicator described above
relates to income, and the poverty threshold
is defined relative to the median income of
the country in which a household resides. The
indicators of material deprivation recently
adopted by the EU, analysed in Chapter 6 by
Fusco, Guio and Marlier, represent a significant
departure in that they are not income-based and
in that the same threshold is applied across the
EU-27. The EU deprivation indicators are based
on the enforced lack of items from a list of nine
items (which include one week annual holiday
away from home, adequate heating, having a
washing machine, etc). The resulting picture of
deprivation is, not surprisingly, different from that
with the at-risk-of-poverty indicator. While some
countries, such as the Netherlands, score well
on both, other countries are found in different
positions. Hungary and Slovakia for example have
high levels of material deprivation but low income
poverty rates. Not only countries, but also people,
change positions. In any country, some people are
income poor but not materially deprived, and vice
versa. There is in this respect a divide between
EU-15 and the New Member States, there being a
greater degree of overlap in the former case.

The next chapters probe further into the living
conditions of Europes households. Housing is
evidently a key concern, but we have to take
account of the different forms of housing tenure.
In Chapter 7, Sauli and Térmalehto examine the
consequences of the fact that owner occupiers are
advantaged by virtue of not having to pay rent. It
is therefore not easy to compare their standards of
living with those of tenants. (There are also some
tenants who pay rents below the market rate or live
rent-free.) After all, if two owners were to rent out
their houses to each other, then the rent received
would count as part of their income. The procedure
examined in Chapter 7 involves ‘imputing’ a rent
to owners, to take account of the benefit derived

(with the actual housing costs being subtracted).
The authors show that such an adjustment would
affect the majority of households: overall, nearly
80 per cent of EU households owned their main
residence or rented at a below-market rent.
The lowest home ownership rates are found in
Austria and Germany. Inclusion of imputed rent
leads to a lower estimate of the degree of income
inequality. The at-risk-of-poverty rate would fall
by 5 percentage points in Ireland and the United
Kingdom, by 4 percentage points in Estonia and
Spain, and by more than 2 percentage points in
Belgium, Greece, Latvia and Portugal.

Smaller in scale, but a relatively important
source of income in some Member States, is the
consumption of goods and services produced
by the household, the subject of Chapter 8 by
Paats and Tiit. This information is not collected
by all countries participating in EU-SILC, on
the grounds that other sources show that own
consumption does not represent a significant
proportion of income. For other countries,
particularly Bulgaria, Latvia, Lithuania, and
Romania, the amounts are significant, in that
their inclusion reduces the at-risk-of-poverty
rate by more than 1 percentage point.

The book then turns to other dimensions of life
in Europe. Chapter 9, by Hernandez-Quevedo,
Masseria and Mossialos, is concerned with
the socio-economic determinants of health.
Although, puzzlingly, the Europe 2020 Headline
Targets do not include a health dimension, the
EU has become increasingly concerned about the
growing disparities in the health of the European
population. The EU-SILC data used relate to
self-perceived health status, the presence of long-
standing illness or disability, and the presence of
limitations on daily activity. As they show, there is
considerable cross-country variation. The highest
proportion reporting their health as ‘very good’
or ‘good’ is three-quarters or more in Cyprus, the
Netherlands, Sweden and the United Kingdom,
while proportions less than a half are to be found
in Latvia, Lithuania, Hungary and Portugal.
The proportions reporting health limitations on
activity are around one fifth in Cyprus, Poland,
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Sweden and the United Kingdom, but over a third
in Estonia, Finland and Latvia. The particular
aspect on which the authors focus is the variation
of health by socio-economic status: the feature
identified by the WHO Commission on the
Social Determinants of Health (World Health
Organisation, 2008). As they show by means of
concentration curves, health limitations are in all
countries concentrated among the households
with lower income.

A feature of EU-SILC is the inclusion of special
modules that vary from year to year, allowing the
range of information to be extended. Chapter 10
by Lelkes makes use of the special module in 2006
that dealt with social participation. The results
show that differences in the extent of participation
across Member States are significant, but that
there is no evident geographic pattern. She finds
that ‘cyber’ intimacy is on the rise, although this
mostly affects relationships with relatives.

The longitudinal (panel) nature of the EU-SILC
data is exploited by Till and Eiffe in Chapter
11. They begin by stressing the importance
of being able to track changes over time in the
circumstances of individuals and households. As
they note, the stability of the overall EU poverty
rate around 16 per cent is consistent with the
same one sixth of the EU population remaining
permanently below the poverty threshold or
with a continuously rotating poverty population
where everyone spends one year in six in poverty.
Only panel data, following the circumstances
of the same people over time, can determine
how much mobility there is within the poverty
population. Till and Eiffe concentrate on the
elements of one of the recently adopted EU
indicators of material deprivation. Their results
show considerable gross change for a number of
the items that constitute the indicator. There is
little change for the ownership of TV, telephone
and washing machine, but more than 15 per
cent change for the affordability of a holiday or
unexpected expenses.

The next three chapters turn to the labour
market. In Chapter 12, Brandolini, Rosolia and

Torrini start from the long-standing aim of
the EU to create an integrated labour market,
facilitating the free movement of workers. They
use the EU-SILC data to analyse, for the first
time, the distribution of labour earnings in the
EU-25 as a whole - i.e. considering the EU-25
area (except for Malta) as one single country.
For monthly full-time equivalent gross earnings
in the ‘Euro area’ (!), when earnings in different
countries are adjusted using purchasing power
parities (°), they find a Gini coefficient (*°) of 34
per cent, a figure that rises to 38 per cent for the
EU-25 area. The higher inequality in the larger
grouping is largely attributable to the differences
across countries; this in turn is much more due
to the differences in the rewards associated
with worker characteristics (such as age and
education) than to differences in the distribution
of these characteristics. This finding has evident
implications for labour market policy.

Education and skill feature prominently in
Chapter 13 by Williams, who investigates the
educational intensity of employment in the
EU and draws an interesting contrast with the
United States. He assigns skill levels to individual
occupations, which are then grouped (9 groups
in the EU and 11 in the US), and computes
employment shares by these groupings. The
comparison suggests that, despite the differences
between the EU and the US, the educational
intensity of employment, that is the underlying
distributions of jobs and skills is quite similar at
the (supra) national level. Within the EU there
are differences across countries, and the author
identifies four sub-groups.

A crucial issue for EU policy is the degree of
complementarity between the employment
objective and the fight against poverty and

(*) See list of ‘Country official abbreviations and geographical aggregates’
(Appendix 2).

(°) Purchasing Power Parities (PPP) convert amounts expressed in a na-
tional currency to an artificial common currency that equalises the
purchasing power of different national currencies (including those
countries that share a common currency).

(1) The Gini coefficient is an income inequality indicator based on the
cumulative share of income accounted for by the cumulative percent-
ages of the number of individuals, with values ranging from 0 per cent
(complete equality) to 100 per cent (complete inequality).




social exclusion. In Chapter 14, Ponthieux asks
whether work is sufficient to escape poverty. She
highlights the key problems with the existing
EU indicator of ‘in-work poverty risk. First,
there is the definition of a ‘worker’; secondly,
there is the dual level of analysis, since work is
an individual phenomenon, whereas the poverty
status is defined for the household as a whole.
The results show that the choice of definition
matters. Increasing selectivity in the definition of
workers does not have a uniform impact across
countries and tends to eliminate those with less
stable employment, hence emphasising the role
of the household situation in generating the risk
of poverty. The author argues that the existing
EU indicator of in-work poverty needs to be
complemented with anindividual-basedindicator
of ‘poverty in earned income, where people earn
less, after tax, than the amount required to reach
the poverty threshold for a single person.

Chapters 15, 16 and 17 are concerned with the role
of the state in taxation, the payment of transfers,
and the provision of public services. Chapter 15,
by Aaberge, Langergen and Lindgren, focuses on
the benefits provided by public education and
health care services. The calculations of income
inequality and poverty described in -earlier
chapters subtract the direct taxes paid by people
to finance public spending (although not the
indirect taxes), but take no account of the benefits
in kind they receive (although cash transfers are
part of disposable income). The authors examine
how the extension of the definition of income
to include a valuation of these benefits affects
estimates of income inequality and poverty. There
are two steps in the calculation. First, an amount
has to be allocated to each household, which
in the chapter is based on the cost of provision
and the characteristics of individual households.
Second, the equivalence scales used to adjust
household income for household composition
have to be modified to allow for differential
needs for education and health care. The results
show that there is a significant reduction in
estimated inequality and poverty when health
and education benefits are taken into account.

Income an

The Gini coeflicient, for example, is typically
reduced by some 4 to 6 percentage points.

Chapter 16, by Atta-Darkua and Barnard,
investigates the distributional impact of the direct
taxes and cash benefits. The impact has been the
subject of studies in individual countries, such as
the long-running series on ‘“The effects of taxes
and benefits on household income’ in the United
Kingdom, but their study is the first to apply
the methodology across the EU. As the authors
emphasise, the calculation is an arithmetic
exercise, since no attempt is made to estimate the
distribution in the absence of taxes and benefits
(if, for example, there were no state pensions, then
many more pensioners would have other income
or would be living with relatives). As in Chapter
9, one of the tools of analysis is the concentration
curve, showing the distribution of taxes and
benefits by pre-tax pre-benefit income. For the
EU as a whole, the payment of cash benefits is
associated with a reduction in the Gini coefficient
from 39.6 per cent to 35 per cent, and direct taxes
reduce it further to 31 per cent. The extent of the
reduction differs considerably across Member
States, from 14.6 percentage points in Ireland to
3.4 percentage points in Cyprus.

The analysis of Chapter 16 records the impact of
taxes and benefits as actually paid. Chapter 17,
by Figari, Salvatori and Sutherland, asks how
the European tax and benefit systems would
react to changed circumstances — notably the
current economic downturn. They ‘stress test’
the European welfare state. For this purpose, a
micro-simulation model is required. The model
used, EUROMOD, starts from survey data (in
most cases EU-SILC) but then estimates how
taxes and benefits could change in response
to changed circumstances. If, for example,
people become unemployed, then they may
receive income replacement in the form of
unemployment benefit and other transfers such
as housing benefit; they may no longer be paying
income tax and social security contributions
on their earnings. Their central finding is
that the key factor in protecting a household
from a drop in income is the presence of other
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people with earnings in the household. In the
United Kingdom, for example, whereas two-
thirds of the unemployed are protected against
falling below the income poverty threshold, the
proportion falls to a quarter where the person
becoming unemployed was the sole earner in
the household. As far as the budgetary cost is
concerned, the bulk of the cost is not the payment
of unemployment benefit but the revenue lost in
income tax and social security contributions.

The final Chapter 18 by Atkinson, Marlier
and Wolft takes up the Beyond GDP agenda
and considers the way in which EU-SILC can
contribute to the fuller measurement of the
economic and social dimensions of well-being.
In order to translate into concrete action the
declared intentions of the European Commission
in its 2009 Communication GDP and beyond,
a number of major issues need to be taken
into account and warrant further discussion.
These issues concern both concepts and the
development of data sources. In the former case,
the chapter provides a checklist of questions that
need to be addressed; and it considers whether
the end-product should be a composite index, like
the Human Development Index. In considering
data sources, it is argued that the net should
be cast wide, but that there needs to be further
investigation of the combination by means of
statistical matching of different pan-European
surveys, such as EU-SILC, the Labour Force
Survey, the European Quality of Life Surveys
and the European Social Survey. The chapter
also highlights the question of coherence: across
household surveys and between household and
aggregate data. In this way, the final chapter
builds a bridge between the statistical source
used in the book — EU-SILC — and the wider
agenda for statistical development.

The book as a whole demonstrates the value of
the EU-SILC data. The data situation in Europe
is incomparably better than 20 years ago. First,

the European Community Household Panel
(ECHP), and now EU-SILC, have provided
Europe with statistical instruments that span the
EU-27 and beyond, and provide rich information
about a wide variety of dimensions. At the same
time, there are a number of respects in which the
instrument, its implementation, and access to the
data, fall short of what is needed to address the
questions investigated in the different chapters.
One of the purposes of the Net-SILC Network
has indeed been to identify directions for
further development of the EU-SILC data. We
summarise below a number of the proposals for
improvement.

A number of the suggestions concerned the
provision of information to EU-SILCusersand the
elaboration of responses to questions. In Chapter
3, Verma and Betti showed how the investigation
of data reliability requires fuller information than
currently available in the Users’ database (UDB).
(Although they note that there are respects, such
as item non-response, for which the information
supplied is excellent.) Importantly, (a) the panel
design means that the proper calculation of
response rates requires that the households be
identifiable at successive interviews, and (b)
the UDB does not, in most cases, contain the
information on sample structure, particularly
concerning stratification, necessary to compute
sampling errors. Till and Eiffe note that important
variables such as the calendar of activities and
housing costs are not currently available in the
longitudinal UDB. Brandolini, Rosolia and
Torrini suggest that more information needs to
be provided about the ways in which different
earnings variables are calculated, including the
use of imputation, and ideally there should be
accompanying documentation on institutional
features of the labour market.

A number of suggestions concern the scope and
form of the survey questions. In Chapter 4, Iacov-
ou and Skew point out that EU-SILC differs from
a number of other household surveys in not pro-
viding a ‘household grid” or ‘relationship matrix;
which records the relationship between each of
the household members. In Chapter 8, Paats and
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Tiit draw on Estonian experience to show the im-
pact of the type of questionnaire on the amounts
reported as self consumption. In Chapter 10,
Lelkes draws attention to variations in the ques-
tions asked regarding participation in the special
module of 2006, and highlights the significance of
framing effects (i.e. the way the question is formu-
lated, where it appears in the questionnaire, etc.).
Till and Eiffe in Chapter 11 note a number of vari-
ables that had been covered in the earlier ECHP
but which are not available in EU-SILC. They also
suggest that, in the case of certain material depri-
vation variables, dichotomous response categories
be replaced by a more differentiated set of answer
categories. To these proposals made in individual
chapters, we add an important consideration that
is not adequately reflected in the book: the need
to cover the non-household population. EU-SILC,
like most household surveys, covers only those liv-
ing in private households. The data typically omit
those living in institutions, such as old people’s
homes, military camps or prisons. The data omit
the homeless. We would attach high priority to
the extension of coverage to take account of these
groups, potentially containing a disproportionate
number of poor and socially excluded individuals.

The issue of timeliness recurred. This should
be seen as part of the more general issue of the
frequency with which the variables need to
be measured in order to allow for changes to
be satisfactorily monitored. The use of annual
observations is largely a convention, and there
are undoubtedly cases where less frequent
observations are sufficient. For example, the fact
that EU-SILChasonly covered social participation
in a special module (in 2006) may not necessarily
be a handicap if the module can be repeated, say
every five years. On the other hand, there are
other variables, such as living standards, where
we may find it useful to carefully watch half-
yearly or even quarterly changes. In these cases,
EU-SILC data are not appropriate in their present
form. In part this is a matter of reducing time lags
between data collection and data publication. But
it is also a matter of the design of the survey and
the nature of the questions being posed.
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This brings us to the well-known disjunction
between two reference periods: that of the
information relating to the personal and household
information at the time of the survey interview, and
that of the income information. (See for example
the last paragraph of Chapter 14.) Income-based
indicators (such as the at-risk-of-poverty rate) are
assessed, in all but two countries, (') on the basis
of the household income in the preceding calendar
year but the household composition is that at the
time of the interview. Relying solely on annual
income in the previous calendar year introduces
errors where the household composition has
changed, and means that the assessment is delayed.
For reasons of both accuracy and timeliness,
consideration needs to be given to the collection of
information about current income. The German
Deutsches Institut fiir Wirtschaftsforschung (DIW
Berlin), for example, reports measures of income
inequality and poverty from the German Socio-
Economic Panel (GSOEP) on the basis both of last
year’s income and of current income. Resolution of
this problem appears to us to be of high priority.

Other detailed issues surrounding the data
include:

a) Chapter 6 highlights the importance of a
careful examination of the lower tail of the
income distribution and suggests that a
common methodology for the treatment
of outliers (especially negative income
components) should be used at national and
EUlevel, and that a better understanding of the
underreporting of some income components
is needed;

b

~

several chapters emphasise the need to improve
income information for the self-employed;

~

¢) comparability in the operationalisation of ten-

ure status and the differences in the estima-

tion methods used to calculate imputed rent,

as shown in Chapter 7 (see particularly Table

7.1);

(') The two exceptions are the United Kingdom (total annual household
income calculated on the basis of current income) and Ireland (calcula-

tion on the basis of a moving income reference period covering part of
the year of the interview and part of the year prior to the survey).
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d) Chapter 10 draws attention to a number of
problems in the processing of the responses
regarding participation in the special module
of 2006;

e) in Chapter 12, the authors describe the
different definitions of earnings available
for different countries (see Figure 12.1) and
conclude that the net wage is not available for
some, and not fully comparable for others.
Gross earnings are the only indicator available
for all countries;

f) in Chapter 17, the authors underline the
substantial amount of imputation and
approximation necessary in using the
EU-SILC data for the EUROMOD micro-
simulation model.

The reference to other statistical sources raises the
issue of the coherence between different sources.
A number of the chapters include comparisons
between EU-SILC and other sources. In Chapter
5, Atkinson, Marlier, Montaigne and Reinstadler
cite the OECD report (OECD, 2008), which
contained a most helpful comparison of the
OECD estimates with EU-SILC (2005 data,
income reference year 2004) and LIS (mostly
relating to years around 2000). In almost all
cases, the estimates of poverty risk in the
three sources are close; the Gini coeflicients of
income inequality from the three sources also
exhibit a similar general pattern. In Chapter
12, Brandolini, Rosolia and Torrini make
comparisons with national accounts aggregates
(the total paid in wages and salaries) and with
the OECD calculations of tax wedges (the sum
of taxes and social security contributions as a
proportion of total compensation (total employer
wage cost)). As they note, these exercises serve
to identify areas that need further examination,
and demonstrate that more work of validation is
needed. But their overall conclusion is that these
comparisons ‘provide some reassuring evidence
on the quality of the EU-SILC information
on earnings. In Chapter 16, Atta-Darkua and
Barnard investigate how the EU-SILC results for
the United Kingdom relate to those from other

surveys: the Family Resources Survey, and the
Living Costs and Food Survey. When account is
taken of differences in definitions (regarding for
example the income concept and the equivalence
scale), there appears to be a reasonable level of
coherence between the datasets. The importance
of the comparison of results with other surveys
was recognised when EU-SILC was initiated, and
such comparisons have formed part of the quality
reports provided by the EU-SILC national data
collection units. This requires, in some Member
States, greater integration of EU-SILC into the
national statistical systems.

The agreement on the Europe 2020 Agenda at
the June 2010 European Council represents a
significant departure and a major challenge. The
challenge is first and foremost to make substantive
progress along the directions signalled by the five
Headline Targets. The fifth Target concerns the
promotion of social inclusion, or the combating
of poverty and social exclusion, defined on the
basis of three indicators: the number of people
considered ‘at-risk-of-poverty’ according to the
EU definition (i.e. the poverty risk threshold is
set at 60% of the national household equivalised
median income), the number of materially
deprived persons (EU definition but stricter; see
Chapter 6) and the number of people aged 0-59
living in ‘jobless’ households (defined, for the
purpose of the EU target, as households where
none of the members aged 18-59 are working
or where members aged 18-59 have, on average,
very limited work attachment). The target consists
of lowering by 20 million the number of people
who are at risk of poverty and/or deprived and/
or living in ‘jobless’ households. For the EU-27
as a whole, this number is currently around 120
million. (*?)

In ensuring that progress is made in this fight
against poverty and social exclusion, a key role

(*?) For a discussion of some of the key challenges to be met by the new
Strategy, see Frazer, Marlier and Nicaise (2010).
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will be played by the monitoring process, and
it is on this that we concentrate in this section.
However, to underline the ultimate purpose of
the monitoring process, we end with one concrete
proposal for an EU policy that we believe would
make a substantial contribution to achieving a
reduction in poverty and social exclusion. This
proposal follows naturally from the emphasis
placed on children mainstreaming in Marlier
et al (2007).

1.4.1 Implications for monitoring at EU level

From the experience with target-setting in the
field of macro-economics, it seems evident that
the setting of the Europe 2020 Headline Targets
has to be accompanied from the outset by
appropriate monitoring procedures. As already
noted, the social inclusion Headline Target for
the EU as a whole is defined on the basis of
three indicators: the at-risk-of-poverty rate, the
rate of material deprivation, and the proportion
of ‘jobless’ households. Under the principle of
subsidiarity, Member States are free to set their
national (outcome) targets on the basis of what
they consider the most appropriate indicators
given their national circumstances and
priorities. Setting targets is a difficult area for a
combination of political and scientific reasons.
(**) Indeed, to be truly meaningful these targets
need to be evidence-based and they should be
the result of a rigorous diagnosis of the causes
of poverty and social exclusion in the country.
It is also important that Member States be asked
to explain — again on the basis of rigorous
analytical evidence — how meeting their targets
will contribute to the achievement of the EU
level target. This is a first challenge.

The June 2010 European Council (see above)
indicates that ‘progress towards the Headline
Targets will be regularly reviewed. This means
that once national targets have been established,
the EU Social Protection Committee should set in
place criteria by which progress is to be assessed. If
the ambitions of the Europe 2020 Agenda are to be

(%) For a detailed discussion of targets, see: Marlier et al, 2007, Sections
6.2-6.4.
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realised, then there have to be criteria that identify
situations in which country performance is falling
significantly short of the target path to 2020. This
is a second challenge, again for a combination of
political and scientific reasons. Consideration has
to be given to the relation, if any, between measured
performance and the allocation of EU funds. This
relation works in both directions. The allocation
of funds may affect country performance. And
policy may develop towards linking allocations to
measured performance.

As is discussed at greater length in Chapter 5,
the first step in the monitoring process is the
establishment of a benchmark. What is the base
year figure against which reductions in poverty
and social exclusion are to be judged? In the
present case, in contrast to the macro-economic
targets, the establishment of the benchmark is
complicated by (1) the greater delays in obtaining
data than in the macro-economic field, and (2)
the impact of the economic crisis. The EU-SILC
national and EU data on the basis of which the
Headline Target was framed were collected in
2008. The material deprivation figures relate to
2008 whereas both the at-risk-of-poverty and
‘joblessness’ figures relate for most cases to 2007.
With these being taken as the base, the first years’
experience will reflect the recession induced
by the financial crisis, and this will have to be
factored into the mid-term (2015) assessment of
the Europe 2020 Strategy.

The monitoring process of the EU social
inclusion target is undoubtedly complicated
for the EU as a whole by the final decision of
the June 2010 European Council in favour of
a three-indicator target that allows discretion
to Member States. It is not obvious how the
decisions of individual Member States can
be reconciled. Of particular concern is the
possibility that a country may adopt policies
that improve the situation according to one
indicator but worsen the situation according to
the other indicators. There is already evidence
that fiscal pressures are leading countries to
scale back income support for the unemployed.
It is possible that this may lead some people to
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take jobs, and hence reduce the proportion of
jobless households, but at the cost of reduced
household incomes and higher risk of falling
below the poverty threshold. (As we have
seen, the issue of in-work poverty is discussed
in Chapter 14.)

The one conclusion that is clear is that the
European Commission will need to monitor the
three indicators for all Member States, regardless
of national priorities. It is only in this way that
coherence can be maintained at EU level.

1.4.2 Implications for EU social indicators

The adoption of the social inclusion Headline
Target puts the EU social indicators under the
spotlight. (**) Our initial reaction is that the indi-
cators have stood up well to the scrutiny, reflect-
ing the substantial amount of work carried out
by the EU Social Protection Committee and its
Indicators Sub-Group. It is also clear that their
work has moved to a new plane. The establish-
ment of the social inclusion Headline Target
means that the three indicators on which it is
based now play a more prominent political role,
and that any revision of these indicators over the
next decade may then lead to charges of ‘moving
the goalposts’ while the game is in process.

What does this imply for the three ‘EU targeted’
indicators? Does this mean that they are ‘frozen’?
If so, to what does the ‘freezing’ apply? Clearly,
key parameters such as the 60 per cent of median
income cannot be varied. Equally clearly, at the
other extreme, there could be no reasonable
objection to improvements in the operation of
EU-SILC that improved survey response. In-
between come possible changes in the definition
of household income applied in EU-SILC, where
there have been a number of proposals to extend
the range of the definition. (It should be noted that
such extensions are likely to increase incomes,
but that the effect on the at-risk-of-poverty rate is
unclear, since both individual household incomes
(**) For more information on the EU commonly agreed social indicators

and their (potential) use in the Social OMC, see Atkinson et al (2002)
and Marlier et al (2007).

and median income would increase, so that each
household’s income would be compared with a
higher poverty threshold.) Here the Commission
together with the SPC and its Indicators Sub-
Group will have to exercise judgment. In the
first half of 2010, they have, for example, already
decided to extend the income definition to
include private pensions. On the other hand, the
extensive discussion of the proposal to include
an allowance for the imputed rent of owner-
occupiers (the subject of Chapter 7 in this book)
has led to the conclusion that this should be
introduced in the form of complementary, rather
than replacement, indicators. We have given the
example of the definition of income, but the same
may apply to the list of items in the measurement
of material deprivation. Judgment will have to
be exercised regarding any proposal for change,
and, in our view, the presumption should be in
favour of new items entering via complementary,
rather than via replacement, indicators.

The issue of revisions is particularly likely to
arise since the process of drawing up plans to
meet the social inclusion Headline Target will
no doubt lead Member States to subject the
indicators to greater scrutiny. Countries will ask
how far the indicators reflect the impact of their
existing (sub-)national policies; they will ask
how the measures they consider implementing
will impact on the Headline Target indicators.
Measures targeted at child poverty, for example,
may involve in-kind benefits that are not
recorded as income. In view of this, it seems
to us desirable that the SPC and its Indicators
Sub-Group, in close consultation with Eurostat,
should establish a set of principles against
which proposals for changes in the way that the
EU set of commonly agreed social indicators
are calculated can be judged (in particular,
though not solely, the three indicators on which
the EU social inclusion target is based). An ex
ante statement of principles may reduce the
scope for special pleading and manipulation.
Such a principled approach may help avoid later
charges of ‘moving the goalposts.




1.4.3 Implications for monitoring at Member
State level

Translating the overall EU target into national
targets can be done in different ways, as suggested
by Marlier et al (2007, p. 216). One approach, for
example, is to require each country to achieve
an improvement in performance proportionate
to their present shortfall. Alternatively, Member
States may be set the task of emulating the best
performers. Here we simply stress that the
process of translation should be based on a set of
defensible principles. Otherwise the process risks
loss of legitimacy.

Once Member States have identified their
national targets, or indeed before finalising these,
they have to face the challenge of identifying
policies that can be expected to yield the desired
improvements in performance.

In considering the link between policy and
outcomes, it is necessary first to project the
future impact of existing and announced policies,
and then to consider the range of possible new
policies. At both stages, a potentially important
role can be played by micro-simulation models.
These models have been developed at a national
level, and at an EU-level are represented by
EUROMOD described in Chapter 17. Micro-
simulation models are designed to investigate
the impact of changes in taxes and benefits on
disposable household income for a representative
sample of the population. Starting from the
observed situation, the effect of changes in policy
is modelled. From knowledge of the policies, and
administrative practice, it can be calculated how
the disposable income of a given household would
be changed by a policy proposal and how this
would affect the incentives faced by individual
workers. The former of these calculations allows
a direct prediction of the impact on the at-risk-
of-poverty rate. For the other two indicators the
links are only indirect. From studies of labour
supply, predictions can be made as to how changes
in financial incentives affect work decisions,
and hence the rate of joblessness. This has been
the subject of a large economics literature. On
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the other hand, the impact on the indicators of
material deprivation has been less studied, and
this is a subject requiring further research.

The Europe 2020 Agenda has highlighted three
indicators of poverty and social exclusion, but it
is important that Member States — and the EU as
a whole — should continue to monitor perform-
ance according to the full set of commonly agreed
indicators underpinning EU coordination and
cooperation in the social field. As set out by Mar-
lier et al (2007), there are four ways in which the
commonly agreed indicators can be employed in
this EU coordination/cooperation process. The
first application is their use in a forensic manner
to identify possible explanations of differences in
Member State performance. Secondly, they can
be used as a point of reference in the individual
National Strategy Reports on Social Protection
and Social Inclusion (NSRSPSIs). The expecta-
tion is not that countries would rely solely on
these common indicators in reporting on social
inclusion; rather, it is that the national indicators
they develop and use for these purposes should
be linked back to the common indicators as far
as possible, in order to facilitate mutual learning.
The third application is to increase the degree of
‘joined-up Government’ The multi-dimensioned
nature of the commonly agreed indicators under-
lines the need for cooperation between different
agencies of Government as well as, in a growing
number of countries, between different agencies
belonging to different levels of Government. Fi-
nally, the fourth application is to target setting;
national targets should draw as appropriate on
these indicators.

1.4.4 An EU minimum income for children

To this point, our discussion has been procedural
and methodological. The challenge is however
a substantive one, and we would like to end
this Introduction with a concrete policy
proposal. This is addressed at the issue of child
poverty that has been stressed in a succession
of statements by the European Council and by
the Commission. In the March 2006 European
Council conclusions, Member States were
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asked ‘to take necessary measures to rapidly
and significantly reduce child poverty, giving all
children equal opportunities, regardless of their
social background. Member States have indeed
responded, and a number had already set in
place national objectives. The problem however
remains a pressing one. As is shown in Chapter 5,
in the majority of Member States the proportion
of children living in households at risk of poverty
exceeds the proportion for the whole population.
In eight Member States, the proportion is more
than 5 percentage points higher for children.
The problem was extensively discussed in
the influential report of the Social Protection
Committee (2008) on Child Poverty and Well-
Being in the EU (see also Frazer and Marlier,
2007 as well as Chapter 2 of Frazer, Marlier and
Nicaise, 2010).

In our judgment, a significant advance in reducing
poverty EU-wide requires concerted action. Under
subsidiarity, such actions would be implemented
by Member States but the EU as a whole can set the
guidelines for the actions. The concrete proposal
made here is that the EU introduce a Basic
Income for Children. Each Member State would
be required to guarantee unconditionally to every
child a basic income, defined as a percentage of the
Member State median equivalised income (and
possibly age-related). The implications of such a
proposal have been modelled by Levy, Lietz and
Sutherland (2007) using the EU tax benefit model,
EUROMOD. They show that a Child Basic Income
set at 25% of national median income would halve
child poverty in all EU-15 Member States except
Italy and the United Kingdom. Implementation
would be left to Member States, who could employ
different instruments. The minimum could be
provided via child benefit, via tax allowances, via
tax credits, via benefits in kind, or via employer-
mandated benefits. The only restriction is that
the set of instruments selected must be capable of
reaching the entire population.

The paramount reason for proposing an EU
basic income for children is concern about child
poverty. But a second reason for proposing an
EU basic income for children is that it would

contribute positively to other EU headline
objectives. The risks of poverty and social
exclusion among children are important in their
own right, but they also have implications for
the future. As noted by the Conseil de PEmploi,
des Revenus et de la Cohésion sociale (CERC)
in their June 2004 Report, poverty affects not
only childrens well-being at the moment when
resources are insufficient, but also the capacity
of children to develop, to build the required
capabilities, including knowledge capital, cultural
capital, social capital, health capital. It would
thus also be a social investment, contributing
to the education and employment EU Headline
Targets.
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his chapter introduces the EU-SILC

instrument, which after only a few years of
existence has become the reference source for
comparative statistics on income distribution and
social inclusion in the European Union (EU). Its
aim is to provide the reader with a conceptual
and a practical insight into the background of this
instrument, its main characteristics and some of
its shortcomings, before going on to discuss areas
for further improvement.

Reliable and timely statistics and indicators, re-
flecting the multi-dimensional nature of poverty
and social exclusion, are essential for monitoring
the social protection and social inclusion proc-
ess. The EU-SILC instrument was devised by the
EU Member States and the European Commis-
sion in response to this general need, while main-
taining the necessary flexibility for each country
to integrate the new instrument into its own na-
tional system of social surveys. This integration
process is still on-going in some countries, with
the aim of delivering national data that are fully
harmonised with the standards and definitions
commonly agreed at European level.

A sign of the rapid success of EU-SILC is that 31
countries in 2010 have already implemented it —
the 27 EU countries as well as Iceland, Norway,
Switzerland and Turkey - and tested in three
further countries (Croatia, the former Yugoslav
Republic of Macedonia (FYROM) and Serbia).

2.1.1 A brief history

In a number of European countries, national
surveys on income and living conditions existed
before the 1990s when the first EU-scale survey
— the European Community Household Panel
(ECHP) — was launched. The ECHP ran from
1994 to 2001 in 14 of the then 15 Member States
(the exception being Sweden). Despite a high
level of overall harmonisation in most countries,
the ECHP suffered from some comparability and
timeliness issues.

It was with the triple aim of solving the
ECHP’s technical problems, conforming to the
internationally agreed definition of income and
extending the data collection to the enlarged EU
(and beyond) that the decision was taken to stop
the ECHP and launch EU-SILC. After starting on
the basis of a gentlemen’s agreement in 2003 in
seven countries (six EU countries plus Norway;
see Figure 2.1), the EU-SILC project was then
implemented by means of a legal basis which was
gradually adopted as from 2003 and implemented
from 2004 onwards.

2.1.2 Policy context

Member States coordinate their policies for
combating poverty and social exclusion on
the basis of a process of policy exchanges and
mutual learning, known as the ‘Open Method of
Coordination’ Since 2006, the framework for this
process has comprised three policy areas:

- eradicating poverty and social exclusion
- ensuring adequate and sustainable pensions

- providing accessible, high quality and sustain-
able health and long-term care.

The Europe 2020 strategy (*) adopted by the
European Council in June 2010 sets out a vision
of Europe’s social market economy for the
21 century. It shows how the EU can emerge
stronger from the crisis and how it can be
turned into a smart, sustainable and inclusive
economy, delivering high levels of employment,
productivity and social cohesion.

In particular, the strategy sets Member States
and the European Commission the goal of
‘Promoting social inclusion, in particular through
the reduction of poverty, by aiming to lift at least
20 million people out of the risk of poverty and
exclusion’ The fact that this target is fully based
on EU-SILC data (See Section 1.4) is definitely a
confirmation of the need for a harmonised cross-
cutting survey of this kind.

(*) For further details see http://ec.europa.eu/eu2020/index_en.htm. See
also Chapter 5 of present volume.
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Figure 2.1: EU-SILC implementation
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The set of politically agreed outcome indicators
playsa central role in monitoring the performance
of Member States in promoting social inclusion.
The purpose of these indicators is to allow the
Member States and the European Commission to
monitor national and EU progress towards key
EU objectives in the areas of social inclusion and
social protection, and to support mutual learning
and identification of good (and bad) practices in
terms of policies and institutional processes (See
Section 2.5.2).

2.2.1 Scope and geographical coverage

As with most household surveys, EU-SILC
covers only people living in private households;
this needs to be borne in mind when carrying
out statistical analyses and when interpreting
indicators, both within a given country and
between countries. The target population does not
include persons living in collective households
and in institutions. This is because the impact of
excluding old people living in institutions, people
with disabilities and other vulnerable groups,
such as the homeless, may be very different from
country to country. Some vulnerable groups
living in private households may also be under-
represented because they are not easy to reach.

EU-SILC was launched in 2003 in seven
countries under a gentleman’s agreement and
later was gradually extended to all EU countries
and beyond. As described in Figure 2.1 below,
in 2010 EU-SILC has been implemented in
31 countries, i.e. the 27 EU countries, Iceland,
Norway, Switzerland and Turkey — and tested
in three further countries (Croatia, the Former
Yugoslav Republic of Macedonia and Serbia).

Small areas of the national territory amounting
to no more than 2% of the national population
are excluded from EU-SILC as are the following
national territories: the French Overseas
Departments and territories, the Dutch West

Frisian Islands with the exception of Texel, and
lastly the Scilly Islands.

2.2.2 Main characteristics of EU-SILC

All EU Member States are required to implement
EU-SILC, which is based on the idea of a com-
mon ‘framework’ as opposed to a common ‘sur-
vey. The common framework consists of com-
mon procedures, concepts and classifications,
including harmonised lists of target variables to
be transmitted to Eurostat.

Two types of annual data are collected through
EU-SILC and provided to Eurostat:

- cross-sectional data pertaining to a given time
period, including variables on income, poverty,
social exclusion and other living conditions. The
data for the survey of Year N are to be transmit-
ted to Eurostat by November of Year (N+1);

- longitudinal data pertaining to changes over
time at the individual level are observed peri-
odically over a four-year period. Longitudinal
data are confined to income information and
a reduced set of critical qualitative, non-mon-
etary variables of deprivation, designed to
identify the incidence and dynamic process-
es of persistent poverty and social exclusion
among subgroups of the population. The lon-
gitudinal data corresponding to the period be-
tween Year (N-3) and Year N are to be trans-
mitted to Eurostat by March of Year (N+2).

The survey design is nevertheless flexible in order
to allow countries to anchor EU-SILC within
their national statistical systems. For instance,
the cross-sectional and longitudinal components
may come from separate sources, i.e. the
longitudinal dataset does not have to be ‘linkable’
with the cross-sectional dataset. Depending on
the country, microdata come from:

- two or more national sources (surveys and/or
registers);

- one or more previously existing national
sources, whether or not combined with a new
survey;
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- anew harmonised survey to meet all EU-SILC
requirements.

Eurostat proposed an integrated design with a
four-year rotation to those countries that had
launched a new survey (°). Rotational design
refers to the sample selection based on a number
of sub-samples or replications, each of them
similar in size and design, and representative of
the whole population. From year to year, some
replications are maintained, while others are
dropped and replaced by new replications.

The fundamental characteristic of the integrated
design is that the cross-sectional and longitudinal
statistics are produced from essentially the
same set of sample observations, thus avoiding
the unnecessary duplications which would be
involved if entirely separate cross-sectional and
longitudinal surveys are used.

2.2.3 Legal basis

One of the strengths of EU-SILC is the existence
of alegal basis which is binding on Member States
as well as a requirement for accession countries.
The development of the common framework,
including the conception of the annual ad-hoc
modules, is discussed on a permanent basis with
the main stakeholders, in particular within the
Living Conditions Working Group. In order to
take stock of the initial years of implementation
and to improve the outcome of EU-SILC, a
revision of the legal basis is due to take place in
2011-2013.

Specifically the EU-SILC legal basis consists of
three main components:

- a Framework Regulation (*) which defines the
scope, definitions, time reference, characteris-
tics of the data, data required, sampling, sam-
ple sizes, transmission of data, publication,

(®) Most of the EU Member States have adopted the 4-year rotational de-
sign recommended by Eurostat. France has a longer panel duration (9
years) and Luxembourg has a pure panel supplemented with a new
sample each year.

(*) Regulation (EC) No 1177/2003 of the European Parliament and of the
Council of 16 June 2003 concerning Community statistics on income
and living conditions (EU-SILC).
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access for scientific purposes, financing, re-
ports and studies for the EU-SILC instrument.
This Regulation was amended by Regulations
N°1553/2005 (°) and 1791/2006 (°) in order to
extend EU-SILC to the new Member States

- five Commission Regulations which specify
some technical aspects of EU-SILC: ‘Defi-
nitions’ (”), ‘Fieldwork aspects and imputa-
tion procedures’ (%), ‘Sampling and tracing
rules’ (°), the ‘list of primary (annual) target
variables’ ('°) and the ‘Quality reports’ (**)

- annual Commission Regulations on the list
of secondary target variables, i.e. the ad-hoc
modules which are introduced in EU-SILC
with the possibility of repeating a topic every
four years or less frequently.

EU-SILC is also carried out in Norway, Iceland
and Switzerland (on the basis of specific
agreements). As for accession and candidate
countries, the implementation of EU-SILC is not
compulsory until they become a new Member
State, but it is strongly encouraged if the specific
situation of a given country so permits.

2.2.4 Common guidelines

The way to implement the EU-SILC legal basis
is agreed between Eurostat and the national
statistical institutes — in particular in the Working

(®) Regulation N°1553/2005 of the European Parliament and of the Coun-
cil of 7 September 2005 amending Regulation (EC) No 1 177/2003 con-
cerning Community statistics on income and living conditions (EU-
SILC).

(°) Council Regulation (EC) No 1791/2006 of 20 November 2006 adapting
certain Regulations and Decisions by reason of the accession of Bul-
garia and Romania.

(") Commission Regulation (EC) No 1980/2003 of 21 October 2003 - up-
dated by Commission Regulation (EC) No 676/2006 - implementing
Regulation (EC) No 1177/2003 as regards definitions and updated defi-
nitions.

(®) Commission Regulation (EC) No 1981/2003 of 21 October 2003 im-
plementing Regulation (EC) No 1177/2003 as regards the fieldwork
aspects and the imputation procedures.

(°) Commission Regulation (EC) No 1982/2003 of 21 October 2003 imple-
menting Regulation (EC) No 1 177/2003 as regards the sampling and
tracing rules.

(1) Commission Regulation (EC) No 1983/2003 of 7 November 2003 im-
plementing Regulation (EC) No 1 177/2003 as regards the list of target
primary variables.

(") Commission Regulation (EC) No 28/2004 of 5 January 2004 imple-
menting Regulation (EC) No 1 177/2003 as regards the detailed content
of intermediate and final quality reports.
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Group for Statistics on Living Conditions, and
the Task-Forces reporting to it. This includes
common procedures and concepts, as well as an
increasing number of recommendations on how
to word the underlying questions. The full set of
guidelines is available to the public (*?). Some
minor amendments to the legal framework are
also implemented on the basis of a gentlemen’s
agreement, although these are obviously not
legally binding.

Recently the framework was refined to incorpo-
rate recommendations on particular topics (such
as variables concerning household definition, la-
bour, health, housing and material deprivation)
or methodological issues (such as the treatment
of negative income, the conversion between net
and gross income, the treatment of outliers and
lump sums in some income components and the
imputed rent) in order to improve the compara-
bility between countries. As soon as these recom-
mendations are agreed by the Working Group,
they are incorporated explicitly within the annu-
al version of the overall guidelines and gradually
implemented.

Strategic issues regarding the development of
EU-SILC are discussed in the meetings of the
Directors of Social Statistics of the National
Statistical Institutes and the European Statistical
System Committee (ESSC).

2.3.1 Contents of EU-SILC

EU-SILC is a multi-dimensional dataset focused
on income but at the same time covering
housing, labour, health, demography, education
and deprivation, to enable the multidimensional
approach of social exclusion to be studied. It
consists of primary (annual) and secondary (ad-
hoc modules) target variables, all of which are
forwarded to Eurostat.

(*?) See in particular the annual guidelines available at: http://circa.europa.

eu/Public/irc/dsis/eusilc/library?l=/guidelines_questionnaire&vm=det
ailed&sb=Title.

Given the principle of flexibility of the
implementation of EU-SILC at national level,
the sequence of questions needed to construct
one target variable may vary from country to
country. Nevertheless, recommended wordings
of questions are available mainly for the ad-hoc
modules, although the countries are not obliged
to follow these recommendations.

The primary target variables relate to either
household or individual (for persons aged 16 and
more) information and are grouped into areas:

- at household level, five areas are covered: (1)
basic/core data, (2) income, (3) housing, (4)
social exclusion and (5) labour information;

- at the personal level, there are five areas: (1)
basic/demographic data, (2) income, (3) edu-
cation, (4) labour information and (5) health.

The secondary target variables are introduced
every four years or less frequently only in the
cross-sectional component. One ad-hoc module
per year has been included since 2005:

- 2005: inter-generational transmission of
poverty

- 2006: social participation
- 2007: housing conditions

- 2008: over-indebtedness and financial
exclusion

- 2009: material deprivation
- 2010: intra-household sharing of resources

- 2011: inter-generational transmission of
disadvantages

- 2012: housing conditions
- 2013: well-being.

2.3.2 Income concept

Animportantobjective for EU-SILCistoadhereas
closely as possible to the recommendations of the
international Canberra Group on the definition
of household income (**). The income concept in
the full sense of the Canberra recommendations
has only been fully implemented since 2007.

(**) See Expert Group on Household Income Statistics, 2001.
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Two main aggregates are computed from EU-
SILC: total gross household income (GI) and
total disposable household income (DI), which
are defined as:

GI = EI + SEI + PP (**) + CTR + OI

DI=GI-CTP

Where:

EI = employee income (cash or near-cash
employee income and non-cash employee

income);

SEI = self-employment income (but not goods
produced for own consumption);

PP = Pensions received from individual private
plans;

CTR = current transfers received (social benefits
and regular inter-household cash transfers
received);

OI = other sources of income received (such as
other capital income);

CTP = current transfers paid (tax on income and
social insurance contributions, on wealth and
regular inter-household cash transfers paid).

Employee income

In EU-SILC, employee income is covered thanks
to the collection of information on ‘Gross cash
or near-cash employee income, ‘Gross non-
cash employee income’ and ‘Employers’ social
insurance contributions’

For non-cash employee income, only company
cars have been recorded since the beginning of
EU-SILC and included into the income concept.
From 2007 onwards, additional information
covering all other goods and services provided
free of charge or at reduced price by employers to
their employees is to be collected, but is not yet
included into the main income aggregates.

The compulsory component of employers’ social
insurance contributions has been collected
since 2007, but it is not part of the main income
aggregates.

(**) The decision to include the ‘Pensions received from private plans’ vari-

able into the income concept was taken by the Social Protection Com-
mittee Indicators Sub-Group in May 2010.

Income an ing conditions in Europe

Self-employment income

Self-employment income is broken down
into ‘Gross cash profits or losses from self-
employment’ (including royalties) and the
“Value of goods produced for own consumption.
Various alternative approaches to the
measurement of income from self-employment
are allowed.

Thevalue ofgoodsproduced for own consumption
has been included since 2007 if it represents a
significant component of the overall income at
the national level or of the income of particular
groups of households. It has been collected by
some of the Member States which joined the EU
as from 2004 (see Chapter 8), but is not currently
included in the main income aggregates.

Private pension plans

Regular pensions from private plans — other
than those covered within the ‘Current transfers’
item — refer to pensions and annuities received
in the form of interest or dividend income from
individual private insurance plans, ie. fully
organised schemes where contributions are at
the discretion of the contributor independently
of their employers or government.

Since July 2010, this income component is
included in the EU-SILC standard income
concept (also for all the previous waves of EU-
SILC, as the required data were available). In
the data analysed in this book, this income
component is not included.

Current transfers received

Current transfers received include social benefits
and regular inter-household cash transfers
received. Social benefits are broken down into
family and children-related allowances, housing
allowances, unemployment benefits, old-age
benefits, survivors' benefits, sickness benefits,
disability benefits, education-related allowances
and other benefits not elsewhere classified.
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Other sources of income received

Three sources of income are covered under this
item:

- income from rental of a property or land;

- interest, dividends, profits from capital
investment in unincorporated business;

- income received by people aged under 16.

Current transfers paid

Current transfers paid are broken down into “Tax
on income and social insurance contributions,
‘Regular taxes on wealth’ and ‘Regular inter-
household cash transfers paid.

The ‘Employers’ social insurance contributions’
variable is not included in the computation of the
main income aggregates, even though it would be
crucial for cross-country comparisons related to
labour cost.

Imputed rent

The imputed rent has been added from 2007
onwards for all households that do not report that
they pay full rent, either because they are owner-
occupiers or because they live in accommodation
rented at a lower price than the market price, or
because the accommodation is provided rent-
free (See Chapter 7).

Its inclusion in the standard EU-SILC income

concept would have a significant impact on all

income-based indicators and would create a

serious break in the time series as imputed rent

could not be included in the indicators prior to

2007 due to the unavailability of the required

data. At the time of writing, the SPC Indicators

Sub-Group is still debating the possibility of

including imputed rent (net of interests paid on

mortgage) or a fraction of it within (some of) the
income aggregates (*°).

(**) In May 2010 the SPC Indicators Sub-Group ‘agreed on the principle
to include the imputed rent component in a small number of poverty
indicators which would be listed in the in the social inclusion portfolio
as secondary indicators or context information’ (minutes of the meet-

ing of the Indicators Sub-Group). It also highlighted the lack of cross-
country comparability of this component.

Imputation

The EU-SILC framework requires full imputation
forincome components. Thelevel of imputation of
income components is reported in microdata by
means of a set of detailed flags. This requirement
helps to make the information delivered by EU-
SILC more homogeneous and complete.

2.3.3 Sample requirements

Sampling design

Data are to be based on a nationally representative
probability sample of the population residing
in private households within the country,
irrespective of language, nationality or legal
residence status. All private households and all
persons aged 16 and over within the household
are eligible for the operation. Representative
probability samples must be achieved both for
households and for individual persons in the
target population. The sampling frame and
methods of sample selection should ensure that
every individual and household in the target
population is assigned a known probability of
selection that is not zero. Germany, which had
previously used quota sampling methods, was
granted a transition period until 2008 when it
was required to introduce fully representative
probability sampling.

Sample size

The Framework Regulation and its updates
define the minimum effective sample sizes to be
achieved. The reference is to the effective sample
size, which is the size that would be required if the
survey were based on simple random sampling
(design effect in relation to the ‘at-risk-of-
poverty rate’ indicator = 1.0). The actual sample
sizes have to be larger to the extent that the
design effect exceeds 1.0 in order to compensate
for all kinds of non-response. The sample sizes
for the longitudinal component refer, for any two
consecutive years, to the number of households or
individuals aged 16 and over that are successfully
interviewed in both years.

Income
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Table 2.1: Minimum effective sample size for the cross-sectional and longitudinal components
by country

Countries ‘ Households . Pers.ons aged 16 or oYer ‘
Cross-sectional Longitudinal Cross-sectional Longitudinal
Belgium 4750 3500 8750 6500
Bulgaria 4500 3500 10 000 7 500
Czech Republic 4750 3500 10 000 7 500
Denmark 4250 3250 7250 5500
Germany 8250 6000 14 500 10500
Estonia 3500 2750 7750 5750
Greece 4750 3500 10 000 7250
Spain 6500 5000 16 000 12250
France 7250 5500 13500 10250
Ireland 3750 2750 8000 6000
Italy 7250 5500 15500 11750
Cyprus 3250 2500 7500 5500
Latvia 3750 2750 7650 5600
Lithuania 4000 3000 9000 6750
Luxembourg 3250 2500 6500 5000
Hungary 4750 3500 10250 7750
Malta 3000 2250 7 000 5250
Netherlands 5000 3750 8750 6500
Austria 4500 3250 8750 6250
Poland 6 000 4500 15000 11250
Portugal 4500 3250 10 500 7 500
Romania 5250 4000 12750 9500
Slovenia 3750 2750 9000 6750
Slovakia 4250 3250 11000 8250
Finland 4000 3000 6750 5000
Sweden 4500 3500 7 500 5750
United Kingdom 7 500 5750 13750 10 500
Total of EU Member States 130750 98 250 272900 203 850
Iceland 2250 1700 3750 2800
Norway 3750 2750 6250 4650

Source: Regulations (EC) No 1553/2005 and No 1791/2006 of the European Parliament and of the Council.
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For the cross-sectional component, a minimum
effective sample size of around 131 000
households, or 273 000 individuals aged 16 and
over in the EU as a whole, has to be achieved. As
for the longitudinal component, the respective
requirements are 98 000 households and 204 000
individuals.

Table 2.1 gives the minimum effective sample
sizes required for each EU Member State (plus
Norway and Iceland) in terms of households and
individuals aged 16 and over.

2.3.4Tracing rules

In order to ensure the best quality output,
minimum requirements for implementation
have been defined within the legal basis (')
in addition to the definition of the minimum
sample size. These rules concern, for instance,
the use of proxy rate, the use of substitutions,
fieldwork duration, non-response procedures,
and tracing rules.

In each country the longitudinal component
of EU-SILC consists of one or more panels or
subsamples (four subsamplesintherecommended
four-year rotational design). For each panel/
subsample, the initial households representing
the target population at the time of its selection
are followed for a minimum period of four years
on the basis of specific tracing rules. The objective
of the tracing rules is to reflect any changes in the
target population drawn in the initial sample and
to follow up individuals over time.

In order to study changes over time at the
individual level, all sample persons (members of
the panel/subsample at the time of its selection)
should be followed up over time, despite the fact
that they may move to a new location during
the life of the panel/subsample. However, in the
EU-SILC implementation some restrictions are
applied owing to cost and other practical reasons.
Only those persons staying in one private
household or moving from one to another in

(*) Commission Regulation N° 1981/2003 on the fieldwork aspects and
imputation procedures.

the national territory are followed up. Sample
persons moving to a collective household or to
an institution, moving to national territories
not covered in the survey, or moving abroad
(to a private household, collective household
or institution, within or outside the EU), would
normally not be traced. The only exception
would be the continued tracing of those moving
temporarily (for an actual or intended duration
of less than six months) to a collective household
or institution within the national territory
covered, as they are still considered as household
members.

2.4.1 Some comparability issues

The flexibility of EU-SILC may be seen as
both its main strength and its main weakness.
Various powerful arguments have already been
mentioned in this chapter, but the main one is
certainly the possibility of embedding EU-SILC
into the national systems of social surveys. On
the other hand, such flexibility could create
problems of harmonisation and comparability
across countries. This section addresses some of
these comparability issues.

Different sampling designs

Almost all countries have used the integrated
design proposed by Eurostat. Modified designs
have been used in only a few countries, primarily
for the purpose of integrating EU-SILC into
an existing survey (e.g. Sweden, Finland and
Germany), and/or incorporating an existing
sample into EU-SILC (e.g. Norway).

The EU-SILC framework encourages the use
of existing sources and/or administrative data.
However, in practice, not all EU-SILC variables
canbeobtainedfromregistersandadministrative
data. Hence, it is possible to establish two groups
of countries on the basis of the data source used
in EU-SILC: in the countries referred to as
‘register’ countries (Denmark, Finland, Iceland,
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the Netherlands, Norway, Sweden and Slovenia)
most income components and some items of
demographic information are obtained through
administrative  registers. Other personal
variables are obtained by means of interview. In
all other countries except Ireland (*7), the full
information is obtained by means of a survey
of households and interviews with household
members.

All the designs ensure strict cross-sectional
representativeness and enable a significant number
of individuals to be followed over a period of at
least four years. In line with the legal requirements,
all samples are probabilistic since the launching
of EU-SILC (*®): with updated sampling frames
and stochastic algorithms used to select statistical
units. The sampling designs used in 2007 and 2008
by country were the following:

- sampling of dwellings or addresses: the Czech
Republic, Germany, Spain, France, Hungary,
Latvia, Luxembourg, Malta, the Netherlands,
Austria, Poland, Portugal, Romania and the
United Kingdom;

- sampling of households: Belgium, Bulgaria,
Cyprus, Greece, Ireland, Italy and Slovakia;

- sampling of individuals: Denmark, Estonia,
Lithuania, Slovenia, Sweden, Finland, Iceland
and Norway (all these countries are ‘register’
countries except for Lithuania).

In all cases, unbiased estimates can be produced
on firm theoretical grounds. In almost all
countries, the coverage bias is under control with
frequent updates of the frame.

Countries have designed their sample so as to
achieve a good trade-off between reporting needs
at sub-national level and the cost effectiveness of
the data collection. Significant increases of the
sample size, driven by sub-national reporting
requirements, were recorded in Spain and Italy.

() In Ireland, upon the explicit agreement of the household collected, the

information is obtained from administrative information.

(**) With the exception of Germany for which an existing quota sample
component was used until 2008.

Different fieldwork periods

National surveys also differ in terms of the
period of time during which the fieldwork is
carried out. The Regulation recommends that the
one-shot survey fieldwork should extend over
less than four consecutive months and the lag
between income reference period and fieldwork
is limited to eight months. When continuous
surveys are used, the sample allocation over
time should be monitored and the weighting
adapted to produce unbiased estimates of the
annual average.

Figure 2.2 below shows that in 2008 most
countries adopted a survey in which the fieldwork
was concentrated in a period of a few months,
mainly in the first half of the year, although there
were some notable exceptions:

- Ireland and the United Kingdom conduct
continuous surveys throughout the year;

- in Belgium, Italy, Malta, the Netherlands,
Austria and Sweden the fieldwork is carried
out mostly in the second half of the year.

The impact of different fieldwork periods
might have a noticeable impact over time when
comparing indicators that show a steady and
seasonal pattern, but the impact as regards
analysis of permanent income distribution is

likely to be negligible.

The one-shot surveys always use the previous
calendar year as the income reference period,
whereas a sliding reference period is used for
the continuous survey (*°). The greater degree of
inconsistency between income related variables
and socio-economic related variables when
the fieldwork period is distant in time from
the income reference period can be identified
as a weakness in some instances of EU-SILC
implementation.

(**) Two countries, Ireland and the United Kingdom, use a sliding reference
period for income and taxes on income and social insurance contribu-
tions. In Ireland it refers to the 12 months prior to the interview date.
As for the United Kingdom, it is centred on the interview date. In ad-
dition, the respondents are asked to provide figures which relate most

commonly to their current (and usual) incomes, i.e. which could relate to
the last week, two weeks, or month. These figures are then annualised.
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Figure 2.2: Fieldwork period, 2008
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Source: Eurostat (EU-SILC microdata).

Differences in the method of data collection and
in interview duration

In most countries (i.e. the non-register countries),
allmembers aged 16 or over in selected households
are asked to fill in a personal questionnaire,
whereas in the register countries only one
selected respondent per household receives a
personal questionnaire. These two different
rules have different impacts on the tracing of
individuals over time (longitudinal dimensions)
depending on whether only one or all household
members are interviewed over time. The selected
respondent model needs some adaptation in order
to avoid bias in the follow up of children. The two
different rules lead to different weighting schemes.
In particular when the selected respondent type
is used, the weights of the household and of the
selected respondent are obviously different.

July  August

September  October November December

EU-SILC was designed to keep the respondent
burden under control so as to avoid an excessively
high non-response rate and to ensure that the in-
formation collected is of good quality. Although
detailed collection of income components can be
cumbersome, the aim was to limit the total dura-
tion of the interview with each household member
to less than one hour on average. The mean inter-
view duration among countries carrying out full
surveys was about 30 minutes per individual in
2008, with a maximum of 59 minutes in the United
Kingdom (*). A significant decrease in interview
times is observed for the register countries, where
the average length of interview was 24 minutes.

(*) In the case of the United Kingdom, EU-SILC questions are included

as part of the General Household Survey questionnaire and there is no
information on the interview duration of EU-SILC alone.




Figure 2.3: Average interview duration per individual, 2008
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Different non-response rates

Non-response is measured in EU-SILC at the
three stages, i.e. address contact, household
interview and personal interview. Figure 2.4
below presents the overall non-response rates
for individuals for the whole sample and for the
subsample corresponding to the new entries
broken down by country.

Total non-response of the selected households and
individuals had to be less than 40%, which was
seen as a challenge for a non mandatory survey.
The overall non-response rate in the personal
interview for the whole sample was below 10% in

Income an ing conditions in Europe

2008 in four countries: Romania (5%), Slovakia
(8%), Cyprus (9%) and Portugal (9%). At the other
extreme, non-response rates exceeded 30% in five
countries and even 40% in Denmark (45%). The
rates for the new entries were generally significantly
higher than for the whole sample, with peaks in
Belgium (58%) and the Czech Republic (52%).

The creation of models using external variables in
order to correct non-response is highly desirable.
Most of the countries apply either a standard
post-stratification, based on homogeneous
response groups, or a more sophisticated logistic
regression model.
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Figure 2.4: Overall personal non-response rates, 2008
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Deviation from common definitions

In EU-SILC comparability is sought via the
conceptual harmonisation of target variables
obtained, on the one hand, through their detailed
definition as provided in EU-SILC regulations
and guidelines and, on the other hand, through
the active role of Eurostat in coordinating
and supporting the overall implementation.
Explicit deviations from these commonly agreed

EE MT IE SI LV DE SE IS UK AT LU BG BE NO DK

H New entries

standards were allowed to a limited extent and
are monitored through the quality reports (See
Section 2.4.2).

One example of such deviations concerns the
precise definition of a household (See Table 2.2)
which might restrict comparability. The different
methods used for the computation of imputed
rent may also raise issues of cross-country
comparability.

Income and living conditions in Europe




Table 2.2: Basic concepts and definitions (Are the national definitions comparable with those of

the standard EU-SILC?), 2008

BE BG cz DK DE EE IE EL ES FR
Reference population F F F F F F F F F F
Private household definition F F F F F F F F F F
Household membership F F F F F F F L F

IT cy Lv LT LU HU MT NL AT PL
Reference population F F F F F F F F F F
Private household definition L F F F F F F F F F
Household membership L F F F F F F F F

PT RO SI SK Fl SE UK IS NO
Reference population F L F F F F F F F
Private household definition F F F F F F L E
Household membership L F F F F F L F

Source: National Quality Reports 2008. F (fully comparable); L (largely comparable).
NB: For more explanations on the‘Ls in this table, Eurostat, 2010 may be consulted.

2.4.2 Quality reports

Adopted in 2005, the European Statistics Code
of Practice sets common standards for the
independence, integrity and accountability of the
national and EU statistical authorities. The EU
statistical authorities have undertaken to adopt a
comprehensive approach to high quality statistics
which builds upon a common definition of quality
in statistics, in which the following dimensions
are addressed:

o relevance: European Statistics must meet the
needs of users

e accuracy and reliability: European Statistics
must accurately and reliably portray reality

o timeliness and punctuality: European Statistics
must be disseminated in a timely and punctual
manner

o coherenceand comparability: European Statistics
should be consistent internally, over time and
comparable between regions and countries; it
should be possible to combine and make joint
use of related data from different sources

e accessibility and clarity: European Statistics
should be presented in a clear and
understandable form, disseminated in a
suitable and convenient manner, and be
available and accessible on an impartial basis
with supporting metadata and guidance.

This European definition of quality is monitored
in EU-SILC with annual intermediate and final
quality reports (*') prepared by both the member
countries and Eurostat for the EU level. While
the intermediate quality reports refer only to
the cross-sectional operation, the final quality
reports also refer to the longitudinal operation.

The national quality reports provide a useful
insight into national implementation practice
and represent substantive information from
which to draw preliminary conclusions regarding
the quality of EU-SILC data. This material is
complemented by the information that Eurostat
collects through its frequent contacts with
(*) As for the detailed contents, see Commission Regulation (EC)

No 28/2004 of 5 January 2004 implementing Regulation (EC) No

1177/2003 as regards the detailed content of intermediate and final
quality reports.
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national statistical authorities, in particular as
regards data validation.

The purpose of the EU quality reports is to
summarize the information contained in the
national quality reports. Their objective is to
evaluate the quality of EU-SILC data from
a European perspective, i.e. by establishing
cross-country comparisons of some of its key
quality characteristics.

The EU quality reports, as well as most of the
national country reports, are publicly available on
Eurostat website. (*)

2.5.1 Data access

EU-SILC data are disseminated either as
aggregated data or as microdata sets. Individual
EU-SILC records are considered as confidential
data within the meaning of Article 23 of Council
Regulation 223/2009 (Statistical Law) because
they allow indirect identification of statistical
units (individuals and households). In this
context they should be used only for statistical
purposes or for scientific research.

Aggregated results relate to indicators and
statistics on income distribution and monetary
poverty, living conditions, material deprivation
and childcare arrangements. They are presented
as pre-defined tables or as multidimensional
datasets and may be extracted in a variety
of formats.

Commission Regulation 831/2002 () granted
the European Commission permission to
release anonymised microdata to researchers.
Anonymised microdata are defined as individual
statistical records which have been modified
in order to control, in accordance with best
practices, the risk of identification of the

(**) http://epp.eurostat.ec.europa.eu/portal/page/portal/income_social_in-
clusion_living_conditions/quality/eu_quality_reports.

(**) Commission Regulation No 831/2002 of 17 May 2002 implementing
Council Regulation No 322/97 on Community Statistics, amended by
Commission Regulation No 1 000/2007 of 29 August 2007, concerning
access to confidential data for scientific purposes.

statistical units to which they relate. Both EU
and national rules are applied for anonymisation,
and are described in full with each release. They
concern variable suppression, global recoding or
the randomisation of some variables.

Twice a year, Eurostat releases anonymised
microdata to researchers (encrypted CD-ROM
with documentation). Each CD-ROM contains
data from the latest available operation, as
well as revisions from any previous datasets. A
detailed description of the full procedure for
accessing microdata is provided on the Eurostat
website (24).

It should be noted that the dissemination by
Eurostat of national microdata must be accepted
by each national authority. As an example,
Eurostat was not allowed in 2010 to disseminate
the whole set of microdata from Malta and
France as well as the longitudinal microdata
from Germany for confidentiality reasons. This
unfortunate situation — which is currently being
addressed with the relevant national authorities
— creates important difficulties for the users. In
particular, the successive versions of the Users’
database used by the Net-SILC members and the
authors of this book did not contain the data for
the above mentioned countries.

2.5.2 Indicators computation

The Open Method of Coordination for Social
Protection and Social Inclusion (Social OMC),
which was set up at the Lisbon European Council
of March 2000, provides a framework for political
coordination. Member States agree to identify and
promote their most effective policies in the fields
of Social Protection and Social Inclusion, with the
aim of learning from each other’s experiences.

The use of commonly agreed indicators to monitor
progress towards commonly agreed objectives is
an essential component of the Social OMC. These
indicators consist of four portfolios of indicators:
an ‘overarching list’ and a list for each of the three

(**) See http://epp.eurostat.ec.europa.eu/portal/page/portal/microdata/eu_silc.

Income



http://epp.eurostat.ec.europa.eu/portal/page/portal/income_social_inclusion_living_conditions/quality/eu_quality_reports
http://epp.eurostat.ec.europa.eu/portal/page/portal/income_social_inclusion_living_conditions/quality/eu_quality_reports
http://epp.eurostat.ec.europa.eu/portal/page/portal/microdata/eu_silc

main areas covered by the Social OMC (poverty
and social exclusion; pensions; and healthcare
and long-term care). The current set of common
indicators was approved in 2009 (*). A large
number of indicators are computed on the basis
of EU-SILC, which has become the second pillar
of household social survey statistics at EU level,
complementing the EU Labour Force Survey
which focuses on labour market information.

The development of indicators, under the
responsibility of the SPC and its Indicators
Sub-Group, is a dynamic process. The work of
the national delegations of experts, who make
up the Group, and the secretariat provided
by the European Commissions Directorate-
General for ‘Employment, Social Affairs and
Equal Opportunities (in close cooperation
with Eurostat), has enabled the set of indicators
(and breakdowns of these) to be considerably
enriched.

The indicators are permanently updated and
disseminated on the Eurostat website (*).

Eventhough EU-SILChasbecomethe EUreference
for data on income and living conditions, Eurostat
and a number of stakeholders are still reflecting on
possible ways to further improve the tool and its
uses. This book, and more generally the Net-SILC
network which prepared it, is part of an effort to
improve EU-SILC and the analysis based on it. At
an international conference (*) which was jointly
organised in March 2010 by Eurostat and the Net-

SILC network, and which was hosted by Statistics

Poland, a wide-ranging debate on present and

future perspectives was held in the context of the

future revision of the EU-SILC legal basis. Some of
these considerations are presented below.

(*) See http://ec.europa.eu/social/main.jsp?catld=756&langld=en.

(*) See http://epp.eurostat.ec.europa.eu/portal/page/portal/employment_
and_social_policy_indicators/omc_social_inclusion_and_social_pro-
tection.

(¥) 2010 International Conference on Comparative EU Statistics on Income

and Living Conditions, Warsaw, 25-26 March 2010 (http://www.stat.
gov.pl/eusilc/index.htm).
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2.6.1 Improvement of timeliness and
geographical coverage

In the current situation, cross-sectional data
pertaining to Year N — and referring in most
countries to the income and tax of Year (N-1) —
are available in the best case at the end of Year
(N+1). This weakness was clearly highlighted by
the recent economic and financial crisis, when
EU-SILC was unable to deliver data describing
the impact of the crisis on poverty and social
exclusion. The need for further synchronisation
with other EU reporting processes is also an
issue. The time between data collection and data
dissemination definitely needs to be shortened.

Despite the considerable improvement observed
in terms of timeliness with the transition
from ECHP to EU-SILC, there might be a
need to design different estimation strategies
and to further streamline national processes.
Developing a system based on or outside EU-
SILC for the short-term monitoring of living
conditions is another possible option in order
to improve timeliness.

At the same time, it is necessary to improve the
access to and documentation of EU-SILC micro-
data. The research community is making a strong
case for the access to the EU-SILC Users™ data-
base to be extended to microdata from all coun-
tries, when in fact it was recently restricted (**).

2.6.2 Methodological and data improvements

In the future, improvements will be introduced
in the areas of technology, methodology and
implementation in order to produce better
quality data. Improvements will mainly be in
terms of comparability and better fulfilling the
needs of the various users, ie. the European
Commission and individual Member States, the
scientific community and various international
organisations. An ongoing dialogue between
these different users is the only way to really
improve the overall quality.

(**) This request concerns the absence of some countries in the Users data-
base (as described in Section 2.5.1).
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A number of improvements were suggested
at the Warsaw Conference and some of them
are reflected in various chapters of the present
publication. Suggested improvements include
for instance:

e anonymisation procedures and the extent —
and level of details — of microdata available
for research (e.g. on sample design, on specific
income components) (Chapters 3 and 17)

o Dbetter information on the relationships
between household members (Chapter 4)

o further and more systematic investigation of
the coherence of/ comparability between EU-
SILC and other — EU-wide and national —
data sources (Chapters 5 and 18)

o further analysis of the lower tail of the income
distribution and treatment of negative income
components (Chapter 6)

o refinement of common guidelines on self-
employment income (Chapters 6 and 14),
goods and services produced for own
consumption (Chapter 8)

e improvement of the identification of self-
employment activities within employment
activities and improvements of the information
provided through the calendar of activities
(Chapter 14)

¢ improvement of the methods (including their
documentation) used by countries in order
to estimate ‘imputed rent’ (Chapter 7) and
net-to-gross conversion models (Chapters 12
and 17)

o reflection on the most appropriate level of data
collection — individual vs. household level —
for certain income variables (Chapter 17)

e need to enlarge the scope of the longitudinal
component of EU-SILC (Chapters 9 and 11)

o discussion on the opportunity to expand the
non-monetary information available from the
core set of EU-SILC variables (Chapters 10, 11
and 18).

2.6.3 Coherence with other sources

Some information concerning the checking
of consistency between EU-SILC and other
national microdata sources is available from the
quality reports, but such information needs to
be further developed. The consistency between
aggregates computed from microdata (EU-SILC)
and macrodata (national accounts) sources
should also be improved. In conjunction with
the recommendations of the Commission on
the Measurement of Economic Performance
and Social Progress (%), Eurostat has set up
a Task-Force on the distributional aspects of
household income, consumption and wealth,
which are intended to shed some light on
this connection.

2.6.4 Data linking

Users frequently request statistical information
cutting across several dimensions of the quality
of life. Such requests concern both the coverage
of the information collected (e.g. quality of
life, subjective wellbeing, social participation,
consumption, or wealth) and its use in terms
of assessing inequalities. The social statistics
infrastructure, on the other hand, is organised
around specific surveys and administrative
sources independently covering many aspects
that are relevant to users’ requests. Currently,
there is no single data source that is able to
cover all the necessary aspects at the microdata
level.

In line with the Commission communication on
the ‘Production method of EU statistics: a vision
for the next decade’ (*°), Eurostat has launched
a new project aimed at testing new techniques,
such as linking and statistical matching of data
from different sources, in particular EU-SILC,
the Labour Force Survey, the Household Budget
Survey, the European Central Bank Survey on
Households’ Finance and Consumption or the
(¥) See http://www.stiglitz-sen-fitoussi.fr/en/index.htm.

(*) COM(2009) 404 final, Communication from the Commission to the

European Parliament and the Council on the Production method of EU
statistics: a vision for the next decade.
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European Foundation’s Quality of Life Survey. (For
a discussion of this topic, see also Chapter 18.)

2.6.5 Revision of the EU-SILC legal basis

Against a general background of modernisation
of the whole system of production of European
social statistics, the challenge of summarising
the expectations from various stakeholders with
often diverging needs, while at the same time
responding to new requirements is without doubt
arisky enterprise, but one with which Eurostat and
the European Statistical System have to contend.

Currently there are plans to revise the legal EU-
SILC framework during the period 2011-2013.
An essential prerequisite will be an analysis of
the cost-efficiency of the whole operation — in
particular its longitudinal component and the
annual ad-hoc modules — as well as the length
and content of EU-SILC. The overarching
objective of this revision will be to stabilise and
foster the main components of EU-SILC, while
considering some possible changes (both to
include emerging topics of interest and to omit
less fundamental aspects).

Taking stock of the first years of implementation
of EU-SILC, as well as the new needs and
constraints which have emerged more recently,
the need to move towards greater harmonisation
of input (in drawing up common reference
questionnaires, for instance) will have to
be balanced by the flexibility needed by the

implementing countries.
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his chapter analyses sampling and non-

sampling errors in EU-SILC, examining
the impact of these errors on comparability
across countries and over time. This section
provides a typology of survey errors to set
the framework for subsequent discussion. In
the following sections major components and
sources of error in EU-SILC are examined in-
depth and empirically. An important concern
is to explore and expose the barriers which
researchers, using the restricted information
provided in UDB and EU-SILC documentation
in the public domain, face in assessing quality
of the data. This issue is important for proper
use of the data and for the development and
improvement of EU-SILC itself, and needs to
be brought out prominently.

3.1.1 A typology of errors

Knowledge about data quality is required for their
proper use and interpretation. Also, measures of
data quality are important for the evaluation and
improvement of survey design and procedures.
Continued monitoring and improvement of
data quality is particularly important in major
continuing surveys such as EU-SILC. There are
diverse forms and many different sources of
errors in surveys, and various frameworks have
been proposed for their classification. Different
frameworks emphasise different aspects of the
problem. None may be considered as ‘the best,
though some frameworks are more illuminating
than others. The following framework is
drawn from Verma (1981), further elaborated
in Hussmans et al (1990). This framework
distinguishes between two groups of errors
affecting the survey process:

(a) Errors in measurement

These arise from the fact that what is measured
on the units included in the survey can
depart from the actual (true) values for those
units. These errors concern the accuracy of

measurement at the level of individual units
enumerated in the survey, and centre on
substantive content of the survey: definition of
the survey objectives and questions; ability
and willingness of the respondent to provide
the information sought; the quality of data
collection, recording and processing. This
group of errors can be studied in relation to
various stages of the survey operation.

(b) Errors in estimation

These are errors in the process of extrapolation
from the particular units enumerated in the survey
to the entire study population for which estimates
or inferences are required. These centre on the
process of sample design and implementation,
and include errors of coverage, sample selection
and implementation, non-response, and also
sampling errors and estimation bias.

In Figure 3.1 a third category, namely item non-
response, has been added as an intermediate
category between measurement and estimation
errors. Each group of errors may be further
classified in more detail in order to identify
specific sources of error, so as to facilitate their
assessment and control. The above categorisation,
in terms of errors in measurement and errors
in estimation, is more fundamental than the
distinction usually made between sampling and
non-sampling errors.

It is important to note that the various phases of
a survey are closely related. While it is useful to
classify the total survey error into components,
errors cannot always be attributed to a particular
type or source. The same or similar methods
of assessment and control may be suited for
measuring more than one type of error, and
some of the indicators obtained may provide no
more than a general or overall measure of data
accuracy without being able to identify specific
sources and types of error.

3.1.2 Errors in measurement

As noted, the broad range of ‘errors in
measurement’ may be classified by source,
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for example as conceptual, response (‘data
collection’) and processing errors. Conceptual
errors concern the scope, concepts, definitions
and classifications adopted in relation to the
survey objectives, and are the most fundamental
ones. The distinction between response errors
concerning the process of data collection, and
processing errors concerning the subsequent
process of transforming the information into a
micro database, is a useful one from the point of
survey operations and methods of assessing and
controlling these errors. Despite this operational
distinction, however, the two classes of error are
conceptually quite similar.

Various componentsof measurementerror maybe
distinguished. Further operational classification
within each category may be introduced. Each
type of error may be decomposed into bias and
variance components. These distinctions are
useful as the components differ in nature and in
methods of assessment and control.

(a) Measurement bias

A part of the error is common to the work of
all interviewers (or coder, etc.); this gives rise
to response bias, i.e. more or less systematic
errors in obtaining the required information.
Bias arises from shortcomings affecting the
whole survey operation: basic conceptual
errors in defining and implementing the survey
content; incorrect instructions affecting all the
survey workers; errors in the coding frame or
programs for processing the data, etc. Errors
also arise from inherent difficulties in collecting
certain types of information, more or less
independently of the specific technical design
and procedures of the survey, given the general
social situation and the type of respondents
involved. The first step in identifying bias is
through logical and substantive analysis of
the internal consistency of the data. Beyond
that, the assessment requires comparison with
more accurate information: data from external
sources and/or data collected with special,
improved methods.
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(b) Measurement variance

This refers to variable errors in data collection
and processing. In addition to biases common
to the whole operation, each interviewer has
his/her own particular bias, which affects the
interviewer’s whole workload. This gives rise
to correlated response variance, which indicates
a lack of uniformity and standardisation in the
interviewers’ work. By contrast, simple response
variance is random, not correlated with any
particular interviewer. It is an indicator of
the inherent instability of particular items in
the questionnaire. Its measurement requires
comparisons between independent repetitions of
the survey under the same general conditions —
there is no way, in a single survey, to distinguish
between variation among the true values of
units (which gives rise to sampling error), and
the additional variability arising from random
factors affecting individual responses.

3.1.3 Errors in estimation

Coverage and related errors

Coverage errors arise from discrepancies between
the target and the frame populations, and also
from errors in selecting the sample from the
frame. The condition of ‘probability sampling’
is violated if: (a) the survey population is not
fully and correctly represented in the sampling
frame; (b) the selection of units from the frame
into the sample is not random with known non-
zero probabilities for all units; or (c) not all the
units selected into the sample are successfully
enumerated. Coverage error concerns primarily
(a), but also (b); (c) concerns non-response.

NOH-I‘CSPOHS@ €rrors

Non-response refers to the failure to obtain a
measurement on one or more study variables for
one or more sample units. When a whole unit is
missed, we have unit non-response. When a unit
is included but information on some items for
it is missed, we have item non-response. Non-
response causes an increase in variance due to
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Figure 3.1: Types of errors in surveys

Errors in measurement

1 conceptual errors

e errors in basic concepts, definitions and classifications

e errors in putting them into practice (questionnaire design, preparation of survey manuals,
training and supervision of interviewers and other survey workers)

response (or ‘data collection’) errors
response bias
simple response variance
correlated response variance

e o o Ny

processing errors

recording, data entry and coding errors
editing errors

errors in constructing target variables
other programming errors

e o o o

Mixed category

4 item non-response

e only approximate or partial information sought in the survey

¢ respondents unable to provide the information sought (‘don’t knows’)
¢ respondents not willing to provide the information (‘refusals’)

¢ information suppressed (for confidentiality or whatever reason)

Errors in estimation

5 coverage and related errors
e under-coverage

e over-coverage

o sample selection errors

unit non-response

unit not found or inaccessible
not-at-home

unable to respond

refusal (potentially ‘convertible’)
‘hard core’ refusal

e o 0 0 0o O\

N

sampling error
sampling variance
estimation bias

Non-sampling errors =1 to 6

+ Comparability, underscoring all aspects of data accuracy

Source: Adapted from Hussmans et al (1990)
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decreased effective sample size and/or due to
weighting and imputation introduced to control
its impact; more importantly, it causes bias in so
far as non-respondents are selective with respect
to the characteristic being measured. For instance,
one might expect persons with higher incomes
to be more reluctant to give information on
their income; similarly, poorer, unemployed and
socially excluded persons are more likely to be
missed in surveys such as EU-SILC. Classification
of unit non-response according to the reasons or
circumstances giving rise to it can be very helpful
for identifying and controlling the extent of non-
response and assessing its impact. It is most useful
when the categories are designed to capture the
most important factors in the particular survey,
are not too numerous, and are clear and non-
overlapping (Kish, 1965, Section 13.4A). Examples
are units not found or not accessible, not-at-home,
unable or refusing to respond. In a repeat survey
suchas EU-SILC, it can be very useful to distinguish
between ‘potentially convertible’ refusals and
‘hard core’ refusals which have to be dropped from
future rounds.

For composite units (e.g. a multi-adult household),
any of the above reasons may result in partial unit
non-response, in the sense described in Section 3.3.3.

Sampling error

Sampling error is a measure of the variability
between estimates from different samples,
disregarding any variable errors and biases
resulting from the process of measurement and
sample implementation. Of course, sampling
error represents only one component of the
total survey error. For estimates based on small
samples, this component may be the dominant
one. In other situations, non-sampling errors,
in particular sample selection, non-response
and measurement biases, may be much more
important. However, even in these cases,
sampling error increases progressively as the
estimates are produced for smaller and smaller
subgroups of the population, such as for social
classes or regions of a country: in a small enough
subgroup, sampling error may well outweigh

non-sampling errors. This consideration is very
important in a multi-purpose survey such as EU-
SILC, an important objective of which is to study
differentials and trends.

3.1.4 Item non-response

Item non-response can be seen as an intermediate
category between errors in measurement and
errors in estimation. Like any other error in
measurement, item non-response is subject-matter
specific. At the same time, it can be viewed simply
as an addition to the existing unit non-response
in analysis involving the particular item affected,
thereby amounting to an error in estimation. Item
non-response is particularly important in EU-
SILC and similar surveys collecting complex and
detailed information on components of household
and personal income. Some components such
as income from self-employment and capital
can be subject to extremely high levels of item
non-response.

Information on an item may be incomplete
simply because it is not feasible to seek it exactly or
in full detail in an interview survey; these errors
are akin to ‘conceptual errors. The impact on the
results may differ depending on the respondent’s
characteristics and circumstances. ~Often
information is missing because the respondent
is unable to provide it, or the respondent may
be unwilling to provide information which is
considered too sensitive or personal. There can be
an added, special reason for item non-response in
surveys providing microdata to researchers and
other users: this is deliberate suppression of some
information, presumably based on confidentiality
and similar considerations.

For composite items (e.g. an income target
variable composed of several individual items),
any of the above reasons may result in ‘partial
item non-response, in the sense described in
Section 3.3.4.

3.1.5 Comparability

Comparability is increasingly considered as
the central requirement of data quality. This
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dimension of quality is particularly important
in a multi-country undertaking such as EU-
SILC, where issues relating to comparability
underscore all aspects of data quality, especially
data accuracy. It is not possible to assess the extent
and impact of sampling and non-sampling errors
in EU-SILC without evoking at the same time
the extent to which the results can be considered
comparable across countries, across time, and
also in relation to other data sources. We may
also note that indications of accuracy (unit and
item non-response rates, sampling variance,
etc.) need to be defined and computed following
identical procedures.

There is a great variety of errors arising from
conceptual and measurement (collection and
processing) sources and the patterns can differ
across countries. Below we present a few selected
aspects of such errors with reference to the
measurement of income, which constitutes the
main topic of EU-SILC. Often it is not possible to
associate these errors with a single source: usually
the observed patterns reflect the combined effect
of different sources.

3.2.1 Reporting of negative and zero values for
income components

As an illustration, Table 3.1 shows variation
across countries in the incidence of reporting
negative, zero and positive values of income from
self-employment. The incidence of reporting
a negative amount varies across countries:
roughly half the countries in EU-SILC permit
the recording of negative values for income
from self-employment, and the other half do
not. This illustrates the influence of variations
in measurement procedures on accuracy and
comparability of the data.

It is not possible to present here detailed results
for other income components individually. A
few observations concerning capital income

should, however, be made. The impact of
conceptual differences is seen markedly in the
case of this component. No countries record
negative values for the component, except for the
striking example of Denmark where over half the
reported amounts in the 2007 data were negative.
Nevertheless, even here this component accounts
for around 20% of total income of households,
which is practically identical to the average value
of this share over EU countries. The large number
of negative values in Denmark is in fact made up
of numerous small amounts.

There are also some other conceptual differ-
ences in the measurement of capital income. For
instance all but 1-3% households report zero
income from this source in countries such as
Greece and Hungary, while all but 1-3% report
a non-zero income from this source in register
countries like Denmark and Norway. These dif-
ferences are also reflected in the mean amount
per recipient — the values being much higher
among the fewer recipients in the former coun-
tries compared to the latter. Such differences are
likely to arise from, among other factors, dif-
ferences in the methods of measurement — re-
gisters tend to record small values exhaustively,
while in personal interviews only larger amounts
are likely to be recorded.

3.2.2 Total household gross and disposable
income (HY010, HY020)

A source of variation affecting comparability
is the presence of negative, zero and extreme
(very large) values in the distribution of total
household income. Often these differences result
from different data sources and survey conditions
and procedures.

Only a minority (around one-third) of the
countries permit negative values for total gross
income but most (though not all) seem to permit
zero values, though the proportions of such cases
are generally very small.

The incidence of negative and zero values is
somewhat higher for total household disposable
income. One of the main uses of this variable is

Income
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Table 3.1: Households receiving income from self-employment, 2007

recipients as % of all households % share mean
% % % total % negative of of total per
zero* negative positive recipients income recipient

(M ) 3) (4)=(2)+(3) (5)=(2)/(4) (6) (7)=(6)/(4)
BE 89.7 0.1 10.2 10.3 0.7 6.1 59.8
cz 81.5 185 18.5 15.1 815
DK 69.2 35 27.3 30.8 1.5 57 184
DE 89.6 104 104 9.2 884
EE 90.6 0.5 9.0 94 4.8 23 244
IE 789 211 211 13.1 61.9
EL 67.9 321 32.1 243 755
ES 85.6 0.8 13.6 144 5.7 8.2 56.7
FR 923 7.7 77 7.0 90.6
IT 727 0.2 27.1 273 0.8 204 74.6
cY 753 24.7 24.7 1.2 454
Lv 918 0.2 8.0 8.2 25 45 54.8
LT 813 18.7 18.7 6.4 34.0
LU 93.2 0.1 6.7 6.8 1.5 43 62.2
HU 844 04 15.3 15.6 24 83 532
NL 849 23 12.8 15.1 153 6.1 40.0
AT 83.8 04 15.8 16.2 22 8.6 532
PL 783 21.7 21.7 9.9 45.6
PT 79.2 20.8 20.8 12.0 574
Sl 751 249 249 54 216
SK 89.2 0.2 10.6 10.8 1.7 7.7 716
Fl 84.8 15.2 15.2 55 36.5
SE 81.2 43 14.5 18.8 229 2.8 14.8
UK 87.5 0.0 12.5 12.5 0.1 8.8 704
IS 82.6 174 174 35 19.9
NO 86.0 29 11.1 14.0 209 58 413
Average 17.1 8.5 52.1
cv (%) 40.7 60.1 42.0

Source: EU-SILC Users’ database. Data weighted by household cross-sectional weight (DB090).

NB: Gross self-employment income (PY050) is aggregated to the household level.

*This column for ‘zero’ values may contain small numbers of missing values on income.

‘Average’ refers to simple (unweighted) average over the 26 countries shown.

‘cv’is the coefficient of variation of unweighted country values.

Reading note: The table shows that. for example in Belgium. 0.1% of households report a negative amount for income from self-employ-
ment and 10.2% a positive amount. giving a total of 10.3% recipients’ Negative reports form 0.7% of these recipients. Of the total income
received by all households. that from self-employment constitutes 6.1%. However. considering only households with non-zero income
from self-employment. the average amount of income from self-employment received by such households amounts to nearly 60% of the
total income averaged over all households in Belgium.
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to serve as a measure of economic well-being.
However, negative or zero values of disposable
income do not provide a useful measure of
well-being which can serve as a proxy for
living standards. The process of equivalisation
of income — which adjusts household income
to take into account economies of scale — also
makes little sense when applied to negative
quantities. In any case, some measures
of poverty and inequality cannot be construc-
ted with negative or zero amounts of net

disposable income.

The presence of afewlarge valuesat the upper end
of the income distribution is also problematic in
this respect, though not necessarily in the same
way as negative or zero incomes. While not
affecting measures of poverty, the presence of
even a few very large values can markedly affect
the computed indicators of inequality such as
the Gini coefficient (?) and the S80/S20 ratio (?).
The variance of the estimates may also be
greatly inflated. These factors impart instability
to the survey estimates and adversely affect their
comparability across time and across countries.
For instance, we find (using 2007 data) that,
on the average across EU countries, the 99th
percentile of total household disposable income
is around four times the national median
income, with a small coeflicient of variation (cv)
of 15% across countries. The diversity among
countries increases as we move closer to the
upper end of the distribution: the cv of the ratio
to national median increasing to 20% at the
99.5th percentile, 25% at 99.8th percentile, and
to 60% among the largest recorded values in the
countries. See Table 3.2.

(*) 'The Gini coefficient is an income inequality indicator based on the
cumulative share of income accounted for by the cumulative percent-
ages of the number of individuals, with values ranging from 0 per cent
(complete equality) to 100 per cent (complete inequality).

The ratio of the share of income going to the top 20 per cent of the
population (referred to as the top quintile share) to that going to the
bottom 20 per cent (the bottom quintile share).

3.2.3Total household disposable income before
social transfers (HY022, HY023)

A major limitation of these variables is the
high incidence of zero and negative values.
Variable HY022 is constructed from total net
income (HY020) by deducting from it social
transfers other than pensions, and HY023 is
constructed by further deducting pensions as
well. A characteristic feature of these variables is
the large proportion of zero and negative values
encountered: while generally there are onlya small
proportion of such values in HY010 or HY020,
these proportions become quite significant in the
case of HY022, and tend to become very large
for HY023.

In the 2007 data for instance, averaged over
countries, 3% of the computed values of total
household disposable income before social
transfers other than pensions (HY022) are
negative or zero. This average figure increases to
17% for total household disposable income before
all social transfers (HY023). The last mentioned
proportion reaches or exceeds 25% in almost
one-fourth of the countries.

The presence of large proportions of zero
and especially of negative values diminishes
the usefulness of these variables in providing
explanatory or policy-relevant indicators.
Different factors may be involved in different
countries in determining the prevalence of
negative and zero values in HY022 and HY023. It
is likely that such values appear in large numbers
as a result of deducting social transfers from the
household’s actual disposable income without
adequately considering that outgoings (already
deducted from income) may be conditional on
the availability to the household of the social
transfer income component which is being
removed. An obvious example is a voluntary
private transfer paid out by a household, itself
dependent on social transfers as the main source
of its income. Another important issue concerns
the (net/gross) form of social transfers which
are deducted from HY020 in the construction
of HY022/HY023. Obviously, the deduction
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Table 3.2: Ratio of upper percentiles to the median, 2007

Total disposable household income (HY020)

Ratio of Pth percentile to median income

P= 80 920 95 929 99.5 99.8 maximum
BE 1.7 2.2 2.6 3.9 4.6 5.9 20.3
cz 1.6 2.1 2.5 3.8 4.5 6.4 223
DK 1.8 2.2 2.5 3.7 49 8.3 60.9
DE 1.7 2.2 2.8 4.6 6.1 8.9 26.5
EE 19 2.5 3.2 5.1 6.1 7.2 40.1
IE 1.8 23 2.8 4.4 59 7.9 39.9
EL 1.8 24 30 5.1 6.3 8.8 213
ES 1.7 2.2 27 3.9 4.7 59 10.2
FR 1.6 20 2.5 3.8 44 56 419
IT 1.8 23 29 4.7 58 7.2 25.7
cYy 1.6 2.1 2.5 4.4 7.1 11.9 22.8
Lv 20 2.8 3.6 5.6 7.1 7.8 239
LT 1.9 26 3.2 5.0 5.8 6.7 14.9
LU 1.7 2.1 2.6 3.9 5.0 57 75.8
HU 1.6 2.0 24 3.6 4.8 6.3 20.8
NL 1.6 2.1 2.5 4.4 6.0 104 16.5
AT 1.6 2.1 2.5 4.2 5.1 6.4 10.2
PL 1.7 23 29 4.5 54 6.7 28.5
PT 1.8 2.5 35 5.7 74 9.5 20.0
Sl 1.6 19 2.3 3.2 3.6 4.2 89
SK 1.6 2.1 2.5 3.8 4.5 52 8.6
Fl 1.7 2.1 2.5 3.8 4.7 7.1 333
SE 1.7 2.0 24 3.3 4.0 52 16.5
UK 1.8 23 29 4.8 59 7.6 57.5
IS 1.6 2.1 2.6 4.6 74 11.0 234
NO 1.7 2.1 24 3.5 43 6.0 23.8
average 1.7 22 2.7 4.3 54 7.3 27.5
cv(%) 6.3 9.5 125 15.5 19.5 259 60.5

NB: See notes to the previous table.

has to be net of taxes and contributions, but in
some cases gross amounts seem to have been
deducted. An added disturbing aspect — likely
to have an adverse effect on comparability — is
the apparently arbitrary choice in recording non-
positive values either as zeros or as negative. In
some countries negative values predominate
among these, while in some others zero values

predominate. In relation to non-sampling errors
in EU-SILC data and their comparability across
countries, it is important to investigate how far
these markedly differing patterns arise from
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conceptual and procedural differences among
the national surveys.

3.2.4The importance of uniform procedures for
achieving comparability

Often the presence of negative, zero and very large
values of household income is the result of errors in
the data introduced at the collection or processing
stages. While it cannot be assumed automatically
that any such extreme values are erroneous, there
is a high chance of that being the case. Empirically
we find that country surveys differ greatly in the
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incidence and patterns of occurrence of extreme
values. In part this may result from differences in
data sources and national situations, but mostly it
seems to be the result of differences in conditions
and procedures of data collection, and especially
in how the data are recorded and processed. These
differences damage the international comparability
of the results. EU-SILC data can be made more
comparable through greater standardisation
across countries of the manner in which negative,
zero and very large values are treated.

The use of standardised procedures can, of
course, enhance the data quality of individual
EU-SILC surveys. Even more important is the
positive effect such standardisation can have on
comparability across countries and over time.
Improved comparability may be considered as
the most important justification for adopting
common procedures for treating extreme values
in the income distribution.

Non-response — both unit and item non-
response — is a serious problem in EU-SILC

Figure 3.2: Components of non-response

surveys. It is clear from the available national
and Eurostat quality reports that non-response
of both types is high in many countries, and very
high in some. Apart from cross-sectional non-
response, panel attrition is particularly serious
in some cases, affecting also the consistency
between cross-sectional and longitudinal results.

3.3.1 A framework

Though normally a distinction is made merely
between unit non-response and item non-
response, in the complex data structure and
content involved in EU-SILC a more complete
classification needs to be employed, such as that
in Figure 3.2.

It would be extremely useful to study these
different aspects of non-response in empirical
detail. However, a major practical difficulty
is the lack of information on non-response
available to researchers with access only to the
UDB. Variables required for the computation
and understanding of non-response have been
removed from UDB — presumably because of
confidentiality concerns.

non-response

adults in a household

Problem Description Common solution
(1) Unit non- Failure to obtain any information on a sample household, Weighting
response including the household interview and personal interviews in the

household
(2) Partial unit Failure to obtain a personal interview with a subset of the eligible | Weighting or

full-case imputation

(3) Item non-
response

Failure to obtain some target variables in an otherwise
completed interview. (This generally affects non-income
variables in register countries and all — especially income —
variables in survey countries.)

Imputation
for missing items

(4) Partial item
non-response

Refers to the situation when some but not all the information is
obtained on a target variable. The most important case is that of
detailed income components: a part of the component may be
missing, and/or conversion may be required from the collected
net to the required gross amount

Micro-simulation (net-gross
conversion), in conjunction
with imputation for the
missing part
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Table 3.3: Unit non-response (cross-sectional sample, 2007)

New panel Overall non-reponse rate
Response rate by stage for personal interviews
address household personal New Total
contact interview interview panel sample

(1) (2) (3) (4) (5)

BE 99 48 99 53 36
HU 100 52 100 48 29
DK 86 69 100 41 42
ES 98 63 99 38 24
cz 96 65 100 38 18
AT 100 65 99 36 23
EE 84 77 99 36 20
PL 99 72 93 34 22
LT 99 68 99 32 17
Sl 98 73 100 29 24
IE 100 72 100 28 30
Fl 100 75 100 25 17
EL 100 76 100 25 16
NL 95 83 100 22 17
IT 99 81 100 20 15
PT 98 88 100 14 20
DE 91 96 100 13 19
FR 99 88 100 13 15
cYy 100 91 100 9 8
SK 100 98 100 2 16
average 97 75 99 28 22

Source: Compiled from national EU-SILC Intermediate Quality Reports 2007.

NB: Countries ordered by col. (4), the overall personal interview response rate for the new panel.

Countries where information for the new panel has not been reported separately are not shown.

Reading note: Overall response rate is the product of the response rates at each stage, cols. (1)-(3). Col. (4) is the complement of the overall
response rate. Thus 0.53=1-(0.99*0.48%0.99) for Belgium. Cols. (1)-(4) are for the newly introduced panel in the rotational design. Col. (5) is
the overall non-response rate for the whole sample as reported in national quality reports. As explained in Section 3.3.2, we believe that
these last-mentioned figures have not been correctly computed, and generally grossly under-state the actual non-response rates.

3.3.2 Unit non-response

Each stage involved in obtaining the interview
contributes to unit non-response: successfully
contacting the sample address; interviewing
the sample household once contacted; and
detailed personal interviews with all adults
(or, depending on the survey design, with one
selected respondent) in the household.

Table 3.3, columns (1)-(3) give the response
rates at the above three stages for 2007 cross-
sectional samples. The figures are confined to the
panel newly introduced in 2007 in the rotational

Income an

design. The overall response rate for the personal
interview is the product of these rates. Its
complement, the overall non-response for the
personal interview, is shown in column (4). A
number of points are worth noting.

(1) Non-response rates are very high — exceeding
33% in 8 of the 26 countries, and exceeding
20% in all but 6 countries. Such high rates can
be expected to have a significant effect on the
representativeness of the results.

(2) Thepotentialimpact of non-responseisfurther
increased because its incidence often varies across
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different parts of the population with differing
characteristics — such as having higher rates of
non-response among persons at either end of the
income distribution. It is therefore important to
analyse non-response rates for subpopulations.
Unfortunately this cannot be done for EU-SILC
on the basis of microdata available to researchers,
since variables concerning the response status of
households and individuals have been excluded
from those data. The figures reported in the table
are merely reproduced from national or Eurostat
quality reports.

(3) The table also quotes in column (5) the
reported non-response rates for the cross-
sectional sample as a whole. Normally these rates
should be higher than the non-response rates in
column (4) for the newly introduced panel, since
the older parts of the sample have been subject
to additional non-response at previous waves.
The reported results are mostly inconsistent
with this for the following reason. In a cross-
sectional sample based on a rotational design
(Verma and Betti, 2006), proper computation of
the rate of non-response must take into account
all the losses in the sample which have occurred
since the concerned units were first selected
into the rotational design. The reported non-
response rates are gross underestimates since
their computation has been based entirely on the
units present in the current cross-sectional data
set. Units which were selected at an earlier time
and remain in-scope of the target population,
but were dropped from the survey due to earlier
non-response are not taken into account in the
computation of the current cross-sectional non-
response rates, in so far as such units do not
appear in the current cross-sectional data files
used as the basis for these computations.

(4) Unit identification numbers in EU-SILC
are randomised for confidentiality reasons.
This randomisation seems to have been done
independently between the cross-sectional and
longitudinal data sets, even though in terms of
actual units these data sets largely overlap. The
problem of correctly computing cross-sectional
non-response rates can be resolved only by

retaining the identification of the link between
the cross-sectional and longitudinal samples at
the micro level, and using the information on
longitudinal follow-up rates in the computation
of achieved response rates for the cross-sectional
sample. For a sample introduced into the survey
at an earlier wave, the actual response rate of its
contribution to the current cross-sectional sample
is the product of: (a) the response rate achieved
when it was first introduced into the survey, akin
to the complement of column (4); and (b) the ‘wave
response rate’ at each subsequent wave, similar to
the complement of column (5) per wave. (*)

3.3.3 Within-household (‘partial unit’) non-
response

The overall personal interview response rates
discussed above incorporate the effect of
within-household non-response, i.e. of failures
to obtain personal interview(s) in households
otherwise successfully enumerated. In any case,
the contribution of such within-household
non-response is generally very small at the
aggregate level.

However, this is not at all the case as far as the
individual households affected are concerned.
The income of the household (and hence the
equivalised income attributed to each of its
members) cannot be properly measured without
including the contribution of all its members.

The reported incidence of within-household non-
response is around 1% in most countries, but is
higher in a few (for instance, in the 2007 survey,
around 3% in Latvia and Slovakia, and notably
10% in Poland as a clear outlier). Countries have
used quite different methods to deal with the
problem, which are as follows:

(1) Full-case imputation of missing personal
interviews. This can be a convenient and satisfactory
method when the incidence of within-household
non-response is small. (Followed by Belgium,
Estonia, France, Cyprus, Lithuania and Austria.)

(*) Wave response rate is the percentage of sample units successfully inter-

viewed in wave t, among in-scope units passed on from wave (t-1) or
newly created or added during wave t.

Income




(2) Adjustment of total income of the affected
household by a factor (UDB variable HY025)
determined on the basis of characteristics of the
household and of the non-interviewed persons.
(Followed by Germany, Greece, Spain, Latvia,
Portugal and Slovakia.)

(3) Taking no action, i.e. making no imputation
or weight adjustment for the missing personal
interviews. (Poland, despite high incidence of
within-household non-response.)

(4) Deleting from the data all households with
one or more missing personal interviews. This
inflates the overall household non-response rate.
It can be wasteful, and also hides the problem
of within-household non-response. Yet, this
is a widely used practice. (Followed by Czech
Republic, Ireland, Italy, Luxembourg, Hungary
and the United Kingdom.)

(5) All the register countries present a situation
similar to (4), but arising from a different
mechanism. Here the information on income
comes from administrative sources, not subject
to non-response. Complex non-income or ‘social’
variables are collected through personal interview
in all countries, including register countries
which follow-up one selected respondent per
household for the purpose. These interviews are,
of course, subject to high rates of non-response. (°)
Unfortunately, households where such an interview
cannot be conducted are dropped from the survey,
hence losing also the information on income
for these households — even though it would
have been possible to compile this information
without non-response from registers for all sample
households and their members.

Frick et al (2010) have recently analysed the
problem of within-household non-response
using data from more than 20 waves of the
German Socio-Economic Panel (GSOEP). They

(°) In fact, the overall personal interview non-response rates in register
counties tend to be higher than those in survey countries: the respec-
tive average figures being 27% and 21% for the 2007 cross-sectional
sample, for instance. As noted, these figures from the national quality
reports are themselves under-estimates. It should also be mentioned
that within each group there is a wide variation across counties around
the above-mentioned averages.

evaluate different strategies to deal with this
phenomenon, and show how the choice of the
technique affects the substantive results and their
comparability.

3.3.4 Item non-response

Unlike unit non-response for which there is a
lack of information, EU-SILC is exceptionally
good in providing detailed information on item
non-response in the microdata files and also in
survey documentation. There are few other social
surveys which match the EU-SILC standards in
this respect.

For every income component, the data
provide two ‘flags’ indicating the form and
the degree of completeness of the collected
information. Though all income components
are recorded gross of taxes and social insurance
contributions, the collected amount may be
gross, or it may be net of taxes and/or of social
insurance contributions. The first flag records
the form of collection, which determines
whether micro-simulation is required to obtain
the target gross amounts. Micro-simulation
is similar to imputation in that both involve
some form of modelling; micro-simulation
tends to be more dependent on external data
and relationships, while imputation more on
relationships between the variables observed
within the dataset.

The second flag records the ratio of the amount
actually collected to the amount recorded for
the component concerned. As explained in the
notes to Table 3.4, value ‘0’ means full item non-
response — the percentage of cases in which
the item has been completely imputed. Value
‘I’ means the amount is recorded exactly as
collected, with no imputation or net-to-gross
conversion. The remaining cases involve partial
item non-response. In this case, the flag gives
the combined effect of imputation and net-to-
gross conversion. However, in cases where the
amounts collected were already in the gross form,
no net-to-gross conversion is involved and the
flag departs from 1.0 only because of imputation
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Table 3.4: Item non-response: income from self-employment (PY050), 2007

% distribution of recipients

% distribution

% by mode of collection according to imputation factor
receiving (= value collected / value recorded) Total
-1 1 2 3 4 5 =0 0-0.5 0.5-1.0 =1 >1
BE 6.2 0.1 100 71 0 0 28 100
DK 232 100 100
DE 6.1 100 9 4 84 100
IE 104 100 56 1 6 37 100
ES 74 100 29 2 36 33 100
cY 1.3 100 1 0 99 100
LU 50 100 46 0.3 53 100
HU 10.2 0.1 100 2 98 | 0.1 100
NL 96 100 100 100
AT 9.7 100 94 4 04 2 100
Sl 15.8 100 36 54 1 13 100
SK 49 100 100 100
FI 213 100 100
SE 134 100 0 100 100
UK 7.3 100 22 0.1 0.2 78 100
IS 109 100 100
NO 12 8 92 100
cz 76 2 18 79 1 16 81 13 100
LT 94 25 74 0 1 1 14 83 038 100
EE 6.7 33 65 3 14 1 18 67 100
PT 104 63 19 14 4 2 85 14 100
EL 19.5 100 0 100 100
FR 43 100 0 1 94 53 100
IT 16.6 100 0 4 19 5 72 | 00 100
LV 43 100 0 6 1 83 100
PL 106 100 0 20 12 15 54 0.0 100

Source: EU-SILC Users’ database; unweighted values.

NB:-1 missing; 1 net of tax and social contributions; 2 net only of tax; 3 net only of social contributions; 4 gross; 5 not stated.

Reading note:'Imputation factor’='0"means full item non-response — the percentage of cases in which the item has been completely
imputed. Value ="1"means the amount is recorded as collected. with no imputation or net-to-gross conversion. The remaining cases involve
partial item non-response; if‘ mode of collection’="4. this partial item non-response is entirely due to a part of the information being missing;
in other cases it indicates a mixture of imputation and net-to-gross conversion.

for the part which was missing. In other cases the
flag indicates a mixture of imputation and net-to-
gross conversion.

For illustration, values of the two flags are shown
in the table for income from self-employment
(PY050). These figures underscore the richness of
the information available on item non-response
in EU-SILC microdata. It has to be admitted,

however, that the quality of the available
information on flags is not uniformly good and
the information is missing in some countries.
Having a large proportion of cases with low values
of the imputation flag indicates poor quality of
the data. Large variability in this index across
countries also casts doubt on comparability of
the information.
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3.4.1 Jackknife Repeated Replication (JRR) for
variance estimation

EU-SILC is a set of large-scale household surveys
based on complex designs. The surveys are multi-
purpose, involving many types of variables,
estimates, units of analysis, levels of aggregation
of the results, and diverse subpopulations for
which estimates of levels, differences and other
relationships are required. Practical procedures
for estimating sampling errors for such a survey:
(i) must take into account the actual, complex
structure of the design; (ii) should be flexible
enough to be applicable to diverse designs; (iii)
should be suitable and convenient for large-
scale application, producing results routinely
for diverse statistics and subclasses; (iv) should
be robust against departure of the actual sample
design from the ideal model assumed in the
computation method; (v) should have desirable
statistical properties such as small mean-square
error of the variance estimator; (vi) should be
economical in terms of effort and cost; and (vii)
suitable computer software should be available
for application of the method (Verma, 1991).

Two broad practical approaches to the
computation of sampling errors are:
1. computation from comparisons among

certain aggregates for primary selections or
replicates within each stratum, also known as
the linearisation method;

2. computation from comparisons among
estimates for replications of the sample, each
of which reflects the structure of the full
sample.

A major advantage of methods in (2) above is that
they do not require an explicit expression for the
variance of each particular statistic, and hence
can more easily handle complex statistics and
designs, including multi-wave and longitudinal
situations. The variance estimates take into
account the effect on variance of aspects of the
estimation process which are repeated for each
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replication. In principle this can include complex
effects such as those of imputation and weighting,
though often full repetition of these procedures
for each replication is not feasible.

A particular method of class (2) is the Jackknife
Repeated Replication (JRR) method. The
basic model of the JRR may be summarised
as follows. Consider a design in which two or
more primary selection units (PSUs) have been
selected independently from each stratum in
the population. Within each PSU, sub-sampling
of any complexity may be involved, including
weighting of the ultimate units. In the standard
version, each JRR replication can be formed by
eliminating one PSU from a particular stratum at
atime, and increasing the weight of the remaining
PSUs in that stratum appropriately, so as to obtain
an alternative but equally valid estimate to that
obtained from the full sample.

Let z be a full-sample estimate of any complexity,
and z,, be the estimate produced using the same
procedure after eliminating primary unit i in
stratum h, compensating for that by increasing
the sample weight of the remaining (a, -1) units in
the stratum by an appropriate factor. Let z be the
simple average of the z, values over the a, sample
units in h. Variance of z is estimated as (°):

a,—1

Var(z):Zh .Zi(z(hi)—z(h))z (3.1)

a,

The same relatively simple variance estimation
formula holds for z of any complexity.
Furthermore, apart from variance estimation of
ordinary cross-sectional measures, application
of the JRR methodology can be readily extended
to more complex indicators based on the EU-
SILC rotational panel design. These include
longitudinal poverty rates based on union and/or
intersection of an individual’s poverty statuses at
a series of cross-sections, as well as measures of
net change and averages over two or more waves
(Verma and Betti, 2007).

(6) The ‘finite population correction, trivial in a survey such as EU-SILC, is
neglected in (3.1).
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3.4.2 Defining sample structure:
‘computational’ strata and PSUs

Practical variance estimation methods, including
the JRR, need to make some basic assumptions
about the sample design. These include the
following:

1. the sample selection is independent between
strata;

2. two or more primary selections are drawn
from each stratum;

3. these primary selections are drawn at random,
independently and with replacement;

4. the number of primary selections is large
enough for valid use of the variance estimation
procedure described above.

Though these basic assumptions regarding the
structure of the sample for application of the
method are met reasonably well in most EU-
SILC surveys, often the assumptions are not met
exactly. In many practical situations some aspects
of the sample structure need to be redefined to
make variance computation possible, efficient
and stable. Of course, any such redefinition
is appropriate only if it does not introduce
significant bias in the variance estimation.

A very convenient approach in practice is to
summarise the most essential information about
the sampling design in the form of two variables,
coded for each unit in the microdata file: the
‘computational stratum’ and the ‘computational
PSU’ to which the unit belongs. This can be done
in most cases for the type of sample designs used in
EU-SILC. Obviously, these two variables must be
defined so as to meet the basic requirements (1)-
(4) listed above for the application of the variance
computation procedure adopted. Normally, we
may expect the new variable ‘computational
stratum’ to be related (and sometimes identical) to
UDB variable DB050; similarly for ‘computational
PSU” and DB060. However, very often the UDB
variables require some redefinition before they
can be used for the purpose of variance estimation.
The computation stratum has to incorporate all

information about the stratification of the PSUs,
including both explicit stratification and, where
applicable, implicit stratification resulting from
systematic sampling of the PSUs. It has also to
ensure that each computational stratum contains
at least two computational PSUs (which are then
assumed to have been selected at random with
replacement). Starting from the actual PSUs, the
variable computational PSU should seek to create
units reasonably large and uniform in size, and
small enough in number so as to avoid excessive
computational burden. To do the above in a
statistically valid way requires sampling expertise.
Apart from codes of the existing sample structure
in the microdata files, this requires additional
information: (i) detailed description of the sample
design, identifying features such as the presence
of systematic selection, ‘self-representing’ PSUs
(which are in fact strata), etc; and (ii) information
connecting the sample structure codes in
the microdata with sufficiently detailed and
clear descriptions on the basis of which the
sample structure at the level of individual units
can be identified.

It is not possible here to go into technical details
of how the required computational strata and
PSUs may be defined most appropriately in the
case of each EU-SILC national sample design. An
extensive discussion may be found in Verma, Betti
and Gagliardi (2010). It is important, nevertheless,
to emphasis a point of great practical relevance in
relation to variance estimation by users of EU-SILC
data. The major problem is the lack of sufficient
information for the purpose: the UDB does not
contain information on sample structure, in
particular concerning stratification. Consequently,
from UDB, variances can be computed only for
the handful of countries which have employed
simple (unstratified) samples of households or
persons, or where such a simple structure can be
assumed as a reasonable approximation. Generally,
however, appropriate coding of the sample
structure, in the survey microdata preferably, is
an essential requirement in order to ensure that
sampling errors can be computed properly, taking
into account the actual sample design. Lack of




information on the sample structure in survey data
files is a long standing and surprisingly persistent
problem in survey work, as for example Kish et al
(1976) discovered in their attempts to compute
sampling errors for achieved survey data sets in the
United States. (7)

3.4.3 Analysis of design effects in EU-SILC

Design effect (Kish, 1995) is the ratio of the
variance (v) under the given sample design, to
the variance (v,) under a simple random sample
of the same size:

& =vlv, d=selse, (3.2)

Computing design effects requires the additional
step of estimating the error under simple random
sampling (se ), apart from its estimate under the
actual design (se).

Why are design effects needed and useful? EU-
SILC regulations require information on effective
sample size, which can be estimated only with
information on design effects. Proceeding from
standard errors to design effects is also essential
for understanding the patterns of variation and
determinants of the magnitude of the error,
for smoothing and extrapolating the results for
diverse statistics and population subclasses, and
for evaluating the performance of the sampling
design. It is important to note in this context that
values of the design effect can differ greatly across
variables and subpopulations within the same
survey, and it is important to estimate and analyse
this variation. (See for instance, Kish et al 1976,
Verma et al 1980, Verma and Lé 1996, as examples
from multi-country multi-subject surveys.)

Why is analysis of design effects into components
needed and useful? The general reasons for
analysing design effects into components include
the following: to better understand from where
inefficiencies of the sample arise; to identify
patterns of variation; through that, to improve
‘portability’ of the results to other statistics,
(7) We are fortunate in having received additional information on sample

structure (in particular on explicit stratification, variable DB050) from

Eurostat for illustrative computation of sampling errors for EU-SILC
surveys. But this information still had some major limitations.
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designs, situations, etc. It may also be noted that
withJRR (and other replication methods) the total
design effect can only be estimated by estimating
its components separately. In applications to
EU-SILC, there is in addition a most important
and special reason for having procedures for
appropriate decomposition of the total design
effect into its components. Because of the limited
information on sample structure included in the
microdata available to researchers, direct and
complete computation of variances cannot be
done in many cases. Decomposition of variances
and design effects identifies more ‘portable’
components, which may be more easily imputed
(carried over) from a situation where they can be
computed with the given information, to another
situation where such direct computations are not
possible. On this basis valid estimates of variances
can be produced for a wider range of statistics,
thus overcoming at least partly the problem due
to the lack of information on sample structure in
EU-SILC microdata.

Components of design effect

We may decompose the design effect into
components as follows:

v=v,d=v:d, d, d d

2
WHDX)'

(3.3)

Here v, is the variance (for the statistic
concerned) in an equivalent simple random
sample of individual persons; d,; is the effect of
sample weights; if relevant, d, is the effect of
clustering of individual persons into households
and d | the effect of clustering of households into
dwellings; and finally, d, is the effect of other
complexities of the design, mainly clustering
and stratification.

The effect of weights d,, does not depend on
the sample structure, other than the presence of
unequal sample weights for the elementary units
of analysis. Weighting generally inflates variance
(weighting is primarily introduced to reduce
bias). With the complex weighting procedures of
EU-SILC, variation in weights can become large,
inflating the design effect. This effect needs to be
evaluated and controlled.
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Table 3.5: Estimates of standard errors and components of design effects, 2005-2006

(persons) estimate = %se* (‘ﬁsne:) d, d, d, d, d 0(:??;
uy o B @ gm © 0 ® eome o1
Mean equivalised disposable income
PL 32820 3686 0.71 0.77 0.94 1.21 1.74 Y 1.98 0.36
UK 15434 22 686 1.25 0.94 133 1.02 1.53 1.00 2.07 0.61
AT 9516 19 888 0.82 0.82 1.00 1.11 1.58 X 1.75 047
BE 8205 19274 1.33 1.19 111 118 1.55 1.00 2.03 0.65
LT 8036 3062 1.59 1.61 0.99 1.25 1.64 1.00 2.03 0.79
At-risk-of-poverty rate
PL 32820 184 045 0.44 1.02 1.08 1.74 Y 191 0.24
UK 15434 18.0 0.95 0.60 157 1.07 1.53 1.00 2.56 0.37
AT 9516 120 0.68 0.68 1.00 1.19 1.58 X 1.88 0.36
BE 8205 14.1 0.68 0.60 1.13 1.05 1.55 1.00 1.85 0.37
LT 8036 20.0 1.00 0.98 1.02 1.20 1.64 1.00 2.01 0.50
At-risk-of-poverty rate for children (aged under 16)
PL 5798 25.2 0.79 0.80 0.99 1.07 1.27 Y 1.35 0.59
UK 2995 219 1.53 142 1.08 1.08 1.31 1.00 1.53 1.00
AT 17% 14.7 147 147 1.00 1.12 1.29 X 144 1.02
BE 1617 13.1 1.31 112 117 1.04 1.31 1.00 1.59 0.83
LT 1267 236 218 2.16 1.01 1.21 1.23 1.00 1.49 1.46
At-risk-of-persistent-poverty rate (two year longitudinal panel)

PL 32820 12.7 0.34 0.34 0.99 1.05 1.74 Y 1.82 0.19
UK 15434 104 0.59 0.53 112 1.07 1.53 1.00 1.83 0.32
AT 9516 6.7 0.57 0.57 1.00 1.14 1.58 X 1.80 0.32
BE 8205 89 0.66 0.58 1.15 1.15 1.55 1.00 2.04 0.33
LT 8036 154 0.87 0.89 0.97 1.25 1.64 1.00 1.99 0.44
dhse* For mean statistics e.g. equivalised disposable income — expressed as percentage of the mean value.

For proportions and rates (e.g. poverty rates) — given as absolute percentage points.
d Overall design effect

Components of design effect:
d, design effect due to clustering and stratification of ultimate sampling units (dwellings or households)
d, effect of unequal sample weights
d, effect of clustering of persons within households
d, effect of clustering of households within dwellings (if applicable)

Y = effect cannot be separately estimated because of lack of information identifying dwellings
but is automatically incorporated into the overall design effect d;

X = effect cannot be estimated, and cannot be included in the overall design effect d.
Source: EU-SILC Users’ database. The computations refer to 2006 data in the 2-year (2005-2006) panel.

Reading note: In PL for example. standard error for mean equivalised disposable income is 0.71% of the mean value (euro 3.686). For
at-risk-of-poverty rate of 18.4%. standard error is 0.45 in (absolute) percentage points (implying a 95% confidence interval of 17.5-19.3%.
for instance). Col. (4) gives standard error computed by ignoring any clustering and stratification of the ultimate sampling units (dwellings
or households). The ratio of the actual to this ‘randomised sample’standard error. col. (5). isolates the effect of clustering and stratification
of dwellings/households in the sample. Col. (10) is an estimate of standard error which would be obtained in a simple random sample of
persons. of the same size as shown in col. (1).
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Factor d, applies if v, refers to variance in a
simple random sample of individuals, while v
refers to variance of a variable measured at the
household level. For example, this factor equals
square-root of household size for variables
relating to household income when the unit of
analysis is an individual person and v, is defined
to refer to a SRS of individual persons. For
variables constructed at the household level on
the basis of separate but correlated observations
on individual household members, d, will be
lower than the above depending on the strength
of the correlation.

The effect of clustering of households within
dwellings or addresses is absent (d,=1) when we
have a direct sample households or persons, or
whensuchunitsareselected directlywithinsample
areas — as is the case in most of the EU-SILC
surveys. This effect is present when the ultimate
units are dwellings, some of which may contain
multiple households, but it is small in so far as
there is generally a one-to-one correspondence
between addresses and households.

The above components of the design effect can
be estimated without reference to information
on the sample structure, other than weighting
and identifiers linking different types of
units (e.g. persons with their households).
By contrast, computation of d, the effect of
complexities of the design such as multiple
stages and stratification, requires information
on the sample structure linking elementary
units to their strata and higher stage units.
Normally this effect exceeds 1 because the loss
in efliciency due to clustering tends to be larger
than the gain from stratification. We can expect
it to be less than 1 in stratified random samples
of elements. Procedures for estimating the
design effect and its components are described
in Verma, Betti and Gagliardi (2010).

3.4.4 lllustrative estimates of variance and of
design effect and its components

On the basis of the additional information
provided by Eurostat for the purpose of this
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research, sampling errors have been computed as
an illustration for a few countries shown in the
Table 3.5. The results are for the 2006 sample in the
longitudinal data set for the year 2006. This data
set covers the preceding 2 or 3 years depending
on the country. (¥) The computations illustrated
cover three cross-sectional indicators for 2006,
and one longitudinal indicator defined over the
two years 2005-2006. In the table, column (3) is
the computed standard error based on the actual
structure of the sample, and column (4) is the
same statistic computed by treating the sample
as a un-clustered and un-stratified sample of
households. The ratio of the two, column (5) gives
d,, the effect due to clustering and stratification
of households in the sample.

Two practically important and convenient points
may be noted in relation to these results. Firstly,
the complexity of the sample design at stages
above the selection of households is represented
by factor d, only; all other components of the
design effect are independent of this complexity,
and hence can be estimated despite any lack of
information on sample structure in EU-SILC data
files, except for the identification of individual
addresses, households and persons, and their
sample weights. Secondly, in many (though
not in all) EU-SILC samples with a multi-stage
design, only a small number of households or
persons have been selected per PSU. In these
cases factor dX tends to be close to 1, thereby not
having a major effect on the overall magnitude of
the sampling error.

3.5.1 Diverse sources of non-sampling errors in
EU-SILC

Following an examination of particular sources
of errors in the preceding sections, it is useful
to conclude by listing and classifying areas of
particular interest and concern on which detailed
evaluation studies are needed.

(®) 'The necessary sample structure information was not available to the
authors for the full cross-sectional sample for any of the survey years.

75



76

Income variables

o Analysis of the comparability of income
distribution by component, especially
monetary income from self-employment and
capital, and income-in-kind from imputed
rent, own production, company car and
other sources.

« Assessment of the impact on comparability of
the net-to-gross conversion procedures used
in different countries, examining how the
procedures used fit into the general micro-
simulation model SM2 (Betti et al, 2010).

 Analysis of outliers and of zero and negative
amounts in reported income.

o More detailed study of comparability of
self-employment income, considering both
the mode of collection and the pattern of
resulting data.

Non-monetary deprivation

 Study of comparability of non-income items
defining living conditions and deprivation;
comparison of indicators used for multidi-
mensional poverty analysis.

Consistency between cross-sectional and longi-
tudinal components

o Examination of national variations in
consistency (or lack of it) between longitudinal
and cross-sectional components, and its effect
on comparability.

Methodological
o Analysis of the impact on comparability of the

differences in structure of the EU-SILC instru-
ment between ‘register’ and ‘survey’ countries.

o Comparability of basic concepts for data
collection and analysis, such as definition
of the household, reference person, sample
person and tracing rules.

o Comparability of the national questionnaires
and modes of data collection.

« Effect of national differences in the cross-
sectional non-response and panel attrition
rates.

o Study of differences in the weighting
procedures used, and an assessment of the
effects of such differences on the comparability
of the results.

o Comparability of imputation procedures in
national surveys.

3.5.2 Improving the potential for assessment of
data quality in EU-SILC

It is obvious from the above discussion of
errors in EU-SILC data that the scope and
quality of this evaluation would have been
improved with better information on sample
structure and sample outcome of the surveys.
Little information is available in EU-SILC
documentation or microdata for an assessment
of different types of measurement errors, except
perhaps within some individual countries for
their own surveys. The microdata available for
research do not contain sufficient information
on response status for assessing non-response
rates, nor do they contain information on
sample structure for estimating sampling errors
and design effects. Of course, some limitations
on the available information result from genuine
concerns about preserving confidentiality of
the data on households and persons taking part
in the surveys. In this connection, we would
like to conclude by pointing out a common
misinterpretation which has had a serious
negative effect on availability of microdata for
research and other legitimate purposes.

It is very important to note a major difference
between social data based on sample surveys of
small and numerous units such as households
and persons, and some other types of data,
such as those involving complete enumeration
or pertaining to a small number of large units
(e.g. enterprises) where there is a danger of
exposure at the level of the individual unit
(Verma, 1998). ‘Problems of confidentiality
should not arise in the case of micro databases
concerning surveys where items of the data
... have identified numbers which cannot be
connected by the user to the corresponding
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names even if used to relate the information to
that from a different source; the [proportionately
small] size of the sample ... and the fact that
named files are considered classified ... should
[usually] guarantee ... sufficient respect for
the needs of confidentiality. Problems become
more sensitive in the case of microdata based
on administrative records that aim to cover ...
the universe of individuals, families, companies
[etc.]. In this case [by contrast], concerns felt
about confidentiality would normally be well-
founded’ (Frey, 1996).
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ousehold structure is an interesting area

for cross-national study for several reasons.
Cross-national differences in household structure
reflect important differences between societies:
in culture and norms; in the cost and availability
of housing; in the economic means available to
different groups in society; and in social policy,
where differences in tax and benefit regimes may
lead to radically different patterns of household
structure.

Household structure is also interesting in terms
of its relationship to a number of important
outcomes. Poverty, for example, is intimately
related to household structure. In the EU, poverty
rates are conventionally calculated on the basis
of household equivalent income (the sum of
the incomes of all household members, divided
by a factor related to the number and ages of
these same household members) and household
composition is therefore liable to affect both
the numerator and the denominator of this
calculation. There is a large literature dealing with
the relationship between household composition
and the risk of poverty (Bane and Ellwood, 1986),
particularly relating to vulnerable groups: families
with children (Bradbury and Jantti, 1999); young
adults (Aassve et al, 2007) and older people
(Rendall, 1995). Of course, poverty is not the
only outcome related to household composition:
children’s later outcomes, in terms of educational
achievement, future earnings and so on, are
affected by the composition of the households in
which they grow up (Boggess, 1998; Francesconi
et al, 2005), even after accounting for the effects
of poverty associated with certain household
structures, while older people’s health status is also
related to household composition (Hays, 2002).

Household structures across the pre-enlargement
EU-15 have been widely documented (Iacovou,
2004; Tomassini et al, 2004; Andersson, 2004;
Robson and Berthoud, 2003; and many others).
There are also several studies based on surveys
such as the Family and Fertility survey and the
Gender and Generations survey, which include

a limited subset of the new EU Member States
of Eastern Europe (Hantrais et al, 2006; Hoem
et al, 2009; Gerber, 2009). A smaller number of
newer studies have used data covering most or
all of the countries of the enlarged European
Union: Mandic (2008) deals with home-leaving,
Lietbroer and Fokkema (2008) deal with fertility;
while Saraceno (2008) provides an overview of
household structure in a number of different
age groups, as well as some statistics on labour
market status and time use. This chapter is based
on EU-SILC. Being a general-purpose data
set, EU-SILC does not allow for such detailed
investigation of family formation patterns as
some other data sets. However, its strength lies
in the scope of its coverage, which makes it
possible to draw comparisons of many aspects of
family structure, over almost the entire European
Union (?). We believe that this chapter provides a
unique resource in this respect.

We present detailed figures on household
structure separately for each country in the
sample. However, we also consider whether there
exist groups of countries which display similar
sets of characteristics, and which may be thought
of as forming clusters. Again, there is a well-
developed literature in this area relating to the pre-
enlargement EU-15, and our focus in this chapter
lies in integrating the new Member States into this
area. In particular, we are interested to uncover
the extent to which the new Member States may
be incorporated into existing typologies of family
structure, or whether behaviour in some or all
of these countries differs so far from behaviour
elsewhere in Western Europe that it is necessary
to think in terms of an expanded typology.

The section which follows outlines the typologies
which have been used to conceptualise cross-
national variations in family structure; we then
move on to a discussion of the data, before
presenting our results in Sections 4.3 to 4.8.

(*) Bulgaria, Malta and Romania are not covered here because data for

these countries were not available from the EU-SILC Users’ database
(UDB) to which Net-SILC members had access.




4.1.1 Countries and groups of countries

Attempts to classify family structure across
20th Century Europe began with Hajnal (1965,
1982), who suggested an East-West division of
European marriage patterns: regions east of a line
from St. Petersburg to Trieste characterised by
relatively early and near-universal marriage, and
those to the west by later marriage, with a higher
proportion of individuals remaining unmarried.

In the 1990s, and considering variation in the
countries of Western Europe in more detail, Reher
(1998) outlined a typology based on geography
and the familialistic legacy of the Catholic
Church to explain features of family structure
across this region. He described a ‘Northern’
cluster (Scandinavia, the United Kingdom, the
Low Countries (°) and [much of] Germany and
Austria), characterised by ‘weak’ family ties, early
home-leaving, and a sense of social rather than
familial solidarity with elderly or weak members of
society;and a ‘Southern’ cluster (the Mediterranean
countries, including Portugal) characterised by
‘strong’ family ties, later home-leaving, and a
more family-based sense of solidarity. He noted
that Ireland is an indeterminate case, being
geographically Northern, but having much more
in common with the Mediterranean countries in
terms of family structures.

Tacovou (2004) explored the extent to which
a welfare regime typology as proposed by
Esping-Anderson (1990 and 1999) could be
used to explain family patterns in Western
Europe. In fact it was found that a typology
based on religious affiliation or geography
explained family structure as well, if not better,
proposing a spectrum ranging from Northern/
Protestant to Southern/Catholic. At one end,
the Scandinavian countries are characterised
by small households (particularly single-adult
and lone-parent households), early residential
independence for young people and extended
residential independence for elderly people;
cohabitation as an alternative to marriage; and

(®)) Member States referred to as ‘Low Countries’ are the Netherlands, Bel-
gium and Luxembourg.
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an almost complete absence of the extended
family. At the other end, the Southern European
countries are characterised by relatively low
levels of non-marital cohabitation, by extended
co-residence between parents and their adult
children, and by elderly people with their adult
offspring; this, together with a much lower
incidence of lone-parent families, make for
much larger household sizes.

Building on the work of Iacovou (2004), we use
the following fourfold grouping for the purposes
of presenting our results. The first group is a
‘Nordic’ cluster consisting of the Scandinavian
countries (Sweden, Denmark and Finland) plus
the Netherlands. The second group consists of
the pre-enlargement countries of North-Western
Europe: the United Kingdom, France, Germany,
Austria, Belgium, Luxembourg and Ireland. The
third group consists of the Southern European
countries: Italy, Spain, Portugal, Greece and
Cyprus. The final group is an ‘Eastern’ group
consisting of the other post-2004 members of
the EU: the Czech Republic, Hungary, Estonia,
Latvia, Lithuania, Slovenia, Slovakia and Poland.

Of course, not all countries fall neatly into
one or other of these groups. Where there are
intermediate cases, we have positioned these on
the edge of a group. The Netherlands, for example,
is, empirically speaking, in some respects closer
to our North-Western cluster than the Nordic
cluster, and has been placed on the boundary
between the Nordic and North-Western groups.
Ireland has been placed on the boundary between
the North-Western group (where it belongs
geographically) and the Southern group (with
which it displays a large number of common
features). And Cyprus has been placed on the
boundary between the Southern group (with
which it has clear geographical and cultural
commonalities) and the other new EU members.

As will become clear, the Eastern European
countries are very far from forming a
homogeneous grouping. This group may be
thought of as consisting of three subgroups: the
Czech Republic and Hungary (which have a
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good deal in common with the North-Western
cluster); Slovenia, Slovakia and Poland (which are
extremely similar to the Southern cluster; and the

Figure 4.1: Example of a household grid

Baltic Republics (Estonia, Latvia and Lithuania),
which are in some respects most different to any
of the pre-enlargement countries.

Codes:

RELATIONSHIP

Person 01

Person 02

Person 03

Person 04

Person 01 | Person 02 | Person 03 | Person 04

Spouse/partner
Own child

Step/adopted/foster child

A W N =

Sibling

4.2.1 Defining relationships between
individuals

When analysing people’s living arrangements, it
is necessary to establish the relationships between
members of households. Many household-level
data sets do this by means of a ‘household grid’ or
‘relationship matrix] which records the nature of
the relationship between each of the household
members (see Figure 4.1 for an example of a
household grid for a household containing two
parents and two children). Unfortunately, not
all countries in EU-SILC collect this type of
information, recording instead only the personal
identifiers of each individual’s spouse or partner,
mother and father, where these are resident in the
same household. Thus, in the harmonised output
for all countries we only have available this more
limited information identifying a spouse, mother
or father. We believe this deficiency in the data
would be relatively easy to rectify, and that this
should be a priority in future development of EU-
SILC. In the meantime, the lack of a household
grid does mean we are unable to measure family
relationships as accurately as we would like.

In particular, while we are able to identify which
people are living as part of a couple, and/or with

their children or parents, and in some cases with
siblings and grandparents, many relationships
(e.g. co-resident cousins or aunts/uncles) cannot
be identified. In addition, there is uncertainty
relating to the specific nature of the parent/child
relationship, namely that the role of step-parents
is not always clear. It appears that the use of the
‘mother’ and ‘father’ identifiers has not been
entirely consistent, so that in some cases they
have been used exclusively to indicate natural
parents, while in others they have been used to
indicate step-parents as well. Given the increase
in stepfamilies over recent decades, this is a
particularly unfortunate limitation with the data.
Nevertheless, EU-SILC does provide interesting,
and in some respects unique, opportunities for
the analysis of household structure.

4.2.2 Statistical analysis

The analysis in this chapter is for the most part
descriptive — the figures and tables present
means over the populations of interest, and
compare them between countries. All country
means are weighted using the cross-sectional
weights supplied with EU-SILC (*). For much
of the analysis these are means over individuals
(where the exact population is detailed in the

(*) 'The results in this chapter were calculated using version 2007-2 of the
cross-sectional EU-SILC UDB.




footnotes). However, in some cases, it is more
appropriate to calculate means over households.
Where we have done this, it is stated clearly in
the text and footnotes. For most of the analysis,
we also present the mean across the EU-15 ‘old’
Member States, the mean across the nine ‘new’
Member States represented in these data and
the mean across all countries in the sample
(where countries are weighted according to their
populations). Though we have computed standard
errors for all the figures, we do not present them
since this would add further complication to our
already very full tables. These standard errors are
sufficiently small that wherever we note systematic
differences between groups of countries, these
differences are statistically significant; however,
smaller differences between countries in the
same group may not be statistically significant.
Full tables, complete with standard errors, are
available in Tacovou and Skew (2010).

Sections 4.5 and 4.8 use different analytical
approaches to the rest of the chapter: Section
4.5 uses non-parametric regression techniques
to calculate the median age at which young
people make a range of life transitions (moving
out of the parental home, living with a partner
and having children). Section 4.8 synthesises
the results from the foregoing sections using
principal components analysis. Both techniques
are explained further in each respective section.

In this section, we discuss household composition
at its broadest level. The first seven columns of
Table 4.1 define seven categories of households,
and show how the prevalence of these household
types varies across the EU. For example, we
can see that a quarter (25.6%) of households
in Finland consist of a single adult under 65.
Columns 1 and 3 relate to households where at
least one adult is aged under 65. In general these
households are least common in the Southern
European countries, plus Slovenia, Slovakia and
Poland (though to less of an extent with regard to
couple households); rather higher in the rest of
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Eastern Europe (particularly the Czech Republic,
Hungary and Estonia); higher still in the North-
Western group of countries; and highest in the
Nordic group.

Columns 2 and 4 relate to households where at
least one adult is aged 65 or over. The distribution
of these households does not follow our country
groupings neatly; but this is to be expected, since
many factors contribute to household composition
among older people, for example, differences in
life expectancy between men and women, rates
of divorce and separation and the decision as
to whether to live with adult children or other
relatives. Single-adult households among the 65+
age group (column 2) are most common in the
Nordic and North-Western groups of countries
(where divorce is relatively common and where it
is relatively unusual for older people to live with
children or other relatives) and least common
in the Southern countries (where divorce rates
remain low, and where it is common for older
people to live with adult children). Couple-only
households where at least one partner is aged 65 or
over (column 4) are most common in the Southern
European countries (low divorce rates) and least
common in Eastern Europe (high divorce rates,
and a high incidence of multigenerational
households).

Column 5 relates to all other households
where children under 18 are not present. In all
countries, the majority of these are households
containing both parents and their adult children;
however, in the Southern and Eastern European
countries, a substantial minority of households
are composed differently — for example, with
a couple plus another adult of similar age, who
may be a sibling. These households are most
common in the Southern European countries
plus Slovenia, Slovakia and Poland; they are
less common in the North-Western countries,
and much less common in the Nordic cluster,
where they account for only 4% of households
in Denmark.

The remaining household types relate to house-
holds with children under 18. Those with a single
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Table 4.1: Distribution of household types, 2007

Household composition: percentage of households
Children under

No ci:ittzget:‘f;?:r 18 18 present in Household size
household

Single Single Couple  Couple, Other, no Sa'gg:f 2+ af:lults %SZ? '\gszr

adult adult both atleast  under- with with indivi-  house-

unc:1e)r 65 ageg)65+ unczg)r 65 on?4?5+ 1(;5)5 children chl(l%ren duals holds
(6) (8) 9)
Sweden 24.0 15.6 16.6 11.8 57 4.2 22.0 28 2.1
Finland 25.6 13.0 19.7 10.1 7.6 34 208 2.9 2.1
Denmark 30.2 14.0 16.5 9.9 4.4 4.8 202 2.7 2.0
Netherlands 23.5 11.7 17.0 11.1 10.0 2.8 239 3.0 23
United Kingdom 16.7 13.6 16.6 103 12.8 5.4 24.7 3.1 24
France 20.0 14.2 15.9 11.2 11.0 35 24.2 3.0 2.3
Germany 24.4 14.0 14.7 14.2 11.5 3.1 18.1 2.7 2.1
Austria 21.7 134 12.5 10.2 15.8 35 23.0 3.1 2.3
Belgium 20.6 13.5 15.6 104 13.4 3.8 22.7 3.1 2.3
Luxembourg 18.0 10.9 13.7 104 149 24 29.7 3.1 2.5
Ireland 11.3 10.1 9.5 7.3 20.5 71 34.4 3.6 2.8
Italy 14.1 15.0 85 11.1 24.2 1.9 25.1 3.1 24
Spain 8.6 87 12.2 10.0 29.2 1.1 30.2 3.3 2.8
Portugal 6.4 10.6 9.5 12.1 26.5 2.0 33.0 33 2.8
Greece 104 9.7 8.8 123 299 1.0 28.0 33 2.7
Cyprus 89 7.2 9.6 11.9 25.3 1.9 35.4 3.6 2.9
Czech Republic 124 11.4 144 10.0 222 29 26.7 3.1 2.5
Hungary 115 128 12.8 8.6 226 32 286 3.3 26
Estonia 183 154 1.1 7.8 19.1 4.2 24.2 3.1 2.3
Latvia 12.8 124 8.6 6.5 25.7 4.0 30.1 3.4 26
Lithuania 12.1 14.9 96 7.9 219 3.8 29.8 3.3 26
Slovenia 9.0 11.8 7.8 88 30.8 2.0 29.9 3.5 2.8
Slovakia 11.4 13.1 8.0 7.9 30.1 1.3 282 3.7 2.8
Poland 11.3 134 10.0 6.6 24.6 1.8 324 3.8 2.8
EU-25 17.6 13.2 13.5 11.0 17.0 3.1 24.6 3.1 24
EU-15 18.5 133 14.0 116 15.8 3.2 237 3.0 23
NMS 11.6 13.0 10.8 7.7 243 23 30.3 36 2.7

Source: EU-SILC Users' database.

NB:In this table, bold type denotes the eight countries with the highest incidence, and italics denote the eight countries with the lowest
incidence of each situation. EU-25: Population weighted average of the 25 countries that were members of the EU after the 2004 enlarge-
ment, except Malta for which data were not available from the EU-SILC Users’ database. NMS: Population weighted average of the 10'New
Member States’ that joined the EU in 2004 (except Malta).




adult(i.e.loneparenthouseholds,columné6)arein
a minority everywhere, being most common in
Ireland and the United Kingdom (7% and 5% of
households respectively), as well as in Sweden,
Finland and the Baltic states and least common
in Southern Europe plus Slovenia, Slovakia and
Poland. For those where two or more adults are
living with children (these are not necessarily
two-parent families; some are one-parent fami-
lies with adult children as well as minor chil-
dren; or they may be extended families with
children) we see the opposite pattern: these are
most common in the Southern countries, plus
parts of Eastern Europe, and least common in
the Nordic countries.

The final two columns in Table 4.1 are concerned
with mean household size. Column 8 shows
mean household size using the individual as the
unit of analysis; Column 9 calculates the mean
over households, and thus provides smaller
means, because larger households are only
counted once. Mean household sizes are lowest
in the Scandinavian countries, and also low in the
North-Western countries, with the exception of
Ireland. The two different methods of calculating
mean household sizes produce slightly different
rankings for the largest household sizes.
Taking the mean over households, the largest
households are seen in the Southern European
countries, plus Ireland, Slovenia, Slovakia and
Poland. If the mean is taken over individuals, on
the other hand, the Eastern European countries
are those with the largest household sizes: this
is because the Eastern European countries have
more very large households than the Southern
European countries.

Children’s living arrangements are of interest
to social scientists because of their relationship
to child poverty and to outcomes in later life.
We begin this section by examining family size,
after which we turn to investigate children’s
living arrangements. For a discussion of
childlessness and how this relates to fertility

levels in each country please see Iacovou and
Skew (2010).

From Table 4.2 we see that the very largest
families are found in Ireland, where 21% of
families have three or more children, and where
5% of families have four or more children. The
next largest families are found in Belgium and
the Netherlands, followed by the rest of the
Nordic cluster. The smallest families, based on
the percentage of households with three or more
children, are found in Spain, Portugal, Greece
and Italy — in these countries, under 7% of
households have three or more children. These
countries, in common with a number of other
Eastern European countries, also have a relatively
large number of households with only one child.

We turn now to a ‘childs-eye’ view of living
arrangements. Declining marriage rates, rising
rates of cohabitation and high rates of union
dissolution — trends which have all been a
feature of recent decades — mean children may
spend time growing up in a number of different
household types (e.g. lone parent households,
cohabiting couple households). Table 4.3 shows
the proportions of children (i.e. those under age
18) living in four such situations: living with one
parent; with two parents who are cohabiting but not
married; and two parents who are married to each
other (°). There are also a small number of children
who are not living with either natural parent; we
include these in the table for completeness.

Examining Table 4.3, we firstly notice that few
children are living with an adult not defined as
their parent (°); Latvia has the highest percentage,
where 3.3% of children are living with an adult not
defined as their parent. In terms of those living
with parents, we see a high proportion of children

(°) 'The EU-SILC data do not allow us to distinguish fully between natural
parents, ‘official’ step-parents, and other co-resident partners, thus the
‘two parents, cohabiting’ and ‘two parents married” categories include
children living with two parents who are cohabiting or married, as well
as children living with one parent who is cohabiting with, or married
to, a partner who is not defined as the child’s parent. Despite these
limitations, our findings are similar to those of (e.g.) Perelli-Harris et
al (2009), who cover fewer countries with better data.

(°) Table 4.3 is based on a sample of all under 18s, and some of those re-
corded as living with no natural parents will be teenagers who have
moved out of their parents’ home. These account for about one quarter
of those recorded in this column.
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Table 4.2: Distribution of households by number of children, 2007 (?)

Percentage of households where children are present with:

1 child 2 children 3 children 4+ children

Sweden 43.3 40.6 12.8 3.3
Finland 42.7 39.2 13.5 4.6
Denmark 41.3 43.4 12.5 2.8
Netherlands 388 42.7 14.1 4.4
United Kingdom 46.0 396 10.7 3.7
France 453 399 11.7 3.2
Germany 48.6 39.5 9.0 3.0
Austria 50.1 372 10.2 24
Belgium 44.5 36.8 13.7 5.0
Luxembourg 44.8 46.0 8.1 1.2
Ireland 43.8 352 16.0 5.0
Italy 55.2 379 6.1 0.8
Spain 55.2 39.9 3.9 0.9
Portugal 61.4 337 4.0 1.0
Greece 46.4 47.9 43 1.3
Cyprus 42.5 46.8 85 2.2
Czech Republic 534 396 6.0 1.1

Hungary 495 36.9 10.5 3.1
Estonia 58.0 32.9 7.5 1.5
Latvia 62.8 29.5 58 19
Lithuania 59.7 314 6.8 2.1

Slovenia 49.7 41.5 7.2 1.6
Slovakia 53.7 36.0 83 2.0
Poland 53.5 352 86 2.7
EU-25 495 389 9.0 26
EU-15 48.7 395 9.2 26
NMS 53.5 36.0 8.2 24

Source, EU-25, NMS: See Table 4.1.

NB:In this table, bold type denotes the eight countries with the highest incidence, and italics denotes the eight countries with the lowest
incidence of each situation.

(2) These are calculated using the sample of households where any child under 18 is present; it is important to remember (a) that these are means over
households rather than individuals, and (b) that they do not include any offspring who are not currently resident in the household, or any offspring over
age 18, even if they are resident in the household. Thus, these figures will tend to underestimate the proportions of larger families, particularly in those
countries where home-leaving takes place earlier; however, they are indicative of cross-country variations in family size.
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Table 4.3: Household type in which children live, 2007

Percentage of children living with: % of children in
0parent Tparent g | maried | households

Sweden 13 17.6 30.5 506 03
Finland 09 144 15.8 68.9 0.6
Denmark 1.5 17.9 15.1 65.6 04
Netherlands 03 11.1 13.1 75.5 03
United Kingdom 14 215 126 64.5 34
France 0.9 135 21.0 64.5 1.8
Germany 1.3 15.0 55 78.2 0.9
Austria 2.2 143 74 76.1 7.5
Belgium 25 16.2 13.7 67.7 22
Luxembourg 0.3 10.2 6.9 82.6 2.8
Ireland 1.9 24.3 59 67.9 4.5
Italy 08 10.2 52 83.9 5.0
Spain 12 7.2 79 83.7 58
Portugal 2.9 1.9 9.7 755 11.6
Greece 12 53 1.2 92.3 6.5
Cyprus 07 7.2 06 91.5 30
Czech Republic 0.6 14.9 8.2 76.3 7.7
Hungary 08 154 9.9 739 11.6
Estonia 1.9 21.8 239 52.5 12.0
Latvia 3.3 27.1 14.1 555 24.4
Lithuania 2.0 18.1 6.1 73.8 14.5
Slovenia 0.6 10.4 19.5 694 13.7
Slovakia 1.1 10.6 3.7 84.7 17.6
Poland 08 11.0 9.2 79.0 22.0
EU-25 12 14.1 11.0 73.8 54
EU-15 12 14.3 11.3 73.2 3.1

NMS 09 13.1 9.2 76.7 174

Source, EU-25, NMS: See Table 4.1.

NB: ‘Children’ are defined as all those under age 18. Bold type denotes the eight countries with the highest incidence, and italics denote
the eight countries with the lowest incidence of each situation.
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living with lone parents and cohabiting parents in
Nordic and North-western Europe and the Baltic
states, but low proportions living in these parental
types in Southern Europe. As we might expect, the
countries with the lowest proportion of children
living with either lone parents or cohabiting
parents (i.e. those in Southern Europe) are those
with the highest proportions of children residing
with married parents. As we have seen before,
there is a high degree of heterogeneity within the
Eastern European group: in the Baltic republics,
the rates of lone parenthood and cohabitation are
among the highest in Europe (and rates of marriage
are the lowest), while in Slovenia, Slovakia and
Poland, lone parenthood and cohabitation rates
are among the lowest (and marriage rates are
among the highest).

The final column of Table 4.3 shows the percent-
ages of children who live in multi -generational
households (defined here as households where
grandparent(s) as well as parent(s) are present).
There is a clear regional gradient here. Well
under 1% of children in the Nordic cluster live in
multi-generational households; 1-5% of children
live in multi-generational households in all other
North-Western countries except for Austria
(where the figure is higher); and around 6% of
children live in multi-generational households in
Southern European countries (except in Portugal,
where the figure is 11.6%). However, in Eastern
Europe, the figures are much higher: over 10% of
children live in multi-generational households in
all countries except the Czech Republic, and this
rises to over 20% in Poland and Latvia.

The transition from childhood to adulthood is
characterised by a number of transitions: from
the parental home to living independently;
from the single state to living with a partner;
and from childlessness to parenthood. Not all
young people make all these transitions, and
some never make any; however, the majority do
make some of these transitions in their twenties
or thirties. These transitions have a direct

relationship with young people’s wellbeing and
life chances: making these transitions at an early
age is associated with early independence, but
may also (particularly in the case of early home-
leaving or early childbearing) be associated with
an increased risk of poverty and disadvantage
(Aassve et al, 2007). By contrast, the very late
transitions observed in the Southern European
countries, while being protective against
poverty, may delay independence and may also
be burdensome for the parents of young people
(Schizzerotto and Gasperoni, 2001).

Because some of these transitions are reversible
— young people may leave home and move back
in again, or they may live with a partner for a
short time before subsequently splitting up, it is
difficult to calculate the mean or median ages at
which these transitions are made by observing
the transitions themselves. Instead (taking
home-leaving as an example), we assume that
young people who are currently observed living
with their parents have not made the transition
out of the parental home, and we assume that
those currently observed asliving independently
have made the transition. Of course, we will
count some young people who have left home
and come back again as not having yet made the
transition; and we will count some people who
are living away from home but for whom the
transition is not permanent as having made the
transition. But these errors are likely to cancel
each other out. We then use non-parametric
regression techniques to calculate the age at
which 50% of all young people are observed
living away from home, or living with a partner
or with children, and consider this analogous to
the median age of making the transitions.

Before discussing these figures further, it is worth
pointing out that they are based only on young
people living in private households — those
living in institutional settings such as military
barracks or university residences will not be
sampled. We believe our results are reasonably
robust to these issues: see Section 12 of Iacovou
and Skew (2010).
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The results of these calculations are shown in the
first six columns of Table 4.4. Results are shown
for men and women separately, because women
tend to make all these transitions at an earlier age
than men.

The first four columns show the transitions out
of the parental home and to living with a partner.
There is a strong divide here between the region-
al groupings we have defined: for both men and
women, the transitions take place relatively early
in the Nordic and North-Western countries, and
relatively late across Southern and Eastern Eur-
ope. For leaving the parental home, the range
in ages across countries is very large (50% of
women have left home by age 20 in Finland and
Denmark, while the corresponding age in many
Southern European countries is 27 or 28). For
living with a partner, the differences are not so
stark in terms of the ages at which the transitions
are made.

In the Nordic countries, the median age at
partnering is several years higher than the
median age at leaving home, indicating that
a prolonged period of living alone is the norm
in these countries; while in the Southern and
Eastern European countries the mean ages at
leaving home and partnering are much closer
together, typically around only one year apart.
In the case of Poland and Slovakia, partnership
on average occurs earlier than home-leaving,
indicating that it is common for young adults
to remain living with their parents while they
also live with a partner. The last two columns of
Table 4.4 support these findings: where the gap
between these two ages is small, the percentage
of young people living alone is also small, and
where the gap between the two ages is large, this
is reflected in a high proportion of young people
living alone.

Finally, we look at the age at which young people
live with their own children (columns 5 and 6 of
Table 4.4). For women, this approximates well
to the median age at first birth; for men, the
approximation is less good, because some men
father children they do not live with. For this
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transition we see the smallest range in ages across
countries. We also see that here, the pattern of
cross-national variation is different, with the
earliest childbearing evident in Cyprus plus the
Eastern European countries; childbearing is
relatively late in the Nordic cluster plus some of
the North-Western countries, but latest of all in
Italy and Spain, where the median age for a first
birth calculated in this way is 32 for women and
36.5 and 35.5 respectively for men.

One area in which there are substantial differences
between Northern and Southern European
countries is in the prevalence of cohabitation as
a substitute for marriage (Kiernan, 1999): non-
marital cohabitation is far more common in
Northern than in Southern European countries,
particularly in the Nordic countries, where it
is very much the norm among childless young
people.

Table 4.5 shows the percentage of opposite-sex
partnerships which are reported as cohabiting
rather than marital partnerships in each country,
for four age groups: couples where the woman is
in her twenties, her thirties, her forties and her
fifties. For each age group, two sets of figures are
reported: the first for partnerships where there
are no co-resident children, and the second for
partnerships where the children of one or both
partners are resident in the household. It should
be noted that this is not a perfect indicator of
couples who have children — many couples
in their fifties, and some in their forties, will
have children who have moved away from the
parental home, and will thus not be counted as
having children in the data.

It is clear that there is a substantial age gradient
in all countries, with couples in their twenties
substantially more likely to be cohabiting than
couples in their forties and fifties. These figures
do not allow us to separate out age effects (sample
members in their twenties have not got married

89



Table 4.4: Young people: transitions and percentages living alone, 2007

Age by which 50% of young people are living: % of people

T fr}:)(:\:nzarental With a partner With a child w;g()el?v-lesa_li?\e
Men Women Men Women Men Women Men Women
(1) () 3) 4 5) (6) (7) (8)
Sweden 20.9 203 273 239 31.8 29.1 33.1 23.4
Finland 214 19.8 24.8 219 343 30.1 23.1 21.9
Denmark 20.6 19.8 265 24.1 344 29.9 37.2 31.5
Netherlands 24.1 24.1 280 254 33.1 30.8 16.5 19.5
United Kingdom 24.0 22.0 27.1 245 34.6 29.6 6.5 4.6
France 235 22.1 26.8 24.6 320 284 17.0 14.9
Germany 25.0 22.3 27.5 255 34.2 30.9 94 17.0
Austria 26.1 237 29.7 263 336 29.1 12.3 10.0
Belgium 244 233 273 25.1 34.2 29.1 12.1 74
Luxembourg 26.2 24.2 288 26.1 32.8 29.0 7.8 6.7
Ireland 26.5 24.1 29.8 28.4 329 28.0 3.0 24
Italy 30.1 28.0 33.1 29.4 36.5 32.0 39 4.2
Spain 28.5 27.0 31.1 27.9 35.5 32.0 35 1.6
Portugal 29.1 27.4 29.9 27.9 320 29.1 1.5 2.5
Greece 31.8 27.4 33.6 28.7 35.6 30.5 84 9.0
Cyprus 28.3 253 29.1 258 314 27.7 2.9 2.9
Czech Republic 27.7 25.1 289 259 31.8 27.9 4.8 3.1
Hungary 276 25.0 284 26.0 312 27.9 33 39
Estonia 25.1 23.0 26.9 24.6 31.0 26.1 11.4 8.0
Latvia 27.7 25.4 279 259 29.1 25.1 1.8 1.5
Lithuania 272 24.8 277 26.4 29.8 25.9 36 36
Slovenia 30.8 28.0 31.2 28.4 332 289 1.6 1.5
Slovakia 30.3 27.8 30.0 27.7 318 288 2.0 0.8
Poland 29.1 26.3 285 25.7 308 27.2 2.5 33
EU-25 26.0 237 29.0 26.1 338 29.8 8.6 9.0
EU-15 255 232 29.1 26.2 344 304 10.0 10.3
NMS 286 26.0 287 26.0 31.1 27.5 30 32

Source, EU-25, NMS: See Table 4.1.

NB: Bold type denotes the eight highest numbers, and italic type denotes the eight lowest numbers, in each column. Figures in columns
1-6 derived from entire age distribution (also for EU-25, EU-15 and NMS aggregates).




Table 4.5: Percentage of partnerships which are cohabiting rather than marital partnerships for
different age groups of women, 2007

Twenties Thirties Forties Fifties
chirl\ldoren Children chi';l:ren Children chi';l:ren Children chiI:ren Children
Sweden 91.1 68.5 81.5 44.0 44.8 28.6 21.0 13.5
Finland 81.4 44.8 61.0 225 37.0 17.3 16.7 8.2
Denmark 81.5 52.0 61.9 21.9 29.4 13.5 10.6 8.4
Netherlands 85.5 34.2 59.5 243 38.2 9.1 12.0 4.9
United Kingdom 65.2 40.6 37.7 204 26.1 9.7 82 4.3
France 78.8 46.8 61.5 30.5 37.7 14.7 12.1 6.0
Germany 64.4 18.6 411 7.3 15.7 5.1 58 2.5
Austria 54.6 24.6 46.6 10.3 15.3 55 7.0 1.4
Belgium 67.5 45.2 450 18.5 27.5 10.1 8.7 43
Luxembourg 585 185 25.7 94 222 8.5 84 1.3
Ireland 67.2 50.8 370 8.6 94 3.9 4.8 1.0
Italy 224 16.8 23.1 7.2 16.5 4.1 3.7 2.5
Spain 51.7 296 274 9.2 204 3.9 4.3 20
Portugal 392 30.1 28.5 82 16.0 5.1 8.2 33
Greece 252 0.3 6.9 0.3 50 08 4.4 0.5
Cyprus 32.7 1.9 15.1 0.5 2.3 0.1 3.2 0.0
Czech Republic 584 21.7 42.0 8.7 17.9 5.8 6.9 2.1
Hungary 56.6 24.2 49.6 11.8 19.7 7.0 13.4 3.6
Estonia 76.5 53.9 74.5 35.8 29.3 16.0 16.8 124
Latvia 523 289 57.5 147 257 9.6 13.7 5.2
Lithuania 45.8 11.7 26.9 6.8 11.3 2.3 3.5 0.9
Slovenia 65.1 36.5 44.8 22.8 35.7 17.0 11.9 11.0
Slovakia 17.5 54 22.5 3.8 15.2 1.9 3.7 1.5
Poland 25.8 6.6 11.2 22 13.5 1.5 24 1.6
EU-25 62.9 284 384 13.8 22.5 7.1 82 3.1
EU-15 65.8 333 39.2 15.5 233 7.8 8.5 33
NMS 40.0 13.2 259 6.3 16.3 3.7 6.2 2.3

Source, EU-25, NMS: See Table 4.1.
NB: The sample consists of partnerships where the woman is aged 20-59; couples with children are defined as couples where the off-

spring of at least one member of the couple lives in the household. Bold type denotes the eight highest numbers, and italic type denotes
the eight lowest numbers, in each column.

Income an




92

yet, but many will) from cohort effects (people
born in the 1980s are less likely to get married,
ever, than people born in the 1950s). However,
some combination of these two effects is leading
to a strong gradient: across the EU as a whole,
63% of childless partnerships among people in
their twenties are cohabiting, compared with
just 8% of childless partnerships among those in
their fifties; for partnerships where children are
present, the corresponding figures are 28% for
those in their twenties, against 3% for those in
their fifties.

A steep north-south gradient is also evident from
Table 4.5. In the Nordic countries, well over half of
all childless couples in their twenties and thirties
are cohabiting; in the other Northern European
countries, the proportion cohabiting is lower,
but still high, while it is much lower in Southern
Europe ranging from 7% of childless couples
in their thirties in Greece to 29% in Portugal.
Levels of non-marital cohabitation in the Eastern
European countries are rather heterogeneous,
being as low as Southern European levels in
Poland, Slovakia and Lithuania, and comparable
with Nordic levels in Estonia.

There are also strong differences between couples
with and without children: in all countries, for all
age groups, couples with children are less likely
to cohabit than couples without children, and in
nearly all cases these differences are large. This
difference between couples with and without
children does not follow predictable regional
lines. The difference does tend to be smaller where
cohabitation rates are higher (Sweden, Denmark,
Estonia and Slovenia) — but the difference is
large in the Netherlands, Germany and Austria
(where cohabitation rates are high) and also in
Cyprus, Greece and Slovakia (where cohabitation
rates are low).

Increasing life expectancy and declining fertility
mean that the elderly are set to form a progressively
larger proportion of our population over future

decades. Older people’s living arrangements are
of key interest to policy-makers: as well as being
a key determinant of older people’s well-being,
living arrangements are related to levels of social
expenditure on elderly people.

Table 4.6 shows the proportion of older people
living in four situations: alone; without a partner
but with other people; with just a spouse or partner;
and with a spouse or partner plus other people.
Before commenting on the table, it is worth noting
that these figures relate to older people in private
households: older people in institutions such as
nursing homes are not sampled by EU-SILC and
are not included in this analysis.

Each set of figures is calculated separately for men
and women, and the differences between the sexes
are starker here than elsewhere in this report,
because of differences in life expectancy between
men and women, and the consequently higher
proportion of elderly women who are widowed.
As we mentioned in Section 4.3, the proportion
of older people who are living with and without a
partner is also related to the prevalence of divorce
and separation in each country.

Two ‘ideal types are visible. In the Scandinavian
countries plus many Northern European countries,
in particular Germany and France, the predominant
living arrangement for older people is either with
a spouse or partner, or alone. Typically, living in a
household with anyone except a spouse or partner
accounts for only 10% or less of older people. In
the Southern European countries, by contrast, it is
much more common for older people to live with
people other than a partner: in Spain, 42% of older
women and 40% of older men live with others.
This type of living arrangement is also relatively
common in the new Member States, particularly
Latvia, Slovenia and Poland.

Using EU-SILC data it is not possible to
determine the relationships of older people with
the others with whom they live in every case.
However, in every country, the large majority of
older people who are observed living with people
other than a spouse or partner, are observed
living with at least one of their adult children.




Table 4.6: The living arrangements of people aged 65 years and over, percentages, 2007

Living alone No partner, Living with Living with a
living with just a partner partner, plus other
other people people
Men Women Men Women Men Women Men Women

Sweden 28.3 52.8 1.4 1.8 67.9 44.7 2.4 0.8
Finland 21.6 48.0 4.2 9.2 66.1 39.2 8.1 3.7
Denmark 28.8 56.2 0.8 1.9 68.4 41.1 2.0 0.8
Netherlands 19.2 49.1 1.4 34 74.9 45.9 4.5 1.6
United Kingdom 26.3 453 3.1 9.1 60.4 40.2 10.1 54
France 214 48.6 39 7.5 64.7 40.3 10.1 3.6
Germany 21.8 44.2 1.8 3.8 71.4 49.8 4.9 2.2
Austria 19.0 445 6.5 13.7 584 337 16.2 8.1
Belgium 225 45.7 4.2 9.1 624 40.2 10.8 5.0
Luxembourg 184 420 3.5 85 65.8 43.4 123 6.2
Ireland 25.6 385 10.3 210 504 344 13.7 6.1
Italy 16.4 40.1 6.8 183 51.5 30.9 253 10.7
Spain 10.1 255 9.0 25.7 49.9 32.1 31.0 16.7
Portugal 10.9 29.8 8.6 24.6 57.5 349 23.0 10.8
Greece 7.9 287 4.1 217 53.6 334 344 16.3
Cyprus 10.3 28.1 4.8 18.0 64.6 44.0 203 9.9
Czech Republic 17.2 41.7 4.5 19.5 64.0 339 14.3 4.9
Hungary 17.1 423 7.3 26.7 57.8 254 179 56
Estonia 21.1 47.2 5.8 225 549 233 18.2 7.0
Latvia 15.1 34.5 14.1 36.5 43.2 18.0 27.7 10.9
Lithuania 194 445 8.0 24.1 514 23.3 21.2 8.1
Slovenia 10.8 388 8.4 225 522 26.0 28.6 12.7
Slovakia 14.7 45.3 4.7 212 54.1 23.8 26.5 9.7
Poland 20.8 44.0 9.3 25.5 43.9 20.7 26.1 9.8
EU-25 19.5 42.1 4.7 13.5 60.5 37.3 153 7.0
EU-15 19.6 42.0 43 11.7 61.7 39.6 143 6.8
NMS 18.6 430 7.9 24.7 508 238 228 8.5

Source, EU-25, NMS: See Table 4.1.

NB: Bold type denotes the eight highest numbers, and italic type denotes the eight lowest numbers, in each column.
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These are generally not the same households
which form the group considered in Section 4.5,
of young adults living with their parents; in most
cases, the parents in these households would be
too young to be included in the analysis in this
section. The relationship between these groups
is worthy of further analysis. In one sense, the
groups are clearly related, in that they are both
composed of adults in the same household as
their parents; moreover, they both tend to be
found in the same groups of countries. However,
there is a conceptual difference between the two
household types in terms of the direction and
nature of support (financial/caring), i.e. whether
it is the parents that are supporting the children
or the children that are supporting the parents.

From the figures in the preceding sections, a
number of patterns have emerged. One way in
which these may be synthesised is via the use of
factor analysis. Principal components analysis
identifies three main factors, which together
explain 83% of the variation between countries
in the factors explored. Factor loadings are given
in Table 4.7, with the most important loadings
being highlighted via shaded cells. We identify
the first factor as being related to the importance
of the extended family: the variables contributing
positively to this factor are young adults living at
home, older people co-resident with their own
children, household size, and multigenerational
households. Negatively related to this first factor
are young adults living alone and prime-aged
people (i.e. adults aged 35-64) living alone.

If the first factor relates to the importance of
the extended family, the second factor may
be thought of as relating to the stability of the
intimate relationship. The only variables which
are significantly related to this factor are babies
living with a lone parent, children living with a
lone parent, prime-aged people who are divorced
or separated (and not living with another partner)
and old people living alone. This variable does

appear to be related to the stability of the intimate
relationship rather than to notions of social
liberalism, since cohabitation as an alternative
to marriage makes no contribution to this factor
at all. The third factor relates to fertility, with
childless women making a negative contribution,
and the number of children per woman making a
positive contribution.

Factors 1 and 2 are plotted on Figure 4.2. Six
clusters of countries have been identified. Clearly,
there is no unique way of identifying these
clusters — clusters towards the centre of the graph
could be combined, as could the two clusters in
the north-east of the graph. First, we note that
the ‘old’ EU-15 form the clusters which might
have been expected based on previous research.
The social-democratic countries (including the
Netherlands) form one group, scoring low on
the extended family and high on the relationship
stability axis. The Southern European countries
score high on both the extended family axis and
the relationship stability axis, while the remaining
countries of North-Western Europe occupy an
intermediate position on the extended family
axis, and score generally lower than the other two
groups on the relationship stability axis. Ireland
occupies a position slightly apart from this group,
scoring almost as high on the extended family
axis as the Southern European countries, and low
on the relationship stability axis.

The new Member States are rather heterogeneous.
Cyprus falls very close to the other Southern
European countries, which is to be expected
given commonalities of geography, language and
culture. Three of the Eastern European countries
display similar, but more extreme, characteristics
to the Southern European group, scoring even
higher on the extended family axis and at similar
very high levels on the relationship stability axis.
These countries are Poland, Slovakia and Slovenia,
all of which have maintained a Catholic tradition
through the Communist years (see Table 12.1 in
the Appendix of Iacovou and Skew, 2010).

The remaining countries include the three Baltic
states — Latvia, Lithuania and Estonia — and
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Table 4.7: Factor loadings, 2007

Factor 1 — Factor 2 — Factor 3 —
the extended stability of childbearing

family the intimate

relationship
Babies aged under 2 years living with lone parent 0.34 -0.79 0.06
Children aged under 18 living with lone parent 0.03 -0.95 0.03
Young adults (18-35) living at home 0.94 -0.02 -0.17
Young adults (18-35) living alone -0.89 0.14 0.01
Prime-aged people (35-64) cohabiting -0.64 0.02 0.49
Prime-aged people (35-64) divorced 0.19 -0.90 -0.06
Prime-aged people (35-64) living alone -0.80 -0.47 -0.21
Women aged 33-37 with no children -0.16 0.28 -0.87
Women aged 33-37: mean number of children -0.12 -0.09 0.93
Old people (65 and above) living with their own children 0.92 0.01 -0.17
Old people living alone -0.34 -0.72 -0.14
Household size 0.74 0.35 0.40
Multigenerational households 0.91 -0.26 0.09
Proportion of variance explained 0.40 0.26 0.17

Source: See Table 4.1.

NB: Shaded cells indicate the most important factor loadings.
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Figure 4.2: Clusters arising from Principal Components Analysis, 2007

1.2

1.0 cY SI
a ES
% FI B K
o DK e —— PL
2 08 DK o7
n
o
% NL LU IT
£ SE
£
E 0.6 FR AT EE
.2.; BE

DE HU

2 LT
ﬁ 0.4 IE
n
N cz
]
v
(-]
('8

0.2 v

0.0 r T T T 1

20 25 3.0 35 4.0

Source: See Table 4.1.

Factor 1: Importance of the extended family
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the Czech Republic and Hungary. All these
countries occupy a more ‘south-easterly’ position
on the graph than the other countries, scoring
high on the extended family axis, but low on the
relationship stability axes. Ireland — previously
an outlier in relation to the other North-Western
countries — occupies a position close to the
Czech Republic and Hungary.

These results are fairly robust to the particular
variables included in the analysis. In particular,
we experimented with different formulations
of the variables indicating divorce, since it was
unexpected (to us at least) that the Scandinavian
countries, which score rather low on the
relationship instability axis, while they have
some of the highest divorce rates in the world.
In fact, it appears that this factor does not relate
to divorce per se, but rather to the proportion
of people living alone following divorce or
separation (and similarly, to the proportion
of children living with an unpartnered parent
following divorce or separation). It seems that
the Scandinavian countries, while having high
divorce rates, also have relatively high rates of
subsequent repartnering, and thus have a much
lower proportion of divorced or separated
adults still living alone. We also explored the
phenomenon of cohabitation in some detail; we
had been expecting this analysis to generate a
factor indicating social liberalism, which would
be explained by cohabitation as well as by divorce
and lone parenthood. However, we were unable
to formulate any indicator of cohabitation which
contributed significantly to any such factor;
the second factor remained stubbornly as an
indicator of partnership breakdown without
subsequent re-partnering.

In this chapter, we have mapped a range of
indicators of household structure across the
European Union. One of our main aims has
been to focus particularly on the newer Member
States of the EU, and to assess the extent to
which household structures in these countries

Income an

display similarities and differences to household
structures in the ‘old’ EU-15.

Of the new Member States, we find that Cyprus
is extremely similar to the Southern European
countries, as might be expected with reference
to cultural, geographic and religious factors. We
also find that there is a great deal of heterogeneity
among the Eastern European countries. One
group of countries — Slovenia, Slovakia and
Poland — are consistently very similar to the
Southern European countries. In these three
countries, the extended family is the norm:
young adults leave home late, older people often
live with their adult children, three-generational
households are common, and lone-parent
families are relatively uncommon. In terms of
mapping onto a geographical/religious spectrum,
Slovenia is the only one of these countries which
is geographically Southern, but all three of these
countries remain strongly Catholic or Orthodox.

The Czech Republic and Hungary, by contrast,
have more in common with the countries of the
North-Western cluster. On a large number of
indicators, these countries occupy anintermediate
position between the Nordic cluster on the one
hand, and the Southern/Catholic cluster on the
other; and in the factor analysis, they occupy a
position close to the other countries of the North-
Western cluster — particularly Ireland.

Of the Eastern European countries, it is in the
Baltic countries where family patterns diverge
most widely from the geographical/religious
spectrum. These countries display a number of
features in common with the Southern European
countries; chiefly, a large number of large and
multigenerational households. However, they
also display a number of striking dissimilarities
with the Southern European countries,
particularly in terms of the very large numbers
of lone-parent families, and other single-adult
households. In many respects, the Baltic states
are very heterogeneous: for example, non-marital
cohabitation is much more common in Estonia,
and very much less common in Lithuania;
while lone parenthood and multi-generational
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households are more common in Latvia than in
the other two Baltic states.

In this chapter we have answered a number of
questions, but these in turn raise further questions.
One question, which we raised in Section 4.7,
relates to the nature of multi-generational
households. We have shown that, in a swathe of
countries across Southern and much of Eastern
Europe, co-residence between generations is very
common, particularly so in contrast to the Nordic
group of countries, where it is extremely unusual.
We have shown that this co-residence is manifested
both by young adults remaining in the parental
household, as well as by older people living with
their adult children. However, the question we
have not yet been able to answer, is whether the
second household type is merely a persistent form
of the first (i.e. that the young adults whom we see
living with their parents become the same prime-
age adults who live with their elderly parents) or
whether the two household types are in fact drawn
from different social groups.

Two other questions also arise relating to multi-
generational households. The first is the extent
to which they arise as a result of social and
cultural preferences (people actually like living
with other family members and make a positive
choice to do this) as opposed to arising as a
result of economic constraints (young people
who would like to leave the parental home but
cannot afford to; or older people who cannot
afford to live alone). The second is the degree
to which individuals are supporting each other,
both economically and in other ways, by living
together, and the direction of this support
(parent to child, versus child to parent). In terms
of the first question, there is limited evidence to
suggest that in Southern European countries, at
least part of young people’s extended residence
in the parental home arises from preferences
(Manacorda and Moretti, 2006). However,
neither question has been addressed in the
context of the European Union.

Finally, the picture we have presented has been
essentially static: we have not addressed the

important issue of how household structures are
evolving (Billari et al, 2002). We are unable to
answer this question definitively with the cross-
sectional data we have at our disposal; however,
we may make inferences based on evidence
drawn from elsewhere. As far as attitudes are
concerned, there is some evidence that these are
converging across Europe (Rosina and Fabroni,
2004; Billari, 2005). A further clue towards
the evolution of living patterns lies in the fact
that incomes in the new Eastern European
Member States are growing faster than those
in the ‘old’ EU-15 (Van Kerm and Pi Alperin,
2010). To the extent that behaviour is driven by
economic factors — for example, to the extent
that inter-generational co-residence is driven
by economic constraints — this suggests that
again, we may observe a degree of convergence
in living arrangements between the countries of
the European Union.
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5.1.1 Aim of this chapter

his chapter focuses on the financial

dimensions of poverty and inequality.
Income is an important variable for Europe’s
households. People are naturally concerned
with how much they receive each month in the
form of earnings (from employment or self-
employment), pensions, government transfers
(such as unemployment benefits, family benefits
or sick pay), and from their savings. In this
chapter, we examine the distribution of income
in the 27 Member States of the European Union
(EU-27). Are there large differences within and
across countries? In which countries are the
differences largest? Particular concern attaches
to those households which, according to the EU
definition, are ‘at-risk-of-poverty’ as this is one
of the three indicators that form the new EU
Headline Target on social inclusion adopted by
the June 2010 European Council in the context of
the Europe 2020 Agenda (see Chapter 1).

The chapter has four main aims:

1. to identify (in the remainder of Section 5.1)
the particular role of the EU-SILC data as a
source of evidence about income inequality
and poverty

2. to analyse (Section 5.2) headline indicators for
income poverty and inequality that have been
agreed at EU level, with particular reference to
the cross-country patterns

3. to examine (Section 5.3) changes over time in
income inequality and poverty

4. to consider (Section 5.4) how the EU indicators
based on the EU-SILC data can be used in
monitoring the Europe 2020 Agenda.

From the chapter, the reader will, we hope, learn
about the income dimension of poverty and
social exclusion in the EU-27, as shown in the
EU-SILC data, and how this evidence relates
to that from other sources. The chapter looks
back in time, to see how (income) poverty and

inequality have changed in recent years, and
forward in time to consider the implications of
the Europe 2020 Agenda.

5.1.2 Role of EU-SILC

As described in Chapter 2, EU-SILC is not a
common survey across countries. In this respect,
it differs from its predecessor, the European
Community Household Panel (ECHP), which
was based on a standardised questionnaire (the
ECHP ran from 1994 to 2001 in most of the then
15 EU countries, providing comparative data
on income and living conditions for the years
1993 to 2000). EU-SILC is a harmonised data
framework involving ex ante standardisation but
allowing countries a large degree of flexibility
in the underlying source(s) and some flexibility
in the concepts and definitions. For example,
while in the ECHP the income reference period
was the previous year, the EU-SILC income
reference period may be a fixed 12-month period
(such as the previous calendar year or tax year)
or a moving 12-month period (such as the 12
months preceding the interview) or be based on
a comparable measure. (%)

EU-SILC is not based on a common questionnaire
used in all countries, but on a common ex ante
framework that defines the harmonised ‘target
variables’ to be collected/produced and provided
to Eurostat by the national statistical institutions.
The aim of this procedure was to facilitate EU-SILC
being embedded within the national statistical
systems, allowing the results to be produced at a
lower additional cost in terms of resources, while
serving a common EU purpose. The intention in
allowingadegree of flexibilityisto secure, notinput
harmonisation, but output harmonisation. OQutput
harmonisation in EU-SILC is sought through
the use of common guidelines and procedures,
common concepts (e.g. that of ‘household’) and
(*) In practice, except for Ireland and the United Kingdom, the income

reference period is for all EU countries the calendar year prior to the

Survey Year. In Ireland, the survey is continuous and the reference pe-

riod is the last 12 months. In the UK, current income is collected and

annualised with the aim of referring to the current (survey) year - i.e.

weekly estimates are multiplied by 52, monthly estimates by 12, etc.
(Eurostat, 2009; see also Chapter 2).
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classifications aimed at maximising comparability
of the information produced. In this respect, it
may be contrasted with ex post standardisation,
where data from different sources are processed
to put them as far as possible on a common basis,
as in the Luxembourg Income Study (LIS). In this
case, the aim is again output harmonisation, but
without an ex ante framework. The scope for ex
post standardisation is limited by the constraints
imposed by the original survey designs or other
sources (such as data from administrative/ register
records).

Finally, EU-SILC may be contrasted with meta-
analyses that take, not the microdata, but the
results from different sources and seek to put
them in a common framework. In the study of
income inequality, this approach was particularly
developed by Simon Kuznets (1963). In the case
of both income inequality and poverty, a lead was
taken by the OECD, who published the study by
Sawyer (1976), assembling results from some
dozen countries, and later Atkinson, Rainwater
and Smeeding (1995) which covered 17 countries.
The current OECD work involves ‘a regular
data collection ... (at around 5-year intervals)
through a network of national consultants’ (2008,
p. 47). The national experts ‘apply common
conventions and definitions to unit record data
from different national data sources and supply
detailed cross-tabulations to the OECD’ (2008,
p. 41). This procedure of ‘customising results’
may be seen as lying between that of LIS, which
produces microdata, and that of Kuznets, where
the results are pre-defined. It has the advantage
over meta-analyses of pre-imposing a degree of
standardisation but ‘its disadvantage is that it
does not allow accessing the original microdata,
which constrains the analysis that can be
performed’ (OECD, 2008, p. 41); directly related
to this disadvantage, it also seriously hampers
the possibility of controlling the quality of the
data received.

In short, we have a ‘hierarchy’ of degrees of
standardisation:

1. common survey instrument (ECHP);
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2. ex ante harmonised framework (EU-SILC);
3. ex post standardised microdata (LIS);

4. ex post customised results (OECD);
5.

meta-analyses of results (Kuznets).

Presenting them in this rank order may seem
to imply a quality ranking (with 1 at the top).
However, it should be borne in mind that tighter
requirements of standardisation may have a
cost in terms of reduced accuracy in the final
statistical outcomes. In particular, a common
set of variables may have differing significance
in different countries, and a degree of flexibility
may allow national statistical institutions to
provide data better suited to purpose. Input
harmonisation does not necessarily ensure
output harmonisation. Different sources may be
appropriate in different countries. For example,
the use of tax records may allow superior income
data to be collected in some countries but may
not be possible or reliable in other countries. The
ultimate validity of the results may be greater
where countries are allowed to make use of
register data, and not constrained to take income
data from survey interviews.

The EU-SILC procedure may therefore be seen
as a balance of considerations. There is a cost
in that greater flexibility may lead to lower
comparability, but this may allow data to be
drawn from different sources including sources
other than household surveys. It may also have
been instrumental in allowing Member States to
reach agreement that EU-SILC could be adopted
on a continuing annual basis. In this respect,
there is an important difference between EU-
SILC, on the one hand, and the LIS and OECD
data, on the other hand. The results in the OECD
report Growing Unequal? (OECD, 2008) relate
to the mid-80s, mid-90s, and mid-2000s. Such
decadal observations are valuable but of limited
use to policy-makers. LIS has more frequent
observations, approximately semi-decadal:
Waves I (around 1980), II (around 1985), III
(around 1990), IV (around 1995), V (around
2000) and VI (around 2004). But the data are
not annual.
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The essential requirement of (timely) annual
data is apparent from the recent economic and
financial crisis. The occurrence of such events
will only by chance correspond to the decadal
or semi-decadal measurements. Data for 2004,
the central year for Wave VI in LIS, and the year
taken for 23 of the 30 observations analysed by the
OECD in their 2008 report (2008, Table 1.A2.3),
are too far distant to provide a benchmark for
monitoring the impact of the crisis and the
subsequent recession. (Indeed, even annual data
may not always be sufficient for monitoring
purposes — see the discussion on timeliness and
frequency at the OECD March 2009 Roundtable
on Monitoring the effects of the financial crisis
on vulnerable groups of society (*) and Section
18.2.3 of Chapter 18.)

EU-SILC has therefore a distinctive role on
the international scene. At the same time, it is
important to examine how the findings relate
to those in other cross-country sources. The
OECD in its 2008 report makes exactly such a
comparative analysis, and the present chapter
uses this analysis in Section 5.2 when comparing
the EU-SILC evidence on income inequality and
poverty with that in other international sources.

5.2.1 Evidence from EU-SILC on the risk of
poverty

The chapter begins with the key income-based
indicators from EU-SILC Survey Year 2008.
‘Income’ refers here to the total household
disposable income; it includes cash transfers
and is net of income taxes and social insurance

() See: http://www.oecd.org/document/2/0,3343,en_2649_33933_425079

contributions. (*) In order to reflect differences
in household size and composition, total
household income is divided by an equivalence
scale (called the modified OECD scale), which
gives a weight of 1 to the first adult, 0.5 to other
household members aged 14 and over and 0.3 to
each child aged under 14. This means that, for a
couple and 2 children, income is divided by 2.1
(1 + 0.5+ 0.3 + 0.3), so that an annual income
of €10 500 becomes an equivalised income of
€5 000 which is artificially assigned to each of
the four household members (i.e. also to each
of the two children). As explained above, the
data in the 2008 Survey are based on the income
reference year 2007 (except in Ireland and the
United Kingdom). The reader should bear in
mind that we are considering annual income in
2007 in relation to the household circumstances
at the time of interview in 2008. There may have
been changes in these circumstances, such as the
arrival of a new baby.

The EU headline indicator of (income) poverty/
inequality is the proportion of the population
living ‘at-risk-of-poverty’, defined as those living
in households whose total equivalised income
is below 60 per cent of the median national
equivalised household income. It is thus a relative
concept. The equivalised income of €5 000 for
the four members of the family described above
is compared with 60 per cent of the median in
the Member State in which they live. Table 5.1
provides the value of the national income poverty
thresholds for each Member State for a family
consisting of 2 adults and 2 children below 14. To
make them more comparable, because the cost of
living can vary a lot from one country to the next,
these thresholds are expressed in Purchasing
(*) 'The definition of income used here excludes imputed rent, i.e. the mon-
ey that one saves on full (market) rent by living in one’s own accommo-
dation or accommodation rented at below-market rent (see Chapter 7
for a discussion of imputed rent and its measurement). It also excludes
non-cash transfers, such as education and healthcare provided free or
subsidised by the government (see Chapter 15). Finally, as explained in
Chapter 2, it also excludes pensions from private plans (which as from
the second half of 2010 will be incorporated in the EU-SILC income
definition for all - past and future - waves) and most non-monetary in-
come components (on the latter, see Chapter 8 which discusses income

from own consumption). Income is neither top-coded nor bottom-
coded.
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Table 5.1: National at-risk-of-poverty thresholds for a household consisting of 2 adults and 2
children below 14 in EU-27 countries (PPS), Survey Year 2008

Belgium 21307
Bulgaria 5882
Czech Republic 12239
Denmark 2211
Germany 22317
Estonia 9769
Ireland 22993
Greece 15223
Spain 17 621
France 20 441
Italy 18 969
Cyprus 23804
Latvia 9246
Lithuania 8812
Luxembourg 34661
Hungary 8385
Malta 15924
Netherlands 23759
Austria 23621
Poland 8222
Portugal 12113
Romania 4005
Slovenia 17 630
Slovakia 8484
Finland 20227
Sweden 21792
United Kingdom 24436

Source: EU-SILC, Eurostat-CEPS/INSTEAD calculations (1 July 2010). The income reference year is the calendar year prior to the Survey Year
except for the United Kingdom (Survey Year) and Ireland (12 months preceding the survey).

NB: Purchasing Power Standards (PPS) convert amounts expressed in a national currency to an artificial common currency that equalises
the purchasing power of different national currencies (including those countries that share a common currency).

Reading note: In Bulgaria, a family of 2 adults and 2 children below 14 will be considered ‘at-risk-of-poverty’if it has a total disposable
income of less than PPS 5 882; in Sweden, the same family will be considered ‘at-risk-of-poverty’if it has a total disposable income of less
than PPS 21 792.
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Power Standards. (°) So, if we take our example
above and assume that this family has an income
of 10 500 Purchasing Power Standards (rather
than euros), then the four members of this family
would not be considered at risk of poverty in
eight EU countries (all of them are New Member
States: Bulgaria, the three Baltic States, Hungary,
Poland, Romania and Slovakia); in the remaining
19 EU countries, they would be considered
income poor.

Figure 5.1 shows the standard bar chart for the
percentage of people living in households at risk
of poverty. The countries covered are those in
EU-27. The average for the EU-27 as a whole is
16.6 per cent, which means that 1 in every 6 of EU
citizens are at risk of poverty, or around 80 million
people. (°) The rate for the 12 ‘new’ Member
States (NMS12) was 17.3 per cent, a little but not
much higher than for EU-15 with a rate of 16.4
per cent. It is certainly not the case that those at
risk of poverty on the EU definition are mostly to
be found in the New Member States: of the 80+
million at risk of poverty in EU-27, 64 million
are to be found in the EU-15. In Germany, alone,
there are 12%5 million; in the United Kingdom 11%2
million; in Italy 11 million; and France and Spain
together account for a further 17 million. In the
largest New Member State, Poland, the number of
people at risk of poverty is about 11% million.

On this relative poverty measure, New Member
States are to be found at both ends of the national
figures, which range from 9-11 per cent (in the
Czech Republic, the Netherlands, and Slovakia)
to 20 per cent or more in Lithuania, Greece,
Bulgaria, Romania and Latvia. The picture shows
that, in terms of cross-country variation, there
is a relatively continuous gradation. It is not
easy to draw sharp dividing lines on the basis

(°) On the basis of Purchasing Power Parities (PPP), Purchasing Power
Standards (PPS) convert amounts expressed in a national currency to
an artificial common currency that equalises the purchasing power of
different national currencies (including those countries that share a
common currency).

This ‘EU-27 average’ is a weighted average of the 27 EU Member States’
percentages, in which each country percentage is weighted by the coun-
try’s population size. EU-15, NMS10 and NMS12 averages presented in
this chapter are calculated in the same way. For the countries included
in the various geographical aggregates, see the list of ‘Country official
abbreviations and geographical aggregates’ (Appendix 2).

(¢

of income poverty performance. There are only
four jumps from an adjacent country in excess
of 1 percentage point: Finland/ Malta (1.1),
Poland/ Portugal (1.6), Bulgaria/ Romania (2),
and Romania/ Latvia (2.2).

From Figure 5.1, we can assess the ambition of
the Europe 2020 Agenda ‘to lift at least 20 million
people out of the risk of poverty and social
exclusion’ (European Council, 2010). Measured
in terms of the at-risk-of-poverty rate, (*) it would
mean reducing poverty and social exclusion by 4
percentage points. The EU-27 as a whole would
have to match the performance of Austria. It
is also clear that attainment of this ambition
requires, as far as the at-risk-of-poverty indicator
is concerned, action by the six largest Member
States. France, Germany;, Italy, Poland, Spain and
the United Kingdom cannot stand aside. If they
were to do so, then reaching the 20 million target
would require the virtual elimination of income
poverty in the other 21 Member States.

Who is ‘at-risk-of-poverty’? EU-SILC allows
income poverty rates to be calculated for many
groups within the population. Here we focus on
just one group which has (rightly) received a great
deal of attention in recent years: the proportion of
children living in households at risk of poverty. (¥)
This is referred to for short as ‘child poverty,
although it should be emphasised that what is being
measured is the status of the household where the
child lives (see above example). It should also be
emphasised that no account is taken of the possibly
unequal sharing of income within the household.
Figure 5.2 shows the child poverty risk rate in each
country compared with the overall poverty risk
rate for Survey Year 2008. Countries lying on the
heavy line have the same rate of child poverty risk
as overall population poverty risk. The cause for
concern about child poverty is that relatively few
(only about a quarter of the 27 EU Member States)
are below this line. For seven Member States, the
child poverty rates are more than 5 percentage
(") 'This is in fact only one of three indicators (see Chapter 1 and see also
below).

(%) See, for instance: Frazer and Marlier (2007), Social Protection Commit-
tee (2008), Tarki (2010), Frazer, Marlier and Nicaise (2010).




Income poverty and income inequality ﬂ

Figure 5.1: National at-risk-of-poverty rates in EU-27, Survey Year 2008
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Source: EU-SILC, Eurostat-CEPS/INSTEAD calculations (28 April 2010). The income reference year is the calendar year prior to the Survey
Year except for the United Kingdom (Survey Year) and Ireland (12 months preceding the survey).

Reading note: The at-risk-of-poverty rate in Latvia is 25.6 per cent.
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Figure 5.2: National at-risk-of-poverty rates for children and for overall population in EU-27,
Survey Year 2008
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Source: See Figure 5.1.

Reading note: Countries lying on the heavy line have the same rate of child poverty risk as overall population poverty risk. For 7 Member
States and also for the (weighted) average of the 12 New Member States, child poverty risk rates are more than 5 percentage points
above the overall rate — shown by those above the dashed line. So, in Romania for instance, the at-risk-of-poverty rate is 32.9 per cent for
children whereas it is 23.4 per cent for the overall population.
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points above the overall rate — shown by those
above the dashed line in Figure 5.2. So that while
in Hungary child poverty rate is slightly below the
EU average (19.7 vs. 20.1 per cent), it is 7.3 per
cent higher than the overall population poverty
rate. Above the dashed line are Luxembourg and
Italy, but the other 5 countries are New Member
States. The overall child poverty rate for the 12
New Member States is indeed 4 percentage points
higher than for EU-15 (23.1 vs. 19.3 per cent).

So far, we have been counting the number of
people, or the number of children, at risk of
poverty. But how far do they fall below? The final
EU indicator considered here is the total poverty
risk gap. What is the total income shortfall? Figure
5.3 shows, in addition to the at-risk-of-poverty
rate, the median percentage by which households
fall below the income poverty line. For EU-27,
the figure is 22 per cent, which means that half
of the at-risk-of-poverty population are living
on less than 78 per cent of the income poverty
threshold. Since the threshold is 60 per cent of
median income, this means that the shortfall is
some 13 per cent of median income. What is of
interest is that the graduation is now much less
smooth as we move across countries. For half the
Member States (those to the left of Germany in
Figure 5.3), the shortfall is between 15 and 20 per
cent, but for Germany and countries to its right
the gaps range from 16.5 to 32.3 per cent.

EU-SILC contains much further rich data about
the risk of poverty, but the evidence presented
above from the 2008 Survey (income year
2007) shows that the risk is pervasive, affecting
all Member States. New Member States are not
concentrated at the top of the scale. Looking to
the future, achievement of a 20 million reduction
requires action by the large Member States: the
largest six account for nearly three-quarters of
the total at risk of poverty.

5.2.2 Evidence from EU-SILC on income
inequality

To this juncture, we have focused on the bottom
of the income distribution. What is the overall
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extent of inequality? Many are concerned that
inequality was a factor contributing to the
economic crisis; others are concerned that the
crisis will exacerbate inequality. But just how
unequal are incomes? The two main indicators
of income inequality used at EU level are shown
in Figure 5.4. The first is the ratio of the share
of income going to the top 20 per cent of the
population (referred to as the top quintile share)
to that going to the bottom 20 per cent (the
bottom quintile share).

This ratio, also called S80/S20, varies from 3.4
to 7.3 across the EU Member States. There is
an interesting geographical pattern. The lowest
ratios are found in some of the New Member
States (Slovenia, Slovakia, the Czech Republic
and Hungary) as well as in Austria and the
Nordic countries. Then come Malta, Benelux,
Cyprus and France. In Southern Europe (except
Cyprus and Malta), Poland, the United Kingdom
and Lithuania, the ratios are between 5.1 and 6.1,
and they are 6.5 or more in Bulgaria, Romania
and Latvia. For the EU-27 as a whole, the S80/
S20 ratio is 5. It should be noted that the latter
is the weighted average of the 27 national ratios,
in which each country ratio is weighted by the
country’s population size; it is thus not the same
as the ratio of the top to bottom quintile shares
in the EU-27 as a whole, which can be expected
to be higher.

The second indicator of income inequality shown
in Figure 5.4 is the Gini coeflicient, a summary
measure, based on the cumulative share of income
accounted for by the cumulative percentages of
the number of individuals, with values ranging
from 0 per cent (complete equality) to 100 per
cent (complete inequality). The Gini coefficients
vary a lot across countries, from 23 per cent in
Slovenia to 38 per cent in Latvia. (°) For the EU-27
asa whole, the (weighted) averaged valueis 31 per
(°) The scales for the two inequality indicators in Figure 5.4 are different

but the indicators move very closely together. There is no reason why

this should necessarily be the case. A redistribution that affected only

those between the bottom quintile and the top quintile would have no

impact on the $80/520 ratio but would affect the Gini coefficient as this

indicator considers the entire income distribution and not just the top
and bottom quintiles.
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Figure 5.3: National at-risk-of-poverty rates and relative median at-risk-of-poverty gap in EU-27,
Survey Year 2008
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Source: See Figure 5.1.

Reading note: In the Czech Republic, the at-risk-of-poverty rate is 9.1 per cent and the median poverty gap is 18.5 per cent of the poverty
threshold; the latter means that half of the at-risk-of-poverty population are living on less than 81.5 per cent of the poverty risk threshold.
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Figure 5.4: Income inequality in EU-27 countries, Survey Year 2008
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NB: Countries are ranked first according to their S80/520 ratio, and then according to their Gini coefficient.
Reading note: In Slovenia, the S80/520 ratio is 3.36 (left hand axis) and the Gini coefficient is 23.4 per cent (right hand axis).
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cent. What do such values mean? The following
hypothetical calculation may be helpful. Suppose
that the tax and transfer system is approximately
of the form of a uniform tax credit and a constant
tax rate on all incomes, that the government
spending on goods and services absorbs 20 per
cent of tax revenue, and that the Gini coefficient
for disposable income is 48 per cent in the absence
of redistribution. Then, an increase in the tax rate
of 5 percentage points would be needed to reduce
the Gini coeflicient by 3 percentage points. (*°)
Since a tax rise of 5 percentage points would be a
challenge for any Finance Minister, this suggests
that a 3 point difference would be salient. This
means that moving across a vertical division in
Figure 5.4 represents a significant — in economic
terms — difference.

Applying the criterion that 3 percentage
points represents a ‘salient’ difference in the
Gini coeflicient, we obtain a partial ranking of
Member States. We cannot say that inequality
is different in France from that in Germany
(in Survey Year 2008), but there is a salient
difference between the Gini coefficients for
France and the United Kingdom, as there is
between those for Sweden and France. On this
basis, income inequality is higher in Latvia
than in any other country apart from Romania,
Bulgaria and Portugal. Income inequality can be
said to be lower to a salient degree in Slovenia
than in all Member States apart from Slovakia,
the Czech Republic, Austria, Hungary and the
Nordic countries.

How is inequality in income related to income
poverty? Do the same countries have both low
at-risk-of-poverty proportions and low income
inequality? There is no reason why this should

(*) See Atkinson (2003), p. 484. The Gini coefficient is equal to half the
mean difference divided by the mean. Taxation with a constant mar-
ginal tax rate implies that the mean difference is reduced by (1-mar-
ginal tax rate); the mean is reduced by (1-average tax rate). 1 minus the
average tax rate is what is left for households after paying for govern-
ment goods and services: in this example, 80 per cent. With no redis-
tribution, the tax rate would be 20 per cent. So that the Gini coefficient
for disposable income would be the same as for pre-tax income. If the
marginal tax rate is raised to 25 per cent to finance redistribution via
a uniform tax credit, then (1-marginal tax rate) becomes 75 per cent,
while the average tax rate (allowing for the credit) is unchanged. The
Gini coefficient is therefore reduced to 75/80 of its previous value: i.e.
from 48 per cent to 48 per cent times 75/80, which equals 45 per cent.

necessarily be the case. The share of the bottom
20 per cent may reasonably be taken as closely
linked to the incidence of income poverty, but
this leaves considerable room for differences in
the other quintile group shares. A country may for
example have a share for the bottom 20 per cent
of 11 per cent, which — if equally distributed —
would ensure an income equal to 55 per cent of
the mean. (') Since the mean is typically higher
than the median, this could well be above 60 per
cent of the median and the poverty risk score
could be zero. Such a (low poverty risk) bottom
quintile share could however be combined with a
relatively unequal distribution, such as 12, 13, 14
per cent for the second to fourth quintile groups
and 50 per cent for the top 20 per cent. The S80/
S§20 ratio would then be 4.55, which is not much
lower than the EU-15 average (4.88).

In fact, as may be seen from Figure 5.5, the at-
risk-of-poverty rate is closely correlated with
the degree of income inequality as measured by
the S80/S20 ratio (the same is true with the Gini
coefficientin place of the S80/S20 ratio, although
this is not shown here). There do not appear
to be countries with medium/high inequality
and low poverty risk. A simple regression
shows that the inequality ratio explains 85 per
cent of the variance in the poverty rate, and
that an increase in the ratio from 3.5 to 4.5 is
associated with a 3.4 percentage point increase
in the poverty rate.

5.2.3 Comparison with other cross-country
sources

There are now a variety of sources of
internationally comparative data on income
inequality and income poverty. The best known
is perhaps the World Bank’s World Development
Indicators (WDI), which shows in its 2009
edition estimates of the distribution of income
or consumption for 136 countries in the form
of the Gini coefficient and the shares of income
quintile groups (World Bank, 2009, Table 2.9).
The values for 24 out of the 27 EU countries

(') The figure of 55 per cent is obtained by dividing 11 per cent by the
group’s proportionate share (20 per cent): 11/20 = 0.55.
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Figure 5.5: National at-risk-of-poverty rates and S80/520 ratios, EU-27, Survey Year 2008
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Source: See Figure 5.1.

Reading note: Each point corresponds to a Member State in EU-27, showing on the horizontal axis the $80/520 ratio and on the vertical
axis the at-risk-of-poverty rate.
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Table 5.2: World Development Indicators in EU-27 countries as published in 2009

Gini coefficient |  $80/520 Income
(in %) ratio reference year Source

BE 33.0 487 2000 Income data from LIS
BG 29.2 438 2003 Expenditure data
cz 25.8 355 1996 Income data from LIS
DK 247 431 1997 Income data from LIS
DE 283 4.34 2000 Income data from LIS
EE 36.0 6.32 2004 Expenditure data
IE 343 5.68 2000 Income data from LIS
EL 343 6.19 2000 Income data from LIS
ES 347 6.00 2000 Income data from LIS
FR 32.7 5.58 1995 Income data from LIS
IT 36.0 6.46 2000 Income data from LIS
cYy not included

Lv 357 6.28 2004 Expenditure data
LT 358 6.29 2004 Expenditure data
LU not included

HU 30.0 4.50 2004 Expenditure data
MT not included

NL 309 5.09 1999 Income data from LIS
AT 29.1 440 2000 Income data from LIS
PL 349 5.81 2005 Expenditure data
PT 385 417 1997 Income data from LIS
RO 315 4.87 2005 Expenditure data
Sl 312 4.80 2004 Expenditure data
SK 258 3.95 1996 Income data from LIS
Fl 269 3.82 2000 Income data from LIS
SE 25.0 402 2000 Income data from LIS
UK 36.0 721 1999 Income data from LIS

Source: World Bank (2009).
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(data for Cyprus, Luxembourg and Malta are
not included in the WDI table) are shown in
Table 5.2, together with the sources. There are
two evident problems. The first is that the data
come from two different sources. It is stated
that data for ‘the high-income countries’ are
income data taken from the LIS database, and
this applies for 16 of the countries. But for
eight countries, all New Member States, the
data relate to expenditure and come from other
sources. Secondly, as explained earlier, the LIS
data are not annual, and those used in the 2009
WDI relate mostly to the year 2000 or, in seven
cases, even earlier. This latter point reduces
significantly the value of the WDI compilation.
It certainly appears a little odd that the data in
the 2009 WDI table for Liberia and Morocco
relate to 2007, whereas the data for France are
no more recent than 1995. The former problem
limits the comparability within the EU, although
the expenditure data may be more comparable
with those for middle-income and develo-
ping countries.

The question naturally arises as to why the
WDI does not employ the EU-SILC data, which
would have the definite advantages of being
more current and of not mixing income-based
and expenditure-based estimates? The answer
may depend on the comparison of this new
source with the longer established LIS and with
official sources such as the OECD. Here we
may turn to the OECD report (OECD, 2008),
which contained a most helpful comparison of
the OECD estimates with EU-SILC (2005 data,
income reference year 2004) and LIS (mostly
relating to years around 2000). There is relatively
little discussion of the findings of the comparison
in the OECD report, perhaps because the results
appear reassuring. Their figures for the at-risk-
of-poverty definition based on 60 per cent of the
median are reproduced in Figure 5.6. (*?) The
three bars show the estimates for each country
for the OECD, EU-SILC and LIS (in some cases
one of the latter two is missing).

(**) The comparison also includes four non-EU countries: Iceland (IS),
Norway (NO), Switzerland (CH) and Turkey (TR).

Income and

In almost all cases, the estimates of poverty risk
in the three sources are close. Only for 9 of the 57
possible comparisons is the difference equal to 3
percentage points or more (although the estimates
are rounded to the nearest integer, so that some of
the differences may be only 2.1). Three countries
(Germany, the Netherlands and the United
Kingdom) account for six of these discrepancies,
and these differences are identified by the OECD
as a matter for concern. The differences in the
case of Germany are four (LIS/OECD) and five
(EU-SILC/OECD) percentage points. These
differences are among those discussed further in
Section 5.3. It should also be noted that only one
of the nine discrepancies (for Sweden) concerns
the comparison of the EU-SILC and LIS estimates,
which are generally closer.

The Gini coefficients of income inequality from
the three sources are compared in Figure 5.7. The
general pattern is similar. It has to be borne in
mind, and this applies to both the poverty risk
figures (Figure 5.6) and the Gini coefficients
(Figure 5.7), that the definitions are not identical.
The EU-SILC estimates use the modified OECD
equivalence scale described above, whereas, alittle
strangely, the OECD does not use the scale that
bears its name, but uses a square root equivalence
scale, as in the LIS data. Use of this latter scale
means that income is divided by the square root
of the household size (two in the case of the four-
person household example), which means that
the relative position of different households will
be affected. This may well affect the comparison,
as may the fact that the OECD and EU-SILC data
refer mostly to 2004, whereas the LIS data refer to
a variety of years around 2000.

All in all, there appears to be a high level of
coherence between the cross-country datasets.
The data for certain countries needs to be
examined, but data created by the EU-SILC
framework approach do not seem to be out
of line with those assembled by the LIS or
OECD methods.
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Figure 5.6: National at-risk-of-poverty rates in various EU and non-EU countries: Estimates from
OECD, EU-SILC and LIS, Survey Year 2008
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Source: OECD (2008, Table 5.A2.1).

NB: Non-EU countries are Iceland (IS), Norway (NO), Switzerland (CH) and Turkey (TR). Depending on the country, the income reference
year varies between 2000 and 2005.

Reading note: For Ireland, the at-risk-of-poverty rate is 20 per cent according to the EU-SILC estimates, 22 per cent according to the LIS
estimates, and 23 per cent according to the OECD estimates.
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Figure 5.7: National Gini coefficients in various EU and non-EU countries: Estimates from OECD,
EU-SILC and LIS, Survey Year 2008
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Source: OECD (2008, Table 1.A2.3).

NB: Non-EU countries are Iceland (IS), Norway (NO), Switzerland (CH) and Turkey (TR). Depending on the country, the income reference
year varies between 1999 and 2005.

Reading note: For Sweden, the Gini coefficient is 23.0 per cent according to the EU-SILC estimates, 23.4 per cent according to the OECD
estimates, and 25.2 per cent according to the LIS estimates.
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5.3.1 Monitoring trends in EU-SILC

In the previous section, we have described the
situation in the EU in 2007 (the 2008 Survey Year
related in nearly all countries to incomes in 2007).
But much of the interest of the figures lies in how
inequality and poverty are changing over time.
In this respect, it is frustrating that we can say
little about what has happened since 2007. At a
time of economic crisis, everyone, citizens and
politicians alike, wants to be able to monitor
what is happening to living standards following
the financial crisis and the subsequent world
recession. Who is bearing the burden?

It is also important, however, to understand
what was happening before the economic crisis.
How far had the EU been successful in its 2000
declared ambition of achieving a significant
reduction in poverty and social exclusion? Was
it the case that there had been rising inequality, a
factor which some commentators have treated asa
contributing to the crisis? Here too we are limited
as to what we can say. As explained in Chapter
2, EU-SILC was launched in 2003, with income
reference year 2002, on the basis of a ‘gentleman’s
agreement’ in six Member States. The official
starting date for EU-SILC was Survey Year 2004
for EU-15 (minus Germany, the Netherlands and
the United Kingdom, plus Estonia), with income
reference year 2003. The New Member States
that joined the EU in 2004 (apart from Estonia)
as well as Germany, Netherlands and the United
Kingdom, started with respect to Survey Year
2005. Bulgaria entered in Survey Year 2006, and
Romania in Survey Year 2007. This means that
there are data for between 2 and 6 years — see
Table 5.3. (As indicated previously, the income
reference year is different for Ireland and the
United Kingdom.)

Can we identify from this short EU-SILC time
series countries where income poverty and
inequality are decreasing or increasing? In the

case of year-to-year changes, sampling errors
are clearly relevant. In the case of the at-risk-
of-poverty rate, Lelkes et al (2009, Figure 1.10)
show for Survey Years 2004-2006 10 countries
where there were changes outside the 95 per
cent confidence interval for the preceding
year. (**) The countries are equally divided in
their direction of movement. The ‘improvers’
were Estonia, Ireland, Netherlands, Poland and
Slovakia. Those moving towards higher poverty
risk were Finland, Italy, Latvia, Luxembourg
and Sweden.

Year-to-year variation on account of sampling
error certainly means that we should not attach
weighttomodest changesin theat-risk-of-poverty
rate over time. The sampling errors reported for
the 2005 EU-SILC for the proportion at-risk-of-
poverty imply a one-sided 95 per cent confidence
interval of less than 1 percentage point for 11 of
the 23 countries analysed and in all cases it is
less than 2 percentage points (Eurostat, 2008).
Account has also to be taken of non-sampling
errors, as has been discussed in Chapter 3.

These considerations refer to the ‘supply side’:
the accuracy of the estimates supplied by EU-
SILC (or other sources). It is indeed a pre-
requisite that the observed performances are
different. But we have also to ask about the
‘demand’ side. What differences are of interest to
the user? Here the Europe 2020 targets provide
a point of reference. The ambition of the EU
is to reduce those at risk of poverty and social
exclusion by 20 million. In terms of the at-risk-
of-poverty rate, this would mean a reduction of
approximately a quarter (20 million out of 80
million) or, put differently, a reduction of about
4 percentage points for the EU-27 as a whole.
Applied at the level of individual countries, a
reduction of a quarter would mean between 2%
and 6% percentage points. Taking account of
both supply and demand side considerations,
we pay particular attention in what follows to
changes of 2 percentage points or larger.

(**) We have here excluded Hungary on the grounds explained by Lelkes et

al, that there appear to be problems with the estimate for 2006 (Survey
Year).
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Table 5.3: National at-risk-of-poverty rates in EU-27, Survey Years 2003-2008

2003 2004 2005 2006 2007 2008
EU-27 : : 159 16.2 16.7 16.6
EU-15 15.7 16.0 16.5 16.4
NMS12 : : 176 17.3
NMS10 : : 173 16.7 15.1 15.0
BE 15.3 143 14.8 14.7 15.1 14.7
BG 184 21.8 214
cz : 104 9.8 9.5 9.1
DK 1.7 10.9 11.8 11.7 1.7 11.8
DE : 12.3 12.7 15.2 153
EE : 202 183 183 194 19.5
IE 20.1 209 19.7 185 17.3 15.5
EL 20.7 19.9 19.6 20.5 203 20.1
ES 19.9 19.7 19.9 19.7 19.6
FR 135 13.0 13.1 13.1 134
IT 19.1 18.8 19.6 19.8 18.7
cY 16.2 15.8 15.5 16.3
Lv 19.2 23.1 212 256
LT : : 205 20.0 19.1 200
LU 1.9 12.7 137 14.1 135 134
HU 134 159 123 124
MT 14.1 13.6 14.4 14.7
NL : : 10.8 99 10.2 10.6
AT 132 12.8 123 126 120 124
PL : 20.6 19.1 17.3 16.9
PT 20.5 194 185 18.1 18.5
RO : : 248 234
Sl 122 11.7 1.5 12.3
SK : 133 11.6 10.5 10.9
FI 11.1 1.7 12.5 129 13.6
SE 11.3 9.3 12.3 10.8 12.2
UK 19.1 19.2 19.1 19.0

Source: See Figure 5.1.
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5.3.2 Changes in poverty risk

What do we learn from Table 5.3 if we run our
cursor over the figures identifying cases where
the Survey Year 2008 data represent a change of
2 percentage points of more in the proportion
at-risk-of-poverty relative to an earlier year?
For six Member States, we have EU-SILC data
covering six years. For only one — Ireland — did
an earlier year have a proportion that differed by
2 percentage points or more. Between 2003 and
2008, Ireland moved from having an above EU-
27 average at-risk-of-poverty rate to one that is
below it. In the other five countries there were
falls, but these were smaller and in some cases
reversed: for example, in Greece the proportion
fell, then rose, and then fell.

For the countries with five years of data, Finland
saw an increase in the at-risk-of-poverty rate in
each year and ended with a figure 2% percentage
points higher — an increase of nearly a quarter. In
the opposite direction, Portugal, with an initially
high at-risk-of-poverty poverty rate, showed a
reduction of 2 percentage points. Sweden showed
both falls and rises of at least 2 percentage points,
but ended in 2008 with an at-risk-of-poverty rate
less than 1 percentage point different from that in
Survey Year 2004.

There is some tendency for convergence, with
high poverty risk countries tending to show
reductions in income poverty rates (although not
universally) and for there to be slippage in the
opposite direction among the previous better-
performers. This is illustrated by the fall between
Survey Years 2005 and 2008 in the at-risk-of-
poverty rate for the NMS10 group, i.e. the 10
countries that joined the EU in 2004, where the
rise in Latvia was more than offset by the falls in
Poland and Slovakia.

In sum, the picture prior to 2008 was not a static
one. Some countries have achieved sustained
reductions in the proportions at-risk-of-poverty,
but in the EU as a whole this progress has been
offset by reversals in other Member States.

5.3.3 Changes in income inequality

It is widely believed that income inequality
has been on the increase. This belief is much
influenced by the experience of the United States,
but has the same happened in Europe?

The EU-SILC data suggest that the EU picture
is more nuanced. Tables 5.4a and 5.4b show
the EU-SILC results for the two inequality
indicators used in the previous section. Overall
the weighted-average indicator for EU-27 hardly
changed between Survey Years 2005 and 2008.
(Again it has to be remembered that this is the
average of national inequalities, not the overall
EU inequality taking account of between-country
differences.) This did not reflect stasis. There
were country changes, and indeed some degree
of convergence. The average for the 10 New
Member States showed a reduction in inequality:
the S80/S20 ratio went from 5.6 to 4.6, and the
Gini coefficient fell by nearly the 3 percentage
points that we described as a ‘salient’ change in
the previous section. There were falls of more
than 3 percentage points in the Gini coeflicient
in Estonia and Poland.

If we look at EU-15, then among the larger
countries there is little evidence of change in
France, Italy, Spain and the United Kingdom. The
most evident change in the EU-SILC data is the
rise in the S80/S20 ratio (from 3.8 to 4.8) and in
the Gini coefficient (from 26 to 30 per cent) in
Germany. (During the same period, the at-risk-
of-poverty rate measured on the basis of EU-
SILC also increased sharply in Germany, from
12.3 per cent to 15.3 per cent; we come back to
these estimates in Section 5.3.4.)

These country differences underline the need to
compare the EU-SILC findings with those from
national sources, to which we now turn.

5.3.4 Comparison with national sources:
a case study

The provision of data on income inequality and
poverty has a long history in individual Member
States. Whereas in some countries the launching
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Table 5.4a: Income inequality in EU-27 countries: S80/520 ratio, Survey Years 2003-2008

2003 2004 2005 2006 2007 2008
EU-27 4.88 4.80 5.01 4.95
EU-15 4.75 4.72 4.88 4.88
NMS12 : : 5.51 5.24
NMS10 : : 5.55 522 4.67 4.59
BE 4.34 392 4.03 417 387 4.07
BG 512 6.92 6.48
cz : : 367 352 351 342
DK 3.58 342 3.50 344 373 3.63
DE : 3.80 4.08 4.96 4.78
EE : 7.23 593 551 5.54 4.99
IE 4.98 4.96 5.01 4.87 4.78 447
EL 6.38 595 5.79 6.05 6.01 5.89
ES 513 543 528 527 543
FR 4.17 4.03 397 3.83 4.17
IT 574 555 549 549 513
cYy 4.35 4.29 4.46 4.14
Lv 6.66 7.88 6.33 734
LT : : 6.94 6.31 591 5.90
LU 4.06 3.92 3.87 4.18 4.02 4.07
HU 4.04 546 3.70 361
MT 393 4.03 3.84 4.00
NL : : 398 3.84 4.02 4.02
AT 4.05 377 377 3.65 376 372
PL : 6.64 5.65 5.26 512
PT 6.95 6.93 6.76 6.47 6.09
RO : : 7.84 7.04
Sl 343 339 331 336
SK : 392 4.05 347 336
Fl 353 3.63 3.63 372 3.75
SE 3.28 330 353 336 352
UK 5.85 540 545 5.64

Source: See Figure 5.1.
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Table 5.4b: Income inequality in EU-27 countries: Gini coefficients, Survey Years 2003-2008

2003 2004 2005 2006 2007 2008
EU-27 30.2 299 306 306
EU-15 299 295 30.2 304
NMS12 : : 318 313
NMS10 : : 321 317 29.7 294
BE 283 26.1 279 278 263 275
BG : 312 35.1 359
cz : : 260 253 252 247
DK 248 239 239 237 252 251
DE : 26.1 269 305 303
EE : 374 341 33.1 334 309
IE 30.7 316 320 319 313 300
EL 34.7 33 332 343 343 334
ES 30.7 318 311 313 312
FR 283 278 273 264 28.1
IT 332 328 321 322 310
cYy 287 288 298 279
Lv 36.1 39.2 354 377
LT : : 363 349 338 340
LU 276 264 265 27.8 274 27.6
HU 275 333 257 252
MT 27.0 273 26 269
NL : : 26.7 264 276 277
AT 273 258 26.1 253 26.1 26.1
PL : 356 333 322 320
PT 37.7 38.1 377 36.8 358
RO : : 378 36.0
Sl 238 238 232 234
SK : 26.2 28 245 236
Fl 254 259 258 26.2 26.2
SE 228 232 238 234 241
UK 344 324 329 339

Source: See Figure 5.1.
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of ECHP, and now EU-SILC, was a stimulus to
collect distributional data on a regular basis, and
the EU reference data provide the main national
source, in quite a number of countries there are
long-running regular series, typically annual, for
income inequality and poverty. In the latter cases,
it is important to compare the findings from EU-
SILC with those from the national sources. (%)

Differences between the results from EU-SILC
and from national sources do not imply that one
source is necessarily in error or that one source is
to be preferred. Differences may arise for several
reasons, including the following ones:

o differences in the population covered (for
example, the exclusion in EU-SILC of the
non-household population, whereas national
sources may cover people living in collective
households or institutions);

o differences in the definitions adopted (for
example, of the unit of analysis or of total
income or of the equivalence scale);

o differences in timing (for example, in the
definition of the income reference period or
in the scheduling of the interviews).

On the other hand, differences maybe attributable
to identifiable shortcomings. Response rates may
be different, particularly where there is attrition
from a panel survey. The extent of reporting may
vary, as may be indicated by checks against known
income totals (as discussed in Chapter 18).

In this section, we take one comparison with
national sources as a case study. The case study
is that of Germany. There are three reasons for
this choice. First, Germany is the largest Member
State. Secondly, the EU-SILC findings show that
Germany was one of the countries to exhibit
rising income poverty and inequality. Thirdly,
there have been a number of academic studies
making comparisons between the EU-SILC
results and those from other sources.
(") It would also be possible to use the findings from the ECHP — see
Lelkes et al (2009). The issue of the continuity of indicators during

the transition between ECHP and EU-SILC is considered by Eurostat
(2005).

The main national sources of household data in
Germany are the Microcensus, the Income and
Expenditure Survey and the German Socio-
Economic Panel (GSOEP) conducted by the
Deutsches Institut fiir Wirtschaftsforschung
(DIW). The relationship between these sources
has given rise to considerable discussion. Hauser
(2008) has compared the EU-SILC results for 2005
with the Microcensus and GSOEP. He noted that
two features of the German EU-SILC (reliance
on a postal survey and delay in developing a
fully random sample) led there to be ex ante
doubts about the EU-SILC German data. He
reported that there were ‘significant deviations
in the coverage of poorly integrated foreigners,
small children and the level of education, as well
as the ratio of house/apartment owners and the
employment ratio’ (2008, p. 2).

The implications for the EU commonly agreed
indicators have been discussed by Lelkes et
al. Drawing on Frick and Grabka (2008), they
note that ‘the proportion of the population at
risk of poverty is about 5 percentage points
lower when calculated from the EU-SILC data
than when calculated from [GSOEP]’ (2009, p.
44). They cite figures from GSOEP (EU-SILC
figures in brackets) of income poverty rates of
16.3 per cent for Survey Year 2004, 16.7 (12.0)
per cent () for Survey Year 2005, and 18.0
(12.7) per cent for Survey Year 2006. These are
large and disconcerting differences, but since
then the GSOEP methodology has been revised
with regard to weighting and the imputation of
missing income. The estimates given by Frick
and Krell (2010, Table 2) show income poverty
rates of 13.9 per cent for Survey Year 2005 and
14.3 per cent for Survey Year 2006. For these two
years, the difference is now reduced.

If that were the end of the story, then one might be
reassured. However, a correspondence between the
aggregate (income) poverty rates does not imply
that the constitution of the poverty population is
the same. We need to go further and examine, for
example, the household composition. We need to

(**) The figure of 12.0 from EU-SILC corresponds to that of 12.3 in Table
5.3.
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consider the implications of the differences in the
degree of mobility found in the longitudinal data by
Frick and Krell (2010). Moreover, the EU-SILC data
for Survey Year 2007 show (see Table 5.3) arisein the
income poverty rate by 2.5 points (to 15.2 per cent),
maintained as 15.3 per cent in Survey Year 2008; by
contrast, GSOEP estimates decrease between these
two years (from 14.3 to 13.6 per cent). Not only is
the direction of movement in the opposite direction
from the GSOEP figures, but the magnitude
of the increase in the EU-SILC values is hard
to understand.

In the same way, for the income inequality
measures, the GSOEP (calculations of Frick and
Krell, Table 2) show a broadly stable S80/520
ratio (4.4 for Survey Year 2006 and 4.3 for Survey
Year 2007), whereas the EU-SILC data show a
rise from 4.1 to 5.0. Frick and Krell comment
that the size of the latter increase is ‘exceptionally
difficult to comprehend or explain based on the
evolution of income inequality in Germany over
the last few decades — particularly given the
positive labour market conditions at the end of
the period” (2010, p. 18). They go on to explore
the sources of the discrepancy in the sample
composition and weighting methods.

The issues raised by this comparison with
national sources are technical ones, but there is
clearly need to invest in their resolution. Such
comparisons are necessary to secure acceptance
of the EU reference source at the national level.
Results that indicate income poverty rates very
different (whether higher or lower) from those
reported nationally are likely to raise questions
and potentially generate political debate. Where
levels and/or trends over time are different in EU-
SILC and in national sources, it becomes difficult
to draw conclusions about the effectiveness of
policy measures taken to reduce income poverty
and inequality.

As highlighted in Chapters 1 and 2, EU-SILC
data play a central role in the promotion of the

Social Agenda of the EU. (*¢) In this section, we
consider the use of EU-SILC data in forensic
policy analysis, particularly for monitoring the
Europe 2020 Agenda. As we emphasised earlier
in this chapter, the significance of changes in
income inequality and poverty depends on
both supply and demand side considerations.
The suppliers of the data can advise on the
statistical validity of observed changes, and the
demanders can calibrate the policy significance
of the changes. Both of these are relevant to
monitoring, but we focus here on the less
discussed side: the criteria stemming from the
use of the EU-SILC data.

5.4.1 An at-risk-of-poverty target

The original proposal by the Commission was
of a Headline Target set in terms of the numbers
at-risk-of-poverty, with the aim of reducing
these by 20 million, and we begin by considering
this case. As we have seen in Section 5.2, such a
target is ambitious; it is also in need of further
amplification. We discuss two aspects here. First,
it needs to be anchored in time. (') The 80+
million figure for those at risk of poverty relates
to Survey Year 2008, typically income year 2007.
Even though it is still being discussed, it is likely
that this is to be taken as the base figure. This —
perfectly reasonable — choice would imply that,
in the early years of monitoring, performance
will be affected by the economic crisis. The lags
mean that the incomes of the present year (2010)
will only enter the assessment based on EU-
SILC Survey Year 2011 whose data will become
available at the end of 2012. Does this mean that
the at-risk-of-poverty percentage will initially
rise? The implications are not in fact clear. The
economic crisis has affected both the incomes of
those at the bottom of the income distribution
and the median income against which poverty
risk is being measured. If, for example, pensions
have been maintained but incomes in work have
fallen, then fewer pensioners may be below the
(') On the ‘Renewed Social Agenda’ adopted by the European Commission
on 2 July 2008, see: http://ec.europa.eu/social/main.jsp?catld=547.

('7) We are grateful to Holly Sutherland for a helpful discussion about these
points.
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Figure 5.8: Millions taken out of income poverty and number of EU countries that need to be
involved, Survey Year 2008

25

20 S~

12.6 13 14 15 16 17 18 19 20

At-risk-of-poverty rate reduced to (per cent) in each Member State with rates currently above (per cent)

—e— Millions raised above
Number of Member States
Source: See Figure 5.1.

Reading note: If all countries with at-risk-of-poverty rates above 17 per cent reduced their rate to 17 per cent, and if the proportions at risk
in the other Member States remained unchanged, then the total number of income poor in the EU would be reduced by 6 million. This
would require action by 10 of the 27 EU Member States.
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income poverty threshold. On the other hand,
there are reasons to fear that the unemployed
living in households where there is a single earner
have suffered falls in income — see Chapter 17.

To the delays in monitoring, we have to add the
likely delays in policy impact. Some policies
adopted by Member States may have immediate
impact. An increase in child benefit payments
can raise family incomes immediately. However,
other policies, such as investment in early
childhood, or in education, may only yield fruit
after a number of years. These two sources of
delay mean that we should look to a mid-decade
review in 2015 as a crucial stage in the evaluation
of the Europe 2020 agenda.

Secondly, the overall EU target has to be translated
into national targets. As discussed by Marlier et
al (2007, p. 216), this can be done in different
ways. One approach is to require each country to
scale down their at-risk-of-poverty percentage by
the same amount — around a quarter. Countries
with a rate of 20 per cent would have a target of
15 per cent; countries with a rate of 12 per cent
would have a target of 9 per cent. Alternatively,
Member States may be set the task of emulating
the best performers. The underlying arithmetic
does not however allow great flexibility. Even if
we start with the Member States with the highest
proportions at risk, the total of 20 million is only
reached when the majority of Member States
are contributing. The trade-off is illustrated for
Survey Year 2008 in Figure 5.8, which shows
the reduction in the number of income poor in
the EU-27 as a whole achieved if the maximum
national at-risk-of-poverty percentages are
reduced to x per cent, with x being progressively
lowered as we move to the left. For example, if all
countries with at-risk-of-poverty rates above 17
per cent reduced their rates to 17 per cent, and if
the proportions at risk in the other Member States
remained unchanged, then the total number of
income poor in the EU would be reduced by 6
million. This would require action by 10 of the
27 EU Member States. To achieve a reduction
of 20 million, the maximum income poverty
percentage would have to be reduced to below 13

per cent, and would require action by 19 Member
States. Put another way, reducing the total by 20
million implies an overall income poverty rate of
12.6 per cent, and there are not many Member
States with rates below this: Austria, the Czech
Republic, Denmark, Hungary, the Netherlands,
Slovakia, Slovenia, and Sweden.

5.4.2 Three indicators ('8)

The June 2010 European Council finally opted for
a more complex Headline Target for promoting
social inclusion at EU level. The target is defined
on the basis of three indicators: the number of
people at risk of poverty (EU definition, as used
above), the number of materially deprived people
(EU definition but stricter; see Chapter 6), and
the number of people aged 0-59 living in ‘jobless’
households (defined, for the purpose of the EU
target, as households where none of the members
aged 18-59 are working or where members
aged 18-59 have, on average, very limited work
attachment). The target consists of lowering by
20 million the number of people who are at risk
of poverty and/or severely deprived and/or living
in ‘jobless’ households. The European Council
Conclusions indicated that this ‘would leave
Member States free to set their national targets
on the basis of the most appropriate indicators,
taking into account their national circumstances
and priorities’ (European Council, 2010, p. 12).

This decision introduces further complexity into
the monitoring process, and it is not obvious how
the decisions of individual Member States can
be reconciled. The extension to more indicators
means that the target population is larger, as is
illustrated schematically in Figure 5.9 for the three
indicators according to the EU-SILC 2008 results.
A little over 80 million people live in households
at risk of poverty, but a further 40 million live
in households that are not at risk of poverty but
are defined as jobless and/or materially deprived
according to the two newly agreed headline
indicators. The total is 120 million for the EU-27
(%) For further information on the ‘Europe 2020’ indicators, see: http://

epp.eurostat.ec.europa.eu/portal/page/portal/europe_2020_indica-
tors/headline_indicators.
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Figure 5.9: Multiple indicators for the Europe 2020 target, figures for EU-27 in million of persons,
Survey Year 2008

Severe

At-risk-of-poverty material deprivation

Joblessness

Source: See Table 5.1.

NB: The total population is 120.3 million. This diagram is ‘schematic; i.e. the areas in the diagram do not correspond exactly to the popula-
tion sizes.

Reading note: In EU-27, 49.6 million people live in households who are at-risk-of-poverty but are neither jobless nor severely materially
deprived; 6.9 million live in households who are at-risk-of-poverty and jobless and severely materially deprived.
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Figure 5.10: Extent of overlap according to the three indicators on which the Europe 2020
target on social inclusion is based, EU-27, Survey Year 2008
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Source: See Table 5.1.
NB: The three indicators are income poverty, severe material deprivation and ‘joblessness’.

Reading note: In Bulgaria, 11 per cent of people live in households identified according to all three criteria; and 33 per cent in households
identified according to two of the three criteria.
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as a whole. The union is quite a lot larger than
the intersection. Only some 7 million people (or
less than 6 per cent) live in households identified
under all three criteria, and only 28 million are
identified under two of the criteria. Well over
two-thirds are identified under only one of the
criteria. Put differently, it would be quite possible
for the 20 million reduction target to be achieved
by reducing the proportion living in jobless
households, without any reduction in the number
living in households at risk of poverty.

The degree of overlap between the households
identified under the three criteria varies across
Member States, and this has to be taken into
account when monitoring progress. Figure 5.10
shows for each of the 27 Member States the
proportions living in households identified under
all three criteria and by two of the three criteria.
The differences across countries do not follow any
evident pattern. The intersection is smaller than
average in Luxembourg, the Netherlands and
the Nordic countries, but also in Spain, Cyprus,
Greece and Portugal; it is larger than average in
a number of the New Member States, but also in
Ireland, France, Austria, Germany and Belgium.

It is evident that progress in terms of combating
poverty and social exclusion will depend very
much on (1) the national choice of priorities
and (2) the extent to which the chosen policies
are directed at households where the criteria
overlap. Of particular concern is the possibility
that a country targeting one indicator may adopt
policies that worsen the situation according to
the other indicators. There is already evidence
that fiscal pressures are leading countries to scale
back income support for the unemployed. It is
possible that this may lead some people to take
jobs, and hence reduce the proportion of jobless
households, but at the cost of reduced household
incomes and the risk of falling below the income
poverty threshold. The issue of in-work poverty
is discussed in Chapter 14.

The one conclusion that is clear is that the
European Commission will need to monitor the
three indicators for all Member States, regardless

Income and liv

of national priorities. It is only in this way that
coherence can be maintained at an EU level.
What seems also important is that if the Europe
2020 Agenda has highlighted three indicators
of poverty and social exclusion, Member States
- and the EU as a whole - should however
continue to monitor performance according
to the full set of commonly agreed indicators
underpinning EU coordination and cooperation
in the social field.

The EU-SILC data on income inequality and
poverty are rich and varied. Here we bring
together in telegraphic form some of the main
findings:

« 11in 6 citizens are at-risk-of-poverty, and they
are to be found in all Member States;

o in three-quarters of Member States, the
proportion of children at risk of poverty
exceeds the overall proportion; there are real
grounds for concern about child poverty
in Europe;

« success in reducing income poverty tends to
go with success in reducing income inequality;
there are no instances of countries pursuing a
low poverty/high inequality strategy;

« we do not yet know the impact of the
economic crisis, but the picture prior to 2008
was not a static one. Some countries achieved
sustained reductions in the proportions at-
risk-of-poverty, but in the EU as a whole this
progress has been offset by reversals in other
Member States;

« it is widely believed that income inequality
was increasing globally prior to the economic
crisis, but the EU-SILC data suggest that the EU
picture is more nuanced, with some Member
States exhibiting declining inequality.

In considering the future development of the
underlying data source (EU-SILC), it is evident
that the June 2010 European Council decisions
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have placed new demands on this statistical
instrument. We highlight here three aspects:

o theneed for timely data, to allow a benchmark
to be established and progress monitored;

o the analysis of the overlap between different
indicators;

o the fuller integration of EU-SILC into national
statistical systems.

These developments are essential in order for the
European Commission and the Social Protection
Committee to be able to monitor progress towards
the Headline Targets. As we have emphasised,
such a monitoring process needs to be set in place
from the outset with clear criteria for identifying
situations where performance is not on course to
achieve the Europe 2020 goals.
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ince the March 2000 Lisbon Summit of EU

Heads of State and Government, European
Union (EU) Member States and the European
Commission have cooperated in the field of
social policy on the basis of the so-called Open
Method of Coordination (OMC). For monitoring
the Social OMC, EU countries and the European
Commission have adopted commonly agreed
indicators. This set of indicators is continuously
updated and completed. The first set of commonly
agreed indicators were adopted in 2001 and the
most recent list in 2009 (European Commission,
2009). ()

A major novelty in this most recent list is that it
now includes measures of material deprivation
(and also of housing deprivation which we do not
address here). The rationale for this inclusion is
that if purely income-based indicators of poverty
and inequality are essential, they are nevertheless
not sufficient to satisfactorily reflect the diversity
of living conditions in the EU, especially since
the 2004 and 2007 enlargements (). Material
deprivation can be defined as the inability to
possess the goods and services and/or engage in
activities that are ordinary in the society or that are
socially perceived as ‘necessities.

The chapter takes as a starting point the different
methodological options discussed in previous
documents (e.g. Marlier et al (2007), Guio
(2009), Guio et al (2009)) and aims at deepening
the analysis of material deprivation in Europe.
Its main focus is on the relationship between
income poverty and material deprivation (EU

(*) For more information on these commonly agreed social indi-
cators and their (potential) use in the Social OMC, see for in-
stance Atkinson et al (2002) and Marlier et al (2007; 2010). Use-
ful Social OMC-related documents, including the 2009 and 2010
EU Joint Reports on Social Protection and Social Inclusion,
can be downloaded from the European Commission websites:
http://ec.europa.eu/social/main.jsp?catld=750&langld=en and
http://ec.europa.eu/social/main.jsp?catld=753&langld=en.
For the national values of the commonly agreed EU indica-
tors for social inclusion and various breakdowns of these, see:
http://epp.eurostat.ec.europa.eu/portal/page/portal/employment_
and_social_policy_indicators/omc_social_inclusion_and_social_pro-
tection/social_inclusion_strand.

(*) Foralist of the countries that joined the EU in 2004 and 2007, see ‘Coun-
try official abbreviations and geographical aggregates’ (Appendix 2).

definitions; see below, Section 6.2), and also on
the identification of the factors that impact on
the risk of income poverty and/or deprivation.
A better understanding of this relationship and
of these factors has become even more important
since the adoption in June 2010 by the European
Commission and all 27 Member States of a
social inclusion target for the EU as a whole.
This target, which represents an important step
forward in the EU political commitment to
combat poverty and social exclusion, is indeed
based on a combination of three indicators: the
number of people considered ‘at-risk-of-poverty’
and the number of materially deprived persons
(EU definitions except that for deprivation the
criterion retained for the target is stricter; see
below, Section 6.2), and the number of people
aged 0-59 living in ‘jobless’ households (defined,
for the purpose of the EU target, as households
where none of the members aged 18-59 are
working or where members aged 18-59 have, on
average, very limited work attachment). (*)

Section 6.2 of the chapter briefly introduces
the concepts of income poverty and material
deprivation and the data used in the analysis.
Section 6.3 provides some national figures for the
EU indicators of income poverty and material
deprivation. Section 6.4 analyses (at individual
level) the relationship between income poverty
and material deprivation. Section 6.5 provides
a characterisation of income poverty and
material deprivation through the application of
multinomial logit regressions for each country
separately. Finally, Section 6.6 concludes.

Income poverty and material deprivation are
two concepts that can be used in conjunction
to analyse different aspects of households’ and
individuals’ living conditions. The two concepts

(*) The target was adopted in the context of the new Europe 2020 Strategy,
which is to replace the 2000-2010 Lisbon Strategy (European Commis-
sion, 2010). It will consist of lowering by 20 million the number of peo-
ple who are at risk of poverty and/or deprived and/or living in ‘jobless’
households. For the EU-27 as a whole, this number is currently around
120 million. For a detailed discussion of some of the key challenges to
be met by the new Strategy, see Frazer, Marlier and Nicaise (2010).
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are directly related to the definition of poverty
that the EU Council of Ministers agreed back in
1985 and according to which the poor are ‘the
persons whose resources (material, cultural and
social) are so limited as to exclude them from the
minimum acceptable way of life in the Member
State to which they belong’ (Council, 1985). This
definition is relative and includes both outcome
elements (‘the exclusion of minimum acceptable
way of life..”) and input elements (*.. due to alack
of resources’).

In the income poverty approach, the focus is
on the (lack of) financial resources available to
individuals for meeting their needs, with the
latter being defined in relation to an ‘ordinary’
or ‘minimum living pattern’ in the society
where they live. Because it focuses on the means
available to individuals (or to the households they
belong to), this approach is said to be an indirect
approach to poverty and social exclusion. By
contrast, ‘direct’ (outcome) approaches are based
on the direct observation of the effective rather
than potential satisfaction of the needs, that is
on the actual results that individuals manage
to achieve. In this case, the measurement is
based on non-monetary indicators of material
deprivation (for the first literature on this, see
for instance: Townsend, 1979; Mack and Lansley,
1985; Dickes, 1989; Nolan and Whelan, 1996),
or to assess failure to achieve a range of basic
functionings (Chiappero Martinetti, 2000).
Means have an instrumental value in reaching a
given level of well-being whereas direct outcomes
havean intrinsic value. If Ringen (1988) considers
that the choice between a direct or an indirect
conception is ideological, and raises questions
about the individual versus social responsibility,
Nolan and Whelan (2010, p. 307) argue that the
case for using non-monetary indicators is that
‘they can bring out what it means to be poor,
help to do a better job than income on its own
in identifying the poor, and directly capture the
multifaceted nature of poverty and exclusion.

The measurement of income poverty is well
established in the EU since 2001, when the
European Commission and Member States
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adopted the first indicators in this field. In each
country, the EU indicator of at-risk-of-poverty
rate is calculated with a threshold set at 60% of the
national household equivalised median income;
it is thus a relative definition. An individual is
considered income poor (or at risk of poverty)
if the equivalised income of his/her household
is below this threshold. The equivalence scale
applied to takeaccount of differences in household
size and composition is the modified OECD scale,
which assigns a value of 1 to the first adult in
the household, 0.5 to each other adult and 0.3 to
each child under 14. Even though it is the total
household income that is taken into account, the
unit of analysis is thus the individual (for more
details, see Atkinson et al, 2002). The concept
of income that is used is broad as it comprises
earnings from work including company cars,
all social benefits received in cash, income from
investment and property and inter-households
payments. It is however not comprehensive as
it currently excludes non-monetary income
components such as imputed rents, the value of
goods produced for own consumption and non-
cash employee income (with the exception of
company car). (°)

The measurement of material deprivation has
been regularly on the EU agenda since 2004 but
it is only since 2009 that two indicators have
been formally agreed and added to the EU set
of indicators for social inclusion. Originally
proposed by Guio (2009), these indicators
significantly improve the multi-dimensional
coverage of the EU portfolio of indicators for
social inclusion. The construction of material
deprivation indicators requires data on the extent
to which households that would like to possess
specific ‘basic commodities, or to engage in
certain ‘basic’ activities, cannot do so because
of financial pressures; it also requires that three
key questions be tackled: the selection of items,
the dimensional structure of the list of relevant
items and their aggregation. As is the case for
(°) See Chapter 7 on the distributional impact of imputed rent and Chapter

8 on income from own-consumption. See also Chapter 2 for the defini-
tion of income used in EU-SILC.
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the income poverty, the unit of analysis for the
EU indicator of deprivation is the individual
(considered within his/her household). The
methodology followed at the EU level for
addressing the afore-mentioned key questions
has been detailed by Guio (2009) and Guio et al
(2009) and is not developed here.

Calculated from the EU-SILC data, the two newly
endorsed EU indicators on material deprivation
are based on the following nine items:

1. to face unexpected expenses (°);
2. one week annual holiday away from home;

3. to pay for arrears (mortgage or rent, utility
bills or hire purchase instalments);

4. ameal with meat, chicken or fish every second
day;

. to keep home adequately warm;

. to have a washing machine;

5
6
7. to have a colour TV;
8. to have a telephone;
9

. to have a personal car.

The first EU indicator is a deprivation rate defined
as the proportion of people living in households
who lack at least three of these nine items because
they cannot afford them. The second indicator
measures the intensity of deprivation, that is the
mean number of items (from 0 to 9) lacked by
people. (For more information, see Guio, 2009
and Guio et al, 2009.) ()

These indicators of material deprivation
aggregate information focused on some key
aspects of material living conditions; they do not
aim at covering all the dimensions of poverty
and social exclusion (i.e. health, employment,
education, social participation, etc). It is essential
to stress that the focus of the material deprivation
indicators discussed in this chapter is not on the
(°) Defined in each country as the monthly income poverty threshold for a
one-person household in the year T-2.
() In the indicator used for the EU target, the criterion for being materi-

ally deprived is stricter as the threshold has been put to an enforced lack
of at least four rather than three items out of nine.

lack ofitems due to choice and lifestyle preferences
but on the enforced lack - i.e. people would like
to possess (have access to) the lacked items but
cannot afford them (%). This approach, in terms of
‘enforced lack’ due to financial pressures, makes
the suggested indices more comparable with
income poverty. It is also worth emphasising that
the EU commonly agreed indicators of material
deprivation are based on a common set of items
and that they are equal weights measures, which
reinforces the ‘absolute’ character of the measures
(whereas the use of nationally defined weights
could reflect the relative importance of individual
items in the different countries). By so doing, a
common standard is applied to all countries (°)
so that the counterpart of this approach in terms
of income poverty would be to apply a common
EU poverty threshold to all countries (see Figure
6.1 below). (1)

The analyses presented in this chapter are based
on the data of 25 countries included in the
01.08.09 EU-SILC Users database (UDB): 24
EU Member States (exceptions: Bulgaria, Malta
and Romania) and Norway. The data analysed
are the cross-sectional data collected in 2007.
In EU-SILC, income data generally refer to the

(®) To provide a concrete illustration of the difference between Tifestyle
preferences or other possible reasons” and ‘enforced lack, which applies
to the possession of each of the four durables covered in the material
deprivation index (washing machine, colour TV, telephone, personal
car, see Section 6.2), EU-25 average results for the ‘possession’ of a car
are as follows in 2007: 82% of EU-25 citizens live in a household that
has access to a car for private use, 7% live in a household that does not
have access to a car for private use because it cannot afford one, and
11% live also in a household that does not have access to a car for pri-
vate use but for one or several other (non financial) reasons. These ‘EU-
25 averages’ and those provided in Sections 6.3 and 6.4 of this chapter
are weighted averages of the 25 countries that were members of the EU
after the 2004 enlargement (see list of ‘Country official abbreviations
and geographical aggregates’ provided in Appendix 2), except Malta for
which data were not available from the available EU-SILC Users’ data-
base; in these averages, each country is weighted by its population size.
Dickes et al (2010) analyse data from a Eurobarometer survey conducted
on behalf of the European Commission and aimed at assessing what EU
citizens consider as being part of a minimum living standard in their
country. They assess the (in)variance of the structure of the perception
of social needs between countries on the basis of an extension of the
multidimensional scaling method and show that there is a high level of
congruence between the 27 national patterns. This conclusion tends to
support the approach which consists of measuring deprivation on the
basis of a same set of items across all the Member States.

(**) Even though our chapter only focuses on cross-sectional data, it should
be noted that if being materially deprived at one point in time is prob-
lematic, remaining deprived over several years is even worse. For read-
ers interested in the dynamics of deprivation, see Chapter 11 of present
volume (on progress of living conditions).
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Figure 6.1: National material deprivation rates and national and EU-wide at-risk-of-poverty rates
(AROP), 2007
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Reading note: For the Netherlands, the AROP rate based on the national median is 10%, the MD rate 6% and the AROP rate based on the
EU median 5%.
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total annual income of households in the year
prior to the survey. The sole exceptions are
the United Kingdom (total annual household
income calculated on the basis of current
income) and Ireland (calculation on the basis of
amoving income reference period covering part
of the year of the interview and part of the year
prior to the survey). This may have an impact
on the relationship between income poverty
and material deprivation measures, as the latter
refer to the current situation of the household.

As shown by Figure 6.1, the range across
countries in terms of the percentage (materially)
deprived is wide - from 3% in Luxembourg and
6% in Sweden and the Netherlands up to 45% in
Latvia; the ‘EU-25 average’ is 15%. This range is
much wider than that in poverty risk rates, which
is only from 10% in the Netherlands and the
Czech Republic to 21% in Latvia (EU-25 average:
16%). (') These results reflect the fact that ‘the
differences in average living standards across
countries as well as the distribution within them
now come into play’ (Marlier et al, 2010). This is
particularly clear in Hungary and Slovakia (which
have high levels of deprivation but low income
poverty rates) as well as, though to a lesser extent,
the Czech Republic (lowest poverty risk in EU,
together with the Netherlands, but intermediate
performance on deprivation). Conversely, Spain
has a high poverty risk but a below average
proportion deprived.

When comparing income poverty rates based on
a national threshold with deprivation rates based
on a common set of (equally weighted) items, we
compare approaches that differ in two respects.
First, there is a change of concept (income vs.
deprivation); second, there is a move from a
national based measure to an EU-wide criterion.
Figure 6.1 therefore also displays the income
(') For the national share of people deprived by item and the national dis-

tribution of material deprivation intensity, see: Fusco, Guio and Marlier
(2010).

poverty rates for each country, computed on the
basis of an EU-wide threshold; these rates range
from 1% in Luxembourg to 69% in Estonia and
more than 70% in Hungary, Latvia, Lithuania,
Poland and Slovakia. ('2) National material
deprivation rates are much more correlated with
the EU-wide based national income poverty rates
than with the standard national income poverty
rates (0.80 vs. 0.31).

As shown by Marlier et al (2010), if we consider
the intensity of deprivation we see that in all
Member States this is much higher for those
below the poverty risk threshold than above it.
We also see that the deprivation intensity for
those at risk of poverty in some of the richest
countries is lower than the corresponding
figures for those not at risk in the poorest
countries. As stressed by these authors, ‘this
does not invalidate the poverty measures for the
rich countries, because they relate (supposedly)
to norms of acceptability in those countries,
but it does help reinforce the long-standing
importance assigned by the EU to seeking
convergence in average income/living standards
across its Member States’

These first results tend to show that material

deprivation and income poverty measures

usefully complement each other, especially
when considering the highly diverse EU that

has emerged as a result of the 2004 and 2007

enlargements. Sections 6.4 and 6.5 explore

further the relationship between these two
measures by looking at the degree of association
between them as well as the characteristics of
the income poor and/or materially deprived.

In these two sections, the unit of analysis is no

longer the country but the individual person

within his/her household.

(*?) To compute the EU-wide threshold, data for the 24 EU countries in-
cluded in the EU-SILC Users’ database were pooled together. The
equivalent income of all individuals has been converted in Purchas-
ing Power Standards (PPS), which — on the basis of Purchasing Power
Parities (PPP) — convert amounts expressed in a national currency to
an artificial common currency that equalises the purchasing power of
different national currencies (including those countries that share a

common currency). A poverty threshold of 60% of the median of this
EU-25 distribution was then defined.
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When considering the relationship between
income poverty and material deprivation, we
can look either at the ‘causal’ role of income as
a determinant of deprivation or at the degree of
association of the two measures and the extent
to which the two approaches identify the same
individuals as disadvantaged. The latter approach
is the one followed here. It consists of analysing
the overlap between deprivation and income
poverty as two different measures of the material
disadvantages of the population. (**)

6.4.1 Factors affecting the relationship
between income poverty and material
deprivation

The relationship between income poverty and
material deprivation has been widely researched.
Most studies have argued that the populations
identified as ‘income poor’ or ‘materially deprived’
do not perfectly overlap (see, for instance,
Nolan and Whelan (1996) or Perry (2002)). It
is therefore important to explore this further at
EU level with a view to better understanding the
possible differences between income poverty and
material deprivation through an analysis of the
factors underlying the relationship between these
two measures.

Both theoretical and empirical elements can have
an impact on the relationship between income
poverty and material deprivation. Theoretical
elements have to do with (1) the household’s
command over resources and (2) the household’s
needs, whereas the empirical aspect concerns (3)
the available data (items included in the survey,
measurement errors, etc.) (Layte et al, 2001).
(**) In conventional ‘overlap’ analyses, not only income poverty but also ma-
terial deprivation are measured in relative terms; so, when calculating a
deprivation index these analyses might for instance weight the various
individual items differently from one country to the next. Sometimes,
these analyses do this in a way that ensures that the income-poor and
deprived groups are the same size. By contrast, we analyse here the re-
lationship between a relative approach, with nationally-defined thresh-
olds (based on an ‘income poverty’ measure), and a more absolute ap-

proach, where the same standard is applied in all countries (based on
‘material deprivation’). See also below.

Income ar

Two individuals with the same income can have
very different living standards if their income
does not measure adequately all the resources
that are available to each of them (saving/debts,
subsidised public goods and services, etc.)
and/or if their needs differ (health, child care,
transport) (see Fusco, Guio and Marlier, 2010
for more details).

These different factors highlight the fact that the
relationship between the EU at-risk-of-poverty
and material deprivation indicators is a complex
one which, by definition and construction, is
likely to lead to divergences between the two
measures in terms of the identification of the
disadvantaged populations. (**)

6.4.2 Results from EU-SILC

As described above, the items covered in the
EU indicators of material deprivation are items
referring to financial stress and possession of
durable goods which are the dimensions that
have been shown to have stronger relationship
with income than others such as housing
conditions or local environment (see for instance
Nolan and Whelan, 2010). Some items included
in the EU measures are directly linked to current
income; this is the case for ‘the capacity to afford
a meal with meat, chicken, fish (or vegetarian
equivalent) every second day. The possession of
a car can be seen as an ‘investment, which makes
the deprivation indicators closer to ‘permanent
income’ measures and which makes them also
more consistent with the stage of the life cycle
reached by individuals than what can be estimated
through current income approaches. Finally,
an item such as the ability to face unexpected
expenses is more related to savings.

Fusco, Guio and Marlier (2010) report that the
national correlations, at the individual level,

(1) This is nicely summarised by Perry (2002, p. 107): ‘current income has
a significant influence on current living conditions, but so too do the
longer term accumulation and erosion of wider resources and the spe-
cial demands on income that vary from household to household. None
of this is new, but it is often not to the fore in our thinking when using a
current income as a measure of poverty (risk) understood as exclusion
from the minimum acceptable way of life in one’s own society because of
inadequate resources.’
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between the level of equivalised income and the
intensity of material deprivation (from 0 to 9)
range from -0.168 in Denmark to -0.47 in Latvia,
with two thirds of the countries having a value
between -0.25 and -0.40. The fact that correlations
are all below -0.5 is in line with results obtained
in previous research (e.g. Layte et al, 2001 and
Ayllén et al, 2007). They also show that the
correlation between the value of the national
poverty thresholds (in PPS) and these national
coefficients of correlation is 0.60: the lower the
threshold, the higher the correlation (in absolute
terms) between equivalised income and intensity
of material deprivation.

Let us now look in more detail at the relationship
between income poverty and material deprivation
across the income distribution. Figures 6.2a (EU-
15 countries and Norway) and 6.2b (10 ‘new’
Member States (NMS10) except Malta) provide
a visual representation of this relationship. In
each country, individuals have been partitioned
into 20 groups according to their position in the
distribution of equivalised income expressed as
a fraction of the median equivalised income. For
these 20 groups, the mean deprivation intensity
(from 0 to 9; dashed curve) and deprivation rate
(%; thick curve) were computed. This Figure
is thus a plot of the deprivation intensity and
rate over the ‘discretised’ equivalent income
distribution. (*°)

As expected, Figures 6.2a and 6.2b show that the
level of material deprivation tends to decrease
with equivalent income in all countries. This
is true for both the deprivation rates (i.e. the
percentage of people lacking at least 3 items out of
the nine included in the list) and the intensity of
deprivation (the average number of items, out of
9, lacked by people in the category). However, it
also shows that this relationship between income
and deprivation is not monotonic (i.e. individuals
in the bottom of the income distribution are not
(**) For the 2007 national figures on the level of deprivation rate and depri-

vation intensity by equivalent income quintiles and by fractions of the
median equivalent income, see Fusco, Guio and Marlier (2010).

always the most deprived (*)) and not linear (i.e.
the slope of this diminution varies across the
income distribution). It should also be noted
that the slope and shape of this relationship
varies substantially between countries. So, even
though it is not always clear-cut and there are
some exceptions, the slope tends to be steep in
countries where deprivation rates are highest and
flat in countries where these rates are lowest.

These results show that there is definitely a
link between income poverty and material
deprivation measures but that income alone can
fail to identify individuals that may be excluded
from ‘the minimum acceptable way of life in
the Member State to which they belong’ (and
vice-versa, i.e. that deprivation alone can fail to
identify income poor people).

Finally, with a view to completing the picture, it is
useful to identify the proportion of people falling
in each of the following four groups: those who
are neither poor nor deprived, those who are only
income poor, those who are only deprived and
those who are both income poor and deprived
(often referred to as ‘consistent poor’). Table 6.1
provides these proportions for each of the 25
countries analysed and also the distribution of
these proportions by broad age groups for the
EU-25 weighted average (') (always using the
official EU definition of income poverty and
material deprivation).

The proportion of people who are neither
income poor nor deprived ranges from 50-59%
in Latvia, Hungary and Poland to 82-86%
in Denmark, Luxembourg, the Netherlands,

(') A deeper exploration of the underlying data shows that among those
whose income is in the lower tail (less than 40% of median) but who
are not materially deprived, negative income components are at work;
these negative components can be due to self-employment (especially
in Denmark and in the Netherlands), tax burden (Belgium, Denmark,
France, Germany, Greece, the Netherlands and Norway), transfers to
other households (Belgium, Finland, Greece, Latvia, Lithuania and the
Netherlands) or loss in property income (Denmark). Detailed results
are available upon request.

('7) Itisimportant to highlight that these EU-25 average results are provided
only as an illustration and mask huge national differences as we will see
in Section 6.5 where we analyse in a systematic way and separately for
each of the 25 countries considered (24 EU countries plus Norway) the
impact of the socio-economic characteristics of individuals/households
on the risk of income poverty and/or material deprivation.

Income




Table 6.1: Joint distribution of income poverty and material deprivation, national distributions
and EU-25 distributions by broad age groups (%), 2007

S Income Deprived Both income Consistently
Country p::;:vzzn poor only only poor & deprived ) +(I;):(a;) +4) identified
) (2) (3) (4) (1) +(4)
National distributions for total population
Lv 50 5 29 16 100 66
HU 59 4 29 9 100 68
PL 56 6 27 12 100 68
SK 66 3 23 7 100 73
cYy 64 6 21 10 100 74
LT 63 7 18 12 100 75
PT 68 9 13 9 100 77
EL 68 10 12 10 100 78
ES 75 16 5 4 100 79
IT 72 13 8 7 100 79
UK 75 14 5 5 100 80
EE 73 1 7 8 100 81
IE 77 12 5 5 100 82
cz 79 4 1 5 100 84
DE 79 10 7 5 100 84
FR 80 9 7 4 100 84
SI 79 7 10 5 100 84
BE 79 9 6 6 100 85
DK 84 9 5 2 100 86
AT 82 8 6 4 100 86
Fl 82 9 5 4 100 86
LU 86 1 1 2 100 88
NL 86 8 4 2 100 88
SE 86 8 4 2 100 88
NO 86 9 3 2 100 88
EU-25 distribution by age groups
0-17 72 Il 9 8 100 80
18-64 76 9 9 6 100 82
65+ 72 15 9 5 100 77
Total 75 10 9 6 100 81

Source: EU-SILC Users’ database.
NB: Countries ranked according to the last column (consistently identified status).

Reading note: in Luxembourg, 2% of the population are both income poor and deprived, 1% is only deprived and 11% are only income
poor; 86% are neither income poor nor deprived. The total proportion of income poor is 11+2=13% and the total proportion of deprived
is 1+2=3%.

Income and living conditions in Europe
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Austria, Finland, Sweden and Norway. (**) On
the other hand, the proportion of individuals
combining both income poverty and deprivation
is only 2% in Denmark, Luxembourg, the
Netherlands, Sweden and Norway, whereas it is
12% in Lithuania and Poland, and reaches 16%
in Latvia.

In 15 countries out of 25, the proportion of
individuals for which the two criteria lead
to ‘consistent’ results (ie. for which people
are identified either as ‘both income poor
and deprived’ or as ‘neither income poor nor
deprived’) is at least 80%. In Latvia, Hungary and
Poland, the match is much lower: 66-68%. When
looking at the national figures provided for the
EU indicator of at-risk-of-poverty, it is important
to keep in mind that in these three countries (see
column ‘deprived only’) as many as 27 to 29% of
the population are deprived but do not appear as
income poor. Figures in Slovakia (23%), Cyprus
(21%) and Lithuania (18%) are also very high; by
contrast, figures are below 5% in Luxembourg,
the Netherlands, Sweden and Norway. The divide
between ‘older’ and ‘newer’ Member States is
particularly striking here: all EU countries but
one (Estonia) that have ‘deprived only’ figures
below the EU-25 average are older Member
States, whereas all countries above the EU-25
average are newer Member States except for
Greece and Portugal. (**)

So, there is a clear link between income poverty

(**) Based on the criterion used in the newly adopted EU target on social
inclusion (i.e. a threshold put at 4+ rather than 3+ lacked items out
of nine), the level of material deprivation is of course much lower. In
2008, the weighted average rate for all 27 Member States (as calculated
by Eurostat) is 17% for a 3+ threshold vs. 8% for a 4+ threshold. The
EU-27 proportion of people who are neither income poor nor deprived
is 73% for a 3+ threshold and 79% for a 4+ threshold.

() The procedure often used to assess the degree of consistency between
income poverty and material deprivation consists in the first place,
in identifying the proportion of income poor and then in using the
obtained rate as a guideline to draw the material deprivation thresh-
old in order to get the same proportion of materially deprived. This
choice is the one that was made by Layte et al (2001) on the ECHP
data, and by Perry (2002) on data from New-Zealand. Having the
same proportion of income poor and deprived gives them the pos-
sibility of having all the income poor considered as deprived, i.e. a
degree of consistency/overlap of 100% (See Fusco, 2009 for an ac-
count of this method). Here, we have deliberately opted for not giving
the precedence to income poverty when defining the deprivation rate,
by calculating the at-risk-of-poverty and deprivation rates independ-
ently. Hence, we do not have the same proportion of deprived and
income poor.

and material deprivation measures but the
consistency between the two approaches is not
complete and the profile of each of these groups
is therefore likely to be different. In the next
section, we explore some of the socio-economic
characteristics of the individuals that are income
poor and/or deprived to see to what extent they
differ.

The aim of this section is to isolate the factors
that separately determine the probability of
being at risk of income poverty and/or deprived;
by so doing, we provide a characterisation of
the income poor and materially deprived for
each country. Following Ayllén et al (2007), we
apply a multinomial logit model to analyse the
marginal impact of a set of determining factors
on the probability of belonging to one of the four
groups of interest, namely ‘being both income
poor and deprived, ‘being only income poor,
‘being only deprived’ and ‘being neither income
poor nor deprived. The dependent variable is
nominal with four modalities. The modality
‘neither income poor nor deprived’ is used as
the reference category so that all the results are
expressed in relation to it.

In the previous sections, our analyses were
carried out on the whole population. In this
section, we narrow our focus by considering
solely the population of people living in
households where there is at least one adult aged
less than 60 years and where the main income
earner (i.e. the household member receiving
the highest total individual income (*)) is not
retired. Concentrating primarily on people of
working age allows a better understanding of
the impact of the work attachment on the risk
of income poverty and/or material deprivation.
Furthermore, for elderly people, the lack of life

(**) When several individuals receive the same total income, the main in-
come earner is defined as the oldest one of them. If they have the same
age, the main income earner is defined randomly.




cycle information (such as length and type of
career, major life events) does not allow a relevant
analysis of their current living conditions.

The explanatory variables contain a set of
individual or household socio-economic
characteristics that are often identified in the
literature as having an impact on the relative risk
of income poverty and/or material deprivation.
These variables can affect the needs and/or
resources of an individual so that they can
impact on the income/deprivation relationship
(see previous section). Factors related to needs
are those characteristics, such as household
structure or the presence of individuals in
bad health in the household, that increase the
level of resources necessary for a household to
maintain its standard of living. Factors related
to resources are those that impact on the level
of current income such as the work attachment
of household members or the presence of highly
educated persons in the household.

In line with the EU indicators approach, the
unit of analysis is the individual. Household and
main income earner variables are attributed to all
household members (*!). Household variables refer
to the household type, the work intensity of the
household, the housing tenure status, the presence
of individuals in the household reporting bad or
very bad health and the absence in the household
of highly educated individual. The individual
characteristics of the main income earner relate to
age, gender and most frequent activity status.

In our model, the reference individual lives in a
household with the following characteristics:

- its main income earner is a male working full
time;

- its work intensity is higher or equal to 0.75;

- it is composed of two adults of less than 65
without children;

- it owns its accommodation without ongoing
mortgage;

(*') Data are not weighted and robust standard errors are computed to con-
trol for the fact that individuals are clustered within households.

Income an

- it does not include any member in bad or very
bad health;

- it does include at least one member with
an upper secondary education or tertiary
education level.

Table A.6.1 summarises the results of the
multinomial regressions in terms of relative
risks ratio for each country. (Detailed results are
provided in Fusco, Guio and Marlier (2010) and
are drawn upon in the analysis below.) These
ratios measure the probability of belonging
to one group relative to the probability of
belonging to the group of reference for a unit
change in the independent variable considered.
For dummy variables, they are interpreted
in relation to the category of reference of the
independent variable. If we take the example
of the household type that we consider in
Section 6.5.3 below, the relative risk ratio for
people living in single parent households is the
ratio between the following two relative risks:
the relative risk for people in single parent
households and the relative risk of the related
‘reference’ that has been chosen — i.e. in our
case: a 2-adult household without children.
Each of these two relative risks measures
the probability of belonging to the group of
interest (one of the three risks modelled in
our chapter: ‘being both income poor and
deprived;, ‘being only income poor’, ‘being only
deprived’), relatively to the reference group
(‘neither income poor nor deprived’). So, if we
continue with our example, the fact that in the
Netherlands the relative risk ratio of cumulating
income poverty and deprivation is 13 for single
parents means that in the Netherlands, the risk
for people living in single parent households of
cumulating income poverty and deprivation,
relatively to being neither poor nor deprived,
is 13 times higher than for people living in
2-adult households without children. In the
sub-sections below, only statistically significant
results (p<0.01) are commented.

The results of these multinomial logit regressions
carried out for each of the 25 countries consid-
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ered here are extremely rich and varied. In order
not to lose this richness and variety, we have tried
to extract the most striking results for each vari-
able separately (as provided in Fusco et al, 2010)
rather than attempt to draw overall conclusions.

6.5.1 Work intensity of the household

Work intensity (WI) is obtained by dividing the
number of months that all working-age household
members have actually worked during the income
reference year, by the total number of months that
they could theoretically have worked during that
period of time (i.e. the number of months spent
in any activity status by all household members
aged 18-60). For a worker not working full-time
throughout the reference period, the months
worked part-time are divided by a coefficient that
takes into account the total number of hours that
he/she worked during that period. (**) Individuals
are classified into four work intensity categories:
WI<0.25 (referred to here as ‘(quasi-)jobless’
households), 0.25<W1<0.5 (relatively low WI),
0.5<W1I<0.75 (relatively high WI), and WI>0.75
(‘(quasi-)jobfull’ households). The latter is the
reference group. In most countries, W1 is by far
the most discriminating variable.

WI is a major determinant of the risk of
cumulating income poverty and deprivation.
Compared with people in ‘(quasi-)jobfull’
households, people in  ‘(quasi-)jobless’
households have a much higher risk of
cumulating income poverty and deprivation:
relative risk ratios vary a lot from one country
to the next but are all very high, ranging from
9 (Poland) to 41-67 (Belgium, Ireland, France,
Italy, Hungary, Austria and Norway) and even
higher in Slovakia (#). In all but two countries

(*) This variable differs from the official EU variable used to break down
the income poverty rate, by taking into account the fact that people
work part-time. It should be noted that it does not exclude households
consisting of students, contrary to the EU definition of ‘jobless house-
holds. We are grateful to colleagues from the TARKI research institute
(Hungary) for kindly sharing the algorithm they have developed for
computing it (we modified the upper bound of the age criterion from
‘less than 65’ to ‘less than 60°).

(*) Danish results related to work intensity are not analysed here because
of the high proportion of non-significant relative risk ratios for this
variable and because of the range of the ratios (which does not always
seem plausible).

(Luxembourg and Latvia), they decrease with
the work intensity: they vary from 5.5-6.5
(Germany, Greece and the United Kingdom) to
20 and more (Czech Republic, Ireland and Italy)
for people living in households with a relatively
low work intensity, and that for people in
households with relatively high work intensity
from 1.7 (Greece) to 5.4-6.7 in Italy, Austria and
Sweden. In Luxembourg, the (relative) risk ratio
is almost identical for people in (quasi-)jobless
households and for people in households with
a relatively low work intensity; in Latvia, it is
highest for people in households with a relatively
low work intensity.

The probability of being ‘income poor only’ is
also strongly related to WI but (much) less so
than for people combining income poverty
and deprivation. So, compared with people in
‘(quasi-)jobfull’ households, the relative risk of
income poverty for people in ‘(quasi-)jobless’
households ranges from 2.5-5.3 (Ireland, Poland
and Finland) to 32-34 (Czech Republic, Italy and
Portugal). In most countries, these risk ratios
decrease with the work intensity: for people in
households with a relatively low work intensity,
the range is from about 3 (Poland, Finland and
Sweden) to 20-21 (Czech Republic and Italy);
and for people in households with a relatively
high work intensity ratios are between 1.9-2.1
(Ireland, Greece, Poland, Finland and Norway)
and 5.8-6.5 (Italy and Portugal). Countries
where the (significant) relative risk ratios do
not strictly decrease with the work intensity are
Estonia, Ireland, Lithuania, Poland, Slovenia
and Finland.

For the ‘deprived only) (relative) risk ratios tend
to be much lower than for the ‘income poor
and deprived’ or the ‘income poor only’; they
also tend to vary much less across the different
levels of work intensity. There are however two
outliers that are worth mentioning as they have
the highest ratios for each of the 3 levels of work
intensity: Belgium (10, 7 and 3) and Sweden (8,
6 and 3).
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6.5.2 Most frequent activity status

The most frequent activity status of the main
income earner is the status that he/she declared
to have occupied for more than half the number
of months for which information on any
status is available in the calendar of activities:
employed (full-time, part-time), self-employed,
unemployed, retired and other inactive. Self-
employed are those workers (full-time or part-
time) whose main income source is from self-
employment income. The reference category here
is a full-time worker.

In all countries, the (relative) risk ratio of
cumulating income poverty and deprivation is
high among the members of households whose
main income earner is unemployed; it is 3.5-4.2
in Belgium, Spain and France, and it reaches 10
in Germany, 14 in Poland and 16 in Slovakia.
Working part-time appears as a serious risk factor
in Greece (13); for countries where results are
statistically significant, all risk ratios are higher
than 2. For the self-employed, very few results are
significant; it is in France that working as a self-
employed is associated with the highest relative
risk ratio (4).

The picture is quite different when we consider
the risk of ‘income poverty only’ It is in Estonia
and Sweden that the risk is highest for people in
households whose main income earner is self-
employed (8-9; for the other countries, ratios vary
between 2.1 and 6.4). For people in households
whose main income earner is unemployed, the
relative risk of being income poor only at least
triples and reaches 12.3-12.5 in Ireland and
Poland. In Greece, working part-time appears
again as a serious risk factor (9).

When we consider the risk of ‘deprivation
only, the main result is that very few ratios are
statistically significant. Three results are however
worth pointing to: a high risk in Greece (3.5)
for households headed by a part-time worker,
and a high risk in Germany (5.3) and the
United Kingdom (7.6) for those headed by an
unemployed.

Income and

Finally, looking more closely at the risk run by
people in households whose main income earner
is self-employed, it appears that the risk ratios
are significant for all but 3 countries when we
consider ‘income poverty only’; this figure falls
to 7 for ‘deprivation only” and 5 for ‘both income
poverty and deprivation’ For all seven countries
where the comparison can be made, the relative
risk ratios of income poverty of households
headed by a self-employed are much higher (2.3
and above) than that of being deprived (ratios
all well below one (0.3-0.6)). When interpreting
these results, it is important to keep in mind
the problems of measuring the income of self-
employed (see discussion above) which can
explain part of the mismatch between income
poverty and deprivation risks.

6.5.3 Household composition

Household composition has quite often an
impact on the (relative) risk ratio of cumulating
income poverty and deprivation. In all countries
(where ratios are significant), the risk for people
living in single-households is higher than for
people in households consisting of two adults
with no children (the reference category of our
model): ratios range from 1.9 to 6.3, except in
Czech Republic (9) and Norway (25) where
they are higher. The presence of children when
living alone is an important risk factor: from
2.3-3.3 (Germany, France and Poland) up to 9
(Portugal), 11 (Slovakia), 13 (the Netherlands)
and 44 (Norway). Living in a large family (two
adults with three children or more) appears also
as a major risk factor in the majority of countries
(all ratios are at least 2.8). This is particularly the
case in Belgium (10), Denmark (19), Spain (9),
the Netherlands (8), Slovakia (9), Sweden (8) and
Norway (43). Living in a two-adult household
with 1 or 2 children seems generally much less
risky: for the very few countries where they are
statistically significant, risk ratios are around 2
except in Belgium (5.3).

For the ‘income poor only’ and the ‘deprived
only, (relative) risk ratios tend to vary much
less across the different household types. Yet,
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some results are worth highlighting. In Czech
Republic, the risk of income poverty is very high
for singles and for single-parents (both 7), and
in Slovakia it is very high for singles (10) and for
large families (8). In Luxembourg (6), Cyprus (7)
and Norway (8), single-parents are particularly
exposed to income poverty risk. Living in a two-
adult household with 1 or 2 children is generally
less risky: for the few countries where they are
statistically significant, risk ratios are between
1.7 and 2.7 except in Slovakia (4.3). As to the
‘deprived only’, lone parents stand out as a highly
exposed group in several countries: most risk
ratios are between 1.7 and 3.7 but are (much)
higher in Denmark, the Netherlands, Finland,
Sweden and Norway (4.4-8.8). In Sweden (4)
and Norway (3.6), large families are also at high
risk of deprivation whereas most other ratios for
these households are not significant.

6.5.4 Age, gender and education

Once the effect of the other explanatory variables
is controlled for, the impact of gender depends on
the country and on the type of risk considered,
i.e. income poverty and/or material deprivation.
In the eight countries where the (relative) risk
ratios are statistically significant, people in
households with a female main income earner
face a relatively higher risk of combining income
poverty and deprivation than those headed by
a male; ratios are between 1.6 and 2.2 except in
Estonia where it is much higher (3.5). For the
risk of ‘income poverty only, the nine significant
ratios are between 1.5 and 2.4 except again in
Estonia (3.2). For the risk of deprivation, only
four ratios are significant and risk ratios range
from 1.3 and 2.1.

The impact of age is significant in almost all
countries for each of the three risk ratios. It is
very limited everywhere, with ratios being either
0.9 or 1.0.

All other things being equal, the absence in
the household of highly educated individuals
increases significantly the risk of cumulating
income poverty and deprivation or to face

‘only’ one of these problems in most countries.
For the combination of the two problems,
the highest ratios are to be found in Greece,
Luxembourg, Slovenia (all 3 around 7) and also
in Portugal (13). For ‘income poverty only,
they are in Luxembourg (6) and Portugal (14),
and for ‘deprivation only” in Greece, Spain, the
Netherlands and Portugal (4.1-4.4).

6.5.5 Health problems

In each of the 25 countries analysed here, the
presence of at least one person in bad health
(self-defined status) in the household seems to
have no significant impact on the risk of income
poverty. By contrast, in all but four countries
(Estonia, Luxembourg, the Netherlands and
Finland) it does have an impact on the risk of
deprivation, with ratios ranging from 1.5-2.1
(Greece, Cyprus, Latvia, Lithuania, Hungary,
Poland, Slovakia and the United Kingdom) to
3.7-4.1 (Belgium, Denmark, Ireland, Sweden and
Norway). This is quite a remarkable result that
would be worth investigating further in the light
of the organisation of the national healthcare
systems that are in place in these countries. An
explanation for this might be that health is more
related to permanent than to current income.

Inthe 12 countrieswheretheresultsarestatistically
significant, the presence of an individual in bad
health in the household increases the risk of
combining income poverty and deprivation,
with ratios from 1.7-1.8 (Greece and Italy) to 4
(Luxembourg).

6.5.6 Housing tenure status

Four types of housing tenure status are
distinguished here: outright owner (with no
mortgage); acceding owner (with mortgage);
tenant at the market price; and tenant at a
reduced rate. Outright ownership is the reference
category.

The difference between outright and acceding
owners is rarely significant for all three risks
analysed here (i.e. the risk of income poverty,
the risk of material deprivation and the risk of




combining both income poverty and material
deprivation). And when the (relative) risk ratios
are significant, they are maximum 0.6 (i.e.
acceding owners run a relatively lower risk of
income poverty and/or material deprivation than
outright owners all other things being equal)
except for five notable exceptions. In Belgium,
Greece, Spain, Italy (1.9-2.3) and in the United
Kingdom (3.8), the risk of material deprivation is
much higher for acceding than outright owners.

If we now look at the relative risk run by tenants
(at the market price), the impact of tenure status
becomes very strong in several countries. This is
especially the case for the risk of facing income
poverty combined with deprivation, which is
significant in two thirds of the countries: ratios
range from 2.6 to 8.9 (except in Luxembourg
(27.6) and Norway (70.5) where they are much
higher). For tenants at a reduced rate, the picture
is similar, with ratios between 2.2 and 8.5 except
for the same two outliers (17.6 in Luxembourg
and 51.4 in Norway). Relative risk ratios for
tenants on the risk of ‘income poverty only’
are significant in only five countries, including
Luxembourg where it is highest (6.7 for tenants
and 5.0 for tenants at reduced rent). By contrast,
for the risk of ‘deprivation only, ratios are
significant in the majority of countries. (Given
the previous results, it is worth highlighting that
for Luxembourg these results are not significant.)
For tenants, the range of ratios is from around
2 (Cyprus, Hungary, Poland and Slovakia) to 11
(Ireland), 12 (Norway) and 19 (United Kingdom).
And for tenants with reduced rent, it is from
around 1.5 (Cyprus, Hungary and Poland) to 11
(Sweden), 14 (Ireland) and 24 (United Kingdom).
This may be due to the fact that tenants spend part
of their income on their rent and therefore have
less resources available than owners for other
spending. Housing costs as well as health costs
are clearly types of vital needs that can also differ
between households with similar income and
that can lead to different deprivation statuses.

Income and liv

The aim of this chapter was to analyse the
relationship between income poverty and
material deprivation in 25 European countries
and to identify the factors that impact on the risk
of income poverty and/or deprivation.

The visual representation of the relationship
between income poverty and material deprivation
measures shows that they are clearly associated.
However, even if the level of deprivation tends to
decrease with income, this relationship is neither
monotonic nor linear. And both the slope and
shape of the relationship varies substantially
between countries. Furthermore, the analysis
of the joint distribution of income poverty and
material deprivation shows that the consistency
between the two approaches is not perfect. The
divide between ‘lder’ and ‘newer’ Member
States is particularly striking: all EU countries
but one (Estonia) that have a proportion of
people ‘deprived only’ (i.e. deprived but not
income poor) below the EU-25 average are older
Member States, whereas all countries above the
EU-25 average are newer Member States except
for Greece and Portugal.

The characterisation of the risk factors for income
poverty, deprivation and consistent poverty
(combination of the two problems) shows that,
to a certain extent, each of these groups has some
specific characteristics. Even if results clearly differ
across countries, there are some general patterns.
So, those explanatory variables that are more
linked to the current level of resources, such as the
level and the type of work attachment of household
members, have a stronger influence on the three
measures — with a bigger effect on the risk of
consistent poverty and that of income poverty
‘only. Self-employed people are clearly a distinct
group, who tends to face a higher risk of income
poverty and a lower risk of deprivation. Variables
more linked to the needs of the household or to
permanent income (e.g. health problems or tenure
costs) tend to increase the risk of deprivation,
but not necessarily the risk of income poverty
or consistent poverty. Households with children
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which combine high needs and potentially lower
equivalised disposable income, as well as large
families or single-parents, are more likely to face
critical situations for the three measures, with a
higher risk of consistent poverty.

In terms of data, the chapter highlights the
need to further improve EU-SILC income
information. It emphasises the importance
of a careful examination of the lower tail of
the income distribution, where the level of
material deprivation is often not the highest.
Linked to this, a common methodology for the
treatment of outliers (especially negative income
components) should be agreed upon and used at
national and EU level, and a better understanding
of the wunderreporting of some income
components is needed. Income information for
the self-employed should be improved.

In terms of national and EU reporting, the chap-
ter clearly shows the complementarity of income
poverty and material deprivation measures. So,
to provide a much better picture of a country’s
situation with regard to ‘poverty’ (especially in
the context of international comparisons), it is
important that national income poverty rates
be systematically published with the related na-
tional income poverty thresholds (in PPS) and
that they be systematically accompanied with na-
tional material deprivation rates. This should be
kept in mind when monitoring the social dimen-
sion of the new Europe 2020 Strategy, which is
to replace the 2000-2010 Lisbon Strategy. In this
respect, the new EU target on social inclusion
adopted in June 2010 is quite encouraging. As al-
ready mentioned, it is indeed based on a combi-
nation of three indicators: the number of people
‘at-risk-of-poverty” and the number of materially
deprived persons (EU definitions except that for
deprivation the criterion retained for the target
is stricter), and the number of people aged 0-59
living in households with very limited work at-
tachment. This target represents a major step for-
ward in the EU political commitment to combat
poverty and social exclusion. It will be important
to ensure that national and EU progress made to-
wards this target is strictly monitored.
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Table A.6.1 (1/2): Determinants of income poverty and material deprivation, 2007

AROP ns - |+ ++ Min1 Min2 Max1 Max2
woman 16/0/9/0 17 UK,NO |18 Fi 32 EE 25| DK NL, SK
age 5/20/ 00 093 DK - - 098 ES,FRIT, UK | - -
part-time work 12, 009|323 NO 24 ES, FR, SE 93 EL 54 DK, FI
self-employed 310017521 PT 23 IT, SK 9.3 EE 8.2 SE
unemployed 12/0/5/8 35 IT 36 BE 12.5 IE 12.3 PL
other inactivity 13108421 IT 2.7 EL 9.8 DK 89 IE
single 50018 2 17 UK 1.8 ES 9.7 SK 6.9 cz
single parents 8/0 /134 2 AT 2.1 ES 8 NO 6.9 cY
2adults& 1or2children 17, 0| 8 0| 1.7 IT 18 LU, FI 43 SK 2.7 BE
2 adults & 3+ children 10/ 0121324 FR 2.7 Ly 76 SK 6.5 NL
other households 185 1,001 DK 03 HU, PT, SI 2.1 BE 0.7 T
bad health 25,0100 - - - - - - - -
low education 91014216 BE,DE,FR 1.7 PL 14.4 PT 59 LU
quasi-jobless households 0] 22125 PL 3.7 FI 338 PT 335 cz
relatively low WI 111161701 DK 33 PL 21.1 cz 19.8 T
relatively high Wi 1102113119 NO 2 EL, PL, FI 6.5 IT 58 PT
owner with mortgage 16,9 0 002 DK 03 EE, NL 0.6 IE, FI 0.5 FR, NO
tenant 2000 41119 T 23 cz 6.7 LU 24 ES, Sl
rent fee/reduced 2001 3/ 1]06 PL 15 T 5 LU 19 S|

MD ns - | + ++ Min1 Min2 Max1 Max2
woman 2110 41013 Lv 14 DE 2.1 NL 1.6 EE
age 8117, 0/ 0 094 DK - - 0.98/CZ, IT, HU, PT, SK| - -
part-time work 210 4/ 0 15 DE 2 FR 35 EL 23 Fl
self-employed 1871 0 003 HU, AT 04 LV 0.6 T 05 CZPLSK
unemployed 19/0) 32 23 FR 34 IT 7.6 UK 53 DE
other inactivity 2210 2/0 18 PL - - 1.9 T - -
single 110140 16 LT, PL 1.7 IT 4. SE 37 NL
single parents 91014217 LV 1.8 [T, HU 838 NO 7.5 SE
2adults& 1or2children 23/ 2| 0/ 0 | 06 LV, LT - - 0.6 LV, LT - -
2 adults & 3+ children 9/0 60 16 PL 23 Fl 4 SE 36 NO
other households 200312 0107 LV, LT, HU | - - 2.2 UK 1.6 DE
bad health 410211015 SK 18 LT, HU,PL |41 IE,NO 4 SE
low education 4101210113 SK 16 PL, FI 44 ES, PT 42 NL
quasi-jobless households 16/ 0 | 5|4 | 19 PL 23 DE 9.5 BE 79 SE
relatively low WI 9 0 14 2 17 DE EL ES 122 cY 6.6 BE 55 SE
relatively high W1 10/ 0 15/ 0| 14 |DEES,PL SK 1.5 FR, LT, HU, PT,SI| 3.4 SE 3 BE
owner with mortgage 1911151005 PL 19 EL 38 UK 23 BE
tenant 4101121918 SK 19 cyY 19.2 UK 12 NO
rent fee/reduced 7,013/ 514 PL 16 cY 237 UK 14 IE

Source and NB: See second part of Table. WI: Work Intensity.
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Table A.6.1 (2/2): Determinants of income poverty and material deprivation, 2007

Both ns | -  +  ++ Min1 Min2 Max1 Max2

woman 17, 0, 80 16 ES 1.7 Fl 35 EE 22 LV
age 5120 0] 0 | 089 DK - - 098 FR,IT,PL - -
part-time work 13/ 0 10 2 | 23 ES, PL 3.1 | HU, UK 12.8 EL 52 CcY
self-employed 200 0] 410 |16 PL 1.8 IT 4 FR 24 EL
unemployed 5/ 0 31735 FR 39 ES 16.2 SK 13.7 PL
other inactivity 6 0 72|25 T 2.7 ES, FR 64 EE 6 Sl
single 20 00121119 FR 2.5 EL 246 NO 9.2 cz
single parents 20 0 111223 DE 3.1 FR 439 NO 129 NL
2adults&1or2children | 18 0 6| 0| 19 IT 2 FR 53 BE 2.1 | ELES,PL
2 adults & 3+ children 8, 0 7 10 28 EE, HU 29 FR 431 NO 19 DK
other households 21,3, 0 003 cY - - 0.5 HU 04 Lv
bad health 13/ 0 120 |17 T 1.8 EL 4 LU 34 (@4
low education 20001716 21 EE LT 2.2 SK 12.6 PT 73 L
quasi-jobless households | 1 | 0| 0|24 | 92 PL 11.2 Lv 179.8 DK 81.1 SK
relatively low WI 170 024 55 DE 6 UK 292 IE 204 cz
relatively high WI 5000173117 EL 26 DE 6.7 SE 55 AT
owner with mortgage 21 2, 0,0 02 PL - - 04 PT - -
tenant 9, 0] 5 11| 26 SK 3.1 EL 70.5 NO 276 LU
rent fee/reduced 6/ 010 9 22 | CYLHU | 29 EL 514 NO 17.6 LJ

Source: EU-SILC Users’ database.

NB 1: This table summarises the results of the multinomial regression in terms of relative risk ratio for each country separately (see Section
6.5.). Detailed results are provided in Fusco, Guio and Marlier (2010). p<0.01.

NB 2: AROP: at-risk-of-poverty only; MD: materially deprived only; both: AROP and MD. The reference category of the dependent variable
is ‘neither AROP nor MD' The table reports the number of countries where the relative risk ratio is not significant (ns), where it is below 1
(-), between 1 and 5 (+) and higher than 5 (++); it also lists the countries with the minimum (min1 and min2) and maximum (max1 and
max2) values.

Reading note: Compared to living in a quasi jobfull household (0.75<WI<1), the impact of living in a household with a‘relatively high

work intensity’ (0.50<WI<0.75) on being both income poor and materially deprived is not significant in five countries (column ns). In

17 countries, this relative risk ratio is between 1 and 5 (column +) and in three countries it is higher than 5 (column ++). There are no
countries where living in a household with a ‘relatively high work intensity’ decreases significantly (p<0.01) the risk of being both materi-
ally deprived and income poor (that is a relative risk ratio below 1; column -). The country where the significant impact is lowest (column
Min1) is Greece with a relative risk ratio of 1.7, followed by Germany (Min2; relative risk ratio 2.6). By contrast, Sweden is the country where
the impact is highest (Max1: 6.7) followed by Austria (Max2: 5.5).
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U-SILC 2007 is a unique data set because it

includes, for the first time and for nearly all
European countries, estimates of implicit rents
derived from the main residences of households.
This chapter focuses on the distributional
consequences of the inclusion of imputed rent
into the income concept. We first review the
conceptual framework of wealth, consumption
and income as well as the methods for estimating
imputed rents, and proceed to describe the impact
of imputed rent on income distribution and
income poverty. We then look at the link between
income poverty and non-monetary deprivation
when imputed rents are added to income; this is
examined with respect to material deprivation,
overcrowding and housing deprivation. Finally,
we discuss imputed rent and its inclusion in the
concept of EU-SILC disposable income.

The definition of imputed rent in EU-SILC takes
into account both the returns to home ownership,
i.e. that the main residence is an asset, as well as
the economic benefits accruing to those tenants
whose rent has been set below the prevailing
market level. As part of a wider agenda, adding
imputed rents would be an important move
towards a more complete measure of economic
well-being. We therefore briefly address some
alternative measures of economic benefits of
housing as well as some measurement issues with
imputed rents. We aim to provide a reasoned
argument for the inclusion of imputed rent in (or
for keeping it excluded from) the income concept
of EU-SILC.

7.2.1 Housing wealth, housing consumption
and disposable income

Disposable income is defined in terms of

consumption and wealth (?). For a meaningful
discussion of imputed rents and the economic
benefits of housing, the definitions of housing
consumption and housing wealth must be
the starting points. The distinguishing and
complicating feature of a dwelling from an
economic point of view is that it is at the same
time both an investment and consumption good.

For a house owner, the main residence is often
the largest asset type (°) in the portfolio and the
property right increases economic well-being
by saving the household from paying the net
profits of landlords and thus, ceteris paribus,
leads to lower housing costs (*). Furthermore,
the collateral value of the residence may be
used to acquire credit, or home equity may be
released for current non-housing consumption
through downsizing to a smaller dwelling or
through financial instruments such as reverse
mortgages (°).

The main residences are not owned only by
households but also by other institutional sectors.
Some of these sectors, such aslocal government or
non-profit institutions serving households, may
not seek to maximize profits with their dwelling
stock but rather have the objective of subsidizing
the housing consumption of households
through in-kind benefits. Tenants living in such
accommodations are economically better off
because of these in-kind housing benefits.

(*) Disposable income may be defined as ‘the maximum amount that a
household or other unit can afford to spend on consumption goods and
services during the accounting period without having to finance its ex-
penditures by reducing its cash, by disposing of other financial or non-
financial assets or by increasing its liabilities’ (SNA, 1993). The System
of National Accounts (SNA) 1993 is a conceptual framework that sets
the international statistical standard for the measurement of the market
economy. It is published jointly by the United Nations, the European
Commission, the International Monetary Fund, the Organisation for
Economic Cooperation and Development, and the World Bank. See:
http://unstats.un.org/unsd/snal993/toctop.asp.

(®) As an asset type, a household’s main residence is a spatially fixed illiq-
uid asset. In many countries it is a tax preferred asset if interest repay-
ments are tax deductible and imputed rents are not taxed, or capital
gains are not fully taxed.

(*) 'This holds irrespective of how the ownership right was acquired (buy-
ing, constructing, inheritance, or in connection with institutional
change). The privatisation of formerly publicly owned housing stock in
the transition economies during the 1990s increased substantially the
share of housing in private hands in the transition economies between
1990 and 1999 (Yemtsov, 2007).

(®) While downsizing or reverse mortgages may not be common in Europe,
it is the possibility to rely on them in case of adverse income shocks that
is important for material welfare.
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The imputed rents of owner-occupiers reflect
asset accumulation and distribution of residential
wealth, and represent a horizontal life-cycle
redistribution of income. Imputed rents of
tenants serve a very different purpose: they
represent transfers in kind and result in a vertical
redistribution of income within the income
reference period.

The main residence is also a consumption good,
i.e. its purpose is to satisfy individual preferences
and to provide a flow of housing services for the
occupants (°). Measuring housing consumption
with current monetary outflows on housing is
not sufficient because consumption is not the
same as expenditure. Households with similar
dwellings may face very different housing costs
depending on their tenure status, wealth status,
and institutional arrangements. Homeowners
have, ceteris paribus, lower housing costs than
tenants, outright owners have lower costs than
owners with a mortgage, and tenants in social
housing may benefit from lower rents compared
with free-market tenants.

Consequently, the major statistical sources on
housing consumption, such as national accounts
or Household Budget Surveys, do not measure
housing consumption by actual out of pocket
housing costs but by imputing additional housing
consumption to owner-occupiers and other
potential beneficiaries. The share of imputed
housing consumption constitutes more than
half of the total housing consumption in many
countries (Tormalehto and Sauli, 2010).

7.2.2 Measurement of imputed rents
asincome

Net imputed rent as income may be derived from
the value of housing consumption in two ways: with
the rental equivalence approach or with the capital
market approach (7). In the rental equivalence

(°) A household’s needs, determined largely by the household structure
and preferences with regard to housing consumption, are important
in the choice of tenure, in addition to the relative costs of the tenures
and constraints such as wealth and credit constraints as well as income
available for non-housing consumption (affordability of housing).

(7) We discuss alternative measures of economic benefits of housing, such
as out-of-pocket costs approach, in Section 7.6.

method, the value of housing consumption for
owner-occupiers and those who do not pay full
market rent is first set to be the estimated rental
value of a similar dwelling; this is called the rental
equivalence. Netting out relevant housing costs
actually paid by the household gives the amount
that is added to income, i.e. it is rental equivalence
minus actual costs borne by the occupant.

In the capital market approach, imputed rents
may be directly measured with the user cost
method as return from alternative investment
plans which are foregone because wealth is tied
up in one’s own dwelling (%). This opportunity
cost of an alternative investment plan is a direct
measure of return to home equity. If measurement
of income is the only concern, full user costs of
housing do not have to be measured: it will be
enough to measure the value of net home equity
and multiply that with assumed rate of return.

One of the main results emerging from previous
literature is that the results may be sensitive to
estimation methods (see review in Frick et al,
2008). It is worth noting that in this chapter we
are not explicitly concerned with the impact of
different estimation methods on the results; this
is a very important question but beyond the
scope of the current chapter.

In EU-SILC, each country estimates gross
imputed rents in its own preferred way, although
Eurostat recommends the rental equivalence
approach and econometric estimation methods
(hedonic regression or the Heckman selection
model). Following the rule of thumb applied
in the European national accounts, the capital
market approach is in principle allowed only if
the share of free-market tenants falls below 10 per
cent. Table 7.1 summarises the methods applied
in each country in the 2007 data set.

Many countries have opted to use imputation
cells (stratification) instead of econometric
approaches. While this may improve coherence
with national accounts, the disadvantage is
that it may result in less variation in the rental

(®) 'These would be monetary income flows in the form of e.g. interest or
dividends.
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Table 7.1: Imputed rent as income: the estimation methods in EU-SILC, 2007

Rental equivalence approach

Objective, hedonic regression or
Heckman method (H)

Objective, stratification

Subjective, regression or stratifi-
cation (S)

Subjective

Belgium (H), Cyprus (H), France, Italy (H), Latvia, Luxembourg (H), Netherlands, Austria,
Poland, United Kingdom (H), Switzerland (H)

Denmark, Germany, Greece (partly), Spain (partly), Ireland, Lithuania, Malta, Romania, Slove-

nia, Finland, Norway

Hungary, Greece (partly), Spain (partly), Portugal (S)

Czech Republic

Capital market approach (user cost method)

Objective, stratification

Subjective

Estonia, Slovakia, Sweden, Iceland

NB: Full details on the specific models can be found in Juntto and Reijo (2010) and Eurostat (2009). See also footnote 25 in Section 7.8 and
See Eurostat (2010) for a reporting on the further harmonisation achieved in the 2008 EU-SILC operation.

equivalences. Most countries have used regional
and physical characteristics of the dwelling
as explanatory variables in their models or as
stratification variables (°). The Heckman selection
model is one way to tackle the possible selection
bias induced by the segregation between owners
and tenants: the ‘donors’ (private rental tenants)
may differ substantially from the ‘recipients’
(owners) in many respects, such as floor area,
location, or quality of housing (see Juntto and
Reijo, 2010, for discussion on selection bias).

Beyond the estimation techniques, the rental
equivalences may be estimated from objective data
(e.g. statistics on rents or tenant sub-sample of the
survey itself) or they may be subjective responses
of survey respondents (i.e. self-assessment by
asking respondents about the potential market rent
on their current dwelling). The use of subjective
methods is strongly discouraged by Eurostat as it
may lead to upward bias in the responses and be
prone to measurement errors.

Rental markets may be very shallow in some
countries or regions, are generally not regionally
homogenous, the differences in price and
quality between social and private rentals may

(°) Some have also used household characteristics in the model. We as-
sume that these are used as instrumental variables.

be slight, rental markets may be regulated to a
large extent, rents may be volatile, and the data
available inaccurate (Juntto and Reijo, 2010). The
capital market approach may be less vulnerable
to problems with data and also less sensitive to
the size of the rental housing markets. One might
assume that the cross-country comparability of
direct estimates of net return to home equity
might be better controlled for ('°).

Only four countries (Estonia, Iceland, Slovakia
and Sweden) have opted for the capital market
approach although the share of tenant households
who paid the prevailing market rent was below
10 per cent in all Eastern European countries,
Iceland, Ireland, the United Kingdom, and Spain.
Given the high home ownership rates in many
of these countries, the quality of the data on the
current market prices of dwellings would probably
be better than that on free market rents, even if the
values were asked from the survey respondents.

7.2.3 The data and the potential beneficiaries

Our results are based on the EU-SILC 2007 data as
available from the cross-sectional Users’ database
(UDB), the first EU-SILC dataset which includes

(**) The Survey on Health, Age and Retirement (SHARE), for example, es-
timates imputed rents for all countries by assuming 4 per cent rate of
return on home equity.
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imputed rents for a household’s main residence
for nearly all countries. The data we have used
are dated March 2009, and the corrections made
to the data after that could not be incorporated in
the analysis. Comparability of the data, especially
the correct identification of potential beneficiaries,
is a key issue but is not discussed in depth here.
Juntto and Reijo (2010) and Eurostat (2009)
review comprehensively the comparability issues
regarding the variables used in this study.

Net imputed rents are defined as imputed rents
(net of costs paid by the occupant, constrained
to be always positive) minus mortgage inter-
est repayments. The subtraction of mortgage
interest may lead to negative values for owner-
occupiers. In the short-run, renting may be less
costly than owning for very indebted households
so our choice was to allow imputed rents net of
mortgage interest to be negative. Negative net im-
puted rents did not substantially change the
number of observations with negative disposable
incomes (see Tormalehto and Sauli, 2010 for more
details). Since interest repayments were missing
for Germany, it was excluded from the analysis.

A key question is whether the data correctly
identify those households to whom the rents are
to be imputed, particularly because implicit rents
must be derived also for tenants and not only
for owner-occupiers. According to this data set,
nearly 80 per cent of European households either
owned their main residence or their rent was
below the prevailing market rent, and the share is
even higher when one considers the population
living in these households.

The country variations in the shares largely
reflect the different homeownership rates across
Europe. The lowest homeownership rates are
recorded in Germany and Austria where around
half of the population live in own dwellings. In
many Eastern European countries more than 80
per cent of households own their dwellings.

The share of households in reduced rent or rent
free dwellings appears to be significant in a
number of countries, being 20 per cent or more
in Poland, the Czech Republic, Cyprus, France,

Income an

the United Kingdom and Finland. In terms of
beneficiaries, imputing rents to this group is
therefore an important issue. (See Table 7.2 for
shares of persons with non-zero imputed rent.)

There appears to be some comparability
problems in the operationalisation of the tenure
status (Juntto and Reijo, 2010), for instance in
comparable categorisation of tenants in some
countries (NL, DK, SE), and sometimes (IS,
IT) rent values have not been imputed despite
a significant share of population in these
subgroups (Juntto and Reijo, 2010; Tormalehto
and Sauli, 2010).

7.3.1 Overall distributional effect

Figure 7.1 plots the equity-efficiency plane
with and without imputed rents, using the Gini
coeflicient as the inequality index. It confirms
that overall the results from EU-SILC 2007 are
in line with earlier studies: adding imputed rents
decreases income inequality and increases mean
incomes. This is the case in nearly all countries.
The two exceptions are the Netherlands and
Norway where inequality increases and income
level decreases (11).

The change in income distribution that results
from adding net imputed rent depends on the
change in average income, on the distribution
of imputed rents among individuals, and on
the correlation between imputed rents and cash
disposable income. As shown in Table 7.2, there
is substantial variation in the changes in average
income levels, ranging from negative changes to
increases of around 20 per cent or more, with a
number of countries having increases of around
10 per cent. Negative average imputed rents
in the Netherlands and Norway suggest that in
(') The adverse results for the Netherlands and Norway reflect either the

welfare effects of high indebtedness in these countries, or the data from

these countries may not be comparable with the others. In the Nether-

lands, estimated depreciation has been deducted from imputed rents
and this may partly explain the results.
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Table 7.2: Changes in income inequality when moving from cash incomes to incomes

augmented with imputed rents, 2007

Sha‘\’re of beneﬁcfaries, . Mean Gini coefficient Concentl:ation
% of population income coefficient
Country | Owners I:\;T( 2:{;2% Change income rents Change change rca;gl:‘l;g DPL_IR, DPI
(DPI1) (DPL_IR)
% % % % % pp pp pp %

NL 62.7 0.1 -76 276 280 04 -08 1.1 269
NO 82.8 0.0 -4.5 24.2 24.5 03 -0.1 04 24.1

FR 62.1 16.3 137 264 204 -0.1 -1.0 1.0 254

cz 74.5 16.2 16 252 25.1 -0.2 -0.2 0.0 250

LT 893 95 0.7 338 335 -03 -04 0.1 334

AT 59.2 121 6.3 26.1 257 -04 -0.7 03 255

FI 736 8.1 10.1 26.2 255 -06 -1.2 05 250

IS 86.3 1.5 8.0 280 274 -0.7 -13 0.6 26.8

SE 68.9 20 114 234 226 -0.8 -13 0.5 22.1

DK 66.8 0.0 2.5 25.2 244 -09 -1.3 0.5 239

SK 89.1 1.2 10.0 24.5 236 -09 -15 0.6 230

LU 74.5 59 108 274 263 1.1 -15 05 259

Sl 813 128 10.5 229 216 -13 -16 03 213
BE 729 85 9.3 26.3 24.5 -1.8 -2.2 04 24.1

Lv 84.5 9.9 114 354 336 -1.8 -2.3 0.5 33.0
HU 86.2 83 232 25.7 238 -19 -29 1.0 22.8

IT 72.7 9.1 14.5 322 30.1 222 -28 0.6 29.5

PL 60.8 343 152 322 300 222 -26 04 296

PT 74.5 159 184 36.9 346 -23 3.1 0.8 338

EL 75.7 6.5 158 343 319 -24 -3.0 0.6 314

cYy 741 159 14.2 29.8 27.3 -25 -2.8 0.3 27.0

IE 78.1 124 9.7 312 286 -26 3.1 04 28.1

ES 836 83 16.2 313 27.8 -35 -4.0 05 273

EE 86.8 85 19.9 334 299 -35 -4.4 0.9 290
UK 72.2 17.6 105 329 29.2 -36 -4.5 0.8 284

Source: EU-SILC Users’ database.

NB: Countries sorted according to change in Gini coefficient. Share of beneficiaries = persons with non-zero imputed rent as a percentage
of population.

Reading note: In the Netherlands, 62.7% of the population live in owner-occupied houses. Augmentation of the income concept lowers
the mean income by -7.6% and raises the Gini coefficient by 0.4 percentage points (pp). The gap narrowing effect of -0.4 pp. was offset by
the 1.1 pp. re-ranking effect; because of rounding, these do not exactly sum up to 0.4 pp.

Concentration coefficient is computed keeping the ranks based on cash disposable income but using the augmented income concept. A
change in the Gini coefficient is decomposed into the change in income gaps and the change in rankings following Lerman and Yithzaki
(1995), equation 4.
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these countries renting in fact on average should
be economically preferred to owning.

If we rank people based on cash incomes, add
imputed rents to disposable income and then
compute Gini coefficient, we get the concentration
coefficient. The difference between concentration
coeflicient and Gini of cash disposable income
may be interpreted as the gap narrowing effect of
imputed rents, i.e. by keeping rankings constant
but changing income levels (Lerman and Yithzaki,
1995; Wolff and Zacharias, 2009). With this
measure,imputed rentshavea gap-narrowingeffect
in all countries but the effect varies substantially
between them (Table 7.2). Imputed rents re-
rank individuals in income distribution, and a
summary measure for re-ranking is the change
from the concentration coefficients to the Gini

coefficients of augmented incomes. Re-ranking
occurs and partially offsets the gap-narrowing
effect on the Gini coeflicient. Net imputed rents
are more equally distributed than cash disposable
income in all countries except the Netherlands
and Norway.

Figure 7.1 also shows that imputed rents
substantially reduce levels of inequality in high
inequality countries (in percentage points) but
levels do not generally reach those of medium
and low inequality countries. To evaluate
changes in inequality further, Tormalehto and
Sauli (2010) computed several conventional
inequality measures with both income
concepts. For certain countries (notably Spain),
there was substantial movement towards the
medium inequality group but in general the

Figure 7.1: Changes in income inequality and average income (without imputed rent --> with

imputed rent) , 2007
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Mean equivalent income, without and with imputed rents, log scale

Source: EU-SILC Users’ database.

Reading note: Arrows indicate changes in Gini coefficient and relative change in mean equivalent income. For example, in Estonia the Gini

decreases from 33.4 to 29.9 and the mean income increases by 19.9%.
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overall clustering of countries did not change
significantly (*2).

Overall inequality in Europe (excluding
Germany) decreases when imputed rents are
added to income, both when countries are treated
as if they represented a single supranational
European entity (**) or when indicators are
computed as a population weighted average
of country indicators (Table 7.3). Inequality
decreases both between and within countries. In
relative terms, the between-countries component
becomes more significant, reflecting the fact that
imputed rent changes average incomes quite
differently from one country to the next. For the
total European Gini coeflicient, the upper part of
Table 7.3 shows a decrease as well when imputed
rents are added to income.

Imputed rents change the distribution of income
both between and within population sub-groups.
The inequality decompositions by age, labour
status, and degree of urbanisation suggest that
the general result of adding imputed rents to
income is that of decreasing inequality within

the population subgroups (Tormilehto and
Sauli, 2010). The decompositions reflect their
interaction with tenure status. The outright
owners tend to be older, live more in less dense
areas, and be either employed or retired; the
indebted owners are younger and more urban
than outright owners and are active in work life;
free market tenants tend to be younger and more
urban (Juntto and Reijo, 2010).

Regarding owner-occupiers, outright owners gain
on average more income and see more reduction
in income inequality among them compared to
the mortgage indebted. Correlated with this, the
income level of the elderly generally increases
more than is the case with the other household
types, reflecting life-cycle effects such as lower
mortgage indebtedness and more spacious
apartments. Changes in elderly mean incomes
exceed 20 per cent in a number of countries.
The changes in income levels for households
with children are very similar to the changes for
households without children.

Table 7.3: EU-wide income inequality indicators (Germany excluded), 2007

Supranational (indicator computed

Population weighted average of country

from the whole data set) indicators
Gini DPI 0.392 0.300
DPI+IR 0373 0.281
Inequality measure Total inequality W“h'.n Betwe.en Total, % | Within, % Between,%
countries countries
MLD DPI 0.30 0.16 0.14 100.0 533 46.7
DPI+IR 0.27 0.14 0.13 100.0 51.1 489

Source: EU-SILC Users’ database.

Reading note: Incomes are not adjusted for purchasing power. MLD is the mean of logarithmic deviation of individual incomes from their
mean. With imputed rents, the value of the MLD index is 0.27 of which 51.1% are due to income inequalities within each country and

48.9% to differences in income levels between countries.

(*?) The country inequality rankings may be of some interest to the general
public. The addition of imputed rent did not generally lead to signifi-
cant changes in rank order. There was somewhat more pronounced
deterioration in the ranks of Norway and the Czech Republic with all
indices while Hungary improved its rank with regard to all inequality
measures. We conclude, however, that these movements were mostly
within the clusters of countries in terms of income inequality.

(**) See Brandolini (2007) for discussion on the supranational approach.
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At sub-group level, the differences between
countries are significant as well. For example, the
incomes of the elderly increase by 31 per cent
in Spain, 21 per cent in France, 10 per cent in
Denmark, and 2 per cent in the Czech Republic.
For households with children, the differences are
not as sizable. (Térmalehto and Sauli, 2010.)

For tenants, the mean income and within-group
inequality of free market tenants of course
remain unchanged. Imputed rents of reduced
rent tenants appear to be particularly important
in the United Kingdom where there is a 30 per
cent change both in the increase in mean income
and in the decrease in within-group inequality.

Imputed rents change median income and
therefore also the income poverty threshold
when it is set (in line with the EU definition of
‘at-risk-of-poverty’) at 60 per cent of the median
equivalised income. Some households will end

below the new threshold and some will rise above
it, depending on how much the household’s
income changes relative to the change in the
median income (Figure 7.2). Most of the
households at risk of poverty will nevertheless
remain income poor even when imputed rents
are added to income. However, country rankings
in terms of poverty risk rate change. For example,
three or more steps of improvements of at-risk-
of-poverty rate rankings are experienced by
Slovenia, Denmark, Ireland, Estonia, Spain and
the United Kingdom. Respectively, the ranking
would deteriorate by more than three steps in
France, Luxembourg, Poland and Lithuania. The
at-risk-of-poverty rate would fall in the United
Kingdom from 19 to 14, in Estonia and Spain
from ca. 19 to ca. 15, in Ireland from 17 to 12,
and more than 2 percentage points in Belgium,
Greece, Portugal and Latvia.

Figure 7.3 shows how imputed rents change
income poverty measures in the total population
in relative terms. In a majority of countries, the

Figure 7.2: Changes in the at-risk-of-poverty positions when imputed rents are added to

income (population shares), 2007

UK IE EE ES EL PT BE IT LV CY FI HU FR IS SI PL DK SE NL LU SK AT NO LT CZ

% of population

B Cash poor but not at risk of poverty if IR added (exits)
Cash non-poor but at risk of poverty if IR added (entries)

Source: EU-SILC Users’ database.

NB: Countries sorted by the magnitude of exits.IR’'means ‘imputed rent".

Reading note: In the United Kingdom, if imputed rent is added to income, 1.6% of the United Kingdom population would end up below
the poverty risk line without being cash poor, while 6.9% of the population would rise above the poverty risk threshold. The overall at-

risk-of-poverty rate would decrease in the United Kingdom.
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Figure 7.3: Relative changes in the FGT income poverty measures: total population (%), 2007
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Source: EU-SILC Users’ database.

NB: Countries sorted according to change in the headcount rate of at-risk-of-poverty (FGTO0).(FGT2) measure not shown for the Nether-
lands.

Reading note: In Ireland the fall in the headcount rate, FGT(0), is accompanied by slightly stronger falls in the at-risk-of-poverty gap,
FGT(1), and inequality among the persons at risk of poverty, FGT(2).

Figure 7.4: Contributions of owner households (bars) to the change in total poverty risk rates
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Source: EU-SILC Users’ database.

NB: Countries sorted according to overall change in the at-risk-of-poverty rates. The contributions shown in the Figure mask at times quite
substantial changes in the poverty rates: in the extreme case of Ireland, the at-risk-of-poverty rate of population in the elderly single and
couple households falls by 23 percentage points, when imputed rents are added to income.
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at-risk-of-poverty rate falls (FGTO), the average
distance to the poverty risk line decreases (FGT1),
and income poverty falls also when taking into
account inequality among the persons at risk of
poverty (FGT2) (*). Relative changes are more
pronounced in Ireland, the United Kingdom,
Estonia, and Spain. In a few countries, such as
France, Luxembourg and Sweden, the total at-
risk-of-poverty rate slightly increases although the
change is not likely to be statistically significant.
Some countries with a large share of mortgage
indebted households (the Netherlands and
Norway) see increase in the severity of income
poverty, to the extent that the FGT2 measure had to
be excluded from the picture for the Netherlands.

7.4.1 Imputed rents of outright owners

Inthe United Kingdom andIreland, the at-risk-of-
poverty rates fall around -5 percentage points and
in Spain and Estonia around -4 percentage points
(the line graph in Figure 7.4). Outright owners
benefit more from imputed rents compared to
other tenures, and this is also reflected in the
poverty indices. The elderly outright owners
contribute significantly to the changes in total
poverty risk rates while households with children
contribute less but still markedly in a number of
countries (bar graphs in Figure 7.4).

In terms of income poverty indices, the effect of
imputed rents on poverty of outright owners is
relatively more pronounced in Sweden, Denmark,
Finland, Ireland, the United Kingdom, Belgium
and Ireland, where the first three FGT poverty
indices fall by more than 40 per cent (Térmalehto
and Sauli, 2010). With respect to the headcount
rate (FGTO), this means that poverty rates are
nearly halved in many countries. For example in
Sweden the at-risk-of-poverty rate for outright
owners falls from 12.3 per cent to 4.8 per cent; in
the United Kingdom from 23.1 per cent to 12.2
per cent; and in France from 11.2 per cent to 6.9
per cent.

(**) The FGT refers to the Foster-Greer-Thorbecke poverty measure and the
value in the parentheses to the parameter a in the FGT formula (Fos-
ter, Greer and Thorbecke, 1984). With values 0, 1 and 2 of a, the FGT
metric yields the headcount rate, mean poverty gap, and mean squared

poverty gap.

Housing indebtedness affects only the augmented
income measure through interest payments
because only when imputed rents are added to
income should interest payments on mortgage
be deducted from income (*°). The concern for
the situation of indebted owners has been used
as one argument in favour of adding imputed
rents to income (e.g. Frick et al, 2008). There is
significant variation in mortgage indebtedness
between countries, and between age groups within
countries (Tormalehto and Sauli, 2010) (*¢).

For income poverty measures, it is important to
note that within the country income distributions,
those with mortgage debt generally are not in the
lower part of the distribution because they are of
working age and working, and apart from housing
needs and preferences, indebtedness reflects also
better access to mortgage finance. Consequently,
owners with mortgage have mostly negligible
contribution to the change in the headcount rate
and poverty indices would change markedly only
in a few countries.

7.4.2 Imputed rents of tenants

Social benefits in EU-SILC have been restricted to
cash benefits but with imputed rents an estimate
of in-kind housing benefits is now included.
The in-kind social benefit is the imputed rent of
tenants paying less than the prevailing market
rent, defined as the non-negative difference
between imputed rental equivalence and the
actual rental paid by the reduced rent tenant. We
assume that the imputed rents of reduced rent
tenants mostly represent in-kind social housing
benefits (7). The shares of tenants paying reduced

(**) In the current framework, the repayment of the mortgage principal is a
saving, i.e. asset accumulation.

(*¢) The overall mortgage take-up rates range from more than 50 per cent
in Sweden, Denmark, Norway, Iceland and the Netherlands to the lows
of a few per cent in Eastern and Southern Europe. The shares of the
elderly with mortgage debt are significantly lower than those of other
age groups in all countries, and in absolute terms very low (below 10%)
in the majority of the countries.

(7) This tenure, however, covers more than just social housing and conse-
quently more than just in-kind social benefits in the housing function,
namely when renting at a reduced rate from an employer, or those in
accommodation where the actual rent is fixed by law. Furthermore,
national definitions of the ‘reduced rent” sector are accepted as well.
Imputed rents based on an employment contract should be included in
wages and salaries in kind.
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rent are highest in the United Kingdom (18%),
the Czech Republic (18%), Finland (16%),
France (15%), and Ireland (12%.). There are no
households at all in this group in the Netherlands
and Denmark; all tenants have been coded as
paying the prevailing market rent.

Another group of tenant households to whom
rents are to be imputed is households that do not
have to pay rent (but may still pay other housing
costs). These should include cases where the
accommodation comes with the job or is provided
rent free from a private source, for example from
another household (*®). The population share in
this group exceeds 5 per cent in Austria, Greece,
Spain, Cyprus, Portugal, Italy, Estonia, Hungary,
Latvia and Poland. In some countries, this category
covers significant proportion of population: in
Poland 34 per cent and in Cyprus 15 per cent of
households are categorised as having rent-free
accommodation. In most countries, the share is
either low or non-existent.

Figure 7.5 provides the contributions of tenant
households to the change in poverty risk rate.
Tenants who pay the prevailing market rent
do not have rents imputed to them but their
relative position with respect to other population
subgroups changes. Inall countries except Norway
and the Netherlands, tenants paying prevailing
market rent experience more poverty and more
severe poverty, i.e. their average distance from
the poverty risk line increases (Térmalehto and
Sauli, 2010). The increases are substantial also
in terms of percentage points. For example, in
France the at-risk-of-poverty rate in this group
increases from 23.7 per cent to 34.5 per cent while
the overall rate remains almost unchanged.

Imputed rents of reduced rent tenants contribute
to the decrease in the overall poverty risk rate
mainly in the United Kingdom, Ireland and

(**) When Eurostat calculates indicators, this category is combined with
the owner category. We consider it as a separate group both to study
it on its own and because of possible comparability problems with the
classification. Given that this group is quite large in many Eastern and
Southern European countries, it would be good to know to what extent
do these imputed rents represent inter-generational transfers, e.g. cases
where the elderly live in a dwelling owned by their children, or students
live in dwellings owned by their parents, and whether this kind of ten-
ure in fact is comparable e.g. in Poland compared to Cyprus or Italy.

Belgium. In the United Kingdom, the at-risk-of-
poverty rate decreases by 18 percentage points
(from 38.2 to 20.2%). The average distance
from the poverty risk line as well as inequality
among the poor reduced rent tenants falls in the
United Kingdom, Belgium, Ireland, Portugal,
and to some extent in Latvia. As already noted,
there are problems both with the identification
of beneficiaries and with the imputation itself:
for instance nothing has been imputed to this
subgroup in Iceland and Italy, and in Finland
the average of imputed values seems implausibly
low. (Ibid.)

The contributions of the rent free tenants to the
changes in overall poverty risk rates play some
role mainly in the Southern countries, although
there are relative decreases of at least -20% in
incidence and intensity of income poverty in most
of the countries where population share exceeded
5 per cent. For instance, in Spain the poverty
risk rate among rent-free tenants decreases by
10 percentage points, from 30 per cent to 20 per
cent. In Poland and Hungary the average housing
costs of this group were around the same level
with tenants paying prevailing market rent and
there were no significant changes in poverty risk
indices. (Ibid.)

7.5.1 The impact on non-monetary deprivation
indicators

The impact of the augmented income definition
on consistency between indicators of monetary
and non-monetary deprivation is important
information in legitimizing the repositioning of
persons above or under the at-risk-of-poverty
threshold by the imputed rent. According to
deprivation indicators, persons who exit poverty
risk due to imputed rents are better-off than the
persons who remain at risk of poverty. Results
from EU-SILC data generally show that this is
the case, though not for all countries.
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The distributional impact of imputed rent m

Figure 7.5: Contributions of tenant households (bars) to the change in total poverty risk rates
(line), 2007

o = N W

'
-

2 /_’/
3 //*‘—"”'
-4 /—..

—

%-points

UK IE EE ES BE PT EL LV CY SI DK IT PL FI IS HU SK NL DE CZ AT LT NO SE FR LU

[ Prevailing market rent = Rent free i Reduced rent —o— Overall change
Source: EU-SILC Users' database.

NB: Countries sorted according to overall change in at-risk-of-poverty rates.

Figure 7.6: Material deprivation rates in populations exiting from, entering in and remaining in
population at risk of poverty due to inclusion of imputed rents in income, 2007
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Source: EU-SILC Users’ database.
Reading note: Persons who are no longer at risk of poverty after the imputed rent is added in their income (bars), are in most countries less

deprived materially than persons who enter (solid line) or remain (dashed line) under the poverty risk line (for example, in Finland 10% vs.
near 40%).
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The material deprivation rate, defined as
enforced lack of at least three out of nine
material deprivation items in the ‘economic
strain and durables’ dimension (%), is generally
higher among the population at risk of poverty
when imputed rent is included in the income
concept (ibid). Figure 7.6 illustrates differences
of levels of material deprivation in groups with
different at-risk-of-poverty positions. Imputed
rents push materially less deprived owners and
tenants above the new poverty risk threshold and
leave more deprived persons under it in most
of the countries, but this does not hold true for
the highly indebted Netherlands, the United
Kingdom, Luxembourg, and Norway. There is no
effect in Lithuania and Latvia. The effect is most
pronounced in the elderly population, where
Hungary, Italy, Finland, Portugal, and Poland
stand out in particular.

Overcrowding, a secondary indicator defined as
the ratio of the number of rooms to the number
of adults and age-sex-specified composition of
children in the household (*), is clearly higher
among the poor after imputed rents are added to
income, with the exception of Norway and the
Netherlands (see Figure 7.7; details in Térmilehto
and Sauli 2010). The size of the dwelling and the
estimated values of imputed rents are positively
correlated — it is only to be expected that cash
income poor who are able to afford to live in
bigger dwellings are lifted above the new poverty
risk threshold. Furthermore, some of the indebted
owners are repositioned, by negative imputed

(**) The nine items considered are 1) arrears on mortgage or rent pay-
ments, utility bills, hire purchase instalments or other loan payments;
2) capacity to afford paying for one week’s annual holiday away from
home; 3) capacity to afford a meal with meat, chicken, fish (or veg-
etarian equivalent) every second day; 4) capacity to face unexpected
financial expenses (set amount corresponding to the monthly national
at-risk-of-poverty threshold of the previous year); 5) household can-
not afford a telephone (including mobile phone); 6) household cannot
afford a colour TV; 7) household cannot afford a washing machine; 8)
household cannot afford a car and 9) ability of the household to pay for
keeping its home adequately warm.

(*) A dwelling is overcrowded if any of the criteria mentioned below is not
fulfilled: one room for the household; one room for each couple; one
room for each single person aged 18+; one room for two single persons
of the same sex between 12 and 17 years of age; one room for two single
persons of different sex between 12 and 17 years of age; one room for
two persons under 12 years of age. In this analysis, a one-person house-
hold living in a one-room dwelling is considered to be an example of
overcrowding.

rents due to high mortgage interests, under the
new poverty risk threshold.

Similar results were shown by housing deprivation
indicators, i.e. persons lifted above the poverty
risk threshold by imputed rent, were less deprived
as to the quality of their dwelling measured by
the condition and equipment of the house (*!)
than persons remaining in the population at risk
of poverty (ibid).

7.5.2 House rich — cash poor

While the findings presented above indicate that
the improvement of income positions due to
imputed rents has a connection to better living
conditions, there may, however, be the problem
of overestimating the value of the advantage.
Imputed rental equivalences measure the value
of housing consumption, and even after relevant
costs are deducted, the income measure inclusive
of imputed rent may very well overstate the
household’s command over resources. It can be
argued, as Marlier and Atkinson (2007, p. 149)
have written, that ... focusing purely on income
including imputed rent could mislead as to the
capacity of the household to avoid deprivation
and social exclusion’ Thus, the house rich/cash
poor phenomenon is especially significant for
income poverty indicators.

We define as house rich and cash poor those
who are at risk of cash income poverty but not
at risk of poverty if imputed rent is included
and who consume housing services excessively
relative to their needs and relative to their cash
disposable income. In order to assess the volume
of possible ‘excess’ imputations, we analysed the
effect of imputations on the income levels in the
population escaping poverty.

In most countries the house rich/cash poor
problem seems to be rather marginal. Imputed
rents add typically less than 50% to the disposable
income of those at risk of cash income poverty. In

(*') The following housing deprivation items are considered: 1) leaking
roof, damp walls/floors/foundations, or rot in window frames or floors;
2) no bath or shower in the dwelling; 3) no indoor flushing toilet for the
sole use of the household; 4) dwelling too dark.




Figure 7.7: Changes in material deprivation and overcrowding in the population at risk of
poverty due to the inclusion of imputed rents in income, 2007

80

LV
—>
HU__»
4 e
cY
60 >1T

4, /g/'
F n/’
S

UK
20 A DK
\[ NL « NO {' o>

T T T T T
0 20 40 60 80

Overcrowded poor/ Overcrowded poor IR

40

Deprived poor/ Deprived poor IR
ﬁ\
m
3

Source: EU-SILC Users' database.

Reading note: Arrows point to change in deprivation/overcrowding rates among the income poor excluding and including imputed rents.

E.g.in Cyprus, including imputed rents in income concept changes the composition of population at risk of poverty, raising both material
deprivation and overcrowding, while the effects are reversed in the Netherlands.

Figure 7.8: Share of cash poor house rich persons with imputed rent values that at least double
their cash disposable income, 2007
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Reading note: In Estonia, for 20% of persons who no longer are at risk of poverty after the imputed rent is added in their income, the value

of imputed rent at least doubles their cash disposable income. The number of observations is small in most countries, and the figures are
presented here only to illustrate volumes of extreme values.
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total, about 6% of persons at risk of cash income
poverty in the countries involved here have their
income doubled or more thanks to imputed rent.
However, relatively high shares can be found in
Estonia, Portugal, Spain, the United Kingdom,
Italy and Hungary (Figure 7.8). Moreover, more
than 20% of the cash poor in those countries
live in dwellings with imputed rents higher than
50% of their household disposable cash income.
(More details in Tormalehto and Sauli, 2010.)

Imputed rent as a concept reflects many facets
of reality: the distribution of housing wealth,
needs and preferences, credit constraints and
borrowing opportunities, social and private and
intergenerational transfers, and cultural and
institutional differences. Although imputed rent
is theoretically sound and logical in the asset-
income-consumption framework, it is ‘hardly
intuitive or palatable to many people’ (Citro and
Michael, 1995, p. 245). The estimation itself is often
difficult, as noted by Van Der Laan (2006), ‘non-
monetary income components (notably imputed
rent) cause measurement problems in any income
statistics in any country at any point in time’

The criticism may be answered by seeking
conceptually alternative ways of measuring
economic benefits from housing, or by seeking
adjustments to the measurement of imputed
rents in order to rectify some of the known
shortcomings.

If the intention is to put different tenures on the
same line in statistics, the first choice for the layman
would probably be to deduct actual housing costs
from income (out-of-pocket costs approach).
Income after housing costs is a relevant measure
for some purposes if the assumptions are made
clear; for example, one would then essentially
consider housing consumption expenditure as
a necessity or ‘compulsory’ consumption which

delimits non-housing consumption (). If a
household prefers to have higher housing costs
by having more floor space than needed, it should
not appear as less well-oft than a household which
has just enough space with lower costs. An option
might be to adjust housing costs so that we would
only deduct costs which reflect needs (see e.g.
Citro and Michael 1995, pp. 189-191).

For the owner-occupiers, disposable income which
includes imputed rents is one way to integrate
housing wealth into the analysis of economic well-
being, and to take into account the fact that home
equity may be available to smooth consumption
when cash incomes fall. The standard analysis
based on cash disposable income takes into account
household wealth only through cash property
income received by landlords. For the tenants,
imputed rents extend the income concept to take
into account (mostly) public in-kind benefits.

Consequently, imputed rents of owner-occupiers
partially address the fact that income poor may
not be asset poor. Rather than imputing capital
income flows to households, a dual condition
could also be imposed, defining poverty both
on the basis of income and wealth. This would
require a consensus on the asset poverty line to
define who the asset poor are (e.g. Haveman and
Wolff, 2005), in addition to having a variable on
net worth available for the EU-SILC sample.

Excessive consumption of housing services
may be a problem. The elderly, in particular,
may consume more housing services than they
actually need, e.g. by staying in the old apartment
after the children have left or the partner has
passed away. There may be many reasons for
this ‘excess’ consumption of housing services,
but the main reasons are related to preferences,
such as bequest motives, an aversion to moving,
transaction costs, preferring more liquid assets
to finance consumption, or having no need for
additional non-housing consumption (Lefebure,
Mangeleer and Van Den Bosch, 2006).

(*) In this case, one would have to adjust (steepen) the equivalence scale

since housing costs are a significant source of economies of scale in
consumption.
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This discussion seems to be relevant only for the
income account since the households actually
are consuming the housing services, sometimes
excessively relative to their needs and to their
incomes. If it is thought that imputed rents do not
fully represent additional money that is available
for other consumption but are only added to
offset differences in housing costs as discussed by
Marlier et al, (2007, also for example Citro and
Michael, 1995; Ruggles, 1990), imputed rents
could be capped to reflect this (See next section
of this chapter).

The difficulty of estimation is probably the main
argument against including imputed rents.
While comparability of the data is addressed
e.g. by Eurostat (2009), the sensitivity of the
results to the different estimation methods
should be verified, along the lines of Frick
et al (2008). The estimation is sensitive both
with regard to the models and the underlying
data used in the models. It is not obvious that
the rental equivalence method is the optimal
choice in view of cross-country comparability of
income particularly when non-subsidised rental
markets are small in a number of countries. The
capital market approach is less data intensive
and more straightforward to apply when only
measurement of income is concerned, so this
approach should be considered at least as a
benchmark to the current results.

In addition to issues with the underlying data,
the estimation is complicated by the different
institutional features of housing markets,
affecting both the delineation of the different
tenures and the valuation of housing services, for
instance, when rents are regulated. Furthermore,
the estimation of opportunity costs of housing
assumes that rental housing markets exist and
that housing markets as a whole are essentially
frictionless, while in fact the rental markets may
be very thin and have constant excess demand
so that the housing services become valued at

supply prices.

To address comparability in time, the snapshot
of the cross-sectional effects reviewed in this

chapter should be supplemented by a time series
analysis once more data become available. This
is important because the income reference year
2006 or 2007 coincides with the end or near-
end of substantial rises in dwelling prices and
mortgage indebtedness in many countries, and
does not include the impacts of the economic
crisis of 2008-2009 which lead to substantial
decreases in dwelling prices and interest rates.
The estimation methods are related to prices in
housing markets (rents and sale prices), and their
sensitivity to changes in these prices should be
analysed in the future.

Asmentioned in Section 7.6 above, in the context
of poverty and income inequality measurement,
it has been questioned whether one can
reasonably assume a 100 per cent ‘liquidity’ of
the economic advantage of home ownership or
subsidised renting for those who are not able
to afford housing at market price. One way of
dealing with ‘excessive consumption’ of dwelling
services relative to the needs is to implement
restrictions on the amount of imputed rent
assigned to households.

With a view to start exploring how capping of
imputed rents could be concretely implemented,
always using EU-SILC 2007 data, we briefly
analyse below the impact of a capping that is
on the number of rooms needed for not living
in an overcrowded household (according to
the recently agreed EU definition). (*) For
dwellings whose number of rooms is above the
overcrowding norm, the imputed rent is capped

(*) This approach was proposed by Tony Atkinson and Eric Marlier. If the
actual number of rooms exceeds the minimum number of rooms that
the household needs in order to avoid overcrowding, the value of net
imputed rent is constrained by the relation between the norm standard
and the observed number of rooms. If X = minimum number of rooms
needed in order to avoid overcrowding and Y = the actual number of
rooms, the capped value was calculated as (X / Y) * IR in cases where
Y > X. Otherwise, the value of IR was used as such. See footnote 20 for
overcrowding criteria. In the available data, the number of rooms is
top-coded to a maximum of six rooms. In those cases, if the dwelling
was subjectively assessed as crowded full values of IR were allowed; in
cases where the dwelling was not assessed as crowded, the above calcu-
lation (Y = 6). Norway and the Netherlands were left out of the analysis.
All the Figures and Tables in this Section provide results that relate to
persons (and not households).
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Figure 7.9: Change of the range of the income share of imputed rents by capping based on
overcrowding criteria, persons with non-zero IR, 2007
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Source: EU-SILC Users’ database.

Reading note 1:In Estonia, when full value of imputed rents (IR) is implemented, imputed rents are more than 77% of the disposable cash
income (DPI) for 5% of people. The ratio is at least 160% for the highest percentile. After capping, the corresponding ratios are between
66 and 130%.

Reading note 2: In the United Kingdom, the share of IR in DPI is -25.4% or less in the lowest percentile of people. Housing costs exceed the
imputed gross rental value of the dwelling by more than 24% of DPI, and people’s income is thus reduced by at least 24% if IR is added to
their DPIL.

Table 7.4: At risk of cash poverty rates, at risk of poverty rates after inclusion of imputed rents
and at risk of poverty rates after inclusion of capped imputed rents (% of persons), 2007

Value of IR BE CZ DK EE IE EL ES FR IT cY LW LT
None 15 10 12 19 18 20 20 13 20 16 21 19
Full 13 10 10 15 13 18 16 14 18 13 19 19
Capped 14 10 10 15 14 18 17 13 18 14 19 19
Value of IR LU  HU AT  PL | PT sl sK FI SE | UK IS
None 14 12 12 17 18 11 11 13 11 19 10
Full 14 12 12 16 16 9 10 12 11 14 9
Capped 13 12 12 16 17 9 10 12 11 15 9

Source: EU-SILC Users' database.

Reading note: In the United Kingdom, the poverty risk rate when no imputed rents are added to the income is 19%, but it falls to 14% with
full and 15% with capped values of imputed rents.
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at the norm level. For others, full value of imputed
rent is allowed. (**)

Due to capping, the total amount of imputed rents
is reduced by less than 15 per cent in the eastern
European countries and by more than 30 per cent
in Ireland, Spain, Finland, Cyprus, Belgium and
Denmark. Median values were strongly reduced
also in Sweden, Luxembourg, Austria, France
and the United Kingdom.

Capping based on criteria of overcrowding curbs
the extreme values substantially: the incidence
of households with imputed rent higher than
their total disposable income almost disappeared
and was totally abolished from among the poor
households (compare with Figure 7.8). The range
of the relation of imputed rent to the household
cash income is narrowed substantially, as
illustrated in Figure 7.9.

However, the effects of capping on the overall at-
risk-of-poverty rate are hardly distinguishable, as
illustrated in Table 7.4.

This very limited impact of capping on the total
poverty risk rates is largely due to the fact that
capping imputed rents mitigated the effects of
this non-monetary income component on at-
risk-of-poverty rates by reducing both exits from
and entries into the population under the income
poverty line (Figure 7.11). In some countries, the
differences of rates based on income concept
with full vs. capped imputed rents are negligible
measured by their net change (Figure 7.10),
but not in Ireland, the United Kingdom, Spain,
Belgium, Denmark, Portugal and Cyprus.

Capping imputed rents has the strongest impact
on poverty risk among the elderly. For example,
in the United Kingdom, the at-risk-of-poverty
rate among the elderly is 31 per cent if it is based
on cash income only and falls to 14 per cent if

(*) The analysis presented here is an exploratory analysis and would need
to be refined before drawing final conclusions. Indeed, the available
data are not transparent enough to allow the analysis of the possible
effects of the dwelling size/household size on the imputed gross rent
values already inherent in the various methods used by the different
data producers (Heckman correction for selection bias, other regres-
sion models). And the effects on the cost items that are deducted from
the gross value would need to be examined.

Income an

the full value of imputed rent is included; if the
amount of imputed rent is capped, it is 22 per
cent. Similar changes are observed in Belgium,
Ireland, Spain, Italy and Portugal, and somewhat
smaller effects in Finland and France.

More analysis on the relationship between the
different components is needed to arrive at a
realistic conception of needs-related advantage
from owner-occupied or reduced-rent housing.
Indeed, this exploratory analysis of capped
imputed rents is based on a complex set of
information, not transparent to the analyst: gross
rents (i.e. rental equivalences indicating the
value of consumption) are first compiled by data
producers using different methods and different
external or internal data sources; rents are then
processed by subtracting certain owner’s out-
of-pocket costs from the gross rent. Finally, it
is only processed rents that are available in the
Users’ database. More investigation is needed
on the relationships of the dwelling size to the
gross rents and the deductible items. And of
course, the norm applied for capping imputed
rents can be questioned: the criterion suggested
here offers the key advantage of being based on
an EU indicator that has been agreed further to
comparative analysis and in-depth discussion at
EU-27 level; but it could of course be challenged
on the basis of further analytical evidences.

Imputed rent is one of the most significant
income components of disposable income, as
has long been known from national accounts,
and adding it to the present mainly monetary
income concept would have significant
distributional consequences. Imputing implicit
rents to households is a sort of mass imputation
on a European scale: overall, nearly 80 per cent
of households in Europe either owned their
main residence or had their rent set below the
prevailing market rent.

The effects of imputed rents on income
inequality, income poverty, and non-material
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Figure 7.10: Net change (entries minus exits) in the number of persons at risk of poverty when
full or capped value of IR is added to income (% of persons at risk of cash poverty), 2007
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Source: EU-SILC Users’ database.

Reading note: In Ireland, 28% of population at risk of cash poverty escape poverty after the inclusion of full value of imputed rents, while
the corresponding effect of capped imputed rent is 20%.
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Figure 7.11: Entries to and exits from the population at risk of poverty when IR is added to
income (% of persons at risk of cash poverty), 2007
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Reading note: In Ireland, the number of persons at risk of poverty after the inclusion of full value of imputed rents is reduced by 34 vs.
23%, while the number increases by 6 or 3%, depending on the use of full vs. capped values of imputed rent.
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deprivation were reviewed in this chapter. First
of all, there was wide variation in the changes
in mean incomes when imputed rents were
added to income, both across countries and
within countries between different population
subgroups. For example, the changes in mean
income at country level ranged from nearly -8
per cent in the Netherlands to more than 23
per cent in Hungary. The main beneficiaries
were outright owners, both in terms of increase
in income and reduction in within-group
inequality. Correlated with this, the income
level of the elderly generally increased more
than that of other household types but there
were significant differences between countries.

With regard to results on income inequality,
imputed rent decreased inequality in all countries
except Norway and the Netherlands. Changes in
inequality were substantial in some countries
and high inequality countries generally moved
closer to medium and low inequality countries;
nevertheless the clusters of countries and country
rankings did not change significantly. EU-wide
inequality decreased, and there was a decrease in
inequality both within and between countries.

Income-based measures of the at-risk-of-poverty
rate generally decreased, notably so in the
United Kingdom, Ireland, Spain and Estonia,
or remained more or less unchanged in a few
countries. There were large changes within the
population subgroups, with substantial decreases
in the headcount rates of the elderly and increases
for the free-market tenants, while the changes
for the mortgage indebted were quite mitigated.
Apart from the substantial relative reductions
in headcount rates, distances to the poverty risk
line and inequality among the poor generally
decreased as well.

Examining the change in deprivation rates before
and after the inclusion of imputed rent in income
we found that in most countries the change is
towards a better consistency between income
inclusive-of-imputed-rent poverty and other
deprivation indicators. The cash and imputed
rent poor generally are more deprived than the

only cash poor. The most conspicuous increase in
consistency is found in the connection between
material deprivation and poverty risk, particularly
in the elderly population and to a lesser extent in
households with children.

Our results suggest that income which includes
imputed rents is a more suitable income concept
for poverty analysis than the current income
concept. Furthermore, imputed rents improve
consistency with other statistical systems (mainly
national accounts), incorporate housing wealth
more comprehensively into the measure of
economic well-being, partially address the fact
that income poor may not be asset poor, and
finally incorporate in-kind housing benefits into
the measure of economic well-being.

On the other hand, the degree of comparability
in the 2007 data set was not yet satisfactory.
Furthermore, the results are known to be sensitive
to underlying data and estimation methods, and
stability of the results should be confirmed with
time series data in the coming years. (*)

Finally, in some dimensions the results change
substantially and there is a concern that imputed
rents may overstate command over resources
for some households, notably the elderly who
consume a lot of housing services. It should also
be added that the concept may not be easy to
understand or intuitive to many users of statistics.

Given the large changes both in the level and in
the distribution of current economic well-being,
we consider that imputed rents should not be
incorporated into the basic EU-SILC income
concept before further validation. Alternative
measures of economic benefits of housing need
to be tested, and in doing so, the assumptions
and possible implications for the horizontal and
vertical equity of any alternative concepts should
be made clear as well. The measurement of
imputed rents could be improved, with improved
(*) According to a Eurostat report (2010), some methodological harmoni-

sation was achieved in the 2008 EU-SILC operation, especially in Es-

tonia, Portugal, Slovakia and Sweden. Most countries (24) now use the

rental equivalence method. Substantial changes in the results concern-

ing the effects of imputed rent between 2007 and 2008 can be observed
especially in Norway and the United Kingdom.
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harmonisation and attention to unreasonably
large estimates the practical way forward.

Finally, in order to address the criticism that it
may not be reasonable to assume a 100 per cent
‘liquidity’ of the economic advantage of home
ownership or subsidised renting forincome poverty
analysis, or, put differently, in order to address
the issue of a possible excessive consumption of
dwelling services relative to household needs,
we have explored one way of capping imputed
rents. We have suggested a capping based on the
agreed EU indicator of overcrowded households.
The results we have presented are still crude and
suffer from serious data limitations (in the same
way as the basic imputed rent data do), and the
methodology and underlying hypothesis would
need to be further fine-tuned. However, capping
can be a promising approach and it should be
further explored so as to allow for more meaningful
analysis of income poverty and income inequality
at both national and EU levels.
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his chapter describes how countries have

collected and valued the income from self-
consumption, analysed the importance of self-
consumption in various countries and investigates
the impact of self-consumption on the income-
based EU indicators for social inclusion.

Personal well-being is affected by many factors,
but for analysing inequality or poverty income
has been used frequently. For analysing income
inequality and income-based poverty only
monetary income can be used, but non-monetary
income components such asimputed rent, interest
paid on mortgage, value of goods produced for
own consumption, non-cash employee income,
etc. are also significant elements of economic
well-being.

The first purpose of this chapter is to describe
and compare how countries have collected the
information required for assessing the self-
consumption of individual households and how
they have then ‘valued’ this information. The
second purpose is to analyse the importance
of self-consumption in various countries and
investigate the impact of self-consumption on the
income-based EU indicators for social inclusion.

National EU-SILC questionnaires have been used
for analysing and comparing across countries the
questions asked for collecting the information
about self-consumption. Quality reports have
been used for analysing and comparing the
assessment of the values of self-consumption
between countries.

For analysing the importance of self-consumption
and the impact on the income-based EU
indicators for social inclusion, we have used EU-
SILC Users database (UDB) data.

8.1.1 Common recommendations for
collecting the income data from own-
consumption

According to the final report and recommenda-
tions of the Expert Group on Household Income

Statistics (The Canberra Group), households not
only consume goods and services which they
purchase or receive from others, but also goods
which they produce themselves, and the incomes
of many households might be seriously under-
stated if a valuation were not made of the goods
which they produce for their own consumption.
The Group also remarked that it is important
that household production for own consump-
tion is included in measures of income when it
is a significant element of economic well-being.
If it is omitted, comparisons between countries,
over time or between income groups are likely
to be deficient. Valuation of those goods and
services is inherently difficult because there is no
market place transaction to which reference can
be made. For imputation of the value of income
from goods produced for home consumption,
the household expenditure compared with in-
come estimates should be used.

The World Bank recommends using income or
consumption for calculating the indicators for
monitoring the Millennium Development Goals,
where income from own-consumption is included.
Income from consumed food from the household’s
own production is particularly important in the
poorest developing countries. This information
should be collected either through recall questions
using lists of consumption items or through diaries
in which respondents record all expenditures
daily. But these methods do not always provide
equivalent information, and consumption can be
underestimated or overestimated.

A good practice should be to collect detailed
lists of specific consumption items through
questionnaires, and aggregate these afterwards.
But many surveys use questionnaires in which
respondents are asked to report expenditures for
broad categories of goods because of the shortness
of the interview. A shorter questionnaire is also
thought to reduce thelikelihood of fatigue for both
respondents and interviewers, which can lead to
reporting errors. However, there is also evidence
that less detailed coverage of specific items in
the questionnaire can lead to underestimation of
actual household consumption.
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According to ESA 95, goods and services
retained by the household for own final
consumption is part of the final consumption
expenditure. One of the major objectives of
Household Budget Surveys (HBSs) is to provide
an important input to national accounts.
According to this, Eurostat recommends that
in HBSs own-account production of a good or
service for own consumption by the household
be recorded only if this type of production is
significant, i.e. if it is believed to be quantitatively
significant for specific households (greater than
0.1% of total consumption expenditure), i.e.
farmers, households in the retail trade and/
or with a vegetable garden. Own production
of food concerns the goods intended for the
household’s own consumption. These goods
might be produced by a farming household or
by a household whose ancillary or leisure activity
is connected with agriculture (possession of
a vegetable garden). One can also include the
products of hunting or fishing which may have
considerable value for certain categories of a
population. This income as all non-monetary
income will be evaluated on the consumption
expenditure side, so a double imputation will be
made: on the consumption expenditure and on
the income side.

In the 1999 HBSs, the countries applied
recording and valuation rules more or less in
agreement with the Eurostat recommendation.
There was some variation in the selection of
households asked for their own account final
consumption. Countries uniformly chose
to record the own account consumption
components a) and b) at the moment of
consumption. Concerning the valuation rules,
the method most frequently used was to record
the quantities consumed in the daily diaries of
expenditure, and to fix their value post facto.
Certain countries practice the system of self-
evaluation by the households themselves.

8.1.2 Recommendations in EU-SILC

According to the Commission Regulation
(EC) No 1980/2003 implementing EU-SILC

Framework Regulation as regards definitions
and updated definitions, Member States have to
deliver several non-monetary components from
the 2007 operation onwards. Five components
are concerned, including the value of goods
produced for own consumption (PY070G).

According to Eurostat (2004), the value of
goods produced for own consumption refers to
the value of food and beverages produced and
also consumed within the same household. The
value of goods produced for own consumption
shall be calculated as the market value of goods
produced deducting any expenses incurred in
the production.

This income component includes the value of all
goods produced and also consumed within the
same household. Any households may engage in
such production without being categorised as an
unincorporated enterprise but any productions
for sale (and any withdrawals from a business
by a self-employed person) have already been
included in PY050G/PY050N (?). Thus this
item should include, for example, the value of
potatoes produced in the family garden and
then consumed by the household, but not the
value of any potatoes which are sold (or given)
to a neighbour. The value of any sales should be
classified as monetary self-employment income
(any gifts are inter-household transfers in kind
and are therefore excluded from EU-SILC).

In fact, any remunerative hobbies — for example,
pigeon keeping, water-colour painting — should
be regarded as a form of casual self-employment
and any profits should be recorded as such.
There are very few goods other than fruit and
vegetables which EU households produce and
consume themselves. Some hobbies, such as
weaving cloth and painting pictures may result in
additional goods for the household to consume
which otherwise they might have bought, but the
income element is likely to be very small once all
costs have been deducted. Indeed, there is a fine
(*) PYO050G refers to ‘Gross income benefits or losses from self-employ-

ment (including royalties)’ whereas PY0O50N refers to ‘Net income ben-
efits or losses from self-employment (including royalties).
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line between regarding such activities purely as
leisure or as productive. This may also be true of
fruit and vegetable growing.

It excludes:
e value of household services;

e any production for sale and any withdrawal
from a business by a self-employed person
(these values are included under PY050G);

e own production of non-food products like
wood.

Although for some households in some
countries, the ability to produce and consume
their own garden produce may appear to make
a real contribution to their economic well-being,
even then it is debatable whether the level of
profit is significant once the cost of all input
has been deducted. (It should be noted that
if the household is in fact running a farm or
small-holding then the value of any of their own
produce which they consume themselves should
be taken into account in the measurement of
their monetary income from self-employment.)
In principle, the valuation of goods produced for
own consumption is relatively straightforward.
Respondents are usually asked to provide
information on the quantities of each type of
good consumed and a market price is then
applied. However, this involves additional data
collection and analysis.

The value of food and beverages shall be included
when they are a significant component of the
income at national level or they constitute a
significant component of the income of particular
groups of households. This evaluation could be
performed on the basis of HBSs. The definition of
the own consumption is comparable in EU-SILC
and HBS:

e EU-SILC: the value of food and beverages
produced and also consumed within the same
household;

e HBS survey: including the withdrawals
from own garden, farm or enterprise for the
household’s private consumption.

It is generally accepted that the extent of
consumption of own production in most EU
Member States is relatively minor. Countries for
which own-consumption is a significant income
component at national level or constitute a
significant component of the income of particular
groups of households should develop methods to
impute it, keeping in mind that one objective of
EU-SILC is to build poverty indicators and to
compare micro-level information.

The variable is categorised as an individual
variable, but in order to avoid data collection
problems, mainly double reporting, the EU-
SILC Task-Force on Methodological issues
recommends changing the collection level of this
variable to the household level.

The following analysis includes the 27 EU coun-
tries as well as Iceland, Norway and Switzerland.
Of these countries 21 collect variable PY070
(value of goods produced for own consumption)
and nine do not collect it.

8.2.1 Countries where income from own-
consumption is not included

The income from own-consumption shall be
included when this is a significant component
of the income at national level. This income
component is excluded in nine countries:
Belgium, Switzerland, Denmark, Finland,
Iceland, Netherlands, Norway, Sweden and the
United Kingdom (see Table 8.1); this is mainly
because the value of goods produced for own
consumption does not constitute a significant
component of the income according to national
HBS data or other data source.

8.2.2 Countries where the income from own-
consumption is included

The questions for collecting the information about
income from own-consumption are not the same
in all countries. Some countries use a detailed
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Table 8.1: Reason for not collecting PY070

Country Reason

This variable is not recorded in the file because the value of goods produced for own consumption
Belgium does not constitute a significant component of the income. The importance of the component has
been assessed using HBS.

This variable is not recorded in the file because the value of goods produced for own consumption
Switzerland does not constitute a significant component of the income (less than 0.2 per cent on average). The
importance of the component has been assessed using HBS.

This variable is not recorded in the file because the value of goods produced for own consumption
Denmark does not constitute a significant component of the income. The importance of the component has
been assessed using HBS.

The value is significant neither at the national level nor for particular groups of households. According
to the 2006 Finnish HBS results, expenditure of goods produced for own consumption (under COI-
COP (%) KO1 Food and non-alcoholic beverages) was 0.3 per cent from all consumption expenditures
in the households on average. For employers and self-employed workers in agriculture, the percen-
tage was highest, 1.7 per cent, whereas in other socio-economic groups the next highest percentage
was 0.4 per cent, among pensioners. When counting the expenditures of goods produced for own
consumption from household disposable income, the percentages are lower in general (1.3 per cent
for employers and self-employed workers in agriculture).

Finland

Iceland Very few people in Iceland do this and it is a low proportion of their income.

In the Netherlands the value of goods produced for own consumption does not constitute a signific-
ant component of the income. In the Netherlands there are approximately 240 000 allotment gardens
which are cultivated by private households (3 per cent of the households). According to the national
accounts the value of fruit and vegetables produced for own consumption in these gardens is 8 mil-
lion euros, which means a value of 30 euro per household, before deducting costs. Therefore, the value
of goods produced for own consumption is assumed to be zero.

Netherlands

The value of own goods for own consumption is assumed to be ignorable. Data from the 2006 Nor-
wegian HBS show that consumption of own goods is estimated to be only 0.13 per cent of the total
consumption in the households. In total, the value of own goods for own consumption is less than 400
NKr (approximately 50 euro) on average per household.

Norway

Sweden No information available.

This component of income is assumed to be zero in the United Kingdom in both the national

United Kingdom definition and in the United Kingdom EU-SILC.

Source: Intermediate quality reports 2007.

(}) COICOP is the Classification of Individual Consumption according to Purpose. It is used for classifying individual consumption expenditures.
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questionnaire whereas others collect only general
information through one or two questions. In
the following analysis, countries are divided
into several groups according to their type of
questionnaire.

Ireland and Latvia collect data on whether
the household is consuming own-produced
food products. Ireland asks the household one
question and Latvia several questions about using
the farm produce and forest berries, fish or meat
for household own consumption (yes or no). For
assessing the income from own-consumption
HBSs data are used.

Several countries collect the monetary
assessment by household about income from
own-consumption (Austria, Italy, Portugal,
Luxembourg, Slovakia, Hungary, Cyprus, Greece,
Germany, Spain, France, Poland and Bulgaria).

Some of them collect data about income from
own-consumption just with one question: those
who have benefited from producing for own
consumption are asked to estimate the range
of income their income falls in (France) or
the amount of the income (Cyprus, Germany,
Hungary, Greece, Slovakia and Poland).

Luxembourg has some additional questions: there
is a table in the household questionnaire where
the amount of the last income, the frequency of
getting the income and the months when this
income was received must be marked.

In addition, intervals are used for those who
do not know and due to this cannot answer the
amount of production (Austria and Portugal).

In some cases food groups have been used: those
who have benefited from production for own
consumption are asked to estimate the income by
food groups (Spain). In other cases respondents are
asked on the basis of a list of goods if (yes or no)
they have derived a benefit from at least one good
produced for own consumption. If at least once the
answer is ‘yes, respondents are asked to estimate
the amount of the benefit from all the produced
goods, or if they don't know, to choose the most
appropriate interval from the given list (Italy).

The Czech Republic, Lithuania, Estonia and
Slovenia collect data about quantities of goods
produced for own consumption. Detailed
questionnaires for calculating the income from
own consumption are used: there are several
questions about quantities of goods produced for
own consumption. Lists of goods can be short or
more detailed. For assessing the amount different
data have been used: market prices of goods
from HBSs or average price for definite product
according to price statistics.

Respondents are asked to assess the extent to
which they use their own produced food and
beverages in Romania and Malta. In Romania
few questions have been used: from those who
own land or are involved in production for own
consumption, questions are asked about the
field of agricultural activity and the extent of
producing for their own household.

In Malta, the questionnaire is much more
detailed: respondents are first asked whether
they have grown or produced, for their own
consumption, any goods that fall in the following
categories: vegetables, meat, fruit, other
agricultural products and/or fish. Each category
is then divided into sub-categories of goods and
for each item respondents are asked to indicate
what percentage from the total consumption
was actually grown at home (i.e. not bought or
provided for free from another household).

For assessing the income from own-consumption
HBS data were used in Malta: the quantities were
calculated first and then the actual monetary
value was calculated by matching against HBS
2000 values and adjusting for inflation. No
information is available for assessing the method
used in the case of Romania.

8.3.1 Impact of type of questionnaire on
value of income from own-consumption.
Comparison of EU countries using UDB data

For analysing the relation between different
types of questions and the importance of
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income from own-consumption in relation to
total household income the UDB was used. 21
countries have included the income from own-
consumption and 18 of them have been included
in the UDB (Figure 8.1).

More households recorded the income from
own-consumption when a detailed questionnaire
was used for collecting these data.

Estonia and Slovenia have implemented a
detailed questionnaire and 52% of Estonian
households recorded that they have income from
own-consumption. Less than 6% of households
recorded the income from own-consumption
in countries (AT 5.4%, HU 4.9%, CY 2.0%, LU
1.6%, IE 0.8%) that used simplified questions:
those who have benefited from producing for

own consumption were asked to estimate the
amount of the income (Figure 8.1).

Although the detailed questionnaire increased
the amount the households who declared income
from own-consumption reported, this did not
have the same influence on the percentage of
income from own-consumption in the total
household income: 52% of Estonian households
declared income from own-consumption but
own-produced consumption represented only
0.69% of total income. In comparison, countries
where less than 6% of households recorded the
income from own-consumption, the percentage
of this income from total income was quite
similar: HU 0.25%, AT 0.08%, CY 0.05%, LU
0.02% and IE 0.01%.

Figure 8.1: Recording income from own-consumption and importance of that in total income, 2007
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Source: EU-SILC Users’ database.
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Reading note: In 2007, 52% of Estonian households record that they draw an income from own-consumption, but the share of own con-
sumption income in the total income for all Estonian households is about 0.7%.

8.3.2 Impact of type of questionnaire on
value of income from own-consumption.
Comparison of Estonian data using different
types of questionnaire

In addition, for analysing the questionnaire
effect to declaring the income from own-
consumption Estonian data from 2006 to 2008

Income and living conditions in Europe

were used. Collecting the income variable from
own-consumption was obligatory from 2007.
Before this, Estonia used the simplified question
and the detailed questionnaire was implemented
from 2007. Comparing the data from 2006 to
2008, an important increase appears in 2007 in
the proportion of households declaring income
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from own-consumption: in 2006 only 11%
of households declared such income, and in
2007 this proportion jumped to 52%. Between
2007 and 2008, the percentage of households
declaring income from own-consumption
decreased (to 49%), which is a trend that is
similar to that observed in the Estonian HBS for
the period 2000-2007 (Figure 8.2).

Hence, we can conclude that the type of question-
naire and data collection method have an impor-
tant influence on the proportion of households
who declare income from own-consumption.
Using the diaries the amount is probably under-
estimated, but using the detailed questionnaires
the amount is probably overestimated. Still, the
influence of the type of questionnaire and data
collection method on the percentage of income
from own-consumption in the total household
income was, seemingly, much less.

8.3.3 Impact of own-consumption on the
income-based EU indicators for social
inclusion

We used the EU-SILC Users’ database to investigate
the self-consumption patterns and sizes in the
different EU countries and in Norway. We studied
the extent to which self-production depends on
the geographical area, the household structure
and the age group and we assessed its influence
on households income and different social
indicators. Our principal working hypothesis
was that in several EU countries there are social
groups for which self-production is an important
tool for escaping poverty. As working hypotheses,
we supposed that consumption of own produced
products (OPP) is more common: 1) in Southern
EU countries and 2) in ‘new’ EU countries.

To check this hypothesis, we have measured
the impact of self-consumption, comparing

Figure 8.2: Recording income from own-consumption and importance of that in total income

by data collection method in Estonia, 2000-2008
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Source: Estonian EU-SILC national data 2006, 2007, 2008 and Estonian HBS data 2000-2007.

NB: Between 2006 and 2007, according to EU-SILC data the percentage of households who declared their income from own consump-
tion and the amount of income from own consumption increased rapidly. Evidently, the reason is the change in the formulation of the

question.
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Figure 8.3: Percentage of households producing goods for own consumption, 2008
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Source: EU-SILC Users’ database.

Reading note: In Romania, almost 100% of households derive an income from their own production; in Estonia this number is around 50%;
and in Luxembourg, Ireland and Cyprus it is around 1%.

Figure 8.4: Share of income from own consumption in total disposable household income (%),
2008
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Source: EU-SILC Users’ database.

Reading note: In Romania, income from own production constitutes about 18% of total income. In Bulgaria, Latvia and Lithuania this
proportion is about 2% and in all other countries 1% or less.
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Figure 8.5: At-risk-of-poverty rate without and with OPP, % of people, 2008
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Source: EU-SILC Users’ database.
NB: The source for DE, FR, MT, Sl and EU-27 is Eurostat (2010). The EU-27 aggregate is a weighted average of the national results.

Reading note: In Romania, the at-risk-poverty rate decreases significantly when income derived from own-produced consumption is taken
into account. In all other countries the decrease is much smaller or (most often) totally non-existent.

Figure 8.6: Relative median poverty risk gap (%), 2008
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Source: EU-SILC Users’ database.

Reading note: In Romania and Lithuania the income from OPP decreases the relative median poverty gap by about 4 percentage points.
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households’ income with and without OPP. Using
these two income concepts the following social
indicators were calculated:

e EU indicator of at-risk-of-poverty rate (with
related at-risk-of-poverty threshold),

e EU indicator of income inequality (income
quintile share ratio: $80/520),

e EU indicator of in-work at-risk-of-poverty
rate.

Data used in calculations are cross-sectional EU-
SILC data for 2008 as available from the 2008
UDB (version UDB 01.03.10); they cover 25
countries (Belgium, Bulgaria, Czech Republic,
Denmark, Estonia, Ireland, Greece, Spain,
Italy, Cyprus, Latvia, Lithuania, Luxembourg,
Hungary, the Netherlands, Austria, Poland,
Portugal, Romania, Slovakia, Finland, Sweden,
United Kingdom, Iceland and Norway). As data
for Germany, France, Malta and Slovenia are
missing in this version of the UDB, we have used
the results presented in the Eurostat document
LC-ILC/52/10 (Eurostat, 2010), when this was
possible. Belgium, Denmark, Finland, Iceland,
Netherlands, Norway, Sweden and the United
Kingdom did not collect OPP information.

The share of households producing products in
home gardens varies strongly (Figure 8.3), being
the highest in Romania (where it was declared
that traditionally almost each household (99.2%)
owns a garden).

Seemingly, this activity is more common in many
‘new’ Member States such as Romania, Estonia,
Latvia, Lithuania, the Czech Republic, Slovakia,
Poland, Bulgaria where the income is in general
lower, but also in most of them the density
of population is not high. The activity is also
somewhat higher in some Southern countries
such as Greece, Italy and Portugal, where the
conditions for gardening are better.

Figure 8.4 shows that in many cases income from
own production is marginal, constituting less than
one per cent of the total disposable household
income. Most important is this additional value

Income and

for Romania, but also in Bulgaria, Lithuania,
Latvia and the Czech Republic.

8.3.4 Influence of own-consumption on
poverty indicators

To measure the influence of own consumption
several indicators were calculated using (1)
total disposable income (per ‘equivalent adult
household member) without OPP and (2) the
same, when the income from OPP per equivalent
adult household member was added.

The first indicator used was the at-risk-of-
poverty rate, analysed in the following way:
(1) for each country the equivalised disposable
income was calculated; (2) the median value
of the equivalised disposable income was fixed
for each country; and (3) the 60% level of the
median value was taken as national (relative)
poverty line. The poverty risk rate is calculated as
the percentage of persons having an equivalised
disposable income that is less than the poverty
risk line. (Figure 8.5)

Adding a component to income means that the
poverty line increased but, even allowing for
this, the addition of OPP led to a decrease in the
poverty rate in all countries. This fact indicated
that the income distribution shifted to a more
balanced one, but in almost all cases the change
was not statistically significant.

It is only in Romania, Bulgaria, Lithuania and
Latvia that the at-risk-of-poverty rate decreased
by more than 1 percentage point (pp). The EU-27
average decreased by 0.4 pp.

Thefollowing question tobe answered isthen:how
big is the impact of own-produced products on
the disposable income of households living below
the at-risk-of-poverty line? To measure this effect,
we use the EU indicator referred to as ‘relative
median poverty risk gap’ which is calculated
for each country separately as the difference
between the national median equivalised income
of people below the at-risk-of poverty threshold
and the national threshold itself, expressed as
a percentage of the national at-risk-of-poverty
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Figure 8.7: In-work poverty risk without and with OPP, % of people, 2008
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Source: EU-SILC Users’ database.

Reading note: In Romania, in-work poverty risk decreases significantly when income derived from own-produced consumption is taken into
account, whereas in many countries OPP does not have any impact on in-work poverty risk.

Figure 8.8: Income inequality (580/520 ratio) with and without OPP, 2008
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Source: EU-SILC Users’ database except for DE, FR, MT, SI and EU-27 (for which the source is Eurostat (2010)).
NB: The EU-27 aggregate is a weighted average of the national results.

Reading note: In Romania, the income share ratio (S80/520) decreases from 7.0 down to 5.5 when income from OPP is included. In all other
countries the impact of OPP on $80/520 is smaller.
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threshold. We calculate this gap with and without
OPP (Figure 8.6). In almost all countries, the gap
decreases once the income derived from OPP is
taken into account. The highest decreases are in
Romania (4 pp), Latvia (3.7 pp) and Lithuania
(1.5 pp). In all other countries, the decrease is less
than one percentage point. In Bulgaria, there is a
slight increase (by 0.9 pp).

In general, the most vulnerable social classes are
the people who do not have regular income. But
also partofthe households with working members
may belong to the group of households at risk of
poverty. Using the EU-SILC UDB variable ‘Work
intensity status’ we analysed the group indicated
by the level 4 of the variable (the highest level of
work among household’s working age members).
That means, we analysed the population of
households where all working age members were
working throughout the income reference period
(shortly: working households) (*).

The influence of additional income from
OPP is quite small also in the case of working
households, but occurs in all countries where
OPP is measured. The highest (more than 1%)
was the share of OPP in disposable income of
working households in Poland and in Romania.

It is understandable, that in the working
population the poverty risk (in the sense of
national relative poverty, see above) is much
lowerthaningeneral, butstill it exists. Asworking
households also sometimes have additional
income from OPD, it is of interest to investigate
its impact. To check its impact, poverty risks (%
of households below the poverty line) have been
calculated for all working households with and
without OPP (Figure 8.7).

It is evident that the countries where the OPP
helps to reduce the in-work poverty risk are again
the same: Romania, Poland, Latvia, Lithuania,

(*) 'The ‘work intensity’ of a household is calculated as the total number
of months spent by working age household members (aged 18-64) as
worker during the income reference period relative to the maximum
number of months the household members could have spent as worker.
Level 1 means that no working age member worked and level 4 means
that all working age members worked throughout the income reference
period
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Portugal. But in all cases the impact is small,
about 1% or less with exception of Romania,
where the difference is 3%.

It might be expected that OPP is more common
in the part of population having lower income
and so adding OPP to disposable income helps to
diminish the inequality in society.

To estimate the variability and inequality of in-
come in a population, a useful indicator is the ra-
tio between the share of equivalised income in the
highest income quintile (80% and higher) and that
in the lowest income quintile (lower than 20%). In
Figure 8.8, these ratios (S80/S20) have been calcu-
lated using income without and with OPP.

From Figure 8.8, it follows that in general OPP in-
creases more the income of households with a low
income than that of households with a high in-
come, meaning that including OPP decreases in-
equalities as measured by the S80/S20 ratios. Yet,
the influence is rather low, but has a higher effect
in Romania and some effect in Latvia and Lithua-
nia. It should be noted that the effect for Romania
is very large; it changes the ranking of this country
vis-a-vis Portugal and Greece (Figure 8.8).

8.3.5 Changes in poverty risk rates due to OPP
in different household types

In general, the intensity of gardening and
producing products for own consumption
depends on the household type. In Table 8.2,
the impact of OPP is indicated by the difference
in the poverty risk rates without and with OPP
added to disposable income of households.

From Table 8.2, it follows that big changes in
poverty rates are rather exceptional. Some
changes occurred in Romania, where the impact
of OPP is highest. Also a big change is evident
in Latvia for households consisting of two adults
and at least three children. The correlation
between poverty risks and differences between
poverty rates with and without OPP exists, but
it is not high (0.46). It seems that the willingness
to produce OPP depends on the household
type. The hypothesis that producing products is
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Table 8.2: Differences between the poverty risk rates without and with OPP for different types
of household (households, percentage points), 2008

Household type RO BG LT Lv PL PT SK
One person 675 | 112 | 041 052 039 -1.14 044
2 adults <65 3200 | 148 | 065 072 -029 058 037
2 adults, 1 or 2 >65 7.65 3.96 093 163 -027 277 0.57
Other without children 1.38 118 0.89 1.05 0.75 037 0.20
1 adult, 1+ dependent children 3.10 0.16 094 231 -0.58 -1.07 0.00
2 adults, 1 dependent children 1.38 -046 -0.90 063 -024 033 0.55
2 adults, 2 dependent children 025 0.16 267 064 0.50 015 0.21
2 adults, 3+ dep. children 4.22 381 143 8.19 0.06 143 -1.02
Other with dependent children 411 133 169 0.26 169 -0.99 0.27

Source: EU-SILC Users' database.

NB: The table presents only those countries where at least one difference is >0.25% (see Figure 8.5). In the cells, the differences in the

poverty risks without and with OPP are indicated.

Reading note: In Romania, the income from OPP has the highest impact on two-person elderly households and one-person households,

where poverty risk rates change markedly.

more common (and more helpful) in the case
of elderly people is partly proved. One of the
household types escaping most successfully from
poverty is the couple where at least one partner
is 65 or older. Another considerably successful
household type is the couple with at least three
children. Gardening and producing products are
not popular in one person households and single-
parent households, and also not in households
with one or two children, where seemingly the
reason is the lack of time. When analysing the
share of countries we see again that OPP is the
most effective in the sense of controlling poverty
in the ‘new’ Member States: Romania, Bulgaria,
Latvia, Lithuania, Poland and Slovakia.

8.4.1 Data comparability

When analysing the data comparability several
points should be taken into consideration: the
wording of the questions, the list of goods, the
methodforassessing,etc. Onlysevenquestionnaires
were available in English, other questionnaires
were available in national languages. Some main
conclusions about data comparability can be made
according to the available data:

e the wording of questions can vary between
questionnaires: respondents are asked to
estimate the value of the produced goods, how
much expenses could be saved, the amount
of the profit, etc. or they are asked to estimate
how much they should pay if they had to buy
these goods;

e to find respondents who have income from
own-consumption different questions have
been used: did your household consume
own-production produce, did your house-
hold produce for own-consumption, did
your household save money using the own-
produced food, is the own-consumption
a significant income component, does the
household have the agricultural family farm
or agricultural land;

e the list of goods is different between countries:
this can include a short list of main goods or
this can be a very detailed questionnaire: usu-
ally main vegetables, fruits and beverages are
included but in some cases also the own-con-
sumption from wild berries or mushrooms, fish
caught or meat from hunted game is included;

e a detailed questionnaire had an important
influence on the share of households who
declared income from own-consumption,
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but not so much on the percentage of income
from own-consumption from total income;

e countries for which own-consumption is a
significant income component at national
level or constitutes a significant component
of the income of particular groups of
households should collect the PY070. The
main reason for not collecting PY070 is that
income from own-consumption is not a
significant income component. Only Finland
refers to it as being significant to particular
groups of households.

8.4.2 The impact of OPP on poverty reduction

The share of own production in total disposable
income is important only in one country —
Romania — where it constitutes 18%. In all
other countries it is very small having some
importance (1-2% of disposable income) only
in some new Member States (Bulgaria, Latvia,
Lithuania, Czech Republic). One reason for this
is the lower average level of income. Another
reason might also be tradition. During the life
in totalitarian regimes in all these countries
the self-production of products by households
was quite popular. Many households still own
gardens and use them, but the impact of own
production on household’s income has dropped
in most of these countries.

Hence, in several countries quite a significant
proportion of households (on average, more than
10%) is dabbling with gardening and producing
food for own consumption. In many cases it
seems to be rather a hobby or life-style expressing
the green outlook or wish to get healthy and fresh
food for one’s own family. The fact that it is more
common in Southern countries, is not surprising,
as in this area the climate is more appropriate
for such activities. Again the big exception is
Romania, where it has been declared that almost
each household has a garden.

As it might be expected, the impact of OPP on
poverty risk indicators is rather marginal in most
EU countries. Yet, the increase in income due to
OPP is somewhat higher in households having
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rather low income in all countries. Hence the
povertyratesdecrease (see Table 8.2). From Figures
8.5 and 8.6, it follows that the OPP not only helps
some households to escape from poverty, but also
improves somewhat the economic position of
households in poverty. However, all these effects
are in most cases quite small; it is only in some
countries that the effect reaches 1 pp. Again the
exception is Romania, where the at-risk-of-
poverty drops by 3 pp. and the relative median
poverty risk gap decreases by 4 pp.

In-work poverty risk decreases also in countries
where gardening is more popular: Romania
(3 pp), Estonia, Latvia, Poland, and Portugal -
about 1 pp. From all analyses we can conclude
that producing products works as a factor of
balancing households’ economic situation
measured by their equivalised income. The
impact tends to be stronger in countries where
the inequality is high: Romania, Latvia, Portugal,
Greece and Lithuania.

To summarise, the share of OPP in total disposable
income of households is quite small (about
0.1%), and also its impact in reducing poverty
risk and balancing income inequality is marginal
in most countries. The change in the indicators
considered due to the inclusion of OPP exceeds 1
pp. only in very few cases. The only exception is
Romania, where the impact of OPP is remarkable
it constitutes 18% of equivalised income and
reduces the risk of poverty by 3 pp.

8.4.3 Analysis of working hypotheses

The working hypotheses formulated in the begin-
ning of the chapter, are true, but with restrictions.
We can assume that self-production can be seen as
a tool for escaping poverty in one country — Ro-
mania - and in several countries (Latvia, Lithua-
nia, Czech Republic) OPP can be such a tool for
some social groups. Yet, except for Romania, it is
hard to say that the tool is very important.

The hypothesis that consumption of OPP is
more common in ‘new EU Member States is
true concerning several of them, but not all. The
same can be said about geographical differences:
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in some Southern countries, such as Greece and
Portugal OPP is more popular than in Nordic
countries, but again there are exceptions.

The hypothesis that consumption of OPP depends
on the household type is only partly true, as there
are no common patterns of OPP usage in all EU
countries.

8.4.4 Recommendations

Our analysis of EU-SILC data on OPP leads us to
suggest the following recommendations:

o the data about OPP are not very comparable
across countries as they are collected using
different documents and different measures
(amounts, prices);

e in data collection there are no common
regularities as to how to measure additional
expenditures (e.g. fertilisers);

e some countries have refused to collect these
data, others collect them, but the results are
close to zero;

e in some countries (e.g. Estonia) OPP tends to
be falling;

e in analysing very sparse data the problem
of exactness of results always arises, as the
relative error of parameters estimated might
be too big;

o the burden of collecting, cleaning, analysing
and processing (poorly comparable) data
on the impact of OPP data seems to be
unfoundedly big compared with the results
obtained.

Assuming the fact that the impact of OPP on the
economic situation of households is very low in
most EU countries and its effect on the reduction
of poverty risk and income inequality is marginal,
we recommend not to include the question about
OPP into the further programme of EU-SILC.

Anyway, the use of these data will be meaningful
only if strict and uniform rules for data-
collection are fixed so as to avoid big differences
in measurement methodologies.
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As the European Union continues to expand,
persisting if not growing disparities in
the health of the European population, both
within and between countries, are a cause of
concern. An increasing number of countries
and international organisations acknowledge the
need to reduce inequalities in health. The World
Health Organisation and the European Union
have played an important role in providing a
framework that considers the achievement of
health inequalities integral to health system
performance (WHO, 2000; Atkinson et al, 2002),
as well as setting the principles to encourage
action in many countries.

At the European level, Member States are
committed to set up national action plans to
combat poverty and social exclusion since
the 2000 Lisbon European Council meeting’s
resolution to ‘promote a better understanding
of social exclusion through continued dialogue
and exchanges of information and best practice,
on the basis of commonly agreed indicators.
Recommendations for the development of
appropriate indicators of social inclusion in the
European Union are presented in Atkinson et al
(2002). As a result of this trend towards European
social policy harmonisation, cross-country
comparative information on social inequalities
and exclusion (in terms of health or other
dimensions) has gained additional relevance in
Europe. Besides, new Member States from the
East European countries have recently identified
health inequalities as an important issue in the
government’s agenda.

However, there is considerable heterogeneity
in the public policy goals and targets aiming to
address health inequalities across the different
Member States. Some countries present legislative
commitments as in the case of Greece and
Germany. General goals, showing evidence of
commitment to health equity but not presenting
quantitative targets are found in various countries
(e.g. Denmark, France, Hungary, Italy, Norway,
Poland, Slovak Republic or Sweden). Several EU

countries include quantitative health inequalities
targets. A first group of countries follows targets
specified by the European Regional Office of
the World Health Organisation (through Health
21, the health for all policy framework) such as
Czech Republic, Latvia and Lithuania; a second
group presents one or two quantitative targets
(the Netherlands and Finland are an example);
and finally, Ireland and the UK include a wider
range of quantitative targets than the rest of
countries (Judge et al, 2006).

The aim of this chapter is to measure health
inequalities across European countries using the
EU-SILC data. We will first report on the existing
literature on this topic; then we will describe the
methodology used to analyse health inequalities
and report the descriptive and decomposition
analysis. In the conclusion section, we will also
discuss various health national programmes
introduced across Europe.

Several cross-country studies for European
countries have provided evidence of inequalities
in health outcomes related to socio-economic
variables, with a focus on whether disparities in
health outcomes differ systematically according
to socio-economic variables, such as education
or income.

Large education-related inequalities in self-
assessed health were observed in Austria,
Denmark, England, Italy, the Netherlands,
Norway, West Germany, Spain and Sweden,
with large differences in magnitude (Kunst et al,
2005). Between the 1980s and the 1990s, socio-
economic inequalities in self-assessed health
remained, on average, stable for men but slightly
increased for women. Increasing inequalities
were observed in Italy, the Netherlands and
Spain, but not in Northern countries. The results
suggest that Northern countries’ welfare states
had mechanisms to protect people in lower
socio-economic classes from the health effects
of the economic crises in the 1990s. However,
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large socio-economic inequalities in reported
health status still persist in all the 10 western
countries analysed.

Education-related inequalities in common
chronic diseases were found in Belgium,
Denmark, Finland, France, Great Britain, Italy,
the Netherlands and Spain (Dalstra et al, 2006).
Disease prevalence was on average higher among
people with low educational level; only allergy
was more common in the high education group.
High inequalities favouring the better-off were
observed for stroke, diseases of the nervous
system, diabetes and arthritis, although the size
of socio-economic differences varied between
men and women. For diabetes, hypertension
and heart diseases, inequalities were higher
among women; while for back and spinal cord
disorders, inequality was higher among men.
By comparing the working-age and the elderly
population groups, on average, education-related
inequalities decreased when age increased.
The only exceptions were chronic respiratory
diseases, headache and migraine. Among the
working-age group, cancer was more prevalent in
the low educated group but in old age the pattern
reversed; among older people, cancer appears to
affect the better educated.

In a recent study, Eikemo et al (2008) analysed
whether the magnitude of educational health
inequalities varied between 23 European
countries with different welfare regimes,
classifying countries as Scandinavian, Anglo-
Saxon, Bismarckian, Southern and Eastern
countries. They used self-reported general health
and limiting longstanding illness as indicators of
morbidity, using data from the first and second
wave of the European Social Survey for 2002 and
2004. Theyfound thatEast European countrieshad
the highest prevalence in both health indicators,
while South European welfare regimes had the
second highest prevalence of poor self-assessed
health, and the lowest prevalence of limiting
longstanding illness. Ireland and UK had the
lowest prevalence for both health indicators and
for both sexes. Southern European countries had
thelargest health inequalities while countries with

Bismarckian welfare regimes had the smallest. In
terms of educational health inequality, countries
in the Scandinavian welfare regime were placed
less favourably than those in the Anglo-Saxon
and Eastern European regimes. Only Sweden
showed relatively small educational-related
inequalities in health.

Socio-economic differences in self-assessed
health status were found also in eastern European
countries such as Russia, Estonia, Lithuania,
Latvia, Hungary, Poland and Czech Republic
(Bobak et al, 2000). Education and material
deprivation were important determinants of
health status; people with higher education were
less likely to report poor health. Low perceived
control in work was also significantly associated
with poor health, even after adjusting not
only for age and gender but also for education,
deprivation and inequality.

Helasoja et al (2006) compared time trends from
1994 to 2004 in the pattern and magnitude of
educational inequalities in health in Estonia,
Latvia, Lithuania and Finland. The results show
that the existing educational inequalities in health
in three Baltic countries and Finland remained
generally stable over time from 1994 to 2004.
Also, the overall prevalence of all three health
indicators was generally stable, but in the Baltic
countries improvement in perceived health was
mainly found among the better educated men
and women. Diagnosed diseases increased in the
Baltic countries, except Lithuania, where diseases
decreased among the better-educated women.

Mackenbach et al (2005), using the five-point
scale of the SAH as a continuous outcome, found
that an increase in income was associated with
improvements in self-assessed health status at
the individual level for both men and women,
particularly in the middle-income range in seven
Europeancountries (Belgium, Denmark, England,
Finland, France, the Netherlands and Norway).
In the highest-income group, the relationship
between income and self-assessed health was
curvilinear; higher income was associated with
less than proportional increases in self-assessed
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health everywhere. This result showed that health
inequalities are explained mainly by the direct
effect of material circumstances and poverty on
health status.

Olsen and Dahl (2007) examined self-reported
health for individuals in 21 European countries
using data from the European Social Survey
(ESS) conducted in 2003. They found that
individual-level characteristics such as age,
education, economic satisfaction, social network,
unemployment and occupational status were
related to the health of the individuals, both
for women and men. Moreover, they found
that socio-economic development, measured as
GDP per capita, was strongly associated with
better health, after controlling for individual-
level characteristics. Among the 21 countries
considered in this study, the eastern European
countries were those where individuals reported
the poorest health.

Studies that have exploited longitudinal data
such as Contoyannis et al (2004, 2004a) have
concluded that suffering any health limitation
in daily activity is a dynamic phenomenon. In
particular, Contoyannis et al (2004) found that
the socio-economic status gradient in health is
not distorted by the attrition in the data. While
some studies find a similar result (for example,
Jones and Wildman, 2008), other studies do not
find thatlink (Smith, 2004). In any case, education
is found to play an important role improving
health, which leads to the concern that a range of
variables influence health inequalities.

Hernandez-Quevedo et al (2006) by analysing
eight waves (1994-2001) of the European
Community Household Panel (ECHP) found
that short- and long-run inequalities in health
limitations in daily activity were concentrated
among individuals at the bottom of the income
distribution in all countries. Larger long-run
inequalities (over the eight waves) were observed
in Ireland, Spain and Portugal, while the
lowest inequalities are in Germany (only three
waves) and Finland. Although in all countries
inequality varied widely across waves, only in

Germany, Greece, and Spain, was it in absolute
terms greater at the beginning of the reference
period than at the end. The largest increases
in inequalities across the available waves were
observed in Austria, Finland, and Luxembourg,
while in the UK and Germany the magnitude of
income-related inequalities in health was quite
stable (but only three waves were available for
these two countries). Moreover, income-related
inequalities in ill-health were found to be larger
in the long-run than in the short-run everywhere.
Downwardly income-mobile individuals were
more likely to suffer any limitation in daily activity
due to their health status than upwardly mobile
individuals. The largest difference between short
and long-run inequalities was in Ireland and Italy,
and the lowest in Germany and the UK.

A European-based study by Herndndez-Quevedo
et al (2008) has analysed the persistence in health
limitations for individuals within the Member
States of the European Union. For that purpose,
they exploited the eight waves of the ECHP,
focusing on two binary measures of health
limitations (suffering any limitation and suffering
severe limitation). Non-linear dynamic panel
data models were used. The findings show that,
although there was heterogeneity in the socio-
economic gradient across countries, educational
achievement and job status were the main socio-
economic determinants of reporting limitation
in daily activity.

As just discussed, several studies have analysed
the association between health and socio-
economic status across many societies and
periods (see for example Smith, 1999; Deaton,
2003); in particular, health and education
(see Grossman, 2000; Smith, 2004) as well as
health and income or wealth (see for example,
Smith, 1999 and 2004). These studies have
shown that important methodological issues
are integral to this type of analysis. The causal
mechanisms underlying this relationship are
complex and controversial. Socio-economic
status can influence health through the direct
influence of material deprivation in the health
production function and on the access to health




care. However, health can also influence socio-
economic status through the impact of health
shocks on the labour market outcomes, such as
unemployment, early retirement (Bound, 1991;
Disney et al, 2006) and earnings (Contoyannis
and Rice, 2001). The WHO Commission on the
Social Determinants of Health (2008) concluded
that variation in income or health service access
could not alone explain the persistence of health
inequality and that wider social determinants
play an important role. Besides, it has been
argued that this association between health and
socio-economic status could be due to ‘third
factors, such as time preference rates, that do
not imply any causal relationship (Hernandez-
Quevedo et al, 2008).

Some previous studies have used EU-SILC in
order to provide some descriptive analysis of
unmet need for medical examination (Huber
et al, 2008) as well as the health status of the
immigrant population included in the survey
(Ribera et al, 2008). However, until now, no
study has fully exploited EU-SILC to obtain a
cross-country comparison of the determinants
of health status for the European population.
The objectives of this applied study are: firstly,
to provide updated evidence on socio-economic
inequalities in health in the EU-15 Member States
provided in previous studies that exploited the
ECHP, together with new evidence on the level of
socio-economic inequalities in health for the new
Member States of the enlarged European Union;
and secondly, to identify the main contributors
to income-related inequalities in health across
Europe by performing a decomposition analysis.

The data we use in this chapter are the EU-SILC
longitudinal data (Users’ database) covering the
years 2005, 2006 and 2007. All individuals aged
16 or over in any of these waves are included in
our analysis. The sample we use is therefore an
‘unbalanced panel’ and includes all individuals
whether they are in only 1 wave, in 2 waves or in
all 3 waves considered.
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We include 20 countries in our analysis: Austria,
Belgium, Cyprus, Czech Republic, Estonia,
Spain, Finland, France, Hungary, Italy, Lithuania,
Luxembourg, Latvia, the Netherlands, Poland,
Portugal, Sweden, Slovenia, Slovakia Republic
and the United Kingdom. The longitudinal data
contained in the EU-SILC Users™ database do
not include information for Bulgaria, Denmark,
Germany, Greece, Ireland, Malta and Romania;
these countries are therefore not included in
our analysis.

The sample sizes for the different countries vary
substantially from one country to other. The
extreme cases are Italy with 88 529 respondents
and Sweden with only 10 800 respondents (in the
appendix, Table A.9.1 reports sample sizes of all
countries analysed as well as summary statistics
for all the variables used). (?)

9.3.1 Health variables

EU-SILC includes three variables regarding
health outcomes: self-perceived health status,
presence of long-standing illness or disability,
and presence of limitation in daily activity. For
the former, individuals are asked: ‘how is your
health in general?’, with five possible responses:
very good, good, fair, bad and very bad. Only
for Finland, and for 2004 and 2005, the scale
used during interviews was: good, rather good,
average, rather bad and bad. The long-standing
illness or disability question is phrased as follows:
‘Do you have any long-standing illness, disability
or infirmity?, with two possible answers: yes,
no. The third health outcome variable indicates
whether the individual suffered any limitation in
activities because of health problems for at least
the last six months, with three possible answers:
‘yes, strongly’, ‘yes, limited, ‘no, not limited’

Binary indicators were created for self-reported
health status (which equals 1 if individuals
reported either very good or good health, or 0

(*) 'The sample sizes shown in Table A.9.1 do not include missing values
for the health or socio-economic variables included in our analysis. We
found significant missing data for all the years that we consider in our
analysis. Given that the missing data may corrupt the overall picture,
the main results presented below are based on exclusion of these miss-
ing observations.
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otherwise), long-standing illness (which equals
1 if an individual reported to have any chronic
illness, or 0 otherwise), and suffering any type
of limitation in daily activities (equalling 1 if
individuals reported being strongly limited or
limited, or 0 otherwise).

All three indicators have been analysed in terms
of their distribution across countries; however,
for the econometric analysis, we decided to
focus only on suffering health limitations in
daily activity. This variable is indeed considered
a quasi-objective indicator, and should capture
the level of health of individuals more accurately
than the self-reported health variable (see for
example, Hernandez-Quevedo et al, 2008).

9.3.2 Explanatory variables

As explanatory variables for the decomposition
approach, we include a set of demographic
and socio-economic variables. Among the
demographic variables, age was grouped in
five categories: less than 35 years old (reference
group), between 35 and less than 45, between
45 and less than 60, between 60 and less than
75, and above 75 years old. We also include an
indicator of being male, with female being the
reference category.

As socio-economic factors, we included income,
education, activity status, and capability of making
ends meet as well as degree of urbanisation
and region of residence for the countries for
which this information was available. Income
was measured using the equivalised household
disposable income, which is a derived variable
already included in the EU-SILC database. In
our regression analysis we include the logarithm
of this variable (In_inc). Three dummies were
created for identifying the level of education
attained based on the ISCED: 1) primary and
lower secondary education, 2) (upper) secondary
education and post-secondary non tertiary
education, and 3) first stage of tertiary education
(reference group); moreover, whenever the
number of missing values was above 1000 we
included a further dummy variable (missing

value for education). Several indicators of activity
status were also included (unemployed, student or
in military service, retired, disabled, housewife,
inactive, self-employed, employed part-time,
and employed full-time, which was our reference
category). The individual capability of making
ends meet was captured by three dummies: 1)
great difficulty or difficulty (endsmeet_dif), 2)
some difficulty (endsmeet_2), 3) fairly easily
(endsmeet_3) or either easily or very easily
(reference category). We also include whether
the individual has the capacity to afford paying
for one week annual holiday away from home.
To differentiate the degree of urbanisation, areas
were grouped in densely populated area (urbanl)
(reference category), intermediate area (urban2),
and thinly populated area (urban3). Moreover,
for the countries that reported the various region
of residence, corresponding dummies were also
created.

Finally, two dummies for waves 2006 and 2007
were included, with 2005 being our reference wave.

9.4.1. Measuring inequality in health outcomes

Methods based on concentration curves (°) and
concentration indices have been extensively
used for measuring inequalities and inequities
(Wagstaft and van Doorslaer, 2000). The health
concentration curve (CC) and concentration
index (CI) provide measures of relative
income-related health inequality (Wagstaft,
Van Doorslaer and Paci, 1989). Wagstaff, Paci
and van Doorslaer (1991) have reviewed and
compared the properties of the concentration
curves and indices with alternative measures
of health inequality. They argue that the main
advantages are that they capture the socio-
economic dimension of health inequalities,
they use information from the whole income
distribution rather than just the extremes, they
give the possibility of visual representation

(*) Concentration Curves are also used in Chapter 16 in the analysis of the
distributional impact of taxes and transfers.
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through the concentration curve, and finally,
they allow checks of dominance relationships.

The concentration index (CI) is derived from the
concentration curve (CC). This is illustrated in
Figure 9.1 for an indicator of health limitations
in daily activity. The sample of interest is ranked
by socio-economic status. If income is used as
the relevant ranking variable, the horizontal axis
begins with the poorest individual and progresses
through the income distribution up to the richest
individual. This relative income rank is then
plotted against the cumulative proportion ofhealth
limitations on the vertical axis. This assumes that a
cardinal measure of health limitations is available,
that can be compared and aggregated across
individuals. The 45-degree line shows the line
of perfect equality, along which the population
shares of health limitations are proportional to
income, such that the poorest 20% of individuals
experience 20% of the health limitations in the
population. ‘Pro-poor’ inequality is illustrated by
the concave curve in the figure which corresponds
to the concentration curve. In the example shown,
the poorest 20% of income earners experience
more than 20% of health limitations. Therefore
the CC plots the cumulative percentage of
health against the cumulative percentage of the
population ranked from the poorest to the richest
(if income is the socio-economic variable of
interest). The size of inequality can be summarised
by the health concentration index, which is given
by twice the area between the concentration curve
and the 45-degree line. CI mathematically is
defined solely in terms of the covariance between
the health variable and the fractional rank of the
socio-economic variable chosen (two times the
covariance between health and the fractional
rank of the socio-economic variable divided by
the mean value of health), and not by the variance
of the latter (Kakwani et al, 1997; O’Donnell
et al, 2008).

CI is a measure of the degree of association
between an individual’s level of health and his/
her relative position in the income distribution,
and there are various ways of expressing it
algebraically (see Wagstaff and van Doorslaer,
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2000; O’Donnell et al, 2008). A positive (negative)
value of CI implies that inequality is distributed
in favour of the rich (poor). It is important to
highlight that a value of CI = 0 does not mean
absence of inequality, but an absence of the socio-
economic gradient in the distribution, this is, an
absence of inequality associated to the socio-
economic characteristics.

9.4.2 Long-term inequalities in health

To compare long-term with short-term
inequalities we used the methodology proposed
by Jones and Lépez-Nicolas (2004), calculating
health-related income mobility indices (MI).
They show that the longitudinal perspective,
where N individuals are observed for T periods,
might alter the picture that would emerge from
a series of cross-sections analysis. MI can be
defined as ‘one minus the ratio by which the
CI for the joint distribution of longitudinal
averages differs from the weighted average of
the cross-sectional concentration indices, due to
the systematic association between health and
changes in the income rank of an individual
(Jones and Lépez-Nicolas, 2004). The larger the
discrepancy between the short-run and long-run
inequality measures (CI_T), the larger the value
of MI. No discrepancy implies MI equals zero.
The sign of the index is given by the covariance
between levels of health and fluctuations in
income rank over time. Therefore, if income
ranking remains constant over time, CI_T is
equal to the (weighted) average of the short-run
CI. However, cross-sectional data cannot detect
the effect of change in income ranks over time
(e.g. downwardly income mobile individuals
have poorer than average health). If people switch
ranks over the T periods, and these changes are
systematically related to health, MI differs from
zero. If MI is positive, then upwardly income
mobile individuals — in the sense that their rank
in the long-run distribution of income is greater
than their rank when income is measured over a
short period — enjoy a smaller than average level
of illness. Of course, this means that downwardly
mobile individuals would tend to have a
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Figure 9.1: Concentration curve for an indicator of health limitations compared to
the 45-degree line (diagonal) of perfect equality — The example of Cyprus in 2007
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Source: EU-SILC Users’ database. The 2005-2007 sample considered here includes all individuals available in the longitudinal version of the
UDB for waves 2005, 2006 and/or 2007.
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greater than average level of illness. In these
circumstances, long-run income-related health
inequality would be greater than the average of
the short-run measures.

9.4.3 Decomposition analysis

Since the concentration index approach allows
decomposition of the contribution of need
and non-need variables as well as of the error
component to overall inequality in health
(Wagstaff et al, 2003; O’Donnell et al, 2008), this
was also measured. However, this was measured
only for the 2007 dataset and using a linear
instead of a non linear model. Indeed, the use
of the decomposition approach is complicated
whenever a non-linear model is used. The validity
of the linear results was checked by comparing
with the non-linear results. The contribution of
each variable to total inequality is the product of
three factors (divided by the mean value of the
dependent variable): 1) the relative weight of such
variable (measured by its mean); 2) its income
distribution (Gini coefficient for income itself and
the concentration index for all other variables);
and 3) the marginal effect on the health model
(linear regression coefficient). For example, if
people with primary education are poorer than
the rest of the population (negative income
concentration index) and more likely to report
limitations in daily activities (positive marginal
effect), their contribution to total inequality
will be negative. On the contrary, if they are less
likely to report limitations (negative marginal
effect), the contribution will be positive. The
sum of the contribution of all the variables adds
up to the total inequalities in health. Together
with this deterministic component, there is a
residual component that reflects the income-
related inequality in health that is not explained
by systematic variations in the regressors with
respect to income, which should approach zero
for a well-specified model.

All results are weighted and models are estimated
using STATA 9.0.

Income and

9.5.1 Descriptive analysis

Figures9.2,9.3 and 9.4 show the distribution of the
different health indicators across the 20 countries
considered, ranking countries according to the
different health outcomes (actual percentages are
detailed in Table A.9.1).

With respect to self-reported health status, the
highest percentage of individuals perceiving
their health as either very good or good is found
in the UK (79%), followed by Cyprus (76%), the
Netherlands and Sweden (75%), while the lowest
percentages correspond to Latvia (39%), Portugal
(44%) and Lithuania (46%).

In terms of the percentage of individuals
reporting suffering any health limitation in their
daily activity, the highest corresponds to Finland
(39%), Estonia (36%), and Latvia (34%), while the
lowest ones correspond to the UK (20%), Poland,
Cyprus, and Sweden (all three with 21%).

Regarding the percentage of individuals reporting
having along-lasting illness, the highest percentage
corresponds to Finland (44%), followed by
Slovenia (40%) and Estonia (40%), while the
lowest corresponds to Italy (21%), followed by
Austria (22%) and Luxembourg (24%).

9.5.2 Evidence on socio-economic inequalities
in health outcomes

Income-related inequalities in health limitations
have been measured for the 20 countries
considered and for the three waves included
in our analysis, in order to see the trend on
inequalities in health limitations across time
and hence, exploiting the longitudinal format of
the data.

The results of the short-term ClIs (wave by wave
and for each country) are reported in Figure
9.5 (the complete probit results are shown in
appendix, Table A.9.2). According to the results,
all the estimated CT's are statistically significant at
a5% significancelevel, negative and different from
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Figure 9.2: Percentage of individuals reporting very good or good self-assessed health, 2005-
2007
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Source: See Figure 9.1.

NB: Countries sorted according to the indicator value.

Figure 9.3: Percentage of individuals reporting health limitations in their daily activity, 2005-
2007
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Source: See Figure 9.1.

NB: Countries sorted according to the indicator value.
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Figure 9.4: Percentage of individuals reporting a long-standing chronic illness, 2005-2007
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Source: See Figure 9.1.

NB: Countries sorted according to the indicator value.

0. This means that not only is there evidence of
income-related inequalities in health limitations
in the three waves, but that health limitations
are disproportionately concentrated among the
worse-off. This result is consistent with previous
studies using the ECHP database, which found
significant income-related inequalities in health
limitations across the EU-15 Member States, with
the poor concentrating health limitations in their
daily activity (Hernandez-Quevedo et al, 2006).

The magnitude of the concentration index
reflects both the strength of the relationship and
the degree of variability in the health variable.
For the latest data available, namely 2007, we
can see that the highest levels of income-related
inequalities in health limitations exist in Cyprus,
Estonia, and Latvia, while the lowest correspond
to Poland, Hungary and Italy.

Moreover, for several countries it is possible to see
a clear trend on socio-economic inequalities in
health limitations through time (Figure 9.5). For
Latvia, Luxembourg, Lithuania, Estonia, Belgium
and Austria, there is a clear increase on income-
related inequalities in health limitations across
time, while for Italy and Sweden there is a clear
decreasing trend for socio-economic inequalities
in health limitations from wave 2005 to wave

Income an

NL PT UK FR LV SE HU EE S| FI

2007. If we compare income-related inequalities
in health limitations between 2005 and 2007 for
those countries without a clear pattern, we can
see that overall inequalities increased everywhere
with the exception of Spain and Slovenia.

Table 9.1 reports the results of the long-term
Concentration Indices and the Mobility Index
for each of the countries included in our analysis.
The long-run CI’s inform us about the degree
of income-related health inequality when both
income and health are averaged over the whole
period for which individuals are observed.

Long-term concentration indices (CI_T) are
negative for all the countries, implying that
in the long-term, health limitations more
concentrated among those with lower income.
Overall the three years considered in this
chapter, the largest long-term socio-economic
inequalities in health limitations can be seen in
Cyprus, while the smallest correspond to Poland
(in absolute terms).

Regarding the MI, it is possible to see that the
majority are positive. This shows that there is
lower long-run income-related inequality in
health limitations than would be inferred by the
average of the short-run indices. In other words,
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Figure 9.5: Concentration indices for health limitations for waves 2005, 2006 and 2007
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Table 9.1: Long-term concentration indices and mobility indices, 2005-2007

CarT Mi
BE -0.20 0.17
cz -0.19 -0.21
EE -0.16 0.21
ES -0.12 0.15
FR -0.13 0.00
IT -0.11 0.08
cYy -0.26 0.01
Lv -0.20 -0.12
LT -0.17 0.04
LU -0.09 0.14
HU -0.10 0.08
NL -0.17 0.01
AT -0.13 -0.02
PL -0.04 0.32
PT -0.11 0.08
Sl -0.17 0.07
SK -0.12 -0.07
Fl -0.10 0.14
SE -0.12 0.01
UK -0.21 -0.01

Source: See Figure 9.1.

Reading note: In Poland, the long-term concentration index equals -0.01, which implies that in the long-term, health limitations are more
concentrated among individuals in the bottom of the income distribution. This level of pro-poor inequalities in health limitations are
smaller than in Portugal (-0.11), in absolute terms. As to the MI, it is 0.32, which indicates that, if we were not considering the mobility of
individuals in the income distribution over time when calculating long-term inequalities in health, we would be overestimating inequali-

ties in health limitations in 32%.
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if we were calculating long-term inequalities
without taking into account the mobility in
the income distribution of individuals through
time, we would be overestimating inequalities in
health limitations for the majority of countries.
However, for some countries such as Austria,
Czech Republic, France, Latvia, Republic of
Slovakia and United Kingdom, the mobility
indices are negative, which indicate that there
is greater long-run income-related inequality
in health limitations than would be inferred
by the average of short-run indices. In other
words, downwardly income-mobile individuals
are more likely to suffer health limitations than
upwardly mobile individuals. If we compare the
absolute size of the overall mobility index across
the countries, we can see that the greatest value
corresponds to Poland and the lowest to France.

9.5.3 Sources of inequalities

To further understand the contribution of
the different factors to inequalities, we have
decomposed the overall level of inequality in
health limitations, measured by the concentration
index, but only for the 2007 model.

Figure 9.6 shows that most of the pro-poor
inequality is explained by social exclusion factors
(capacity of making ends meet and of being able to
afford at least one week holiday per week). Indeed
the sum of these social exclusion components
contributes to 64% of total inequality in Poland,
60% in Italy, and 57% in France (see Table A.9.2 in
appendix for contributions in percentage of total
inequality). The countries with the lowest level
of social exclusion component contributions are
Estonia (19%), Latvia (20%) and the UK (21%).

Employment status also plays a major role
in explaining pro-poor inequity in health
limitations. In the UK, the total employment
contribution is 62%, in Poland is 59%, and in
Slovakia is 58%. Only in Italy and Luxembourg
does employment explain less than 20% of total
inequality. Overall, the negative contribution of
employment is caused by retired and disabled
people that are poorer than the rest of the

population but more likely to report limitations
in health. The contribution of education,
although always negative, is significant only in
a few countries (above 10% only in Austria with
18%, Hungary 12%, Luxembourg 11%), being
less than 5% in Estonia, Spain, Latvia, Portugal,
Sweden and the UK. The income contribution
is positive in most of the countries with the
exception of Czech Republic, Finland, Lithuania,
Slovenia, Slovakia and the UK. The country with
the highest level of income contribution to total
inequality is Luxembourg (40%) while in some
countries is approximately 0% (Hungary, Italy,
Spain and Latvia). The contribution of urban
and regions is not very significant in the majority
of the countries. The highest level of urban
contribution to inequality was in Latvia (8%),
and for regions it was in Hungary (9%). Finally,
the contribution of demographic variables
(age and gender) is mostly positive, except in
Luxembourg and Poland; and it varies from as
high as 30% of total inequality in Estonia to as
low as 0.3% in France.

Given the large contribution of social exclusion
varjables, we performed a sensitivity analysis,
running the model without such variables and
recalculating the contribution of the various
factors. The effect was an overall increase in the
contribution of employment and income as well
as of the error term (see results in Table A.9.2).

This chapter analyses inequalities in suffering
health limitations in daily activity for 20 European
Union Member States. Inequalities were measured
using the concentration index approach for
three waves (from 2005 to 2007) of the EU-SILC
database. Short-term and long-term estimates are
compared. The results show evidence of income-
related inequalities in health for all the countries
analysed, although with heterogeneous pattern
over time. The decomposition analysis shows
that, although demographic factors such as age
and gender are important factors and contribute
to the pro-poor inequalities in most countries,
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Figure 9.6: Decomposition results for the 2007 health model
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Source: See Figure 9.1.

Reading note: In Italy, the main contributors to the pro-poor income-related inequalities in health limitations in 2007 are: level of income
inequalities in the capacity of individuals to make ends meet (60%), income-related inequalities in the employment status of individuals (17%),
income-related inequalities in education level (6%), income-related inequalities in demographic factors such as age and gender (24%) and un-
observed characteristics (7%). Compared to other countries, income inequalities do not contribute significantly to income-related inequalities
in health limitations in Italy.
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social exclusion variables such as the ability to
make ends meets and to afford a week holiday a
year, together with activity status, education and
income, are highly associated with perceiving
health limitations in daily activity.

These results are consistent with the
recommendations provided by the Commission
on Social Determinants (CSDH) (WHO, 2008).
According to the CSDH, the poor health of the
poor, the social gradient in health within countries
and the existence of health inequities between
countries are linked to the results of a combination
of poor social policies and programmes, unfair
economic arrangements and bad politics. Action
on the social determinants of health should
therefore involve the whole of government, civil
society and local communities, business and
international agencies. Our results evidence
important areas of avoidable inequalities such
as social exclusion, income, activity status and
education. Therefore, ad hoc health policies and
programmes that include all key sectors of society,
not just the health sector, may help reducing
inequalities within and across countries.

However, there are several limitations on our
analysis related with the longitudinal design
of EU-SILC. While the ECHP presented eight
waves of data, the four-year rotational format
of the EU-SILC implies that the information on
individuals’ history is reduced to four years. This
time framework differs across Member States.
In fact, only 13 countries launched the EU-SILC
in 2004 and hence, half of the countries provide
individual information for less than four years.
Besides, the fact that it is a short panel compared
to the eight-wave panel offered by the ECHP
limits the methodological analysis, as dynamic
models in this context will not be reliable.
Therefore, conclusions on causality versus
association between health and socio-economic
factors should be handed cautiously. Moreover,
the EU-SILC compared to the ECHP includes less
health variables, and does not include variables
that count for the actual use of the health services
in each country, although indicators of forgone
health care have been included.
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