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This lecture: Poverty and the final
safety net
• Poverty and social inclusion are important policy goals
• Social assistance is the ultimate safety net to avoid poverty
and social exclusion
– ultimate instrument for Robin-hood function of the welfare
state

• However, in nearly all EU MS social assistance schemes are
inadequate
• Should the EU take action, and if so, what kind of action?

This lecture: Poverty and the final
safety net
• Poverty in Europe

• Social Assistance in Europe
• The adequacy of social assistance

0. Measuring the adequacy of income
levels
• Two measures:
– (net) income

– Adequacy threshold

1. What is poverty? - Exercise
Income is in real prices

Who is worst off? Who is poor? Why?
What if ‘income’ is
replaced by
•

‘opulence’ / ‘wealth’?

•

‘opportunities’

•

‘Capabilities’

•

‘functionings’

•

‘Happiness’ or ‘Life
satisfaction’

What if person B would
switch position with
person C?

1. Poverty in the EU
• Council of the European Communities (1975):
‘Persons beset by poverty: individuals or families whose
resources are so small as to exclude them from the minimum
acceptable way of life of the member state in which they live’
- Resources: goods, cash income, plus services from public and
private sources

1. Poverty in the EU
• 4 approaches for identifying adequacy
threshold:
– Legal
– Statistical
– Subjective
– Reference Budgets (Budget standards)

1. Poverty in the EU
• Legal method
– Minimum income support
– Reflects social consensus?
– But:
• What if there is no social assistance
• Level is influenced by many factors
• How to assess the adequacy of minimum income
support in this case?

1. Poverty in the EU
• Legal method
• Statistical approaches
– % median or mean
-> arbitrary?
-> consistent across countries?

1. Poverty in the EU
• Legal method
• Statistical approaches

• Subjective measures
– ‘What is the minimum income with which your household
could make ends meet?’
-> correlates with income
-> changes in wording strong effect
-> patterns across countries difficult to understand
-> ‘publicly-oriented evaluation’?

1. Poverty in the EU
•
•
•

Legal method
Statistical approaches
Subjective measures

• Reference budgets:
– Priced baskets of goods and services that represent
a (minimum) acceptable living standard in society
– Living standard – goods and services - price
– Needs & circumstances & non-cash incomes
– Fully-specified approaches
• Ghastly chore
• Always arbitrary, never fully robust?
• Cross-country comparability possible?

1. Poverty in the EU
• Laeken European Council in December 2001
– For the first time: a list of commonly agreed
indicators of poverty and social exclusion: the
‘Laeken indicators’

• Council of June 2010: first time a poverty
reduction target -> Europe 2020 poverty
reduction indicators

1. Poverty in the EU
• at least 20 million fewer people in or at risk of
poverty and social exclusion
• Combination of 3 indicators:
– At-risk-of-poverty
– Severe material deprivation
– Very low work intensity

1. Poverty in the EU
• The at-risk-of-poverty indicator: 60% of national
median equivalent disposable household income

1. Identify total disposable household income for each
household
2. Divide by equivalent household size
3. Assign this to all household members
4. Identify median equivalent disposable household
income

1. Poverty in the EU
Compute equivalent household incomes using the modified OECD equivalence
scale:
• 1 for first adult
• 0.5 for other household members aged 14 and over
• 0.3 for children younger than 14
Composition

Income

Costs (all rent
apartment)

Eq income

A

Single 20 years old

1000

Student

1000

B

Couple, 22 years old

2000

Just working

1333

C

Couple, 22 years old

1500

Just working

1000

D

Single, 20 years old

1500

Student, wheelchair

1500

E

Couple, 2 children (8 & 14
years old)

2200

working, education

957

1. Poverty in the EU

The at-risk-of-poverty indicator: 60% of national
median equivalent disposable household income

1. Poverty in the EU

1. Poverty in the EU
At-risk-of-poverty indicator (AROP60):
– Only income (not assets, not imputed rent, yearly basis)
– Fixed equivalence scale (everywhere, for all groups, does not
take account of other real costs)
– Threshold defined at national level:
• no within-country differences in cost levels
• Neglects income differences across countries)
– Threshold relative to median income (median moves up and
down)
– Only proportion (no gap, no inequality among the poor)

1. Poverty in the EU
• The at-risk-of-poverty indicator: 60% of national
median equivalent disposable household income
• Material deprivation: same set of items, same
threshold in all countries

1. Poverty in the EU

1. Poverty in the EU
At-risk-of-poverty rate (%), EU-SILC 2008
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1. Poverty in the EU
Relative frequency of equivalent net disposable household income (PPS),
EU-SILC 2009
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1. Poverty in the EU
The level of a food basket covering a healthy diet expressed as a percentage
of the at-risk-of-poverty threshold

Source: Goedemé et al., 2015

1. Poverty in the EU

1. Poverty in the EU
Share in the number of those considered to be poor with the poverty threshold
defined in national and EU-wide terms, EU-SILC 2011, own calculations
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1. Poverty in the EU
Conclusion
• One of the main arguments in favour of introducing minimum
income schemes is that people should be able to live a life in
dignity, that is, should not be poor.
• The way we conceive poverty, is of crucial importance for how
the minimum income scheme should look like

2. Components of MIS
• MIS = minimum income schemes

Poverty

2. Components of MIS
Mode of access
– Gradually introduced in second half of 20th century (NMS: only
since 1990s)
– Currently no minimum income scheme for able-bodied at active
age in Greece, limited scheme in Hungary
– In some countries important inter-regional differences (esp. IT &
ES)
– In many countries large differences in access criteria for elderly vs.
able-bodied population at active age vs. non-able bodied
population vs. children
– Children can only be well protected if their families (including their
parents) are
– Other issues for concern:
– (Illegal) migrants: within EU / non-EU

2. Components of MIS
• Restriction of access:
– Means test
•
•
•
•
•

Unit of assessment
Assessment base (which income sources?)
Income disregards
Threshold for defining access
Mode of means test: what is the administrative burden?

– Conditionalities (e.g. definition of being available
for work)
– => large cross-national differences !

2. Components of MIS
Access Conditions to Income Protection Schemes for the Active Population in EU
Member States, 2012

Employment history

No employment history

required

required

Personal income from work Unemployment insurance
test

AT BE BG CZ DE DK EE EL ES
FI FR HU IE IT LT LU LV NL
PL PT RO SE
SI SK UK

Broader income or means Unemployment assistance
test

Social assistance

AT EE EL ES ES (45+/linked

AT (partly regional) BE BG

to activation) FR HU PT

CZ DE DK EE ES (regional) FI
FR HU IE IT (regional) LT LU
LV NL PL PT RO SE SI SK UK

2. Components of MIS
A Schematic Overview of Six Different Types of Minimum Income Guarantees
Targeted at Europe’s Elderly (Mid-2000s)

Contributory

Non-Contributory

No means or

Flat-rate pension

Basic pension

income test

IE, UK, CZ, EE, LT, LU, PL (persons

DK, NL, SE (until 2003)

born before 1949)
Pension test

Minimum pension

Conditional basic pension

BE, BG, CY, EE, FR, GR, HU, LU,

CY, EE, FI, SE (since 2003), UK

LV, MT, PL, PT, RO (since April

(persons aged 80 and over)

2009), SI, SK (until 2003)
Means or
income test

Pension supplement

Social pension

AT, CY (since 2009), ES, GR, IT

BE, BG, DE (since 2003), ES, FI

(persons insured before 1996),

(since 2002), FR, GR, HU, IE, IT, LT,

SI

LV, MT, PT, SE (since 2003), SI, UK

2. Components of MIS
•

Right to access is not the same as being a beneficiary:
– Non-take up & stigma in many countries prevent substantial shares
of the population to claim their rights to a minimum income.
– Take up: in nearly all countries less than 5 % of the population at
active age receive a social assistance benefit – estimations of nontake up vary widely
– (but no comparable data available)

2. Components of MIS
• Benefit structure
–
–
–
–

How to define the level of minimum income schemes?
What is the implicit equivalence scale?
Which (real) costs are taken into account?
How are benefit levels updated over time (prices, wages,
other?)
– How does the minimum income scheme interact with other
schemes (taxation, housing allowances, child benefits)
– => large cross-national differences

2. Components of MIS
Cross-national differences in relative benefit levels are large, and so are (although less
outspoken) the differences in benefit levels between the elderly and the able-bodied at
active age.v
The level of disposable minimum income guarantees as a % the national median
equivalent household income, 2009 (CSB-MIPI)
80
70
60
50
40
30
20
10
0
EL BG RO PL EE SK PT LT SI HU DE UK ES SE CZ AT FI IT FR BE LU DK LV NL IE

able-bodied active age

elderly

2. Components of MIS
And low benefits from a national perspective are even lower from a crossEuropean perspective.

2. Components of MIS
… while implicit equivalence scales vary widely across Europe
The implicit equivalence scale of social assistance benefits for the able-bodied at
working age: a couple with two children (7 and 14 years old) versus single person
households. (EU-scale for former = 2.3), 2012 (CSB-MIPI)
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2. Components of MIS
… and other social policy schemes play an important role

relative to European at-risk-of-poverty
threshold

Different income components of minimum income protection for families of
able-bodied social assistance recipients (CSB-MIPI)
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2. Components of MIS
… and which is also true for housing benefits as a share of total disposable
minimum income for the elderly (2009)

2. Components of MIS
The cost of a healthy diet as percentage of social assistance for
families at active age in EU countries, 2012
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2. Components of MIS
Percentage of people on social assistance living in a
household with a disposable income below the cost of a
healthy diet for their household, densely populated areas, EUSILC 2012
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Conclusion
• Poverty and social inclusion are important policy goals
• Social assistance is the ultimate safety net to avoid poverty
and social exclusion
– ultimate instrument for Robin-hood function of the welfare
state

• However, in nearly all EU MS social assistance schemes are
inadequate
• Should the EU take action, and if so, what kind of action?
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