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Diversity is one of the defining features of the enlarged European Union. With the prospect of
further enlargement ahead, differences such as those in living conditions, quality of life and
cultural traditions are likely to be more pertinent than ever. While the nurturing of cultural diversity
lies at the heart of the European ideal, fostering greater cohesion is also a central priority. 

Against this background, the European Foundation for the Improvement of Living and Working
Conditions has been committed to obtaining more in-depth information about how people live and
how they perceive their circumstances. In 2003, the Foundation conducted fieldwork for its First
European Quality of Life Survey in 28 countries: the EU25, two acceding countries – Bulgaria and
Romania – and one candidate country, Turkey. The survey was a questionnaire-based, representa-
tive household survey, which aimed to analyse how various life factors affect Europeans’ quality
of life. In particular, it addressed a number of key areas: employment, economic resources, housing
and local environment, family and household structure, participation in the community, health and
health care, knowledge/education and training.

The first results of the Foundation’s First European Quality of Life Survey were published in 2004.
Since then, the Foundation has been engaged in more extensive analysis of how different issues
impact on individual quality of life in the EU. This activity has produced a series of in-depth
analytical reports, which look at key components of quality of life – families and social networks,
income inequalities, overall life satisfaction and housing – across all 28 countries, identifying
differences and similarities as well as policy implications.

This report explores the impact of economic inequality and deprivation on overall quality of life.
Enlargement has indelibly altered the economic landscape and the gap in living standards between
the richest and poorest countries is increasingly widening. The report puts forward a new approach
to measuring poverty and deprivation, related to factors such as living standards, household
income and individual perceptions of social exclusion. It shows that the differences in levels of
inequality found within countries – regional variations – are as significant as those found between
countries. The report argues that policies regarding poverty and economic cohesion should take
into account the regional as well as social dimension. 

These are some of the challenges facing European policymakers today. We hope that the findings
of this report can contribute to shaping EU employment and social policies aimed at solving these
issues, and ultimately at improving quality of life for all people living in the EU.

Willy Buschak
Acting Director
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As already indicated, this report aims to assess the value of adding an EU approach to the existing
state-based approach to poverty measurement as a means of taking account of the impact of EU
enlargement on inequality in living conditions between Member States and the implications this
has for the way we think of poverty and social exclusion. The following discussion provides an
outline of what such an approach might entail, the policy context it might relate to, the conceptual
basis on which it might be developed and the empirical data needed to implement it.

An EU frame of reference

A central problem with the existing approach to poverty measurement is its focus on the Member
State as the sole frame of reference. The difficulties resulting from this focus are illustrated in Figure
1a, which shows poverty thresholds and median incomes for an indicative household type (the
single adult household) in EU countries. The data are taken from Eurostat’s Laeken indicator
database for 2001 and are based on national currencies converted to an artificial common currency
called purchasing power standard (PPS) that equalises the purchasing power of different national
currencies (Stapel et al, 2004). They thus represent the EU’s ‘official’ measure of poverty levels
throughout the Member States.

Figure 1a Median equivalised incomes and poverty threshold for single adult households

2001 Laeken indicator data (Eurostat)

(Data are missing for Cyprus and Slovakia).

Figure 1a shows the wide discrepancies in the level at which poverty thresholds are set across
countries – for example, 3,000 PPS in Poland compared to 9,000 PPS in the UK. Median incomes
for this household type also differ widely – for example, 5,000 PPS in Poland compared to 15,000
PPS in the UK. Generally speaking, those at or below the poverty line in the richer EU countries
are two to three times better off than those even with mid-level incomes in the poorer EU countries.
A household with an income of, say, 7,000 PPS would thus be quite well off in Poland, but would
be deep in poverty in the UK. While poverty measured in this way may make sense in national
terms, its meaning becomes strained when applied without qualification at an EU level.

Similar problems arise when we consider the estimates of poverty rates in the various countries
measured according to the standard approach. These are set out in Figure 1b for EU countries in
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2001. According to these data, the poverty rate in countries such as Latvia is slightly lower than
that in the more affluent EU countries such as the UK, Italy and Ireland – implying that there are
more poor people in the latter countries than in Latvia. Again, these comparisons are meaningful
in terms of relativities within countries, but are in danger of inviting ridicule if presented as
reflections of poverty in the everyday sense of the term. Somehow, account must be taken of the
fact that, by the standards of the UK, Italy and Ireland, large proportions of the population of
Latvia, and not just a marginal few, would have to be considered poor.

Figure 1b Disadvantage: social policy perspective, risk-of-poverty rate, c. 2001

Laeken indicator 1a: % below 60% of national median household income

Source: Eurostat

The key expansion to poverty measurement that would seem to be required based on these
comparisons is to broaden the frames of reference within which poverty is defined – specifically, by
adding poverty measures based on EU standards to existing approaches based on the Member
State. This is not to suggest that the poverty measurement at Member State level should be
abandoned since, as will be shown below, within-country relativities in income and living
standards continue to be an important aspect of socio-economic disadvantage. It is to suggest,
rather, that within-country relativities do not tell the whole story and need to be added to by a
wider view. Much of the analysis presented below is an exploration of the picture of socio-
economic disadvantage that might emerge from such an EU view.

In raising the question here as to the value of an EU frame of reference for poverty measurement,
we are not suggesting that this is the only alternative geographical frame that might be useful (sub-
national units might equally have a claim to be considered; see, for example, Jesuit et al, 2002;
Berthoud, 2004) nor even that alternative frames have to be geographical in character. An
important possibility in this regard is that time may be as important a frame of reference as space.
People may be considered rich or poor, relatively speaking, by reference to their own situation in
the past, as well as by reference to the contemporary situation of others in society. That possibility
has important policy significance since it would have a bearing on the debate as to whether
economic growth that would benefit people unequally has as much merit as a way of tackling
poverty as an increase in social inequality that would hamper economic growth.
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Social and regional policy context

The focus on poverty measured solely at the level of Member States arises in the context of EU
social policy. This focus reflects the legal definition of social policy in the EU as a Member State
competence that limits an EU role largely to a coordination function (Articles 136–137 of the EC
Treaty). This context means that the EU does not have the legal power to engage in redistribution
to households3 and so could be said not to need EU measures of household resources that might
be used to guide such redistribution. This limitation is also in keeping with a well-established
tradition of academic research on poverty, where the primacy of the national state as a frame of
reference is unquestioned.

However, the limiting character of the EU social policy remit in this area is not as definitive or
restrictive as it first appears since there is another perspective on socio-economic disadvantage in
the EU – regional policy – where the divergence in living standards between regions and Member
States is the main focus of interest. Regional policy is also firmly grounded in EU law (Articles
158–162 of the EC Treaty) and confers on the EU the power to distribute funds between EU regions
for the purpose of promoting the development of disadvantaged regions. The policy goal in this
context is to promote economic and social cohesion by bringing about convergence in economic
development and living standards between the rich and poor Member States and regions of the EU
(European Commission, 2004). 

The difference between regional and social policy perspectives lies partly in their different units of
analysis – countries and regions (spatial units) from a regional perspective versus individuals or
households (social units) from a social policy perspective. For the purpose of this analysis,
however, an equally important distinction lies in the different spatial levels at which thresholds of
disadvantage are defined. Where the social policy perspective takes Member State thresholds as
its point of reference, the regional perspective uses EU thresholds based principally on GDP per
capita (again expressed in PPS). Using this approach, a regional perspective shows widely differing
levels of disadvantage across EU countries and defines the majority of the 10 new Member States
(NMS) as disadvantaged – all except Slovenia and Cyprus have a GDP per capita below 75% of
the EU25 mean GDP per capita (see Figure 2). Greece and Portugal are also disadvantaged in
these terms, as are a number of individual regions within the other Member States, although not
to the degree found in the NMS (European Commission, 2004).

A regional perspective thus implies that people are disadvantaged if the region or country they live
in is economically underdeveloped by contemporary EU standards. This is in contrast to the social
policy perspective, which implies that people are disadvantaged if they are on the margins of the
society they live in, irrespective of how rich or poor that society may be. Both perspectives could
be considered valid in their own terms and as complementary rather than contradictory. Hitherto,
however, they have existed more or less independently in the EU policy system and there has been
minimal interchange between them. In proposing an EU view of poverty here, our concern, in
effect, is to bring the two perspectives together – that is, to add the regional perspective to the usual
social policy perspective in order to set measurement and debate on socio-economic disadvantage
in the EU within a joined-up policy framework. In that context, one of the criteria by which the 
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Figure 2 Disadvantage: regional policy perspective, GDP per capita (PPS) at country level

Source: European Commission, 2004

merits of an EU approach to poverty measurement might be judged is the degree to which it helps
develop a set of concepts and measures that would enable the two perspectives to develop a
common language and ability to communicate about their common interest in socio-economic
disadvantage.

Social cohesion

In seeking a basis on which these two perspectives might be integrated, it is useful to recall the
concern with social cohesion that spans both and that, as we shall suggest here, offers the potential
for a conceptual and empirical link between them. Social cohesion arises as an issue in both EU
regional policy and social policy primarily in the context of references to socio-economic
disadvantage.4 In normal social science usage, the term ‘social cohesion’ connotes a concern for
the strength of the social bonds between individuals, groups and societies. This connotation
reflects the core sociological meaning of the term, which highlights the centrality both of attitudes
(subjectivity) and of behavioural tendencies (agency), rather than objective social location, as
significant aspects of group membership (Friedkin, 2004, p. 411).

Since social cohesion is a theme in both social and regional policy (albeit more explicitly in the
latter than the former), it provides a common reference point around which their differing
perspectives on socio-economic disadvantage can be evaluated and brought together. At present,
the views on this issue embedded in regional and social policy are implicit and assumed rather
than explicit and proven. The assumption underpinning EU social policy is that poverty measured
by reference to national poverty thresholds is the main concern from a social cohesion point of
view and has a broadly similar significance for social cohesion across rich and poor Member
States. Thus, for example, an income for a single adult below 9,000 PPS per annum in the UK (the
UK national poverty threshold for single adult households, see Figure 1a) is assumed to have the

6

First European Quality of Life Survey: Income inequalities and deprivation

Index EU25=100

0

20

40

60

80

100

120

140

160

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

4 The term ‘social cohesion’ is nowhere clearly defined in EU policy documentation. It is particularly linked to regional policy and is
incorporated into the title of the section of the EC Treaty that underpins regional policy (Title XVII, ‘Economic and Social Cohesion’).
However, while the companion term ‘economic cohesion’ is clearly defined by reference to convergence in levels of economic
development across EU regions, the meaning of ‘social cohesion’ is left unclear. It is possible to deduce, however, that the term is
usually regarded as being more or less synonymous with ‘social inclusion’ and as the obverse of social exclusion and poverty (see, for
example, European Commission, 2004, pp. 20–25).



same consequences for social cohesion as an income below 3,000 PPS in Poland (the equivalent
Polish national poverty threshold). 

For regional policy, however, the concern in this sample case is that Polish incomes in general are
so far below those of the UK and other rich EU states that EU cohesion is likely to be strained by
the gap. In this perspective, one could also draw the implication that even a middle or high income
in Poland may be more negative in its consequences for social cohesion than a low income in the
UK: it may cause dissatisfaction and disaffection that are as strongly felt and are quantitatively
more important than similar attitudes among the poor in the UK because they are felt by a much
larger proportion of the population. 

Our concern here is that poverty measurement in the EU should be conducted in such a way as to
enable these differing assumptions regarding social cohesion to be spelled out and tested.
Specifically, in the present context, the question to be explored is the relative importance and
nature of the effects of within-country income inequalities compared to cross-country income
inequalities on the social cohesiveness both of Member States and the EU. Though some of the
conceptual and empirical issues involved in answering that question are complex, they are not
unduly so and are within the scope of social science to deal with.

Relative deprivation

So far the case has been made that an expansion of existing approaches to poverty measurement
to include an EU as well as a Member State frame of reference could aid the integration of the
social and regional policy perspectives on socio-economic disadvantage and could improve our
understanding of factors and processes affecting social cohesion. In developing an approach that
can fulfil that potential, a difficulty to be overcome is the limited nature of the concept of relative
poverty, the cornerstone of the existing approach to poverty measurement in the EU.

Townsend’s study of poverty in the UK (1979) is usually cited as the seminal influence in this
regard. His main concern was to establish the relative nature of poverty – that is, to insist that
poverty should be defined by reference to the minimum levels of resources needed for social
participation by individuals or families as determined by standards which were ‘customary, or at
least widely encouraged or approved, in the societies in which they belong’ (Townsend, 1979, p.
31). He sought to reject the absolute poverty approach that had been adopted in the USA in the
1960s, where an absolute poverty line was established by estimating and costing the minimum
consumption needs faced by households of different types and holding that line fixed over time.

In framing a justification for his relative poverty concept, Townsend sketched in an intellectual
background that drew on sociological research on relative deprivation going back to the 1940s
(ibid, pp. 47–49). The key source was a series of social-psychological studies of the American
armed forces published in four volumes in 1949 under the title The American Soldier; two of these
books, by Stouffer et al (1949a and 1949b) contained the material that subsequently attracted
attention in social science. These studies were based on a large number of surveys of US army
personnel carried out by the research branch of the Information and Education Division of the US
War Department between 1941 and 1945. The purpose of the studies was to understand the factors
affecting the morale of troops and thereby to inform army command on how to sustain the troops’
willingness to fight. Merton brought the fruits of their work into the mainstream of sociology in the
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1950s (Merton, 1957) and Runciman imported the concept of relative deprivation they employed
into British social policy research in the 1960s (Runciman, 1966).

Although Townsend located his concept of relative poverty in this research tradition, that concept
omitted the key features of relative deprivation defined in earlier work, particularly as found in The
American Soldier. The research on American soldiers was concerned primarily with subjective
states and how these were affected by objective conditions. It showed that differences in the
subjective responses of soldiers could not always be accounted for directly by variations in their
objective circumstances, but depended to a great extent on differences in their frames of reference
– that is, in the standards and expectations against which they judged their objective
circumstances. The concept of relative deprivation was devised to illuminate the processes
involved and to explore the multiple, shifting frames of reference that helped account for instances
of grievance and low morale among soldiers. As Merton (1957) emphasised, relative deprivation in
this sense was not a directly measured variable, but was an ‘interpretive’ variable that was
constructed to account for patterns in the relationship between objective conditions and subjective
responses that otherwise would be difficult to understand.

In contrast to the work on relative deprivation, Townsend’s approach to poverty in the UK was
entirely ‘objectivist’. It took account only of objective aspects of deprivation and, while these were
assumed to be important partly because of their subjective effects on the poor, such subjective
effects were not themselves an object of study nor were they thought to be defining aspects of
deprivation. Furthermore, while Townsend conceived of poverty as relative, the frame of reference
against which its relativity was established – the average living standards of the wider society, as
measured primarily by national average income – was not conceived of as a subjective construct
of individuals that had to be confirmed by research, as was the case with relative deprivation, but
as an objective standard which was decided on and imposed by researchers. For Townsend and
the tradition of poverty research to which his work belongs, this frame of reference was singular
and fixed, in contrast to the multiple, shifting frames of reference that shaped relative deprivation.

The essential difference between the relative poverty and relative deprivation approaches could be
said to lie in their different purposes. The relative poverty approach is fundamentally concerned
with classifying people into poor and non-poor, in order thereby to identify and count those who
merit being treated as targets of state income distribution policies. In the relative deprivation
approach applied in The American Soldier, by contrast, virtually all soldiers could be considered
deprived in one way or another, and the question of categorising them into deprived and non-
deprived did not arise. The concern, rather, was to identify the factors that might give rise to a sense
of grievance and disaffection among troops, thus lowering morale and reducing military
effectiveness. It was also to understand the cognitive and affective processes that caused
apparently similar objective circumstances to have quite different effects on the subjective outlook
of different categories of troops or on the same troops at different stages in their period of armed
service. This concern was based on the recognition that some forms of deprivation were
experienced by troops as more severe or unacceptable than others for reasons and to a degree that
were far from self-evident. This, therefore, needed to be explored from the perspective of the troops
themselves in order to be fully understood. This concern did not embrace all possible forms of
deprivation, but was restricted to those with policy significance – that is, in the case of The
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American Soldier, those that US army command could do something about, such as rotation for
front-line service rather than, say, inadequate friendship relationships between troops.

Investigation of the factors giving rise to deprivation could eventually lead to classifications that
paralleled those widely used in relative poverty research – that is, where people were grouped
according to the severity of their deprivation and the degree to which they thereby merited special
treatment in the distribution of rewards or benefits.5 However, in research on relative deprivation
such categorisation was a second-stage outcome emerging from a first-stage concern with the
nature of deprivation. In order to say who was deprived, it was necessary first to define what was
deprivation – or rather, to identify which factors were the most important within a range of specific
factors that might contribute to deprivation and that might be within the remit of an authority to
deal with effectively.

The value of the relative deprivation approach for our present purposes becomes evident when we
consider the key question connected with EU poverty research that concerns us here – the
appropriateness of an EU – as opposed to a Member State – frame of reference for defining and
measuring poverty. In effect, this question identifies two possible objective circumstances that
could be taken into account in measuring poverty: a person’s relative position within his or her own
society, and the relative position of that society within the broader European context. The standard
approach in poverty research, which focuses solely on national frames of reference, assumes that
only the first of these is relevant: people are assumed to assess the adequacy of their own living
standards by comparing themselves with others in their own society and to be oblivious to living
standards in other countries. However, this is an empirical assumption, the validity of which is by
no means self-evident. Middle-income people in poorer countries may feel well off because they
are doing better than low-income people in their own country, but they may also have strong
images of the living standards enjoyed by their counterparts in richer countries and may be
influenced in their subjective assessments of their own situation by these images. 

It may be difficult to specify precisely which international reference standards are relevant in this
context; whether, for example, Poles may be influenced in their judgements of their own situation
by what their images are of living standards in Germany rather than in the USA (two traditional
destination countries for Polish emigration) or whether they simply draw on some generalised
notion of living standards in ‘the West’. However, for present purposes, such precise identification
of comparator countries is not required (and in any event, for those living in countries such as
Poland, standards of comparison based on reference points such as Germany, the USA or ‘the
West’ are likely to overlap a great deal). Rather, the question is, first, whether there is evidence that
some comparative reference outside the national context comes into play when people judge their
own situation and, secondly, whether the range of living standards found in the EU provides an
approximation to that frame of reference.
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was position in the queue for demobilisation. The Research Branch in the Army proposed a set of weighted entitlement criteria for this
purpose, based on survey data on troops’ general views as to what constituted merit and need in this context. The points system,
created based on these criteria, was adopted by the Army and proved a successful and widely accepted basis for ordering the massive
task of demobilisation (Stouffer et al, 1949b).



Link between relative deprivation and social cohesion
The subjective evaluations that are central to the relative deprivation approach have a further
interest from our point of view in the context of the EU policy interest in social cohesion and its
relationship to patterns of socio-economic disadvantage, outlined earlier. The key issue here is that
social cohesion is concerned with attitudes and behaviours affecting group membership – that is,
with subjectivity and agency. It is also concerned with objective social inequalities since these are
considered to have great significance for social cohesion. It is clear from what we have just seen
that these concerns are more closely paralleled by the concept of relative deprivation than of
relative poverty. Relative poverty focuses solely on inequalities of objective condition, while
relative deprivation is concerned with subjective responses to objective inequalities and thus is
closer to the aspects of subjectivity and agency that might have a bearing on social cohesion. 

This is not to say that the link between relative deprivation, as indicated, for example, by a sense
of grievance arising from one’s situation in a group, and social cohesion, as indicated by attitudes
or behaviours affecting group membership, is necessarily straightforward: those who feel most
deprived do not necessarily feel most alienated from the society to which they belong. In fact, just
as the link between objective inequalities and relative deprivation can be complex, so too is the
link between relative deprivation and social cohesion. Nevertheless, the point to be emphasised is
that however complex the linkages involved, it is necessary to take account of the mediating role
of the subjective dimension in order to have any prospect of grasping what core processes are
involved.

Subjective and objective measures

Two general classes of measures are needed to examine relative deprivation along the lines just
outlined – objective measures of material disadvantage and subjective measures of the feelings of
deprivation that might accompany them. Given our interest in relative income poverty as a
dimension of material disadvantage, the objective measures need to include household income,
but should also extend over a range of additional aspects of the material situation of households.
The subjective measures should also be reasonably diverse since there is no consensus in the
research literature on the indicators that might best capture the feelings of grievance or
dissatisfaction that are embodied in the concept of relative deprivation. Given the present
undeveloped state of research in this area, the data to be used for this purpose would also need to
allow for a large exploratory element: the purpose is to facilitate analysis of the interactions
between the various dimensions of relative deprivation, with a view to establishing what its core
dimensions are in the EU today, rather than operationalise an existing standard set of indicators. 

Although we routinely refer to measures as objective and subjective, the distinction between them
is not always clear-cut. In some instances, measures refer to entities that, in principle at least, can
be independently checked by third parties (e.g. income) and in that sense are clearly objective. In
other instances, measures are clearly subjective in that they refer wholly to mental or emotional
states (e.g. satisfaction or happiness). However, there are other instances where the objective and
subjective cannot clearly be distinguished or where a single measure may sometimes refer to an
objective condition and sometimes a subjective state (e.g. a health status indicator may sometimes
refer to physically observable illnesses such as cancer, sometimes to more ‘subjective’ conditions
such as back pain, and sometimes to a mix of both). In the empirical analyses presented below, we
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shall come across instances of indicators that are objective, subjective and a combination of the
two.

The quality of life approach on which the EQLS was based strives for a rounded view of human
welfare. While the concept has no agreed definition and has been operationalised in many different
ways, a standard range of domains of daily life tend to reappear in most approaches (Fahey et al,
2003; Noll, 2002; Hagerty et al, 2001). These typically include a number of measures of economic
factors, including household income, but also other domains of daily life such as housing,
neighbourhood quality, education, health and social engagement. A key feature from the present
point of view is that the quality of life approach measures many of the domains it deals with by
means of both objective and subjective indicators. This combination provides the basis on which
it becomes possible to speak of relative deprivation, both in generic terms and in connection with
particular domains.
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As already outlined, the purpose of this report is to examine the relative merits of two alternative
approaches to measuring socio-economic disadvantage in the EU. One is the existing standard
approach that takes the Member State as the frame of reference, is taken within a social policy
framework and is concerned with the objective facts of social inequality as measured by relative
income poverty. The other is an expanded approach that adds an EU frame of reference to that
based on the Member State, is taken within a combined regional and social policy framework,
takes account of social cohesion as well as social equality, and is therefore concerned with relative
deprivation as a key object of inquiry, which involves the interaction between objective inequalities
and subjective responses. In the first approach, relative poverty measured at the national level is
assumed to have a direct, uncomplicated significance for social cohesion – or alternatively, there
is no interest in social cohesion at all. In the second approach, the relationship between objective
inequalities, relative deprivation and social cohesion is identified as a key concern and as a
complex matter requiring detailed investigation. 

The relationship between income inequality and relative deprivation measured in quality of life
terms is central to these two approaches. A more precise quantification of the relationships is
provided in Chapter 3. The particular concern is to assess the importance of within-country
inequalities compared to cross-country inequalities in living conditions as components of relative
deprivation. In doing so, a focus is put on the first part of the causal chain just referred to – how
objective disadvantage connects to people’s sense of relative deprivation. The second part of the
causal chain, the relationship between relative deprivation and social cohesion, is considered in
Chapter 4. The approach here rests on the view that if within-country objective inequalities prove
to be the dominant influence on relative deprivation, then people in different countries who are
well-off, by the standards of their own society, will feel similarly satisfied with their living standards,
irrespective of how rich or poor their society may be. If that is true, then the validity of the Member
State approach to poverty measurement is confirmed: people’s feelings of deprivation can be
accounted for mainly within a national frame of reference and the broader EU frame of reference
has little or no bearing. If, however, people’s assessment of their own situation is found to be
influenced by living standards in their society generally, as well as by their own position within that
society, then cross-country inequalities will be found to have a significant influence on relative
deprivation. In that case, the Member State approach will be shown to be too restrictive and the
EU approach gains support. 

To explore these issues, a focus is put on household income as the key measure of living conditions
and examine the relationship between inequalities in household income, both within-country and
cross-country, and relative deprivation. In this analysis, two distinct but related questions arise.
The first concerns the relationship between income inequality and other dimensions of objective
disadvantage: here, the question is whether inequalities in income within and between countries
are consistent with broader objective inequalities in other dimensions of material living conditions.
To the extent that such consistency is present, it will be possible to speak of objective inequality as
more or less uniform across dimensions: countries or households that rank at a certain point in one
dimension of living conditions will rank at an approximately similar position in other dimensions.
The second question concerns the relationship between objective inequality and the kinds of
subjective evaluations that go to make up relative deprivation. 

To deal with these questions, a descriptive approach is used, which aims for a broad overview
based on simple graphic presentation of a wide range of indicators. A more focused approach is
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adopted in Chapter 3, where more sophisticated statistical techniques are applied to a narrower
range of indicators to obtain a more precise grasp of the relationships involved.

Measuring household income

The general character of the EQLS data on which this analysis is based was briefly outlined in
Chapter 1. This section looks at the relevant variables available in this data source.

Income
Inequalities in household income within and between countries are basic to the questions we are
dealing with here and it is important therefore to consider the nature of the household income
variable available in the EQLS, where the income question used was crude. Respondents were first
asked which of a list of income sources were received by their household and to give the net overall
monthly household income. The income of individual household members was not asked about
separately nor, in cases where the main income earner was someone other than the respondent,
was the information checked with the main income earner. Non-response on this item amounted
to 21% of the total sample. 

The resulting income data cannot be expected to yield a precise estimate of household incomes.
Nevertheless, a comparison at national level between the EQLS income data and aggregate
economic indicators show that the EQLS data have some degree of accuracy – there is a 92% fit at
the country level between median household incomes as measured in the EQLS and GDP per
capita (see Figure 3). The dispersion of incomes within each country is also broadly as one would
expect, as is shown by the median incomes in each income quartile by country (see Figure 4). For
example, income dispersion is wide in the UK and Ireland, and is narrow in most of the Nordic
countries, although it is somewhat wider in Denmark than other income data would lead one to
expect (see Figure 2). There is also a problem with the German income data in that the low median
income recorded for the bottom income quartile in that country is too low; however, this problem
is not so severe as to require adjustments to the data.

Figure 3 Correlation of country medians of EQLS household income with GDP per capita
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Figure 4 Median household income in income quartiles, EQLS data, OECD2 equivalence scale

Quality of life indicators
To examine the relationship between income inequality and relative deprivation, it is necessary to
select a range of measures of both objective aspects of living conditions and subjective evaluations.
From the EQLS data, we have therefore selected 19 indicators which, taken together, meet this
requirement (see Table 1). Some of these indicators are objective, others are subjective and others
are difficult to classify as either. The 19 indicators can be classified under seven headings: living
standards (including housing conditions), neighbourhood quality, perception of public services,
subjective well-being, social capital, health and human capital. Some of these relate to the
individual respondent, some to the circumstances of the respondent’s household and some to the
external environment experienced by the household. Ten of the indicators are based on single
items, while the other nine are based on two to six items each; 43 items in total are included in the
indicators.

Table 1 Quality of life indicators

Indicator

I. Living standards

1. Material deprivation 

2. Housing defects 

3. Financial problems 

4. Subjective economic 
strain 

II. Neighbourhood quality

5. Physical environment 

6. Fear of crime
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Items

6 items: cannot afford to keep home warm, have holidays once a
year, replace old furniture, have new clothes, eat meat or fish
every other day, have friends/family to dinner once a week. Each
item: yes=1, no=0. Summed scale: 0-6.

4 items: shortage of space, rot in windows/doors, damp/leaks, no
indoor toilet. Each item: yes=1, no=0. Summed scale: 0-4.

2 items: in arrears with utility bills over past month, unable to
pay for food at any time over previous 12 months. Scale: 0-2.

1 item: ability to make ends meet. Scale: 1=very easily, 6=with
great difficulty.

4 items: reasons to complain about noise, air pollution, lack of
green areas, water quality. Each item: 0=no reasons, 3=very many
reasons. Summed scale: 0-12.

1 item: safe to walk in area at night. Scale: 1=very safe, 4=very
unsafe.

Deficit 

Lack two or more
items

Have two or more
defects

Have one or more
problems

With difficulty or
great difficulty 

Score 6 or higher 

Unsafe or very
unsafe 
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Source: EQLS 2003, authors' calculations.

In order to maintain consistency across the indicators, a criterion used in selecting them was that
they should apply to the whole population. Sub-population indicators, such as those relating jobs
or working conditions among the working population, are not included since that would mean that
some indicators would refer to different population segments than others. An important feature of
the indicators is that they are all scaled in absolute terms, thus facilitating comparisons across
countries.

In order to facilitate the simple descriptive account we are aiming for in this discussion, we make
use of ‘quality of life deficits’ as a way of summarising the data. This approach assumes that for
any indicator of quality of life, whether objective or subjective, a threshold can be defined below
which people can be considered as suffering a quality of life deficit. Disadvantage can then be
measured according to the number of quality of life deficits present in the lives of individuals. The
selection of deficit thresholds in this context is largely arbitrary since usually there is no scientific
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Indicator

III. Public services

7. Quality of public services

8. Trust in state pension/
social benefit system

IV. Subjective well-being

9. Global life satisfaction

10. Happiness

11. Domain satisfaction

V. Social capital

12. Trust in people

13. Voluntary activity

14. Civic activity

15. Feel isolated

VI. Health

16. Self-rated health

17. Chronic illness

VII. Human capital

18. Education

19. Internet use

20. QoL Index

Items

5 items: perceived quality of health services, education system,
public transport, social services, state pension system. Scale:
1=very poor quality, 10=very high quality, averaged over 5 items.

2 items: trust in ability of state pension system and social benefit
system to deliver when respondent needs it. Item scale: 0=no
trust, 3=great deal of trust. Summed scale: 0-6 

1 item: satisfaction with life. Scale: 1=very dissatisfied, 10=very
satisfied.

1 item: overall happiness. Scale: 1=very unhappy, 10=very happy. 

6 items: satisfaction with own education, standard of living,
accommodation, family life, health, social life. Scale: 1=very
dissatisfied, 10=very satisfied, averaged over 6 items.

1 item: can most people be trusted? Scale: 1=you can’t be too
careful, 10=most people can be trusted.

2 items: over past month attended meeting of charity or
voluntary organisation, or served on committee or did work for
same. Each item: yes=1, no=0. Summed scale: 0-2.

2 items: over past year attended a political or trade union
meeting, contacted a politician or official over civic matter. Each
item: yes=1, no=0. Summed scale: 0-2.

1 item: agree/disagree with statement ‘I feel left out of society’.
Scale: 1=agree completely, 4=disagree completely.

1 item: Self-rating of health. Scale: 1=excellent, 5=poor.

1 item: Have long-standing illness. Yes/no.

1 item: Highest education level attained. 1=primary,
2=secondary, 3=third level.

1 item: Internet use over past month. 1=daily, 4=not at all.

Sum of deficits over 19 indicators. Scale 0-19.

Deficit

Score 6 or lower 

Score 0 (no trust)

Score 5 or lower

Score 6 or lower

Score 6 or lower

Score 3 or lower

Did not attend or
serve on committee

Did not attend or
contact politician/
official

Agree or completely
agree

Poor or very poor

Have illness

Primary education
only

Did not use at all



basis for choosing them. However, this arbitrariness does not pose a difficulty since the key
requirement for effective analysis is not the basis on which they are chosen but the consistency
with which they are used. They must be applied in a consistent way within and across populations
so that they amount to EU standards rather than benchmarks that differ between one country and
the next. Applied in this way, the deficit approach provides a meaningful and manageable basis for
analysing disadvantage across a large number of indicators over a large number of countries. For
each indicator, Table 1 shows the threshold used to define what is counted as a quality of life
deficit. These deficit thresholds are chosen so that in most instances the proportion of the 28-
country sample in deficit is not less than 5% and not more than 40%. However, reflecting on the
nature of some indicators, for example voluntary activity, a large majority of the population would
be counted as in deficit.

To provide an overview of the 19 indicators, there follows a brief outline of the seven categories
into which they are grouped:

Living standards
This is an important category because it amounts to a measure of basic consumption standards
and as such would be expected to be the most closely linked of the seven categories to income.
Four indicators are included in the category, all of which are variants of scales that are widely used
in poverty research to complement poverty measures based on relative income. The four indicators
are a six-item material deprivation scale; a four-item housing defects scale; a two-item financial
problems scale; and a single measure of subjective economic strain. The last of these is clearly a
subjective indicator, while the other three would normally be regarded as objective. 

Neighbourhood quality
Two indicators are used here. One of these, fear of crime, is clearly subjective. The other – a four-
item scale measuring quality of the physical environment – could be regarded as partly objective
and partly subjective. Objective conditions are referred to, such as noise and lack of green spaces,
but the specific measure used, whether or not the respondent has ‘reasons to complain’ about
these conditions, is more subjective in character.

Public services
Two subjective indicators are used here to tap into respondents’ perceptions of the quality of public
services. The first is a scale relating to perceived quality of five areas of the public services, such
as health, education, etc. The second is a two-item scale measuring respondents’ trust in the ability
of the state pension and social benefit system to deliver benefits when the respondent needs them.

Subjective well-being
This category is similar in importance to the living standards category since it provides generic
measures of subjective states that can be regarded as central to relative deprivation. This category
consists of three indicators: the first is a single-item measure of global life satisfaction; the second
is a single-item measure of overall happiness; and the third is a six-item scale which combines
satisfaction ratings with six domains of daily life. Global life satisfaction and overall happiness
measures are often identified as the key indicators of quality of life and have been extensively
analysed in quality of life research.
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Social capital
This category includes four indicators that, broadly speaking, relate to respondents’ level of social
engagement. The first is a single-item measure of trust; the second and third are two-item scales
measuring engagement in voluntary and civic activity respectively; and the fourth measures
respondents’ feelings of being left out of society. These indicators, especially the final one, could
be regarded as having central significance for social cohesion and could be analysed from that
point of view. However, they do not amount to a comprehensive measure of social cohesion and
we do not dwell on their significance in this regard here. We refer to them briefly in the analysis
below simply as an additional aspect of quality of life. 

Health
Two standard indicators are used here: self-rating of overall health status and whether or not the
respondent has a long-standing illness.

Human capital
Human capital is an important resource underpinning quality of life. Two indicators are included
here. The first is a standard measure of the highest level of education attained. The second relates
to internet use and taps into the respondents’ access to internet technology and their ability to use
that technology. As such, it goes somewhat beyond the sphere of human capital, but includes it as
an element.

Quality of life index
As the analysis below will show, the 19 indicators point in a generally consistent direction as far as
both objective and subjective disadvantage is concerned. For that reason, it seemed appropriate to
provide a summary picture of overall patterns by creating an index using all 19 indicators. This
summed quality of life index (QoL Index) is created from the 19 indicators by a simple additive
method – by counting the number of deficits present for each respondent. This is referred to as item
20 in Table 1.

Grouping countries into clusters

The analysis is applied to 28 countries, consisting of the EU25 plus the three candidate countries
(CC3) (Bulgaria, Romania and Turkey). In order to simplify the descriptive presentation, the
countries are clustered into four groups based on their GDP per capita. This procedure is
acceptable since our underlying concern is to examine the relative importance of within-country
versus cross-country income inequalities as influences on objective and subjective indicators of
quality of life. The countries in each cluster are at a broadly similar level of absolute income and
so the four clusters capture the cross-country variation in income inequalities as effectively as
would the 28 countries treated separately.

The particular clustering used here is adapted from a similar classification used by the
Commission’s Directorate-General for Regional Policy in summarising inequalities in levels of
economic development across Member States (European Commission, 2004). The four groups, as
indicated in Table 2, are as follows (see also Figure 1b):

1. 12 high-income EU Member States whose GDP per capita exceeds the mean GDP per capita of
the EU25 (EU12 High). In population terms, this is the dominant group, accounting for 57.5%
of the EU28 population.
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2. Seven intermediate-income EU Member States whose GDP per capita lies between 60% and
100% of the EU25 mean (EU7 Int). These account for 13.5% of the EU28 population.

3. Six low-income EU Member States whose GDP per capita lies below 60% of the EU25 mean
(called EU6 Low). These account for 11.1% of the EU28 population.

4. CC3 – in the classification used by the Directorate-General for Regional Policy, only two
candidate countries are included (Bulgaria and Romania) and they are classified with group 3
above. Here, because the data include Turkey and because the CC3 are particularly poor, a
separate candidate country category is used. GDP per capita in the CC3 is below 35% of the
mean per capita of the EU25. These countries account for 17.8% of the EU28 population.

Table 2 Clusters of countries: Population by country cluster

Countries/clusters Population 000s % of group % of EU25 % of EU28

Turkey 68,044 69.1

Romania 22,431 22.9

Bulgaria 7,929 8.1

CC3 98,404 100 17.8

Latvia 2,364 3.8

Lithuania 3,480 5.7

Estonia 1,367 2.2

Poland 38,644 62.9

Slovakia 5,403 8.8

Hungary 10,200 16.6

EU6 Low 61,458 100 13.6 11.1

Czech Republic 10,267 13.8

Malta 391 0.5

Greece 10,565 14.2

Slovenia 1,990 2.7

Portugal 10,263 13.8

Cyprus 759 1

Spain 40,122 54

EU7 Int 74,357 100 16.4 13.5

Sweden 8,883 2.8

UK 59,894 18.9

France 59,037 18.6

Germany 82,260 25.9

Italy 57,844 18.2

Finland 5,181 1.6

Belgium 10,263 3.2

Netherlands 15,987 5

Austria 8,121 2.6

Ireland 3,826 1.2

Denmark 5,349 1.7

Luxembourg 441 0.1

EU12 High 31,7086 100 70 57.5

EU25 452,901 100

EU28 551,305 100

Source: EQLS 2003, authors' calculations.
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The data presented below for these clusters are population-weighted: the larger the share of the
population within each cluster accounted for by a particular Member State, the more the pattern
for that cluster will be dominated by the country in question. The patterns for the CC3 are
dominated by Turkey (69.1%). Poland dominates the EU6 Low (62.9% ) and, to a somewhat lesser
extent, Spain dominates the EU7 Int (54%). There is no single dominant county in the EU12 High,
although the population of Germany, UK, France and Italy is larger than the rest.

In order to represent income inequalities within and across these four clusters, household income
distribution is used. Figure 5 shows the median household income in each quartile for each of the
four clusters of countries. The median household incomes by quartile represent within-cluster
income inequalities, while the absolute levels of income for each cluster represent the cross-cluster
inequalities.

Figure 5 Household monthly income by country groups, median incomes by income quartiles

Cross-country differences

The concern of this discussion is to assess the relative importance of within-country income
inequalities compared to cross-country income inequalities as determinants of relative deprivation.
We have already simplified this question by collapsing the range of countries down to four clusters,
so that we are now concerned with the relative importance of within-cluster and cross-cluster
inequalities. We have also seen earlier that the relationship between income inequality and relative
deprivation can be broken down into two elements – first, the degree to which income inequalities
are consistent with inequalities in other aspects of the objective situation and, second, the degree
to which these objective inequalities influence subjective evaluations and feelings. In connection
with this second element, our underlying concern translates into a question about the relative
influence of within-cluster objective inequalities and cross-cluster objective inequalities as
influences on the subjective dimension. 

To deal with these issues in a descriptive manner, we make extensive use of the graphic format set
out in Figure 5 and repeated through Figures 6 to 25. For each of the 19 indicators of quality of life
examined, the level of quality of life deficit (as defined above) is shown for each income quartile
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in each of the four clusters, using the same graphic format in each case. This enables us, by simple
visual inspection of the graphs, to see whether the pattern of income inequalities shown in Figure
5 is replicated across the other indicators. It should be noted, however, that the polarity of the
scales used for the indicators is not the same throughout: the scoring of income in Figure 5 is
positive (higher scores indicate higher income and so are positive), whereas the scoring on most of
the other indicators is negative (higher scores indicate a higher incidence of quality of life deficits
and so are negative). Replication of patterns across graphs usually therefore requires that the
pattern in the graph is the mirror opposite of that in Figure 5. 

To assess the importance of within-cluster income inequalities on relative deprivation, the question
is whether both the objective and subjective indicators vary positively by income quartile within
the four country clusters – that is, whether the higher income quartiles in each cluster are
consistently found to have the better quality of life, or rather, the fewer deficits in quality of life, to
use the scaling adopted here. This question can be regarded as a straightforward test of the social
policy perspective on socio-economic disadvantage outlined earlier – that is, where the focus is on
within-country inequalities as the key issue of interest. That perspective would be validated only
to the extent that the answer to the following question is ‘yes’. We will therefore refer to this
question as ‘question 1’ and state it as follows: 

Question 1: Do the quality of life indicators vary positively by income quartile within the four
country clusters?

To explore the significance of cross-cluster inequalities, the focus shifts to comparisons of the scores
of the income quartiles on the various indicators across the four clusters. In principle, to achieve a
full analysis of each indicator, it would be necessary to take 16 points of comparison into account
(i.e. in each of the four quartiles in each of the four clusters). As that would be excessively
cumbersome, we will select here two indicative comparisons that highlight particularly revealing
comparisons between the country groups. These specific comparisons will not tell the full story, but
they will go a considerable way in that direction. The two indicative sub-questions are:

Question 2a: Is the bottom income quartile in the rich EU12 countries better off in quality of
life terms than the top income quartile in the poor EU6 countries?

Question 2b: Is the bottom income quartile in the rich EU12 countries better off in quality of
life terms than the second bottom income quartile in the intermediate EU7 countries?

Question 2a amounts to an extreme test of the importance of cross-country differences in patterns
of welfare since it asks whether, from a welfare point of view, it might be better to be poor in a rich
part of the EU than to be rich in a poor part of the EU. If the answer to this question is ‘yes’, or
even partly ‘yes’, then the regional perspective on disadvantage is strongly validated and a need to
take that perspective into account within the social exclusion perspective is highlighted. Question
2b is a test of a similar kind, although in a less extreme form. It raises the possibility that the lowest
income quartile in the richer countries is better off in quality of life terms than the bottom half of
the income distribution in the intermediate EU countries. Again, if the answer to this question is
‘yes’, or even partly ‘yes’, the regional perspective is validated and the need for the social exclusion
perspective to take that into account is reinforced.
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Living standards and sense of deprivation

The three specific questions described above (Questions 1, 2a and 2b) are addressed to the 19
indicators presented in Figures 6–24 and the summary QoL Index presented in Figure 25. Answers
are obtained by visually inspecting the graphs and by interpreting them to give a ‘yes’ answer only
when the visual pattern clearly points in that direction. Answers for all the indicators are
summarised in Table 3 below. But first we will look briefly at the patterns in each of the seven
categories of indicators in turn.

Living standards (Figures 6–9)

Figure 6 Material deprivation: % who score 2 or more on 6-item deprivation scale (heat
home, annual holiday, replace old furniture, meal with meat or fish, new clothes,
have family or friends for meal/drink)

Figure 6a Heating deprivation (item in deprivation scale): % who cannot afford to keep
home adequately warm
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Figure 7 Housing defects: % with 2 or more housing problems (lack of space, rot in
windows/doors, damp/leaks, no indoor toilet)

Figure 8 Financial problems: % with arrears in utility bills in past month or inability to pay
for food any time in past 12 months

Figure 9 Subjective economic strain: % who say they have ‘difficulty’ or ‘great difficulty’ in
making ends meet
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It is worth paying particular attention to two indicators in this ‘living standards’ category – material
deprivation and subjective economic strain – because they are especially important to our overall
concerns and because they establish a pattern that is consistently replicated for the majority of
indicators in other categories. 

The material deprivation indicator dealt with in Figure 6 presents a measure of basic consumption
levels: it shows the proportion of households in each income quartile in each cluster which can be
classed as deprived with regard to a set of basic consumption items. The patterns in the graph show
that the level of deprivation within each cluster is closely and consistently linked to income inequality:
the level of deprivation rises as we go from the high-income to the low-income quartiles. The
answer to Question 1, therefore, as far as this indicator is concerned, is a clear ‘yes’. This gives
support to the focus on within-country inequalities that characterise the social policy perspective
on socio-economic disadvantage. 

More striking, however, are the contrasts across the country clusters. These show that the gaps in
basic consumption levels between the rich EU12 and the two poorest country clusters, EU6 Low
and CC3, are so wide that there is little overlap between them. More particularly, to refer to the
comparison suggested by Question 2a, the bottom income quartile in the EU12 High is less deprived
than the top income quartile in the EU6 Low. Among the poorest quartile in the EU12 High, 37%
are deprived, while in the best-off quartile in the EU6 Low, 45% are deprived. Thus the ‘poor’ in
the EU12 are less deprived than the ‘rich’ in the EU6 – a result that gives an unambiguous ‘yes’ to
Question 2a.

To illustrate what this means in day-to-day terms, Figure 6a separates out one of the items included
in the deprivation scale in Figure 6, whether households are able to afford to keep their homes
heated in winter, and presents patterns for that item separately. This shows that in the rich EU12
countries, the number of households unable to heat their homes in winter are low, rising to only
11% in the poorest income quartile. In the EU6 Low, by contrast, the problem is more widespread,
not only in the population as a whole, but even in the better-off households: in the top income
quartile, 17% cannot afford to keep their homes heated in winter. Thus the ‘rich’ in these poor EU
countries are less able to afford heating in winter than the ‘poor’ in the rich EU countries. 

To refer to Question 2b, the results in Figure 6 also show that the bottom income quartile in the
EU12 High is less deprived than the second-from-bottom quartile in the intermediate EU7 cluster.
Again, the answer to Question 2b is a clear ‘yes’.

There is a slight departure from the consistency of the overall pattern in Figure 6 in that the top
income quartile in the CC3 is slightly better off than expected: it is marginally less deprived than
the top income quartile in the EU6 Low, even though its income position as shown in Figure 5
would suggest that it should be slightly more deprived. However, this is a small deviation from an
otherwise strong and consistent pattern.

Figure 7 (housing defects) and Figure 8 (financial problems) show broadly similar patterns to those
in Figure 6, although in a slightly less clear-cut fashion.

The patterns of subjective economic strain presented in Figure 9 are of particular interest when set
against the patterns of objective living standards revealed in Figures 6–8. The key result here is that
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patterns of subjective economic strain within and across the four country clusters closely parallel those
just outlined in connection with material living standards. The more deprived the income categories
in objective terms, the more those categories feel deprived – distribution in Figure 9 closely mirrors
that in Figure 6 (see also Chapter 3). To refer to a comparison across country clusters that is of
particular concern here, it is especially notable that those in the bottom income quartile in the EU12
High felt less economically strained than those in the top income quartile in the EU6 Low.

Neighbourhood quality (Figures 10–11)

Figure 10 Physical environment: % with reasons to complain about noise, air pollution, lack
of green space, water quality (score 5 or over on scale 0-12, sum of 4 scales of 0-3)

Figure 11 Fear of crime: % who think it ‘rather unsafe’ or ‘very unsafe’ to walk in
neighbourhood at night

Figure 10, which shows an index of neighbourhood quality based on four items (noise, air
pollution, lack of green space, water quality), is exceptional among the 19 indicators in that it
shows little relationship with income level, either within or across clusters. The CC3 is clearly worse
off on this index than the other three clusters, but otherwise no clear pattern is evident. Figure 11,
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however, shows a return to the pattern found earlier, at least across country clusters: fear of crime
is more pronounced in the poorer clusters than in the richer. This is somewhat less true within
clusters: for example, in the EU6 Low, fear of crime is greatest among those who are in the second
income quartile from the top.

Public services (Figures 12–13)

Figure 12 Quality of public services: % rating services as poor (score less than 4 on 10-point
scale, where 1=very poor quality, 10=very high quality)

Figure 13 Trust in state benefit system: % with no trust that state pension system or social
benefit system will deliver

The pattern in Figure 12 (quality of public services) is unusual in that it varies strongly across
clusters in the way one would expect (poorer countries are more likely to have low-quality public
services than richer countries), but shows no relationship with income within clusters: all income
quartiles within each cluster are likely to rate public services in more or less the same way. Figure
13 (trust in the state benefit system) is somewhat closer to the standard pattern observed earlier,
although not completely so.
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Subjective well-being (Figures 14–16a)

Figure 14 Global life satisfaction: mean score on 10-point life satisfaction scale

Figure 15 Happiness: mean score on 10-point scale (10=very happy)

Figure 16 Domain dissatisfaction: % who score 6 or lower on satisfaction averaged over 6
domains (education, standard of living, accommodation, family life, health, social
life)
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Figure 16a Satisfaction with standard of living: mean on 10-point scale (1=very dissatisfied,
10=very satisfied)

Figures 14–16a examine important subjective measures of deprivation – those dealing with
satisfaction and happiness. These enable further analysis of the relationship between objective
income position and subjective sense of deprivation. The patterns strongly echo those noted earlier
in connection with deprivation and subjective economic strain. In regard to life satisfaction, for
example (Figure 14), life satisfaction scores align in a very regular way with income position, both
within and between country clusters. Again, it may be noted in particular that the lowest income
quartile in the EU12 High has a higher life satisfaction score than the highest income quartile in
the EU6 Low.

The overall pattern is not quite as pronounced in Figure 15 (happiness), but it emerges quite
strongly in Figure 16 – average levels of dissatisfaction with four domains of life. Figure 16a
highlights one of these domains, standard of living, since it can be viewed as a subjective
counterpart of the objective indicator of material deprivation set out in Figure 6 above (see also
Chapter 3). The similarity in the shape of the distributions in these two graphs is striking. Again,
this strongly suggests that, as far as living standards are concerned, there is a broad
correspondence between people’s objective situation as measured within and across countries and
how they feel about it.

Social capital (Figures 17–20)

Figure 17 Trust in people: mean score 10-point scale (10=high trust)

28

First European Quality of Life Survey: Income inequalities and deprivation

2

3

4

5

6

7

8

9

CC3 EU6 Low EU7 Int EU12 High

M
ea

n top quartile

2nd quartile

3rd quartile

bottom quartile

4

4.5

5

5.5

6

6.5

CC3 EU6 Low EU7 Int EU12 High

M
ea

n

top quartile

2nd quartile

3rd quartile

bottom quartile



Figure 18 Voluntary activity: % who attended meeting or did work for voluntary organisation

Figure 19 Civic activity: % who attended union/political meeting, etc. or contacted politician

Figure 20 Feel isolated: % who agree ‘completely’ or ‘somewhat’ with statement ‘I feel left
out of society’
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The broad picture emerging from the social capital items illustrated in Figures 17–20 (such as trust
in people, voluntary activity, civic activity and feelings of isolation), is that these, too, differ across
country clusters in the expected direction and that they are also loosely, although not perfectly,
associated with income inequalities within countries. It is notable in particular that the level of
trust in people is lowest in the EU6 Low, while voluntary activity is also low in both the CC3 and
EU6 Low.

Health (Figures 21–22)

Figure 21 Poor health: % who rate their health ‘fair’ or ‘poor’

Figure 22 Illness: % with long-standing illness or disability

The striking pattern with the two health indicators, self-rating of health and presence of a long-
standing illness, is an indication of the exceptionally poor position of the EU6 Low.
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Human capital (Figures 23-24)

Figure 23 Low education: % with primary education only

Figure 24 Not online: % who did not use Internet at all in past month

Education is one area where, on the surface at least, the new Member States are not at any general
disadvantage compared to the rest of the EU. Low educational levels are more widespread in the
southern European Member States than in the former Communist states (Fahey, 2004). This is
reflected in Figure 23, where the EU7 Int, which is dominated by Spain, has a poorer education
profile than the EU6 Low.

Income level and quality of life 

Table 3 presents a summary of the results obtained from all 19 indicators and the Quality of Life
(QoL) Index based on those indicators. It is evident that the overwhelming response to all three
test questions set out earlier is ‘yes’. For Question 1, the response is ‘yes’ for 14 of the 19 indicators
and, as Figure 25 graphically shows, is an especially strong ‘yes’ for the combined QoL Index. This
result confirms that, generally speaking, quality of life varies by income quartile within the country
groupings. It therefore confirms that there is at least some validity to the social exclusion
perspective.
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However, for Question 2a, the response is also ‘yes’ for 14 indicators and for the combined index.
This is quite a striking result since it places the social exclusion perspective in a challenging new
light. It indicates that the lowest income quartile in the rich EU12 countries is consistently better
off in quality of life terms than the highest income quartile in the poor EU6 countries. Since quartile
income bands typically are quite broad, it might be excessive to refer to the bottom income quartile
in the EU12 as the poor in those countries or to the top income quartile in the EU6 as the rich in
that group of countries. Nevertheless, this result gives strong support to the idea that, as far as
quality of life is concerned, it might be better to be poor in a rich part of the EU than rich in a poor
part of the EU.

The response to Question 2b is also generally positive – 13 ‘yes’ answers out of 19 for the individual
indicators and a clear ‘yes’ for the QoL Index. The impact of this pattern of responses is to reaffirm
the different meanings of being rich and poor in countries at different levels of economic
development. It suggests that the bottom income quartile in the rich EU12 countries has better
quality of life than the lower half of the income distribution in the intermediate EU7 countries.

Table 3 Summary of responses to the 3 test questions about 19 indicators and QoL Index

Indicator Question 1: Question 2a: Question 2b:
Does QoL vary Is the bottom income Is the bottom income 

positively by income quartile in EU12 High quartile in EU12 High 
quartile within better off than the top better off than the 
country groups income quartile second bottom income 

in EU6 Low? quartile in EU7 Int?
I. Living standards

1. Material deprivation Yes Yes Yes
2. Housing defects Yes Yes No
3. Financial problems Yes No No
4. Subjective economic strain Yes Yes Yes

II. Neighbourhood quality
5. Physical environment No Yes Yes
6. Fear of crime Partly yes, partly no Yes No

III. Public services
7. Quality of public services No Yes Yes
8. Trust in state pension/ No No No

social benefit system
IV. Subjective well-being

9. Global life satisfaction Yes Yes Yes
10. Happiness Yes Yes Yes
11. Domain satisfaction Yes Yes Yes

V. Social capital
12. Trust in people Mostly yes Yes Yes
13. Voluntary activity Yes Yes Yes
14. Civic activity Yes No Yes
15. Feel isolated Yes No No

VI. Health
16. Self-rated health More or less yes Almost yes Yes
17. Chronic illness Mostly yes Yes Yes

VII. Human capital
18. Education Yes No No
19. Internet use Partly yes, partly no Yes Yes

QoL Index Yes Yes Yes
Number of ‘yes’ or 14 14 13
‘mostly/almost yes’ over 
19 indicators (excl. QoL index)

Source: EQLS 2003, authors' calculations.
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Figure 25 Summary: quality of life deficits

In order to further clarify the significance of these findings, Figure 26 disaggregates the breakdowns
of the QoL Index to country level. This shows that the country patterns within each group are
broadly consistent with the pattern for each group. Thus, the country group patterns can be taken
as a reasonable approximation of the patterns of the constituent countries. 

More importantly, Figure 26 shows that, within the rich EU12 countries, the overall level of the QoL
Index does not vary a great deal across countries, but the degree of variance on the index does.6

One of the intermediate EU7 countries, Spain, is at a level on the QoL Index that suggests that in
this regard it properly belongs with the rich EU12 countries. These patterns mean that within the
EU15, quality of life can justly be said to vary mainly according to relative income position within
countries. Income differences between these countries are relatively modest and in any event have
little effect on individual quality of life. Thus, as long as the focus is confined to the old EU Member
States, the emphasis on within-country inequalities as a source of socio-economic disadvantage,
which is characteristic of the social exclusion approach, seems justified – although less so in the
case of Greece and Portugal than for the other 13 states in the EU15.

Figure 26 Quality of life deficits at country level
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6 The country data show an anomalous pattern for Germany. It is the only country of the 28 where differences in the QoL Index by
income quartile do not consistently vary in the expected way: the second bottom income quartile has a lower QoL Index score than the
bottom quartile. It is likely that this feature of the German data reflects measurement error in the income variable already referred to
(see ‘Income’, page 14).



It is only as we move beyond the EU15 to consider the 10 new Member States and the three
candidate countries that the inability of the social exclusion perspective to give an adequate
account of socio-economic disadvantage is revealed. This larger 28-country context does not
contradict the social exclusion perspective since within the poorer, as well as the richer countries,
we continue to find that within-country inequalities have a large effect on quality of life along the
lines that the social exclusion perspective would predict. In addition, however, cross-country
differences begin to have a major effect as we move from the EU15 to the new Member States and
candidate countries: relative to the EU as a whole, the level of disadvantage among the middle and
upper income quartiles rises to high levels in the latter countries. The social exclusion perspective
classifies the latter groups as non-poor, even though they are worse off in quality of life terms than
the poor in rich countries, and it is the element of contradiction in terms arising from this
classification that causes problems for the social exclusion perspective.

Risk of poverty rates

How can the social policy perspective be adjusted to take account of the difficulty just mentioned?
We have already seen that this perspective does not merit being simply discarded since the
inequalities it focuses on – those arising within countries – are relevant to the understanding of
socio-economic disadvantage. Thus, risk-of-poverty rates measured at the national level, which
form the basis of the Laeken indicators, do capture something useful about patterns of
disadvantage, even in the new Member States. 

The problem is that those national rates do not capture enough. A possible refinement of the
Laeken indicators which would help overcome this problem is that, parallel to the indicators based
on risk-of-poverty measured relative to national medians, a similar set of indicators should be
introduced based on risk-of-poverty measured relative to the EU25 median. Figure 27 compares the
risk-of-poverty rates calculated on both bases from the EQLS data – that is, relative to national
medians and to the EU25 median. Given the crude nature of the EQLS income data referred to
earlier, these rates are not presented as reliable estimates but simply as a means of illustrating the
difference between the two ways of measuring poverty. As one might expect, the former measures
show a more or less unchanging level of poverty as we move from the richer to the poorer states,
whereas the latter show a sharply increasing level of poverty.

Figure 27 Household poverty
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The problem for the social exclusion perspective is that, as Figure 28 shows, risk of poverty
measured at the national level is completely unrelated to average national level of quality of life: it
tells us nothing about the average level of welfare in each state. The risk of poverty measured at
the EU level is highly effective in that regard. As Figure 29 shows, there is a close association
(88.5% fit) between risk of poverty measured relative to the EU25 median and mean quality of life
in each Member State. The EU-level risk-of-poverty rate is thus a powerful predictor of overall level
of quality of life in the Member States. 

Figure 28 Country-level poverty and quality of life

Figure 29 EU-level poverty and quality of life

Conclusion

The results of this analysis show that income, both at national and household levels, goes hand-
in-hand with quality of life. Broadly speaking, rich EU countries have higher quality of life than
poor EU countries and, within countries at similar income level, people with a high income have
a higher quality of life than poor people. From the perspective of traditional economics, this finding
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may hardly seem surprising since economists have traditionally regarded income as a good proxy
measure of welfare and so would expect that, at both country and individual level, more income
would bring more welfare and thus higher quality of life. From a quality of life perspective, the
present results would not have been so clearly anticipated. The quality of life approach has argued
that there is more to life than income and so would have expected inclusive quality-of-life type
measures of welfare to diverge at least to some degree from those based on income. According to
the findings here, some such divergence does occur on certain quality of life indicators, but overall,
divergence is slight. 

In addition to the reasonably close and consistent relationship between income and quality of life,
it was also found that there was a broadly consistent relationship within the quality of life
indicators between the objective and subjective dimensions. Patterns of disadvantage on objective
indicators of quality of life showed a generally similar level and shape to patterns of disadvantage
on subjective indicators. Taking all the indicators together, and keeping in mind that one is
speaking here of a broad-brush picture, one could conclude that the EU28 display strong and
robust patterns of relative deprivation such that those who are disadvantaged tend also to feel
disadvantaged.

The third main finding was that, in speaking of both objective disadvantage and subjective feelings
of disadvantage, relativities at both the Member State level and the EU level are important. Some
elements of the feelings of disadvantage people express are linked to their relative objective
position within their own country: broadly speaking, the worse their situation in national terms, the
more deprived they feel. However, there is also a clear association with cross-national relativities:
the ‘rich’ in the poorest countries are objectively as badly off, or worse off, than low or middle
income groups in the richer countries – and they feel accordingly. Their scores on various relative
deprivation indicators are strikingly in keeping with both their relatively elevated position by the
standards of their own country and their relatively lowly position by EU standards: they feel better
off than the lower-income groups in their own countries, but worse off than low or middle income
groups in the wealthy countries. 

The key implication of these conclusions is that there is merit in adopting an EU frame of reference
for poverty measurement, in addition to using existing national frames of reference. This would
mean that there should be 19 Laeken indicators rather than the existing 18. A measure of poverty
based on an EU25 median should be added to the existing Laeken measures based on Member
State medians. Poverty measured at the Member State level does reflect valid and important
aspects of the distribution of welfare and therefore should be retained in the Laeken indicators. But
that approach overlooks the large cross-national differences in levels of welfare that a single EU
measure can capture. This, in turn, points to the need for a combination of the EU plus Member
State approaches in Laeken indicators, rather than an approach based on either level alone.
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Chapter 2 concluded that both EU and national frames of reference play a role in shaping people’s
sense of relative deprivation and therefore should be taken account of in poverty measurement.
This conclusion was based on descriptive analysis, consisting of visual inspection of a series of
graphs (see Figures 3–29). To provide a firmer basis for this conclusion, multivariate analysis is
now used to confirm the importance of both the EU and national frames of reference, and to
quantify their relative significance. The picture is then further refined by examining whether the
influence of the two frames of reference differs across the four clusters of countries defined in
Chapter 2. The question here is whether people in the richer parts of Europe draw on these frames
of reference in the same way as people in the poorer parts of Europe – and thus whether the sense
of relative deprivation is structured in the same way in the richer and poorer parts of Europe.

Using subjective and objective indicators

We can assess the degree to which the EU and national frames of reference mediate the effect of
objective conditions on people’s subjective evaluations by examining how much of the variance on
the subjective evaluations can be accounted for by differences in objective conditions between
countries compared to the effects of the same conditions arising between individuals within
countries. The comparative strength of country-level versus individual-level effects can be taken as
a test of the significance of national versus cross-national frames of reference in determining
relative deprivation. If people’s evaluations of their own situation are mainly determined by their
relative position in their own society, within-country differences in objective conditions will have a
dominant effect. If, on the other hand, their evaluations are influenced by the relative position of
their society in the international hierarchy, the effect of cross-country differences in living
conditions will loom large. The descriptive data examined in Chapter 2 suggested that difference at
both levels was important in this regard. Here, we have a means to measure that relative
importance in precise numerical terms.

For this purpose, the focus is on two indicators of people’s subjective evaluations of their material
situation – responses to the question on ‘difficulty in making ends meet’ (variable 4, ‘subjective
economic strain’, in Table 1; see also Figure 9) and people’s satisfaction with their standard of living
(an item in variable 11, ‘domain satisfaction’, in Table 1; see also Figure 16a). In selecting
indicators of objective conditions, measures are required that relate to both the cross-country and
within-country levels. At the country level, the data contain three key indicators of living standards
– GDP per capita (drawn from Eurostat aggregate data); median household income (based on
EQLS measures of household income); and mean score on the six-item deprivation variable
referred to earlier (also drawn from the EQLS). As Table 4 shows, the country-level scores on these
three indicators are highly correlated – so much so that they can be regarded as more or less
substitutable for each other (with coefficients of correlation between them in the region of 0.95).
We therefore select one of these indicators (GDP per capita) as the measure of country-level living
standards to use in the analysis below (near-identical results were obtained in the analysis set out
below when either of the other two indicators were used).

To measure within-country variation in living standards, we select two indicators of household-
level resources – one relating to deprivation, the other to income. The deprivation indicator is the
individual-level standard score on the six-item scale relative to the mean in each country: each
individual is scored for their distance above or below the mean deprivation level in their own
country, that distance being measured in standard deviation units. The income indicator is quartile
income position within each country: each individual is scored one to four according to the income

EU and national frames of reference 3
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quartile they belong to in their own country. Both of these indicators are used in the models below
since together they are likely to give a better representation of individual living standards than
either on its own. The two indicators are highly correlated with each other, so that inclusion of both
in a model entails a risk of multicollinearity. However, neither of these indicators is correlated with
GDP per capita, the country-level indicator. Since the main interest here lies in comparing the
effect of GDP per capita with that of the individual-level indicators, rather than in comparing the
effects of the individual-level indicators with each other, the risk of multicollinearity is not a major
concern.

Table 4 Correlations between three country-level indicators of living standards 
(N=28 countries)

Median household income Median household score

(6-item scale)

GDP per capita 2001 0.964 -0.972

Median household income -0.944

Based on EQLS data

Cross-country patterns

Figures 30 and 31 show that at the cross-country level, there is a close connection between
objective living conditions (as measured by GDP per capita), on the one hand, and subjective
economic strain and satisfaction with standard of living as measured by average country-level
scores on these two subjective indicators, on the other. In Figure 29, for example, the R square
coefficient (0.88) shows that one can predict the average level of subjective economic strain in a
country from its GDP per capita with 88% accuracy. In this graph, Malta and Denmark have
somewhat lower levels of subjective economic strain than their GDP per capita would predict,
while France and Bulgaria have slightly higher levels, but most countries lie quite close to the line
showing the predicted association between the two. The pattern is similar in Figure 31: GDP per
capita predicts average level of satisfaction with standard of living with 82.6% accuracy; also, more
or less the same countries deviate from the pattern as in Figure 30 and do so to the same degree.

Figure 30 GDP per capita and quality of life

Figure 31 GDP per capita and average satisfaction with standard of living in EU28 countries
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These patterns of association tend to confirm the findings given in Chapter 2 – that EU frames of
reference have a pronounced bearing on people’s subjective evaluations of their living conditions.
However, these patterns refer only to country averages. Within each country, individual-level
scores on the subjective indicators are likely to vary widely around the average. Thus, it is
necessary to assess how the impact of within-country influences on these individual-level scores
compare to the effect of differences across countries.

When we partition the total variance in the subjective indicators into that arising across countries
and within countries, as is done in Table 5, it would appear at first sight that within-country effects
must be the most important since about three-quarters of the variance on both indicators occurs
within countries. However, this unevenness in the distribution of variance in the dependent
variable between the cross-country and within-country levels does not necessarily imply that the
effect of any particular independent variable is similarly distributed in an uneven way; an indicator
of living standards, for example, might have a large effect at the cross-country level and a small
effect at the individual level, or vice versa.

We already have an indication from Figures 30 and 31 that the range of factors that influence cross-
country scores on the two subjective indicators is narrow since a measure of living standards such
as GDP per capita accounts for over 80% of the variance in both cases. Variance in these scores at
the within-country individual level is likely to be influenced by a far wider range of factors, such as
personality and psychological variables as well as social conditions and living standards, so that
even if an indicator of living standards such as household income or deprivation were to have a
substantial within-country effect, it would be unlikely to account for anything close to 80% of the
within-country variance. Thus, the relative importance of cross-country differences compared to
within-country differences in living standards on subjective responses, which is the central concern
here, is a matter for empirical investigation and cannot be deduced in advance from the
distribution of variance in the dependent variable set out in Table 5.
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Table 5 Partitioning of variance in subjective economic strain and satisfaction with standard
of living into cross-country and within-country components

Subjective economic strain Satisfaction with standard of living

Cross-country 21.20% 18.70%

Within-country 78.80% 81.30%

Total variance 100% 100%

The regression models that enable us to conduct the required empirical investigation of the effect
of living standards on subjective responses are shown in Table 6 in connection with subjective
economic strain and in Table 7 in connection with satisfaction with standard of living. In Table 6,
Model 1 shows the effect of cross-country differences in GDP per capita (a quadratic term is used
in this model to account for the slightly curvilinear aspect of this relationship as shown in Figure
30 above) – 22% of the total variance in subjective economic strain is accounted for by this cross-
country effect. Since, as Table 5 showed, only 26.4% of the total variance occurs at the cross-
country level, the 22% of total variance explained by GDP is the equivalent of 83% of the cross-
country variance. 

Model 2 in Table 6 adds in the standardised within-country deprivation scores, which locate each
individual’s deprivation level relative to the mean deprivation level for their country. This variable
also has a strong effect, accounting for a further 23.5% of the variance, bringing the total variance
explained to 45.5%. In this instance, therefore, the within-country effect deriving from individual-
level deprivation as measured by an added 23.5% of the variance explained is almost identical to
the cross-country effect deriving from GDP per capita – 22% of the variance explained. 

Model 3 in Table 6 adds in the second within-country measure of living standards – the individual’s
income quartile position. Because, as noted earlier, income data are missing for 21% of cases in the
sample, the number of cases on which Model 3 is based is considerably smaller than that for
Models 1 and 2. The inclusion of the income variable adds a further small amount of explanatory
power, bringing the total variance explained to 50.3%. Further exploration of the data confirmed
that deprivation on its own was a more effective predictor of subjective evaluation of living
conditions than income on its own, a point returned to below.

Table 6 Cross-country and within-country effects of objective living conditions on subjective
economic strain*

Model 1: Effect of Model 2: Model 1 Model 3: Model 2 
cross-country plus effects of plus within-
differences in within-country differences country income 

deprivation levels in deprivation quartile effects

Mean deprivation at country level 0.442 0.446 0.436

Deviation of individual deprivation 0.51 0.412
from country mean* 

Income quartile within country 0.218

R squared 19.60% 44.30% 48.70%

(OLS standardised coefficients; all coefficients significant at .000 level)
* Scale: Difficulty in making ends meet – 1=very easily, 6=very great difficulty 
Base: All adults. N=26,004 (Models 1 & 2); 20,334 (Model 3)
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Taking the two within-country deprivation and income effects together, the within-country effects
account for a somewhat larger proportion of the explained variance than do the cross-country
effects (28.3% versus 22%). Nevertheless, both sets of effects are large and are of a similar order of
magnitude. This, then, strongly confirms that both the EU and the Member State frames of
reference are important as influences on people’s evaluations of their material conditions. While
the Member State level is marginally more significant, the level of importance of both frames of
reference is broadly similar.

Table 7 repeats this analysis for the second subjective indicator – satisfaction with standard of
living. It shows similar results to those in Table 6. Overall variance explained is somewhat lower
than in Table 6 (35.1% in Model 3), but the balance in explanatory power between the cross-
country effects (17.9% of total variance explained) and within-country effects (17.2% of total
variance explained by deprivation and income combined) is just half-in-half. Thus, both levels of
influence are found to be important and the role they play in determining relative deprivation is
more or less equal.

Table 7 Cross-country and within-country effects of objective living conditions on
satisfaction with standard of living*

Model 1: Effect of Model 2: Model 1 Model 3: Model 2 

cross-country plus effects of plus within-country 

differences within-country income quartile 

in deprivation levels differences in deprivation effects

Mean deprivation at country level -0.4 -0.4 -0.4

Deviation of individual deprivation -0.42 -0.38

from country mean* 

Income quartile within country -0.11

R squared 15.60% 33.30% 34.30%

(OLS standardised coefficients; all coefficients significant at .000 level)
* Scale: 1=very dissatisfied, 10=very satisfied
Base: All Adults. N=26,084 (Models 1 & 2); 20,334 (Model 3)

Variations in economic strain within regions

This discussion to date has examined the general pattern of association between objective living
conditions and subjective evaluations. In examining these associations at the country level, little
attention has been paid so far to the curvilinear nature of the relationship, as indicated, for
example, in Figures 30 and 31. As GDP per capita rises, its effect on subjective evaluations
becomes slightly weaker. This indicates the possible presence of threshold effects: above a certain
level of living conditions, further additions at the country level may have a lesser effect, or no effect
at all, on the average subjective sense of material well-being.

This is an issue worth investigating in its own right, by changing the focus from the country level
of analysis to the individual level. The specific concern here is whether higher individual living
standards are subject to a threshold effect as far as the relationship with subjective evaluations are
concerned, and whether such an effect, if it is present, applies in the same way in each of the four
clusters of countries. One possibility is that the threshold effect arises solely in terms of absolute
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living standards, in which case it would be evident only in the richer EU states. The alternative
possibility is that the threshold effect arises in terms of relative living standards, in which case it
would emerge among the well-off in each country cluster. The more general concern underlying
these alternatives is whether people in the richer parts of Europe draw on comparative frames of
reference in the same way as people in the poorer parts of Europe – and thus whether the sense of
relative deprivation is structured in the same way in the richer and poorer parts of Europe. 

To explore this concern, we focus on subjective economic strain as a dependent variable and
examine the degree to which it is shaped in a different way by objective conditions within the four
clusters of countries. Again, the key explanatory variables are income and deprivation. Income is
measured, as before, in terms of within-region income quartiles. We also use within-region
quartiles, rather than a standardised deprivation score, to measure deprivation, since it is more
convenient to use for descriptive tables.

Table 8 shows the relationship between within-region income position and economic strain for all
four regions (this table replicates the data presented graphically in Figure 9). As noted before, clear
effects are seen both for income position within each region and for differences between regions.
Thus, in the EU12 High, we find that the percentage experiencing high levels of strain declines
from 21% in the most deprived quartile to 2% in the least deprived quartile. For the EU7 Int region,
the corresponding figures are 35% and 8%. The overall levels of economic strain are much higher
in the two remaining regions, but once again the familiar variation by income quartile is observed.
Across the whole EU28, the level of economic strain varies from 3% for those at the top of the
income hierarchy in the most affluent region to 74% at the bottom in the poorest region – a
differential of 25 to one.

Table 8 Economic strain by income quartile by region: % having ‘great difficulty’ or
‘difficulty’ in making ends meet

EU12 High EU7 Int EU6 Low CC3

Income Quartile % % % %

Most deprived 2 8 25 16

Second most deprived 11 24 49 60

Third most deprived 4 16 38 37

Least deprived 21 35 69 74

Table 9 shows the impact of deprivation on subjective economic strain. As expected, relative
position in the deprivation hierarchy turns out to be a powerful predictor of economic strain, but
there are also differences in the pattern of that relationship across regions that were not present in
the case of income. Within the EU12 High, the major contrast is between those in the most
deprived quartile and all others: economic strain is more than 10 times higher in the most deprived
quartile compared to all the others. 

For the EU7 Int, the inter-quartile differences are more graduated, but there is still little to choose
between the bottom (least deprived) and second quartiles. However, for the third quartile in the
EU7 Int, the level doubles and reaches 1 in 6, while for the most deprived quartile it is just less
than 1 in 2. For the two poorer regions, the differences between quartiles are wide and smoothly
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graduated, and are also strikingly similar in both regions: the level of subjective economic strain in
the most deprived quartiles in both regions is about 8 times higher than in the least deprived
regions. Over the whole EU28, the level of subjective economic strain ranges from 1% to 2% among
the least deprived in the richest region to over 80% for those in the most deprived quartile in the
poorest region. 

Table 9 Economic strain by deprivation quartile by region: % having ‘great difficulty’ or
‘difficulty’ in making ends meet

EU12 High EU7 Int EU6 Low CC3

Deprivation Quartile % % % %

Least deprived 1.9 6.8 10.7 10.1

Second 1 8.1 30 33.8

Third 2.5 16 56.3 58.5

Most deprived 28.2 46.4 78.3 81.3

These results suggest that, while differences in income and deprivation impact on economic strain
in a broadly similar fashion, position in the deprivation hierarchy has differential consequences by
region. For the EU12 High, a threshold effect is observed whereby respondents outside the most
deprived quartile are effectively insulated against economic strain. A weaker form of this effect is
observed for the EU7 Int. In the remaining two regions, on the other hand, even those in the least
deprived quartile are exposed to considerable levels of economic strain, which goes up steadily
with increasing levels of deprivation.

Regional variations
The analysis above suggests that, while relative income position appears to impact on level of
economic strain in a relatively uniform fashion, the consequences of one’s relative position within
regions in relation to deprivation is mediated by the particular region in which one is located. In
order to pursue these issues more formally, we now focus on the six-category version of the
economic strain variable. The analysis, which is based on ‘ordinary least squares’ (OLS) regression,
treats this measure as a continuous variable; however, it is stressed that alternative procedures,
such as ordinal logit analysis and logistic regression using a dichotomous dependent variable, do
not substantially alter the conclusions of this report.

Table 10 shows the results of an OLS analysis with economic strain as the dependent variable. This
analysis concentrates on the variable impact of within-region deprivation on economic strain. It
includes all respondents and dummy or dichotomous variables in order to take cross-region
differences into account. In addition, it not only includes a set of dummy variables intended to
capture the impact of within-region deprivation quartile position, but it also allows these to interact
with the region dummies to take regional variation in the impact of position in the deprivation
hierarchy into account. The regional coefficients shown in Table 10 before taking interactions into
account, therefore, relate not to the overall sample but to those in the bottom deprivation quartile
(i.e. the least deprived quartile). The reference group is the members of this group who are located
in the EU12 High.
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Table 10 Multiple regression of impact of within-region deprivation quartile position on
economic strain

regression coefficient standard error

Region Effects for Bottom Deprivation Quartile

EU12 High Ref. Ref.

EU7 Int 0.35 0.09

EU6 Low 0.54 0.13

CC3 0.52 0.04

Deprivation Effects for EU12 High
Deprivation Quartile

Second -0.22 0.02

Third 0.07 0.02

Top 1.37 0.02

Deprivation Interaction Effects for EU7 Int

Second 0.24 0.05

Third 0.67 0.05

Top 0.14 0.05

Deprivation Interaction Effects for EU6 Low

Second 1.01 0.06

Third 1.38 0.06

Top 0.65 0.06

Deprivation Interaction Effects for CC3

Second 1.22 0.05

Third 1.58 0.05

Top 0.88 0.05

Constant 2.57

R2 0.44

R2 for model without interactions 0.31

As expected, the level of economic strain is higher among the least deprived group in the EU7 Int,
as indicated by the regression coefficient of 0.351 – this means that the least deprived group in the
EU7 Int scores 0.351 of a point higher on the 6-point subjective economic strain scale than the
reference group, the least deprived in the EU12 High. There is then a slight further increase for the
EU6 Low and CC3 regions, as indicated by the respective coefficients of 0.544 and 0.522. It is
notable though that the range of regional variation is relatively modest among this group, an issue
to be returned to later. For the moment, the focus is on regional variation in the impact of
deprivation.

The second set of coefficients in Table 10 relates to the impact of regional variation in levels of
economic strain within the EU12 High region. Consistent with the earlier analysis, the major
contrast is between those in the top deprivation quartile (most deprived) and all others. Thus, the
coefficient capturing the difference in level of economic strain between the top and bottom
quartiles has a value of 1.372. In contrast, the coefficient capturing the difference between the
second and bottom quartiles is actually negative. The contrast between the latter and the third
quartile, although positive, is rather modest.

44

First European Quality of Life Survey: Income inequalities and deprivation



The situation relating to the third set of coefficients, which deal with the EU7 Int, is rather different.
These coefficients are interactive terms and they must be added to the deprivation effects for the
EU12 High region to get the relevant deprivation effect. It is clear from the fact that the coefficients
are in every case positive that in each case the deprivation effect is stronger in the EU7 Int region.
The pattern is curvilinear, in that the difference is weakest in the second quartile and then reaches
its peak in the third quartile before declining somewhat in the top quartile. The relevant coefficients
are respectively 0.238, 0.673 and 0.137. Of course, since the value of the deprivation coefficients
in the EU12 High region was substantially lower for the second and third quartiles, the
proportionate difference between regions is much larger in these quartiles. This curvilinear pattern
is repeated for both the EU6 Low and CC3 regions, but is in each case more pronounced. Thus,
the additional impact of deprivation for the second, third and top quartiles is respectively 1.011,
1.383 and 0.654 in the EU6 Low, and 1.223, 1.581 and 0.878 for the CC3. The overall significance
of such interactions is shown by the fact that, compared to the model omitting these terms, the
proportion of variance explained increased by 12.2 percentage points, from 31.4% to 43.6%.

In order to elucidate these findings, Table 11 takes the bottom quartile of the EU12 High as the
reference category and the predicted difference in levels of economic strain is calculated on the 
6-point scale between this category and all other combinations of positions on the deprivation
continuum and region. The first row shows the differences in levels of economic strain between the
least deprived quartiles in each of the four regions (as already shown in Table 10). The overall
difference between the most and the least prosperous regions is 0.522. However, as we progress
upwards through the deprivation quartiles, the gap in subjective economic strain between the
regions becomes wider. This is particularly true for the second and third quartiles, where the gap
reaches 1.743 and 2.103 respectively. The columns rather than the rows in Table 11 show the
extent of the gap in economic strain between the least and most deprived quartile within each
region. This gap increases from 1.372 in the EU12 High to 2.772 in the CC3. The latter also
represents the difference between the bottom quartile in the EU12 High and the top quartile in the
CC3. Adding the value of the constant to each observation in Table 11 gives the predicted value of
economic strain for each combination. Thus, on the 6-point scale running from 'very easily' to 'with
great difficulty', the predicted range runs from 2.569 in the bottom quartile in the EU12 High to
5.341 in the top quartile in the CC3.

Table 11 Regression coefficients by deprivation quartile and region

EU12 High EU7 Int EU6 Low CC3 CC3 – EU12 High

Deprivation Quartile

Least deprived 0 0.351 0.544 0.522 0.522

Second -0.22 0.371 1.335 1.523 1.743

Third 0.069 1.092 1.996 2.172 2.103

Most deprived 1.372 1.86 2.57 2.772 1.4
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Conclusion

The first objective of this discussion was to examine in a more formal way an issue that was dealt
with in a descriptive fashion in Chapter 2 – namely, the importance of EU compared to Member
State frames of reference in determining people’s sense of relative deprivation. Two subjective
indicators were used as measures of people’s sense of relative deprivation – subjective economic
strain and satisfaction with standard of living. Using multiple regression techniques, the analysis
showed not only that both frames of reference were influential, but also that their relative weight
was about the same in each case. The implication is that over the whole EU28, people draw in
about equal measure on an EU and a Member State frame of reference in evaluating their own
living standards. This strongly supports the conclusion reached in Chapter 2 that neither the EU
nor the Member State frame of reference on its own should be taken as the basis for poverty
measurement in the EU. Rather, both should be taken into account and should be given about
equal significance in depicting the overall poverty picture.

The second objective of this discussion was to refine this picture further by examining whether the
influence of the two frames of reference differs across countries at different levels of development
in the EU. The question here is whether people in the richer parts of Europe draw on these frames
of reference in the same way as people in the poorer parts of Europe – and thus whether the sense
of relative deprivation is structured in the same way in the richer and poorer parts of Europe. This
question was of particular interest in view of possible threshold effects in the way higher living
standards impact on subjective evaluations: above a certain level, additional increases in living
standards might have only a limited impact on subjective evaluations. 

The analysis showed that such a threshold effect did seem to operate and seemed to come into play
especially in the 12 richest EU countries, and did so at the level of living standards just above the
most deprived bottom quartile of the population in those countries. In other words, in the EU12
there was a pronounced break in subjective evaluations between the majority of the population
and the most deprived quartile. In the remaining countries, by contrast, no such discontinuities or
threshold effects were evident: there was a steady, graduated worsening of people’s subjective
evaluations as the level of deprivation increased. Thus, although those in the most deprived
quartile in the EU12 were not especially badly off in absolute terms compared to the deprived in
other parts of Europe, one could say that they appeared to be more marginalised in their own
countries, in that there was a larger gulf in the sense of deprivation between them and the majority
of the population. 

The findings indicate that while it may be possible to characterise patterns of poverty and
deprivation in overall terms in the EU28, differences can be found in the way these patterns are
structured in the richer EU regions compared to the poorer regions. This, again, highlights the need
to combine EU depictions of poverty with more focused analyses for particular regions.
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In the expanded approach to poverty measurement proposed in the Introduction to this report, one
of the issues highlighted was the need to give closer attention to the relationship between poverty
and social cohesion, and how the subjective dimensions of deprivation might mediate that
relationship. A companion report in this series (Boehnke, 2004) examines patterns of social
cohesion and social integration in detail and it is unnecessary to replicate that analysis here. There
is interest, however, in briefly examining whether poverty, in its various dimensions, has the
negative effect on social cohesion that is usually assumed and whether that effect operates in the
same way across the four clusters of countries identified in Chapter 2 of this report.

From the analyses so far, it will be clear that any treatment of the relationship between poverty and
social cohesion first has to consider how poverty should be measured since different ways of
quantifying poverty are likely to give different pictures. Given the interest here in the subjective
dimension, one issue in this regard is how that dimension is to be incorporated into the measure
of poverty that is used. Another issue is how the different levels of aggregation (Member State
versus EU) at which poverty may be measured are to be dealt with. Here, for exploratory purposes,
we develop a concept of ‘economic exclusion’ that presents one way of responding to these issues.
This is a multidimensional concept based on three of the key indicators dealt with in Chapter 3 –
income, material deprivation and subjective economic strain. Two of these indicators, income and
deprivation, are measured in relative terms within each of the four clusters of countries identified
earlier, while the third indicator, subjective economic strain, is measured in absolute terms.
‘Economic exclusion’, thus, represents a combination of indicators that connects the objective and
subjective, and the relative and absolute. 

Implicit in the notion of multidimensional measurement is the assumption that there is no one
‘true’ indicator of the underlying concept (Moisio, in press). Instead, we have a sample of
indicators that tap different aspects of a complex phenomenon. If we are to move beyond the
accumulation of a mass of descriptive detail, we need to develop a measurement model that
enables us to understand the manner in which our indicators are related to the latent concept.

Having constructed a multidimensional measure of economic exclusion based on this approach,
we then take a range of indicators of social cohesion and assess the differences in levels between
the economically excluded and non-excluded in each of the four clusters of countries.

Measuring economic exclusion

The technique used to derive the measure of economic exclusion used here is latent class analysis.
The basic idea of this type of analysis is long established (Lazarsfeld, 1950; Lazarsfeld and Henry,
1968). The associations between a set of categorical variables, regarded as indicators of an
unobserved typology, are accounted for by membership of a small number of latent classes. The
observed correlations between a set of manifest indicators is assumed to be due to their common
association with some underlying factor. Thus, for example, although we cannot observe religious
commitment as such, we are likely to believe that association between behaviours we can observe,
such as church attendance, regular prayer and the expression of particular beliefs, can be
explained by such commitment. Latent class analysis can thus be thought of as a categorical
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analogue of factor analysis, although a crucial difference in our current use is that we are seeking
to identify groups of individuals rather than clusters of variables. 

The focus here is on three key indicators – income quartile position within region, material
deprivation quartile position within region and exposure to subjective economic strain. The
objective is to identify groups that are vulnerable to economic exclusion in the sense of being at
risk of falling below a critical income level, being exposed to material deprivation and experiencing
subjective economic strain. An extensive modelling exercise based on latent class analysis is
necessary to derive the measure of economic exclusion from these three indicators. The full
technical analysis is not presented in this report, but is set out in full in a companion paper
(Whelan and Maître, 2005).

Suffice it to say here that the outcome of the analysis is to distinguish two groups in each region:

• those who are economically excluded in the sense that they have a high risk of being exposed
to each of the three types of disadvantage – of being in the bottom income quartile within their
region, of being in the most deprived deprivation quartile in their region, and of experiencing
economic strain (i.e. ‘difficulty’ or ‘great difficulty’ in making ends meet); 

• the economically non-excluded, who have dramatically lower risks of exposure to each of these
disadvantages. 

While the majority of the non-excluded will be in none of the disadvantaged categories, some may
be in one of those categories, and there may even be some who will be in two, but their profile is
such that the likelihood they will be in all three at any one time is virtually non-existent. The
economically excluded profile is the reverse of this pattern: a non-negligible proportion will be
found in all three categories of disadvantage at any given time, others will be in only two, and there
may even be some who will be only in one at a given time, but their profile is such that the
likelihood that they will be in all three at some time is non-negligible. The economically excluded,
therefore, are identified as a group with a significant risk of multiple disadvantage, rather than as
a group who at the time of the survey were predominantly in the multiply disadvantaged category.
This way of conceptualising and measuring economic exclusion thus attempts to take account of
more than one dimension of disadvantage, but without narrowing down the concept to the degree
that would be required if one were to insist that only those who were disadvantaged in all
dimensions at the same time could be counted as ‘excluded’.

Figure 32 sets out the percentages of the population in each of the four country clusters who are
identified as economically excluded in this sense. It also sets out the proportions of the multiply
disadvantaged at the time of the survey. It is evident that the multiply disadvantaged are a very
small minority of the population, even in the poorest regions like the CC3 and EU6 Low. The
economically excluded, by contrast, make up a considerably larger proportion of the population
and are distributed across the regions in a way that broadly conforms to the patterns of
disadvantage described in previous chapters.

48

First European Quality of Life Survey: Income inequalities and deprivation



Figure 32 Percentage of population who are economically excluded and multiply
disadvantaged

Patterns of disadvantage and economic vulnerability

We have identified economically vulnerable groups varying substantially in size in each region.
The following discussion considers the consequences of economic vulnerability and the associated
pattern of disadvantages for social cohesion. 

It is possible to distinguish three levels of social cohesion:

• Micro-level: the degree of interpersonal trust, the strength of primary ties within families and
between friends, the risk of individual level of social marginalisation.

• Meso-level: the strength of relations within secondary groups, neighbourhoods, work groups,
ethnic groups, and the relations between such groups.

• Macro-level: the extent to which the relational practices and beliefs in a society involve a
common sense of membership of the society, tolerance of intergroup differences, structures of
support in times of adversity and the legitimisation of political practices.

The measures available to us are at the micro- and macro-levels. At the micro-level, we have a
measure of interpersonal trust and one relating to the availability of support in situations of illness,
need for advice regarding a serious personal or family matter or when feeling depressed. A measure
of level of contact with family members and neighbours was also available, but the numbers
exhibiting social marginalisation, in the sense of lacking regular contact of this sort, were so low
that it was excluded from the analysis. At the macro-level, we have a measure of what we term
‘alienation from society’, which taps feelings of resentment and disenchantment with the manner
in which society is regulated. We also have a measure of the extent of perceived tensions between
groups, such as rich and poor, racial and ethnic groups, and management and workers. In addition,
we have measures of the perceived quality of public services and individual items that tap the
extent of confidence in the welfare state’s ability in relation to pensions and benefits. Finally, we
have included an indicator called ‘civic participation’, which may be viewed as a meso-level
measure, covering such activities as attendance at meetings of voluntary organisations, trade
unions or political parties; serving on a committee or doing work for voluntary organisations; and
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engaging in petitioning or protest. In the initial analysis, we make use of aggregated categorical
versions of these variables, while in the later multivariate analysis we use the continuous versions
of these indicators.

Before addressing the issue of the relationship between economic exclusion and social cohesion,
the distribution across regions for each of the dimensions of social cohesion is set out in Table 12. 

Table 12 Social cohesion by economic region

EU12 High EU7 Int EU6 Low CC3

Personal trust

High 40.9 34.1 21.6 27.1

Medium 45.2 47.6 49.7 37.3

Low 13.9 18.3 28.7 35.7

Social support

Low 7.4 5.5 7.8 10.2

High 92.6 94.5 92.2 89.8

Alienation

Low 35 26.8 14 11.5

Medium 51.6 57.9 55.2 52.3

High 13.5 15.3 30.8 36.1

Group tensions

Low 35.3 35.9 28.5 27.2

Medium 57.7 52.4 64.2 52

High 7 11.6 7.3 20.8

Perceived quality of public services

High 73.8 68.3 45.1 41.5

Medium 20.7 21.7 35.8 27.9

Low 5.4 10 19.1 30.6

Confidence in social benefit system

High 58.4 53.8 36.2 37.9

Medium 27.8 31.6 29.2 23.9

Low 13.9 14.6 34.5 38.2

Confidence in state pension system

High 44.6 44.9 52.5 56.6

Medium 34.2 37.3 26.5 21.3

Low 21.2 17.8 21 22.1

Civic participation

Low 75.3 83.9 89.3 91.7

Medium 11.1 5.5 4.4 2

High 13.6 10.6 6.3 6.3

Focusing first on the micro-level, it is evident that levels of interpersonal trust are substantially
lower in the less developed regions. The numbers reporting low levels of interpersonal trust range
from a minimum of 14% in the EU12 High region to 18% in the EU7 Int region, to 29% in the EU6
Low and a maximum of 36% in the CC3. While levels of personal trust vary substantially across
region, there is no systematic variation by region for levels of social support. In fact, taking the high
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levels of social support observed together with the high frequency of interaction with friends or
family, there is very little evidence of individual marginalisation of this nature.

Turning to the macro-level, alienation is clearly higher in the less developed regions. A figure of
14% of those in the EU12 High region report high levels of alienation; it is marginally higher for the
EU7 Int region, but then it rises sharply to over 30% for the EU6 Low and peaks at 36% for the
CC3. Intergroup tensions are also reported to be substantially higher in the less affluent regions,
although the pattern is less clear-cut. Focusing on those reporting low levels of tension produces a
clear contrast between the two best-off and worst-off regions, with over one in three of the former
being found in this category compared to closer to one in four of the latter. On the other hand, in
relation to reports of high levels of tension, the major contrast is between the CC3 region and all
others, with one in five of the former exhibiting such levels whereas in no other case does this rise
above one in eight.

Perceptions of the quality of public services produce particularly sharp regional variations. There
is a steady progression in the category considering services to be of low quality – from one in 20 in
the EU12 High, to one in 10 in the EU7 Int, to one in five in the EU6 Low, and finally to three in
10 in the CC3. Turning to welfare state provision, it is not possible to offer generalised conclusions
since the pattern of variation depends on the specific item considered. In the case of the social
benefit system, confidence is clearly greater in the more prosperous regions. For the two better-off
regions, approximately one in seven individuals express low trust, but this rises to between one in
three and two in four in the remaining regions. However, consistent with growing concerns in the
advanced economies about the increased cost of pension provision, very little variation is observed
across regions in terms of confidence in the ability of the state to deliver in this regard. In fact,
levels of confidence are actually higher in the poorer regions. Finally, civic participation, although
generally low, is relatively higher in the more favoured regions. The numbers found in the medium
or high participation categories range from one in four in the EU12 High, to one in six in the
EU7 Int, to one in 10 in the EU6 Low, and finally to one in 12 in the CC3.

Moving from a consideration of regional variations in social cohesion, an assessment of the impact
of economic exclusion within regions on social cohesion will now be made. The findings are set out
in Table 13. In relation to interpersonal trust, it has been found that in every case the economically
excluded are less trustful, but these differences are wider in the two most prosperous regions, where
the value of odds ratios in both cases exceed two compared to values of approximately 1.5 in other
regions. The numbers expressing low levels of trust vary with the non-vulnerable class, from 11%
in the EU12 High to 32% in the CC3. For the economically vulnerable, the corresponding figures
range from 22% to 41%. The combined effect of economic exclusion and regional effect is such that
the numbers exhibiting low levels of trust range from one in nine among those avoiding economic
vulnerability in the EU12 High region to over two in five among the economically vulnerable in the
CC3. While social support levels are generally high, they are in every case lower among the
economically vulnerable, but there is no evidence of systematic variation across the regions.
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Table 13 Social cohesion and economic exclusion

EU12 High EU7 Int EU6 Low CC3

Economic exclusion Economic exclusion Economic exclusion Economic exclusion

No Yes No Yes No Yes No Yes

Interpersonal trust

High 44.8 27.9 39.3 26.1 24.8 16.8 28.6 25.8

Medium 44.3 50 46.5 47 49.1 49.8 39.6 32.8

Low 10.9 22.1 14.2 26.9 26.1 33.4 31.8 41.4

Odds Ratio: Low v Rest 2.32 2.22 1.42 1.52

Social support

High 0.94 0.9 0.96 0.9 0.94 0.89 0.91 0.88

Low 0.06 0.1 0.04 0.1 0.06 0.11 0.09 0.12

Odds Ratio: Low v Rest 1.74 2.67 1.94 1.38

Alienation

Low 0.38 0.2 0.3 0.19 0.16 0.1 0.14 0.09

Medium 0.52 0.56 0.59 0.55 0.6 0.49 0.55 0.48

High 0.1 0.24 0.11 0.26 0.24 0.41 0.31 0.43

Odds Ratio: High v Rest 2.84 2.84 2.2 1.68

Group tensions

Low 0.36 0.28 0.39 0.3 0.29 0.26 0.28 0.26

Medium 0.58 0.62 0.52 0.55 0.64 0.66 0.54 0.49

High 0.06 0.1 0.09 0.15 0.07 0.08 0.18 0.25

Odds Ratio: High v Rest 1.74 1.78 1.16 1.52

Perceived quality of public services

High 0.77 0.66 0.72 0.6 0.49 0.39 0.44 0.38

Medium 0.19 0.24 0.2 0.26 0.34 0.44 0.28 0.27

Low 0.04 0.1 0.08 0.14 0.17 0.17 0.28 0.35

Odds Ratio: Rest v Low 2.67 1.87 1 1.38

Confidence in social benefit system

High 61 47.8 57.6 49.4 39.2 34 38.6 37

Medium 27.7 28.5 31.4 31.8 31.4 24.9 23.2 24.4

Low 11.8 23.6 11 18.8 29.4 41.1 38.2 38.6

Odds Ratio: Rest v Low 2.33 1.87 1.68 1.02

Confidence in state pension system 

High 47.8 32.3 46.9 43.6 55 53.2 56.8 56.5

Medium 34.5 32.6 38.4 34.7 27.6 21.9 21.1 21.7

Low 17.7 35.1 14.7 21.7 17.1 24.8 22.2 21.8

Odds Ratio: Low v Rest 2.51 1.61 1.6 0.98

Civic participation

High 15.7 10.7 12.7 6 7.6 5.2 8.4 3.3

Medium 12.1 8.5 6.2 4.2 5.2 2.6 2.2 1.5

Low 72.1 80.8 81.1 89.8 87.3 92.2 89.4 94.2

Odds Ratio: High v Rest 1.62 2.05 1.73 2.33

It is also true that levels of alienation are associated with economic vulnerability. The highest odds
ratio of 2.8 to 1 is found in the EU12 High and the EU7 Int. This is reflected in the fact that one
in 10 of the non-vulnerable express high levels of alienation compared to one in four of the
vulnerable. These figures are almost identical in the EU7 Int. In the less prosperous regions,
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between one-quarter and one-third of the non-excluded display low levels of trust compared to four
out of 10 of the economically excluded. Thus, levels of alienation are over four times higher among
the excluded in the two poorer regions compared to the non-excluded in the richer regions.

Perceived group tensions are also higher among the economically vulnerable, although the
association is weaker than in other cases and is particularly modest in the poorer regions. The
relationship is stronger in the case of perceived quality of social services for the more affluent
regions, but not for the others. This is also the case for confidence in the social benefit system.
Thus, in the EU12 High, while 12% of the non-vulnerable express a low level of trust, this figure is
doubled for the vulnerable. The corresponding figures for the EU7 Int are 11% and 19%. For the
EU6 Low, the relative gap is less, with respective levels of 39% and 41% being reported. In the case
of the CC3, no difference is observed. A similar situation is observed in relation to pensions, but in
this case the EU12 High is more sharply differentiated from all others. Thus, while 18% of the non-
vulnerable report a low level of confidence, this rises to 35% for the vulnerable. In the EU7 Int, the
relevant figures are 15% and 22%; and in the EU6 Low, 17% and 25%. Once again, there is no
observed difference for the CC3. Finally, while overall levels of civic participation are low, they are
in every case lower among the excluded.

Overall then, economic exclusion is associated with lower levels of social cohesion in the case of
all the indicators. The magnitude of the associations is not dissimilar to those observed for the
social exclusion items. Thus, differentiation in relation to social cohesion is a great deal less sharp
than in relation to dimensions such as income and deprivation. Furthermore, there is a relatively
consistent pattern whereby the degree of association is stronger in the more affluent regions. Thus,
while levels of social cohesion are consistently lower in the less developed regions, economic
vulnerability proves to be a less important differentiating factor. If we return to the issue of whether
variations in levels of social cohesion across regions can be accounted for by corresponding
variations in levels of economic exclusion and in the impact of such exclusion, the answer to the
second part of this question must be in the negative. The results obtained here suggest that if the
impact of economic vulnerability were equal across regions, between-region differences in social
cohesion would be increased rather than decreased. Furthermore, given the relatively modest
levels of association involving the social cohesion indicators, it seems implausible that between-
region differences in economic exclusion could provide an adequate explanation of corresponding
differences in social cohesion.

In Table 14, using OLS regression models, we proceed to examine these questions more formally
for those indicators of social exclusion that displayed the greatest degree of variation across
regions.7 The independent variables used are economic vulnerability, region and the interaction
between vulnerability and region. Focusing first on the range of between-country variation in social
cohesion, we should note that the vast majority of such variation is within-region. The highest
levels of between-region variation are observed for alienation and quality of public services, where
the figure reaches 11%. For personal trust and trust in welfare provision, it falls to approximately
5% and for intergroup tensions to 2%. Focusing for the moment on models that do not include
interactions, by varying the order of entry of variables we can estimate the proportion of between-
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region variance accounted for by economic exclusion. For alienation, group tensions and personal
trust, this varies between 23% and 27%. For trust in the benefit system, it declines to 15% and for
perceived quality of public services to 11%. However, the situation is somewhat more complicated
than this simple model suggests. With some degree of variation across indicator, there is a general
pattern whereby the impact of economic exclusion is stronger in the more prosperous regions.
Thus, the regional coefficients shown in Table 10 relate to the non-excluded and in order to get the
corresponding coefficients for the economically excluded it is necessary to add the interaction
effects.

Table 14 Distribution and impact of economic exclusion in accounting for between-cluster
difference in social cohesion (standardised coefficients)

Alienation Group Personal Perceived quality Trust in 
tensions trust of public services welfare systems

Ref. Cat. EU12 High

EU7 Int 0.008 * 0.012 n.s. 0.039 *** 0.081 *** 0.019 *

EU6 Low 0.194 *** 0.047 *** 0.157 *** 0.212 *** 0.165 ***

CC3 0.278 *** 0.127 *** 0.193 *** 0.326 *** 0.219 ***

Economic Exclusion (EE) 0.246 *** 0.118 *** 0.133 *** 0.119 0.141 ***

EE*EU7 Int 0.001 n.s. 0.01 n.s. -0.006 n.s. 0.002 n.s. -0.032 ***

EE*EU6 Low -0.006 n.s. -0.038 *** -0.047 *** -0.026 *** -0.026 **

EE*CC3 -0.039 *** -0.038 *** -0.054 *** -0.034 *** -0.08 ***

Between Region R2 (BEV) 0.107 0.015 0.044 0.116 0.053

% of BEV accounted for 24.30% 26.70% 22.70% 11.20% 15.10%

by distribution of EE

R2 Final Model 0.159 0.024 0.063 0.126 0.064

* P < . .05; ** P < .01; *** P < .001

To illustrate how economic exclusion and region interact, the non-excluded in the EU12 High are
taken as the reference category. Table 15 shows for each of the key indicators of social cohesion
the standardised coefficient for each combination of exclusion and region. In every case but one,
regional differences in social cohesion are directly related to level of prosperity. It is also the case
that for each indicator of cohesion, regional differences are less for the economically excluded than
for other respondents. The largest regional differences are observed among the non-excluded in
relation to perceived quality of public services and alienation, where the respective standardised
coefficients are 0.326 and 0.278. This is also the case if we focus on the combined impact of
exclusion and region, where the relevant coefficients are 0.411 and 0.485.

Thus, the largest component of variation in levels of social cohesion is within regions rather than
between regions. Variation in levels of economic exclusion across regions does contribute to
explaining regional variation in social exclusion, but the substantial majority of that variation must
be accounted for by other factors. Economic exclusion also plays a substantial role within each
region, particularly in the most prosperous regions. 

54

First European Quality of Life Survey: Income inequalities and deprivation



Table 15 Standardised regional coefficients for social cohesion indicators by economic
vulnerability

Alienation Group tensions Personal trust Public services Benefit system

NEE EE NEE EE NEE EE NEE EE NEE EE

EU12 High 0 0.246 0 0.118 0 0.133 0 0.119 0 0.141

EU7 Int 0.008 0.255 0.012 0.14 0.039 0.169 0.081 0.202 0.019 0.128

EU6 Low 0.194 0.434 0.047 0.189 0.157 0.243 0.212 0.305 0.165 0.28

CC3 0.278 0.485 0.127 0.207 0.193 0.272 0.326 0.411 0.219 0.28

CC3 – EU12 High 0.278 0.239 0.127 0.089 0.193 0.139 0.326 0.292 0.219 0.139

NEE = Not economically excluded, EE = Economically excluded

Conclusion

Throughout this discussion, we have sought to develop a multidimensional measure of socio-
economic disadvantage and on that basis to examine how disadvantage affects social cohesion in
the enlarged EU. The multidimensional measure draws on three indicators – income, deprivation
and subjective economic strain. It regards each of the constituent indicators as an imperfect
measure of underlying vulnerability to exclusion and, using latent class analysis, combines them
to form a composite variable. This variable identifies the economically excluded as those who have
a high risk of simultaneously having low income, being deprived and experiencing subjective
economic strain. The economically non-excluded, by contrast, may fall into any one, or even two,
of these disadvantaged categories at any given time, but the majority of the non-excluded are in
none of the disadvantaged categories; furthermore, not one of the non-excluded have a realistic
risk of falling into all three categories at the one time. With this measure, we observe substantial
regional differences in vulnerability to economic exclusion of the kind that we would anticipate.

We also observe substantial variations across regions in levels of social cohesion. However, the
vast bulk of variation in social cohesion levels occurs within regions rather than between regions.
Furthermore, while the economically excluded generally report lower levels of social cohesion, the
impact of such vulnerability is actually greater in the more affluent regions. Thus, regional
variations in levels of cohesion cannot be accounted for by the differential impact of economic
exclusion. In fact, in the absence of this latter variation, differences in such levels would actually
be greater. While the economically excluded are characterised by exposure to higher levels of social
exclusion and lower levels of social cohesion, regional differences in these dimensions cannot
simply be accounted for by corresponding differences in the levels or impact of economic
exclusion. 

These findings do not tell us what the consequences would be for equalisation of indicators, such
as GDP, since such changes would likely be accompanied by profound transformation in a range
of other aspects of the less developed economies. What is clear, however, is that they are complex
phenomena that cannot be accounted for simply as by-products of levels and patterns of economic
exclusion.
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This report first addressed the matter of how poverty should be understood and measured in the
enlarged EU. At present, poverty in the EU is normally measured by reference to income thresholds
defined at the level of each Member State, independently of any consideration of inequalities in
income between Member States. However, this approach has come under strain as a consequence
of EU enlargement: income differences between Member States are now so wide that what is
defined as the poverty threshold in the richest Member States would count as an above-average
income in the poorest, and the ‘poor’ in some states have higher living standards than the well-off
in others.

This report proposed that poverty measurement needs to be expanded along a number of
dimensions in order to cope with this new situation:

1. EU poverty thresholds need to be considered alongside Member State thresholds as bases for
poverty measurement; 

2. the policy context of poverty measurement needs to look beyond social policy to include
regional policy; 

3. the relationship between poverty and social cohesion needs to be given greater attention; and 

4. the subjective dimensions of deprivation need to be incorporated into the concept of relative
poverty, thus recovering elements of the original sociological concept of relative deprivation.

Main findings

The first step in exploring these issues was to examine the relationship between income
inequalities and inequalities in a broad range of indicators of quality of life in the enlarged EU.
Nineteen such indicators were examined in this way. The results showed that there was a high
degree of consistency in patterns of disadvantage as measured across the majority of the indicators.
Patterns of income inequality were broadly consistent with patterns of disadvantage on other
objective indicators and these, in turn, were broadly consistent with patterns of perceived or ‘felt’
disadvantage as measured by subjective indicators. Taking all the indicators together, and keeping
in mind that one is speaking here of a broad-brush picture, one could conclude that the EU28
display strong and robust patterns of relative deprivation such that those who are disadvantaged
tend also to feel disadvantaged.

In speaking of both objective disadvantage and subjective feelings of disadvantage, relativities at
both the Member State level and the EU level are important. People’s feelings of disadvantage can
in part be accounted for by reference to their relative living standards within their own country:
broadly speaking, the worse their situation in national terms, the more deprived they feel. However,
there is also a strong influence arising from cross-country relativities: the richer the country people
live in, the less deprived they are likely to feel. Given the extent of the gap in living standards
between Member States in the EU, this cross-country effect has important consequences: those on
higher incomes in the poorest countries are objectively as badly off as, or worse than, the low or
middle income groups in the more affluent countries – and they feel accordingly. Their scores on
various relative deprivation indicators are strikingly in keeping with both their relatively elevated
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position by the standards of their own countries and their relatively lowly position by EU
standards: they feel better off than the poor in their own countries, but worse off than low or middle
income groups in the rich countries.

Regression analysis was used to test the association more systematically between objective
conditions and subjective evaluations, and in particular, to estimate in numerical terms the relative
importance of differences in living standards between countries compared to differences between
individuals within countries. These were then considered as frames of reference against which
people derived their own sense of relative deprivation. This analysis confirmed that both frames of
reference were important and were about of equal significance as influences on subjective
evaluations. This, in turn, confirmed that people draw on dual standards in assessing their own
condition – the standard represented by average living conditions in their own country and that
represented by living conditions in the EU as a whole. More detailed analysis suggested, however,
that the frames of reference might operate in somewhat different ways in countries at different
levels of development. In particular, in the richest EU states, there was evidence that higher living
standards tended to have a decreasng positive impact on subjective evaluations once people rose
to a certain threshold of living conditions. That threshold seemed to be approximately at the level
of living standards just above the most deprived, bottom quartile, of the population in the richest
12 EU states.

The report also sought to examine the impact of socio-economic disadvantage on social cohesion.
For that purpose, a multidimensional measure was devised of what was labelled ‘economic
exclusion’, using latent class analysis. The economically excluded were identified as those exposed
to high risk of simultaneously having low income, being deprived and experiencing subjective
economic strain. The economically non-excluded, by contrast, may fall into any one, or even two,
of these disadvantaged categories at any given time, but the majority are in none of the
disadvantaged categories and none of them have a realistic risk of falling into all three categories
at the same time.

Analysis of the impact of economic exclusion, so defined, on a number of indicators of social
cohesion showed that variation in levels of social cohesion occurs between the economically
excluded and non-excluded within rather than between regions. Furthermore, while the
economically excluded generally report lower levels of social cohesion, the impact of such
vulnerability is greater in the more affluent regions. Thus, regional variations in levels of cohesion
cannot be accounted for by the differential impact of economic exclusion. In fact, in the absence
of this latter variation, differences in such levels would actually be greater. While the economically
excluded are characterised by exposure to higher levels of social exclusion and lower levels of
social cohesion, regional differences in these dimensions cannot simply be accounted for by
corresponding differences in the levels or impact of economic exclusion. These findings do not tell
us what would be the consequences for such phenomena of equalisation of indicators such as
GDP since such changes are likely to be accompanied by profound transformation in a range of
other aspects of the less developed economies. What is clear, however, is that they are complex
phenomena that cannot be accounted for simply as by-products of levels and patterns of economic
exclusion.
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Policy implications

The implications of the findings presented in this report arise firstly in connection with poverty
measurement. The key implication is that there is merit in adopting an EU benchmark for poverty
measurement, in addition to existing Member State benchmarks. In the context of the Laeken
indicators (the official measures of poverty and social exclusion adopted by the European Council),
this would mean that there should be 19 such indicators rather than the existing 18: a measure of
poverty based on an EU25 median should be added to the existing Laeken measures of poverty
based on Member State medians. This is not to say that poverty measured at the Member State
level should be ignored. The present findings would emphatically suggest otherwise since poverty
measured at the national level reflects valid and important aspects of deficits in quality of life. It is
to suggest, however, that poverty measured on the Member State level is not enough on its own: it
overlooks the large cross-national differences in quality of life that have just as much bearing on
people’s sense of deprivation as do differences within their own country. A single EU measure of
poverty can capture a large part of these cross-national differences and, for that reason, merits
being included in EU systems of indicators. Thus, a combination of the EU and Member State
approaches is needed in Laeken indicators, rather than an approach based on either level alone.

Going beyond issues of measurement, implications also arise for our understanding of the relative
roles of social and regional policy in dealing with poverty in the EU. The practice up to now has
been to regard these as totally distinct domains of policy and to treat poverty and social exclusion
as belonging to the domain of social policy. Here, we have suggested that poverty should be viewed
in a policy framework that embraces the regional as well as the social perspectives. In this joined-
up view, regional policy, and indeed the entire EU convergence project, emerges as having just as
great a significance as social policy for what, in the broadest sense, could be called the EU anti-
poverty programme. This reflects the central empirical finding of the present report, namely, that
the disadvantages in living conditions and quality of life experienced by those in the middle income
positions in the poorer countries are severe by general EU standards and are such that in some
respects they are as badly off, or even worse off, than those counted as poor in the richer states.
Thus, the task of raising the living standards of the middle income groups, as well as the low
income groups, in the poorer EU states can be viewed as having a great significance for EU efforts
to combat poverty and is at least as important in this regard as efforts to improve the circumstances
of those usually defined as poor in the richer EU states.

This is not to say that the poor in the rich states are not really poor at all or deserve no attention
from policy. In fact, those on the margins of society in the rich states suffer substantial
disadvantages in quality of life. There are some indications from the data presented here that,
although the seriously deprived may be considerably fewer in the richer states than in the poorer
ones, they may be more cut off from the rest of society than the deprived in poorer countries. Thus,
poverty measured at the national level continues to be a serious issue and continues to warrant
attention from social policy.

Thus, the goal of reducing poverty in the EU entails a regional dimension, where the task is to raise
living standards in the poorer countries and regions (i.e. to achieve economic cohesion), as well as
what is usually referred to as a social dimension, where the task is to improve the lot of those on
the margins within each Member State. In pointing to the more or less equal importance of these
two dimensions, we are not suggesting that fundamental change is needed in the structure of EU
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policy, especially between social and regional policy. In fact, it is striking how well the existing
policy structure fits the double nature of the task in hand. Under present arrangements, the EU has
responsibility for dealing with economic cohesion, i.e. with poverty at the cross-national and
regional levels. It uses regional policy and other elements of the EU convergence project to pursue
that end, such as completion of the internal market, competition policy and other such measures.
Member States, on the other hand, have responsibility for dealing with poverty within their own
borders and they use an array of national-level policy instruments for that purpose, such as social
welfare, social services and taxation. The EU can attempt to coordinate the activities of Member
States in these areas, but ultimately social policy is a Member State competence rather than an EU
one. The point we would wish to emphasise here is that this division of competencies is the correct
one in the circumstances and should continue to serve as the basis for responses to poverty in the
EU.
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