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Abstract 
At risk of poverty indicators based on relative income measures suggest within 

the enlarged EU that societies located at quite different points on a continuum 

of affluence have similar levels of poverty. Substantial differences in levels of 

income between societies do not in themselves invalidate this approach. 

However, the relative income approach fails to capture the fact that between 

economic cluster differences in life-style deprivation are sharper at lower 

income levels. Support for the argument relating to restricted reference groups 

is found in relation to the contrast between the twelve most affluent EU 

countries and all others. The limitations of relative income poverty lines have 

little to do with the process of enlargement as such. Instead the major problem 

involves the weak association between income and deprivation in the more 

affluent countries. However, as a consequence of such difficulties, such 

indicators do not provide entirely meaningful comparisons of levels of 

disadvantage across economic clusters. The current analysis, rather than 

supporting the alternative of a focus on absolute income or an EU wide poverty 

line, suggests that we should take the argument for adopting a multidimensional 

approach to the measurement of poverty more seriously.  
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Income, Deprivation and Economic Strain in the 
Enlarged European Union 

1. Introduction 

In this paper we seek to build on earlier work by Whelan et al (2001) that took 

as its starting point a range of work directing attention to the relatively weak 

relationship between current income and life-style deprivation and the 

implications of these findings for the rationale underlying the relative income 

line approach. In the analysis reported here we seek to widen the focus of the 

inquiry to encompass the full range of EU member countries and the 

remaining candidate countries. The recent availability of data from the first 

European Quality of Life Survey (EQLS) now makes such analysis possible 

across a range of economic clusters running from the less to the more 

economically developed.  

  

The need to address such issues is shown by the difficulties that EU 

enlargement has created for the development of a consistent policy 

perspective relating to variation in disadvantage. The EU social policy 

perspective continues to define being at risk of poverty in purely relative terms 

as falling below a percentage of median income. However, while this practice 

may have appeared to have had limited consequences when the gaps 

between the member states were relatively narrow, the widening in income 

inequalities associated with enlargement raises questions about the continued 

validity of the relative income poverty line approach. If we focus on the Laeken 

indicator of being at-risk-of poverty, as captured by being below 60% of 
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median income, we find that there is relatively modest variation in rates across 

EU member states and candidate countries (Atkinson et al 2002). The poverty 

rate in countries such as Latvia is slightly lower than in countries such as the 

UK. However, even after adjusting for differing purchasing power standards, 

there are substantial variations in the absolute levels at which such thresholds 

are set with the Latvian figure being 2,300 PPS and, at the other extreme, that 

for Denmark being 10,200 PPS. 1While the at-risk-of–poverty indicators 

continue to provide useful information about within nation relativities they can 

hardly be taken to represent entirely meaningful comparison of levels of 

disadvantage across countries.  

 

It could of course be argued that relative income poverty lines were never 

intended to serve this purpose and that the purely national perspective is 

entirely consistent with the limiting character of the EU’ s social policy remit. 

Thus social policy in the EU is a member state competence and the EU’s role 

in the field is limited largely to a coordination function. 2However, for EU 

regional policy 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 and confers on the EU the power to distribute funds 

between the EU regions for the purpose of promoting the development of the 

disadvantaged regions. 3The 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).  
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While the social policy perspective takes member state ‘thresholds’ as its 

point of reference, the regional perspective uses EU-wide thresholds based 

principally on GDP per capita (expressed in Purchasing Power Standards – 

PPS). Using this approach, the regional perspective captures widely differing 

levels of disadvantage across EU countries and defines the majority of the ten 

new member states as disadvantaged – all bar Slovenia and Cyprus have a 

GDP per capita below 75 per cent of the EU25 mean GDP per capita. Greece 

and Portugal are also disadvantaged in these terms, as are a number of 

individual regions within the other member states, though not to the degree 

found in the new member states (European Commission 2004). 1

 

It would seem reasonable to expect that the distinction between regional 

policy and social policy is likely to continue to be of particular significance. 

Social policy is likely to continue to be developed primarily under national 

jurisdiction, not withstanding developments such as the open method of 

coordination that seek to provide a means of moving towards common 

solutions through differentiated policy harmonisation. Thus, as Begg and 

Berghman (2001:306) note, despite a variety of initiatives at both national and 

EU level relating to social exclusion, the scope for EU action is severely 

constrained and EU involvement occurs “in spite of, rather than because of 

Treaty obligations and formal rules”. Similarly, regional funds are likely to 

continue to be distributed to governments on the basis of GDP per capita 

rather than indicators of poverty or social exclusion. However, given the 

increasing importance attributed to the development of European social 

                                            
1 See Fahey, Whelan and Maître (2005). 
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indicators it seems unlikely that at-risk-of poverty rates that appear to be 

counter intuitive are likely to be taken seriously as a basis for evaluating the 

comparative impact of policy interventions, unless an explicit rationale 

justifying the basis of such comparison is developed. Similarly, if the 

promotion of social cohesion is a primary objective, then it would seem 

necessary to look beyond GDP levels and take into account the distributional 

concomitants of trends in economic development. From this perspective it 

seems difficult to see how regional expenditure can be justified in the absence 

of reliable evidence on the consequences of such expenditure for 

convergence or divergence in European poverty and deprivation levels.  

 

2. Theoretical Background 
 

The social policy and regional perspectives can be viewed as complementary 

rather than contradictory. However, the radically different directions in which 

they point does draw attention to the need to develop approaches that can 

accommodate the dual realities of within and between units variance in an 

enlarged Europe. Of course the existence of substantial differences in income 

levels between country, or region, does not necessarily invalidate the use of 

within country or region relative income thresholds. The general rationale of 

this approach is that those falling below a proportion of average income 

thresholds are excluded from the minimally acceptable way of life of the 

society in which they live because of a lack of resources (Commission of the 

European Communities, 1981). In circumstances where the societies under 

consideration are located at widely differing points on a continuum of 
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affluence, relative income lines will prove most informative when a number of 

conditions are fulfilled.  

 

• The first, which applies generally, is that income should be a good 

predictor of the type of deprivation for which it is intended that it 

should serve as an indirect measure.  

• The second is that the capacity of income to discriminate should be 

relatively uniform across the units under consideration. If these 

conditions hold true then, despite differences in levels of deprivation 

between units, we shall have succeeded in defining appropriately 

differentiated groups in each society. Given that the majority of 

variation in such deprivation tends to be within rather than between 

units this would be a significant achievement.  

• However, if we wish to argue that the subjective experience of 

individuals falling below relative income thresholds is comparable 

across units varying significantly in deprivation levels, as implied in 

the relative income approach, it is necessary to demonstrate that 

the consequences of variation in deprivation levels are substantially 

greater in poorer societies. Thus, in Sen’s (1983) terms, a particular 

increase or decrease in absolute level of deprivation would be 

associated with a greater exacerbation of the experience of “shame” 

in an affluent society. In such circumstances relative income lines 

would continue to provide highly valuable indicators, 

notwithstanding the existence of substantial income and deprivation 
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differences between the societies to which the indicators are 

applied. 

 

The final condition obviously implies some notion of relative deprivation or 

restricted reference groups. The use of the term ‘relative deprivation’ in the 

mainstream reference group literature was centrally motivated by concern with 

subjective feelings, perceptions, and behavioural consequences. Perhaps the 

most frequent use of the concepts of reference groups and relative deprivation 

has been to explain why differences in objective living conditions do not 

necessarily provoke resentment or dissatisfaction (Merton, 1957, Stouffer, 

1949). Such outcomes have frequently been interpreted as being a 

consequence of adopting restricted reference groups. Following in the 

tradition of Townsend (1979), whose point of reference was the objective 

average living standards of the wider society as measured by national 

average income rather than any subjectively determined standard, the 

literature concerned with relative income poverty measurement pays little 

attention to such issues. However, in the absence of some such set of 

assumptions, it becomes much more difficult to defend defining and 

measuring poverty solely in terms of national (or indeed regional) relative 

income indicators. 

 

For our current purposes our concern with reference groups is restricted to 

issues relating to the rationale underlying at risk of poverty measures. Factors 

other than current life-style deprivation clearly impact on outcome variables, 

such as subjective economic strain, with which we are concerned. Reference 
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to ‘restricted reference groups’ must be taken as a shorthand way of referring 

to complex processes of evaluation of what it is ‘reasonable’ or ‘fair’ to expect 

(Jasso, 1980, Jasso and Rossi, 1977). The relative weight of different 

comparisons may also change over time as people’s aspirations and 

expectations change. Kelley and Zagorski (2005) show how the shift towards 

a free-market economy in Central-East Europe dramatically changed the 

public’s norms about income inequality. Thus a complete explanation of 

subjective responses, such as economic strain, and variation in such levels 

across geographic units, goes well beyond our current brief. Our key question 

is whether the relationship between deprivation and the subjective experience 

of such deprivation varies across geographical or analytic units in a manner 

that provides support for the use of relative income poverty measures of 

poverty as valid social indicators in an enlarged EU. In seeking to confront this 

issue we do so not by addressing questions directly related to such 

comparison to respondents but by seeking to infer their reference groups from 

their reactions to objective circumstances. Measures of life-style deprivation, 

capturing as they do both failure to fulfil current consumption aspirations and 

the consequences of past successes and failures in accumulating items, are 

likely to be a powerful predictors of subjective economic strain.  

 

In Section 3 we will describe the data on which our analysis is based and the 

key measures of income, deprivation and economic strain. Section 4 

examines the relationship between income and deprivation both overall and 

within economic cluster. It is important to be clear that many factors other than 

current income influence levels of life-style deprivation. Our objective is not to 
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provide a comprehensive examination of the determinants of such deprivation 

nor of variation in such levels across economic clusters. Such variation, as we 

have already noted, does not in itself invalidate the at-risk-of poverty approach 

based on within unit relative income measures. The key empirical issues are 

the strength and the uniformity of the income-deprivation relationship. In 

Section 5 we look at the relationship between deprivation and subjective 

economic strain where the key issue is the extent to which the strength of this 

relationships varies by level of prosperity in the manner implicit in the 

application of the relative income within an enlarged EU. In Section 6 we 

summarise our conclusions and address their implications. It is not one of our 

objectives in this current paper to develop multidimensional alternatives to the 

relative income approach through the combination of income deprivation and 

economic strain measures (Callan et al 1993 and Whelan and Maître 2005). 

However, we will consider the implications of our analysis, employing the 

enlarged EU data set, for the likely value of pursuing alternatives to the 

current use of national relative income poverty lines, including both 

multidimensional options and an EU wide relative income measure. 

 

3. Data and Measures 
 
The analysis presented below will make use of a clustering of countries 

adapted from the DG Regio classification. The four groups are as follows:  

 

1. Twelve high-income EU member states whose GDP per capita 

exceeds the mean GDP per capita of the EU 25 (EU12 HI). These 
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comprise Finland, Sweden, Denmark, Germany, Luxembourg, Austria, 

Belgium, the Netherlands, France, Ireland, the UK and Italy. 

2. Seven intermediate income EU member states whose GDP per capita 

lies between 60 per cent and 100 per cent of the EU 25 mean (EU7 

INT). These comprise Spain, Greece, Portugal, Malta, Cyprus, 

Slovenia, Czech Republic. 

3. Six low-income EU members states whose GDP per capita lies below 

60 per cent of the EU 25 mean (EU6 LO). These comprise Poland, 

Estonia. Hungary, Slovakia, Latvia and Lithuania. 

4.  Three candidate countries (CC3). Bulgaria, Romania and Turkey. GDP 

per capita in the CC3 is below 35 per cent of the mean GDP per capita 

of the EU25.  

 

The data and measures are drawn from the European Quality of Life Survey 

(EQLS) which was launched by the European Foundation for the 

Improvement of Working and Living Conditions. The survey was carried out in 

28 countries: the 15 EU Member States before May 2004; the 10 acceding 

countries which became Member States in May 2004; and the three candidate 

countries Bulgaria, Romania and Turkey. Around 1,000 persons aged 18 and 

over were interviewed in each country, except for the ‘smaller’ countries – 

Cyprus, Estonia, Luxembourg, Malta and Slovenia – where around 600 

interviews were conducted. The overall response rate was 59%.4 The EQLS 

covers a broad spectrum of life domains with an emphasis on employment 

and working conditions, housing, family, social and political participation, 

quality of society, and subjective well-being. The analysis reported in this 
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paper is based on aggregation of the data to four economic clusters thus 

minimising many of the potential difficulties associated with small sample 

sizes and variable response rates across countries. The data have been 

weighted to take into account the populations sizes of the twenty-eight 

countries participating in the survey. The findings we report are therefore 

representative, respectively, of the EU 28 as a whole and the economic 

clusters that form a crucial part of our analysis. 

 

Inequalities in household income within and between countries and regions 

are basic to the questions that we address. The income question used in the 

EQLS was relatively crude. Respondents were first asked which of a list of 

income sources were received by their household and were then asked to 

give the net overall monthly household income. The incomes of individual 

household members were 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. Incomes are converted to 

an artificial common currency called Purchasing Power Standard (PPS) that 

equalises the purchasing power of different national currencies. Non-response 

on this item amounted to 21 per cent of the total sample and we shall 

undertake additional analysis in order to assess the possible effects of such 

non-response on our conclusions.  

 

The resulting income data cannot be expected to yield a precise estimate of 

household incomes. Nevertheless, a comparison at the national level between 

the EQLS income data and aggregate economic indicators shows that the 
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EQLS data perform reasonably satisfactorily. There is a 92 per cent fit at the 

country level between median household incomes as measured in the EQLS 

and GDP per capita. The dispersion of incomes within each country are also 

broadly as one would expect. 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 particularly since we will operate at the 

regional level. The income measure we use in our analysis is household 

equivalent income using the modified OECD equivalence scale and adjusted 

for purchasing power parity.  

 

The ten- item deprivation index we employ summarises such deprivation in 

relation to a set of basic life-style items. The measure, which we label current 

life-style deprivation (CLSD), is intended to capture exclusion from 

participation in a manner generally identified as appropriate in the relevant 

community. It makes use of three types of items.  

 

For the first set of items the absence and affordability elements were 

incorporated in one question, as follows: “There are some things many people 

cannot afford even if they would like them. Can I just check whether your 

household can afford these if you want them” The following six items were 

administered in this fashion: 

• Keeping your home adequately warm. 

• Paying for a week’s annual holiday away from home. 

• Replacing any worn-out furniture. 
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• Buying new, rather than second hand clothes. 

• Eating meat chicken or fish every second day, if you wanted to. 

• Having friends or family for a drink or meal at least once a month. 

 

For the second set of items respondents were asked if the household 

possessed the items and in the negative case if it was because they could not 

afford it. The three items are: 

• A car or van. 

• A home computer. 

• A washing machine. 

 

In these cases we consider a household to be deprived only if absence is 

stated to be due to lack of resources. A final item dealt with the experience of 

debt and is constructed from information relating to the experience of arrears 

in the previous twelve months in relation to utility bills. 

 

The deprivation measure is then constructed as the simple sum of the deficits 

on these 10 items.  

 

This set of items allows one to construct an index of deprivation, but not a 

broader based measure of general living standards. No information is 

available relating to the quality or cost of particular items. Many households in 

the better off regions will register zero deprivation although their living 

standards vary. This type of measure we would argue is entirely appropriate 
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when the dependent variable relates to an extreme outcome such as 

economic strain but might prove less effective in relation to more broadly 

conceived measures of subjective well-being. Our focus is on the type of 

deprivation indicator that has been shown by earlier work to be most strongly 

related to income and economic strain as opposed to dimensions such as 

housing deprivation.5Notwithstanding the multi-dimensionality of deprivation, 

for convenience of presentation we shall refer to this measure as ‘deprivation’ 

or CLSD throughout this paper.6 No effort is made to weight items to take into 

account variations in levels of enforced absence across regions by level 

precisely because we wish to test if specific deprivations have uniform or 

variable effects across economic clusters.  

 

In Table 1 we set out estimates of Cronbach’s alpha for the EU28 overall and 

for each economic region. This estimate of reliability indicates the extent to 

which the individual items are tapping the same underlying dimension. The 

overall coefficient of 0.87 indicates that the CLSD scale exhibits an extremely 

high level of reliability. Furthermore, the lowest level of reliability in any of the 

regions does not fall below 0.80. Both overall and within region the individual 

items are tapping the same underlying dimension and in that sense 

deprivation is understood in a common fashion across economic regions. 

Thus there is no possibility that our conclusions will be affected by between 

region variations in reliability levels. 
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Table 1: Cronbach’s  Alpha Reliability Coefficients for Current Life-Style 
Deprivation 

 
Alpha Coefficient 

Region  
  
EU12 HI 0.80 
EU7 INT 0.81 
EU6 LO 0.81 
CC 3 0.82 
EU 28 0.87 
 

Our measure of economic strain is based on responses to the question. 

“Thinking now of your household’s total income, from all sources and all 

household members, would you say that your household is able to make ends 

meet?” Respondents were offered six response categories ranging from ‘with 

great difficulty’ to ‘very easily’. Our concern is not with satisfaction with income 

situation as such but with whether people feel they are sufficiently above a 

threshold that permits them to live their lives without routinely engaging in 

what Pearlin et al (1981) have described as “economic brinkmanship”.  

4. The Relationship between Income and Deprivation  
 
In this section we look at the relationship between income and deprivation 

across regions. Table 2 shows variation in average deprivation levels across 

region. Thus the mean level for the EU7 INT region is twice that for the EU12 

HI. For the EU6 LO this ratio rises to over four to one and for the CC3 to 

almost six to one. These are differences on a scale beyond anything 

suggested by relative income comparisons. The question arises of whether 

we would do better to focus on absolute income differences.  
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Table 2: Current Life Style Deprivation (CLSD) Levels by Region 
Region Mean Deprivation 
EU12 HI 0.83 
EU7 INT 1.66 
EU6 LO 3.53 
CC 3 4.81 
EU 28 1.87 
 

In Table 3 we explore this issue by focusing on the manner in which the 

impact of income on deprivation varies across economic cluster. In examining 

this relationship it is important to pay attention to the manner in which the 

income term is specified. Our expectation is that the strength of the impact of 

income on deprivation will vary across region. Thus Whelan et al (2001), using 

data from the first wave of the ECHP, found that in an analysis involving the 

twelve original EU member states the relationship between income and 

deprivation was stronger in poorer rather than richer countries. They 

suggested that this could be explained by the fact that income was a better 

indicator of command over resources in the former rather than the latter 

because of factors such as accumulated wealth, economic support networks 

and the buffering role of the welfare state.  

 

On this basis we hypothesise that the relationship between income and 

deprivation will weaken as we move from the least to the most prosperous 

region. However, while we expect that the impact of income will be variable 

across economic clusters, we would not be comfortable with an outcome that 

specified that at a particular level of income level, above which a significant 

number of our respondents are located, predicted deprivation levels begin to 

become higher in the more affluent rather than the less affluent regions. To 

avoid this substantively implausible outcome we must ensure that the 
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regression lines relating to our four clusters do not cross. Our analysis 

revealed that this does in fact occur if income is entered in the conventional 

log form. However, operating with the inverse of income i.e. (1/income) avoids 

this potential pitfall but still gives us easily interpretable results. 

 

In Table 3 we report the results for the regression of income on deprivation 

both overall and within economic cluster. An alternative single equation 

version of the latter analysis, which allows both the slope and constant to vary 

across region and provides standard errors for such variation, is set out in 

Appendix Table A1. From this analysis it is clear that variation in the impact of 

income on deprivation across economic cluster is statistically significant. The 

B coefficient for the income term rises gradually from 123 for the EU12 HI to 

179 for the EU7 INT, then increases to 271 for the EU6 LO and finally peaks 

at 362 for the CC 3. The impact of income on deprivation is substantially 

greater in the less prosperous regions. The proportion of variance explained 

rises from 3.8% in the EU12 HI to 5% in the EU7 INT to 9.7% in the EU6 LO 

and finally to 26.4% in the CC 3. 

  

Table 3: OLS Regression of Impact of Income on Deprivation by Economic 

Cluster 

 EU 28 EU12 HI EU7 INT EU6 LO CC 3 

Inverse of 

Income 

385.516 122.996 179.011 270.619 361.717 

Constant 1.096 0.693 1.363 2.778 2.932 

R2 0.231 0.038 0.050 0.097 0.264 
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N 20,154 11,219 2,599 2,471 3,861 

 

The substantive consequence of such variation is that between economic 

cluster differences in deprivation are significantly greater at lower rather than 

at higher levels of income. This fact is illustrated in Figure 1 across a relevant 

range of income and deprivation values. There is no one set of regional 

differences in levels of deprivation but rather a range that varies with level of 

income. This outcome is consistent with the earlier finding by Whelan et al 

(2001), using data from the first wave of the European Community Household 

Panel (ECHP), that within the original twelve EU member block the 

relationship between income and deprivation was stronger in poorer rather 

than richer countries. They concluded that only in the predominantly less 

affluent societies would a policy of targeting those below the lowest relative 

income lines be successful in reaching the most deprived households. As a 

consequence of such variability in the level of association, we will significantly 

underestimate between economic cluster differences in levels of deprivation 

for lower income groups and correspondingly overestimate those at the upper 

end of the continuum. 

 

As Perry (2002) notes in a recent review of the literature, the available 

evidence indicates that there is a significant mismatch between poverty 

measured indirectly using an income approach and direct measures based on 

life-style deprivation. Focusing on our analysis across economic clusters, it is 

clear that in the less affluent clusters current household income serves as a 

significantly superior indicator of command over the kind of resources that are 
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predictive of deprivation. The percentage of variance accounted for by 

household income varies from 4% in the EU12 HI to 26% in the CC 3. This is 

entirely consistent with the residualist nature of the welfare state in the less 

affluent economic clusters and the lower levels of accumulated household 

resources resulting in current income serving as a more accurate indicator of 

a household’s command over resources. While in every case a substantial 

proportion of the variation in deprivation remains unexplained, this is not a 

problem that is exacerbated by EU enlargement.  

 

Figure 1: The Relationship between Deprivation and Income by Region 
 

ith regard to the conditions necessary for the successful implementation of 

• The weakness of the association between current income and 

deprivation is clearly inconsistent with the key assumption underlying 
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the relative income poverty line approach in an enlarged EU, our analysis thus 

far points to the following conclusions.  
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the relative income approach to the measurement of poverty. However, 

this problem diminishes rather than increases as one moves from the 

most prosperous to the least prosperous cluster.  

Such variation across cluster in the impact of income will have the 

consequence that a purely relative income approa

• 

ch will fail to capture 

• 

income and deprivation set out in Table 3 and 

• 

ation 

 

In the n implicit in the 

lative income approach relating to the variable manner in which the impact 

5. Deprivation and Economic Strain  

important between cluster differences in exposure to deprivation 

among low-income groups and will overestimate such differences for 

high income groups.  

It should be noted, however, that as the results regarding the overall 

relationship between 

illustrated in Figure 1 show, an approach based on absolute income or 

an EU wide poverty line would also fail to capture such variation.  

An additional argument for rejecting a move to an EU wide relative 

income line is that, while between cluster differences in depriv

vary by income level, as is clear from Appendix Table A1 and Figure 1, 

between region variation in deprivation is substantial at every level of 

income. Controlling for income fails to account for between 80-90% of 

between economic cluster differences in deprivation.7  

section that follows we seek to test the final assumptio

re

of absolute deprivation is subjectively experienced. 
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In Table 4 we break down the detailed six-category question on subjective 

8

able 4:  Economic Strain by Region 
egion EU12 HI EU7 INT EU6 LO CC 3 

economic strain by economic region. The number reporting that their 

household can “make ends meet very easily” ranges from twelve per cent in 

the EU12 HI to less than one per cent in the EU6 LO. Combining the “very 

easily” and “easily” categories we find the relevant number runs from four out 

of ten respondents in the EU12 HI to one in four in the EU7 INT and 

approximately one in eight in the EU6 LO and the CC 3. At the other end of 

the spectrum just less than one in two of those in the EU6 LO and CC 3 

regions report “difficulty” or “great difficulty” in making ends meet compared to 

one in five in the EU7 INT region and one in twelve in the EU12 HI. If we focus 

solely on the “great difficulty” category the pattern of differentiation is even 

sharper. One in four of the CC 3 respondents are found in this category. This 

declines to one in six for the EU6 LO and to one in twelve for the EU7 INT and 

exhibits its lowest value of less than one in thirty for the EU12 HI respondents. 

Thus a clear and systematic pattern emerges of higher levels of economic 

strain in the less prosperous regions. Where we treat the economic strain 

variable as a continuous variable we find that the within economic cluster 

differences account for 75% of the overall variation.

 

T
R
 % % % % 
Make en

eet 
ds 

m
    

Very Easily 11.8 4.7 0.5 2.8 
Easily 28.3 18.9 10.2 10.5 
Fairly easily 31.8 26.5 19.1 9.0 
With some 
difficulty 

19.7 30.5 26.0 30.6 

With difficulty 5.6 11.5 28.3 20.9 
With Great 2.9 7.8 16.0 26.2 
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Difficulty 
N 1  2,959 3,995 5,251 3,841 
 

To what extent are ces in ic strain a consequence of 

variations in levels of household deprivation and to what extent does this 

relationship vary across economic cluster? In pursuing these issues we make 

use of the continuous version of the subjective economic strain variable and 

conduct an ordinary least squares regression showing the relationship 

between deprivation and economic strain. In order to conduct this analysis it is 

necessary to consider the appropriate specification for the deprivation term. In 

the equation where deprivation was the dependent variable we chose to 

operate with the inverse of income in order to achieve a set of economic 

cluster equations that did not cross. In other words we sough to avoid the 

situation where at a particular level of income, above which a significant 

number of our respondents are located, predicted deprivation levels begin to 

become higher in the more affluent rather than the less affluent regions. 

However, in the current case such a specification would clearly be 

inappropriate since we wish to allow for at least the possibility that at any 

given level of deprivation economic strain may be higher in the less affluent 

regions.  

 

The results of the regression of deprivation within economic cluster are set out 

on in Table 5. The association is clearly strongest in the EU12 HI where the 

deprivation coefficient has a value of 0.42 for the remaining clusters the value 

is approximately 0.30. The major contrast is thus between the EU12 HI cluster 

and all others. As shown in appendix Table A2, which presents a single 

 differen econom  levels 
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equation version that allow slopes and constants to vary across region and 

thus corresponds to the separate regional equations, the differences between 

coefficient for the EU12 HI and those for all other clusters are highly 

significant.  

 

The findings provide substantial support for the restricted reference group 

able 5: OLS Regression of Deprivation on Economic Strain  

implicit in the relative income approach in relation to the contrast between the 

EU12 HI and the remaining economic clusters. In Figure 2 we provide a 

graphic representation of this contrast. Since the impact of deprivation is 

substantially stronger in the EU12 HI the gap in economic strain between the 

EU12 HI and the remaining clusters declines significantly as the level of 

deprivation increases and is reversed at higher levels of deprivation. In other 

words increases in absolute deprivation lead to significantly greater increases 

in economic strain in the EU12 HI cluster. Failing to take into account variation 

in the impact of deprivation on economic strain across region would lead one 

to significantly underestimate levels of economic strain at higher levels of 

deprivation in the more affluent clusters and to overestimate them in the 

remaining clusters.9 Our findings provide significant support for the restricted 

reference group assumption implicit in the relative income line approach in 

relation to the contrast between the most affluent group of countries in the 

EU12 HI cluster and all others. 10

 

T

 EU12 HI EU7 INT EU6 LO CC 3 

Deprivation 0.424 0.301 0.290 0.304 
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Constant 2.522 2.990 3.165 2.888 

R2 0.324 0.253 0.398 0.414 

N 15,250 3,838 2,959 3.994 

 
 

igure 2: The Relationship between Economic Strain and Deprivation by 
U12 HI versus All Other Regions 

Conclusions 

In this paper we have sought to consider the implications of EU enlargement 

ent of a consistent policy perspective relating to 
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for the developm

disadvantage and a corresponding set of social indicators. While the social 

policy and regional perspectives are not necessarily contradictory they are 

usually discussed without reference to each other and without any attempt at 

joined up thinking. The underlying tension in EU policy discussions appears to 

be perfectly illustrated by the anomalies arising from the use of relative 
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income poverty indicators calculated at the national level in the context of EU 

enlargement. From this perspective, societies located at quite different points 

on a continuum of affluence, in terms of indicators such as GDP, are found to 

have similar levels of poverty.  

 

However, the existence of substantial differences in levels of income between 

ocieties does not in itself invalidate the relative income approach. Thus if 

milar poverty rates among units at 

lmost opposite ends of the European development perspective, it is difficult 

s

income is strongly and uniformly associated with the appropriate outcomes 

then the relative income approach will prove effective. This conclusion will be 

strengthened where comparative processes vary across regions in a manner 

consistent with the restricted reference group hypothesis implicit in the relative 

income group approach. Our analysis confirms earlier finding relating to the 

relatively weak relationship between income and life-style deprivation. 

However, rather than this being exacerbated by the process of EU 

enlargement, income proves to be a more powerful predictor of deprivation in 

the poorer rather than the richer regions.  

 

Thus, despite the apparent paradox of si

a

to argue that problems associated with the application of relative income 

poverty lines have been substantially exacerbated by the process of EU 

enlargement. However, the differential impact of income on deprivation across 

region does constitute a significant problem for this approach. The purely 

relative income approach fails to capture the fact that between region 

differences in life-style deprivation are a good deal sharper at lower rather 
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than higher income levels. However, an approach based on an EU wide 

poverty line would also fail to capture such variation. An even stronger 

argument for rejecting a move to an EU wide relative income line is that 

income does rather poorly in explaining between economic clusters variation 

in deprivation. The final assumption implicit in the relative income approach 

relating to restricted references and the differential impact of absolute 

deprivation across regions is supported by our analysis in relation to the 

contrast between the EU12 HI and all other clusters, although no such 

variation is observed between the latter groups. 

 

 
Overall then the limitations of relative income lines have little to do with the 

process of enlargement. Instead the major problem with such measures is the 

already well-known difficulties arising from the weak association between 

income and deprivation in the more affluent countries. However, a 

consequence of such difficulties is that it becomes increasingly difficult to 

provide entirely meaningful comparison of levels of disadvantage across 

economic clusters. A switch to a focus on absolute income or EU wide relative 

income lines will not resolve the difficulties arising from variability in the 

income-deprivation relationship across economic clusters. While a 

development of this argument takes us beyond the scope of this paper our 

current analysis suggests that we should take the argument for adopting a 

multidimensional approach to the measurement of poverty more seriously, as 

in recent efforts that treat income, deprivation and economic strain as 

important but imperfect indicators of an underlying state of economic 

exclusion.11  

  



 27

 

Appendix 
 

 

able A.1: OLS Regression of Impact of Region and Income on Deprivation 
 

 
T

 B SE. 
EU12 Ref. Cat 0.693  
EU7INT 0.672 0.054 
EU6LO 2.086 0.063 
CC3 2.  0.057 239
   
Inverse of Income 122.996 7.176 
   
Interactions   
   
Income*EU7 INT 56.015 16.271 
Income*EU6 LO 147.624 15.006 
Income*CC3 238 21 10.616 .7
   

Constant  
R2 0.439 
N 20,153 

 
 
 
Table A.2: OLS Regression of Impact of Region and Deprivation on Economic 

train 
 

S

 B SE. 
EU12 Ref. Cat 2.522  
EU7INT 0.468 0.023 
EU6LO 0.644 0.032 
CC3 0.  0.032 366
   
Deprivation 0.424 0.005 
   
Interactions   
   
Deprivation *EU7 INT -0.123 0.009 
Deprivation *EU6 LO -0.133 0.009 
Deprivation *CC3 -0.119 0.007 
   

Constant  
R2 26,046 
N 20,153 
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4 This com
 
5 For discu
Mayo, 2005 and (Whelan, Layte, Maître, & Nolan 2001). 
 
6  We have repeated the analysis reported in this paper using our ten item deprivatio
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lower level of reliability. The broad pattern of results we observe with the former are also 
found with the latter but with a substantially lower level of 
th
the impact of the ten items indicator into account. 
 
7 Conducting our analysis in terms of economic clusters rather than individual countries do
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more or different than income, interpretation is con
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Stutzer (2002) and Inglehart and Klingemann (2000).  
 
8 The between region variance σ2

r as a proportion of the total variance σ2 is equal to (σ2
- e

σ2. . Where the expected value of the within region mean square is equal to σ2
e is and the 

expected value of the between region mean square is equal to (σ2
e  + (σ2

r*/∑ni/R)). Where 
the number of regions and ni is the sample size in region i.
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9 In order to check for the effects of the relatively large number of missing values associate
with the income variable, we ran separate analyses of the regression relating deprivation to 
economic strain for the overall sample and for the subset whe

d 

re income data is available. The 
uestion we sought to answer was the extent to which our conclusions, relating to the impact 
f deprivation on economic strain, were affected by selection bias relating to the large number 
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