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Executive Summary

•	 �e Europe 2020 strategy for smart, sustainable and inclusive growth set a target of lifting 

more than 20 million people out of poverty, but European Union countries have struggled 

to make progress towards the target.

•	 We demonstrate both theoretically and empirically that the ‘poverty’ indicator in the 

Europe 2020 strategy essentially measures income inequality, not poverty. 

•	 Our illustrative calculations show that even after taking into account the positive impact 

expected economic growth should have on material deprivation and low work intensity, 

the Gini coe�cient of income inequality would have to fall by four points in each EU 

country if the Europe 2020 ‘poverty’ target is to be reached. �is would be a huge decline. 

•	 Enormous di�erences between ‘poverty’ thresholds adopted by di�erent EU countries 

make the EU-wide ‘poverty’ aggregate pointless.

•	 Even though 24 percent of EU citizens are deemed to be poor or socially excluded, we �nd 

that social issues receive little attention in the European Semester, which is supposed to 

support the achievement of Europe 2020 targets.

•	 �e few relevant recommendations that have been made targeted poverty, employability 

and social exclusion, which are important goals. �ere have been no speci�c measures to 

reduce income inequality. 

•	 �e political agreement between EU member states clearly expressed the goal of reducing 

poverty, not inequality. It was a grave mistake to base the Europe 2020 poverty target on 

an indicator of income inequality and to speak about ‘poverty reduction’ in relation to that 

indicator.

•	 �e European Council should meet again to discuss what social goals to pursue, and to 

adopt corresponding indicators and strategy.

s p e c i � c  b a s k e t  o f  g o o d s  a n d  s e r v i c e s  a s  t h e  t h r e s h o l d .  B e y o n d  h e a d c o u n t ,  t h e  c a l c u l a t i o n  

o f  p o v e r t y  g a p s  a n d  o t h e r  i n d i c a t o r s  t h a t  s h o w  t h e  d e p t h  a n d  s e v e r i t y  o f  p o v e r t y  w o u l d  b e  

i m p o r t a n t .  

•
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1. Introduction
Europe 2020 – A strategy for smart, sustainable and inclusive growth was adopted in 2010 as 

the European Union’s landmark economic and social policy strategy. It formulated EU-wide 

targets for employment, research and development, climate/energy, education and pov-

erty reduction/social inclusion. Progress towards the targets is encouraged and monitored 

throughout the European Semester, the EU’s yearly cycle of economic policy coordination.

�e ‘poverty’ target set by the European Commission (2010) aims to lift “over 20 million 

people out of poverty” between 2008 and 2020 in the EU271. Progress to date against this target 

has been disappointing. Rather than declining, the number of people classi�ed as at risk of 

poverty or social exclusion increased by 6.3 million from 2008-12, after which it fell by 4.7 

million from 2012-15, leading to a �gure in 2015 that was still above the 2008 value by about 

1.6 million people. �e EU’s apparent failure to reduce poverty has received great attention, 

with calls from many quarters for more e�ective measures.

Why is it so hard to reach the Europe 2020 ‘poverty’ target? What does the poverty indica-

tor actually measure? What kind of social developments would enable the achievement of the 

Europe 2020 ‘poverty’ target? How e�ective is the European Semester in promoting progress 

towards the Europe 2020 ‘poverty’ target? In this policy contribution we answer these questions.

2. The Europe 2020 strategy poverty indicator
Historical precedents
�ere is a long-standing literature on social indicators, which have been used in various ways 

by the European Union and the preceding European Communities2. �e Lisbon Strategy, 

adopted in March 2000 by the EU heads of state and government, aimed to make Europe “the 

most competitive and dynamic knowledge-based economy in the world, capable of sustainable 

economic growth with more and better jobs and greater social cohesion” by 20103. �is strat-

egy included six speci�c indicators for social cohesion, in addition to various indicators of 

https://portal.cor.europa.eu/europe2020/Profiles/Pages/TheLisbonStrategyinshort.aspx
http://ec.europa.eu/eurostat/statistics-explained/index.php/Glossary:Equivalised_disposable_income
http://ec.europa.eu/eurostat/statistics-explained/index.php/Glossary:Equivalised_disposable_income
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of this baseline: “
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Figure 1: People ‘at risk of poverty or social exclusion’ in the EU27 in 2015                   
(millions)

Source: the figure on page 26 of the Annex of European Commission (2014), updated using data from the Eurostat dataset ‘Intersections of 
Europe 2020 Poverty Target Indicators by age and sex [ilc_pees01]’. I thank Konstantinos Efstathiou and Robert Kalcik for preparing this chart.

What are poverty, inequality and social exclusion?
�ere is an extremely voluminous body of academic and policy research on poverty, inequali-

ty and social exclusion6. �ese concepts are de�ned in many di�erent ways. 

A standard de�nition of poverty is whether “households or individuals have su�cient 

resources or abilities to meet their daily needs”, as argued by the World Bank7. �is de�nition is 

in line with the everyday use of the word poverty 8. Such a de�nition is sometimes considered 

as an ‘absolute measure of poverty’. Poverty has non-monetary aspects, such as health, educa-

tion and subjective perceptions. 

Relative poverty is usually de�ned as having little in terms of a speci�c aspect (like income, 

wealth, health, or education) compared to other members of society. �e way individuals per-

ceive their position relative to other people can be an important aspect of their welfare. 

Inequality refers to the extent to which a speci�c aspect (like income) is distributed une-

venly among the population. Similarly to the concept of relative poverty, in unequal societies 

poorer individuals might perceive that they have fewer means than richer individuals, which 

might a�ect their life satisfaction irrespective of their actual living standards.

A reasonable de�nition of social exclusion is “the failure of society to provide certain 

individuals and groups with those rights and bene�ts normally available to its members, such 

as employment, adequate housing, health care, education and training”9. �e Commission of 

European Communities (1992) explained the di�culties in measuring social exclusion, which 

has di�erent manifestations, such as homeless people on the streets, the marginalisation of 

the very long-term unemployed, persistent poverty in certain rural areas, and the rejection of 

refugees and minorities. 

6   See nice overviews of various concepts and measurement issues in Coudouel et al (2002) and Marx et al (2015).

7   See for example the World Bank’s ’Measuring Poverty’ page: http://go.worldbank.org/0C60K5UK40. 

8   �e Cambridge Dictionary (http://dictionary.cambridge.org) de�nes poverty as “the condition of being extremely 

poor,” and poor as “having little money and/or few possessions”. 

9   https://www.collinsdictionary.com/dictionary/english/social-exclusion. 

http://go.worldbank.org/0C60K5UK40
https://www.collinsdictionary.com/dictionary/english/social-exclusion
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�e simple de�nitions o�ered above underline that there are many overlaps between 

these concepts:

•

http://ec.europa.eu/europe2020/pdf/targets_en.pdf
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deprivation rate is therefore a useful indicator of poverty in the European context10. It might 

also re�ect social exclusion if poor people face di�culties in terms of social integration.

People living in households with very low work intensity might face a signi�cant risk of 

exclusion from the labour market, potentially leading to social exclusion too. 

The ‘at risk of poverty’ indicator essentially measures income inequality
�e main

http://ec.europa.eu/eurostat/statistics-explained/index.php/Glossary:At-risk-of-poverty_rate
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Figure 2: The theoretical association between the Gini coefficient of income                   
inequality and the ‘at risk of poverty’ rate when income distribution is log-normal

Source: Bruegel. Note: the ‘at risk of poverty’ rate is defined as the share of people with income below 60 percent of the national medium 
income. 

In reality, actual income distributions di�er from parametrised statistical distributions 

and therefore the association between the two indicators is not deterministic, but there is a 

http://ec.europa.eu/social/main.jsp?catId=750&langId=en
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3. How to meet the Europe 2020                           
‘poverty’ target? 

In its stock-taking report, the European Commission (2014) concluded that the recent eco-

nomic crisis was primarily responsible for the divergence of the ‘at risk of poverty or social ex-

clusion’ indicator from its target. While it is sadly true that the crisis increased unemployment 

and (properly measured) poverty, a more fundamental reason for the dismal performance is 

that the indicator used is more an indicator of income inequality than an indicator of poverty.

In order to check the likelihood that the Europe 2020 ‘poverty’ target will be met, we split 

the indicator into two parts: 

1.	 All people considered ‘at risk of poverty’ by the respective indicator, that is, people with 

incomes below 60 percent of the national equivalised median income, irrespective of 

whether or not these people are also materially deprived, or whether they live in house-

holds with low work intensity; 

2.	 People not ‘at risk of poverty’, who are severely materially deprived and/or live in house-

holds with low work intensity, but have income above the 60 percent of the median of the 

national equivalised income.

We expect that the ’not-at-risk-of poverty’ component will be reduced as the economy 

grows and negative output gaps close. Our econometric analysis strongly con�rms this (see 

the Annex). 

Table 1 shows that the ‘not at risk of poverty’ component increased signi�cantly from 

2008-12, from 35.0 million to 39.2 million, a development in which the crisis likely played 

a role. However, with the gradual return of economic growth to Europe, this component 

declined from 39.2 million in 2012 to 31.7 million in 2015, and is well below its 2008 value. 

Given our estimated regression parameters and European Commission and IMF forecasts for 

2016-20, we project that about 5.5 million fewer people will belong to this category by 2020.

Table 1: Illustrative scenario for the ‘at risk of poverty or social exclusion’ indicator to 
meet the Europe 2020 target (EU27, million people)

2008 2012 2015 2020

At risk of poverty or social exclusion 115.9 122.2 117.5 95.9

of which:

   At risk of poverty 80.9 83.0 85.9 69.8

   Not at risk of poverty 35.0 39.2 31.7 26.1

Source: Bruegel, Eurostat for 2008-15; see the annex. Note: earlier data indicated that there were 116.2 million people at risk of poverty 
or social exclusion in the EU27 in 2008. This number, along with the target of 96.2 million, appeared in several publications. Currently, the 
Eurostat database indicates 115.9 million people in 2008 and we related the 20 million reduction target to this starting value. 

In contrast, the at-risk-of-poverty component, which as we have argued is an indicator of 

income inequality, increased from 2008-12 and from 2012-15, meaning that this component 

increased even during the recent period of economic recovery, in line with the increase in 

income inequality within many EU countries. 

Given our projection for the ‘not at risk of poverty’ component, we illustratively calculate that 

the at-risk-of-poverty component should be reduced by 16.1 million between 2015 and 2020 in 

order to achieve the Europe 2020 target (see all details of the calculations in the Annex). �erefore, 

our calculation for the at-risk-of-poverty component is not a projection, just an illustration.

Given the strong association between the at-risk-of-poverty rate and the Gini coe�cient 

of income inequality, we translate the necessary reduction in the at-risk-of-poverty rate to 
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Table 2: Issuing of European Semester country-specific recommendations related 
to the ‘at risk of poverty or social exclusion’ indicator or a variant of it, 2011-16
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exclusion, as the name of this indicator would suggest17. �is relatively high rate is mostly the 

re�ection of the level income inequality in EU countries, which, measured by the Gini coe�-

cient, is about 30 on average.

Our illustrative calculations show that a very big fall in income inequality, by four Gini 

points, would be consistent with reaching the Europe 2020 ‘poverty’ target, even after taking 

into account the expected reduction in material deprivation and low work intensity because 

of expected economic growth in the coming years18.

�e political agreement on the Europe 2020 strategy refers to poverty and not to income 

inequality. It is a grave mistake to base the Europe 2020 poverty target on an indicator of 

income inequality and to speak about ‘poverty reduction’ in relation to that indicator. 

�ere are good reasons to aim for lower income inequality, not least to foster upward 

social mobility, as we argued in our recent report on inclusive growth (Darvas and Wol�, 

2016). But �rst, an EU-wide political agreement would be needed to set an income inequality 

goal, and second, the toolkit has to be adjusted to target income inequality reductions.

17   �e misleading Europe 2020 target indicator name ‘at risk of poverty or social exclusion’ should be replaced by 

‘relative income poverty or income inequality or potentially social excluded’, which may sound convoluted, but would 

be better than a short but misleading name.

18   We propose the development of new social indicators. For example, Marx et al (2015) highlight that research to 

establish better poverty thresholds than 60 percent of the median income, such as the cost of a speci�c basket of goods 

and services, has had quite limited impact on policy formulation. Coudouel et al (2002) also provide many useful 

guidelines for the development of new indicators. And in the EU context, EU-wide indicators should consider the 

distribution of income within the EU as a whole, as we demonstrated for the Gini coe�cient in Darvas (2016) and for 

poverty indicators in Annex 3 of this policy contribution.
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Annex 1: The empirical associatiluoooooooooooooooooooooo
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Figure 4: The empirical association between the Gini coefficient of income inequal-
ity and the ‘at risk of poverty’ rate (EU countries)

Source: Updated from Darvas and Tschekassin (2015) using data from Eurostat. Note: both indicators are averaged over 2007-15. The at 
risk of poverty indicators is ‘At risk of poverty rate (cut-off point: 60 percent of median equivalised income after social transfers)’, while 
the Gini coefficient is the ‘Gini coefficient of equivalised disposable income’.

Figure 5: The empirical association between the Gini coefficient of income inequal-
ity and the at risk of poverty indicator (non-EU OECD countries)

Source: OECD: http://www.oecd.org/social/income-distribution-database.htm . Note: 2014 or latest data. Income distribution data refer to 

http://www.oecd.org/social/income-distribution-database.htm
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Annex 2: Calculating the reduction in the Gini 
coefficient of income inequality that would 
be consistent with reaching the Europe 2020 
‘poverty’ target
We split the Europe 2020 indicator of ‘at risk of poverty or social exclusion’ into two parts: 

1.	 All people considered ‘at risk of poverty’ by the respective indicator, that is, people with 

income below 60 percent of the national equivalised median income, irrespective of 

whether these people are also materially deprived or not or whether they live in house-

holds with low work intensity or not; 

2.	 People not ‘at risk of poverty’, who are severally materially deprived and/or live in house-

holds with low work intensity, but have income above the 60 percent of the median of the 

national equivalised income.

For these two groups of people we make the following projections:

•	 ‘Not at risk of poverty’ component: we estimate regressions for the determinants of this 

component in 2003-2015 and then use European Commission (2016-18) and IMF (2019-

20) forecasts to project how much reduction is expected in this component by 2020.

•	 ‘At risk of poverty’ component: given our projection for the ‘not at risk of poverty’ compo-

nent, we illustratively calculate how much reduction in the at-risk-of-poverty component 

is needed to achieve the Europe 2020 target. �erefore, our calculation for the ‘at risk of 

poverty’ component is not a projection, just an illustration. 

Given the strong association between the ‘at risk of poverty’ rate and the Gini coe�cient 

of income inequality (Annex 1), we then calculate the Gini reduction which is consistent with 

reaching the Europe 2020 ‘poverty’ target.

Our hypothesis is that the non-at-risk-of poverty component is expected to be reduced 

when:

•	 �e economy grows (partly because growth typically creates jobs and thereby the 

long-term unemployed have a better chance of �nding work, and partly because even if 

inequality widens with growth, the poorer segments of the society may receive a higher 

income and thereby material deprivation can be reduced); and 

•	 Negative output gaps close (because when the economy is below potential, unemploy-

ment is higher than normal, which directly in�uences the spectre of living in households 

with low work intensity, while lower income due to weak economic conditions and unem-

ployment increases material deprivation).

In order to test these hypotheses, we estimate regressions, both in a panel framework 

involving the �rst 27 EU member states and in a single equation framework for each member 

states separately. Regression results strongly con�rm the hypotheses. 
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We use two functional forms: a linear form and a log-linear form. �e panel versions of 

these two forms are the following:

Where  is the di�erence between ‘at risk of poverty or social exclusion’ rate and the ‘at 

risk of poverty’ rate (both expressed as a percent of population) of country i in time t,  is the 

general intercept,  is the country-speci�c �xed e�ect,  is time-speci�c �xed e�ect,  is mean 

income in country i in time t (expressed in constant-price purchasing power standards21),  is 

the output gap country i in time t (expressed as a percent of potential output),  are parameters 

to be estimated, and  is the error term. 

�e log-linear version ensures that the �tted and forecast values are always positive, as 

they should be.
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For our projections, we use the country-speci�c regression to allow for di�erent sensitivity 
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For our projections to 2016-20, we make the following assumptions:

•	 Mean income growth in constant-price PPS in 2016-20: we approximate with the growth 

rate of real GDP per capita as it is projected by the European Commission November 2016 

forecast for 2016-18 and the IMF October 2016 forecast for 2019-20.

•	 Output gap: we use the European Commission November 2016 forecast for 2016-18 and 

then estimate a simple autoregression to project the output gap for 2019-20.

•	 Population: we approximate with the growth rate of population as it is projected by the European 

Commission November 2016 forecast for 2016-18 and the IMF October 2016 forecast for 2019-20.

Mean income and output gap projections allow to project the ‘not at risk of poverty’ rate 

up to 2020. Figure 7 shows that the projections look sensible. �ere are only a few countries 

for which projections may look somewhat unrealistic, such as the in the case of Romania, 

where projected fall in the ‘not at risk of poverty’ rate may perhaps be too large, and Ireland23, 

for which a bounce back is projected after a large drop in 2014-15. 

Population projections allow translating the rate projections into number of people pro-

jections: in the EU27, 5.5 million people with income over the 60 percent of national median 

equivalised income are projected to be lifted from material deprivation and/or living in low 

work intensity households between 2015-20. 

Given the projected decline in the ‘not at risk of poverty’ components of the ‘at risk of pov-

erty or social exclusion’ indicator, we calculate the needed reduction in the ‘at risk of poverty’ 

component, which amounts to 16.1 million people (see Table 1). Given population projec-

tions, the necessary decline of 16.1 million in the number of people regarded to be ‘at risk of 

poverty’ is equivalent to a 3.4 points decline in the ‘at risk of poverty’ rate in each EU country. 

�is is in turn consistent with a 3.9 points decline in the Gini coe�cient of income inequality 

in each EU country, using the empirical association revealed by . Table 1 in the main text pre-

sented the number of such people in four key dates, 2008, 2012, 2015 and 2020, while Figure 8 

reports the annual developments.

Figure 8: The ‘at risk of poverty’ and ‘not at risk of poverty’ components of the ‘at 
risk of poverty or social exclusion’ indicator in the EU27, 2005-20 (million people)

Source: Bruegel. Note: Actual data for 2005-15. For the ‘not at risk of poverty’ component, the projection for 2016-20 is based on our 
regression estimates and European Commission and IMF forecasts for 2016-20. Given the projected decline in the ‘not at risk of poverty’ 
component, the dark red dashed line shows the necessary decline in the ‘at risk of poverty’ indicator to reach the Europe 2020 target of 
20 million reduction in ‘‘at risk of poverty or social exclusion’’ from 2008 to 2020.

23 
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Annex 3: Deriving income poverty indicators 
from the EU-wide distribution of income
A large number of income poverty indicators have been proposed in the literature. Many re-

quire access to household-level data that we do not have. We therefore derive two indicators 

of poverty, which can be constructed using publicly-available data from Eurostat:

•	 Headcount: share of people living on less than 2, 5, 10 or 20 euros a day (at constant 2007 
purchasing power standards).

•	 Poverty gap: the total combined shortfall of income less than 2, 5, 10 or 20 euros a day (at 

constant 2007 purchasing power standards) as a share of GDP. �is is obtained by adding 

up all the shortfalls of the poor, eg for all people with income less than 2 euros a day, we 

add up the gaps between 2 euros and their actual income. 

As highlighted by Marx et al (2015), based on the seminal works of Amartya Sen, a head-

count poverty target may provide a perverse incentive to policymakers to target those who 

are below but close to the poverty threshold (because those people can lifted over the poverty 

threshold in a much easier way than the very poor). A poverty gap target may provide incen-

tives to consider all the poor, including those who are very poor24.
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information about income shares25. For example, Table 4 shows the income shares of the 

lowest �ve percentiles of Belgium in 2011 as published by Eurostat and as approximated by 

our regression: 

Table 4: Income shares of the lowest five percentiles, Belgium, 2011

Data published by Eurostat Approximated our regression
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Belgium’s 2011 data, four of our approximations of the lowest �ve percentiles income shares 

correspond to Eurostat data after rounding, while our approximation for the second percen-

tile does not correspond. 

�erefore, our approximation for each country is burdened with a measurement error, 

which can be larger when the poverty threshold is close to the very bottom of the income 

distribution. Likely, the measurement error is smaller when the threshold is not too close to 

the bottom of the income distribution, given that more information is available to approxi-

mate those incomes. And for the EU as whole, the measurement error is likely smaller than 

for individual countries also for low income threshold levels, given the large income di�er-

ences across countries. For example, very few people, if any, is at the bottom one percent of 

the EU-wide income distribution from Luxembourg, while six percent of Romanian citizens 

belong there, whose income is already measured with a reasonable degree of precision.

According to our calculations, less than one percent of EU citizens live on less than 2 euros 

a day (at 2007 PPS; Figure 9). �e shares of people living on less than 5, 10 and 20 such euros 

are about 2 percent, 6 percent and 19 percent, respectively. �e 2015 shares are all below the 

2007 shares, yet there was a temporary increase in the early 2010s. �e poverty gap indicator 

suggests that the combined income shortfall of people living on less than 2 or 5 PPS euro is 

very small as a share of EU27 GDP, while the poverty gap for 10 PPS euro as about 0.4 percent 

of EU27 GDP, and the poverty gap at 20 PPS euro is about 2.1 percent of EU GDP in 2015. �e 

dynamics of poverty gap is similar to the dynamics of the head count, but, for example, in the 

case of the 5 euro threshold, the headcount fell more than the poverty gap between 2007-15, 

while for the 20 euro threshold the opposite result holds. 
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