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Abstract

In December 2001, the Laeken European Council adopted a set of commonly agreed
and defined indicators for social inclusion. These should play a central role in moni-
toring the performance of Member States in making progress towards the key EU
objectives in this area set by the Nice European Council in 2000, and represent a
major step forward in the development of EU social policy. This article reviews the
scientific and political basis on which the indicators were selected, and the implica-
tions for the future development of policy-making in Europe. It describes the key
features of the indicators and some of the ways in which they can be developed.
Finally, it investigates some important issues that need to be addressed when setting
quantitative targets in the context of the social inclusion process.

Introduction

Until recently, policy co-ordination at European Union (EU) level has mostly
been applied to economic policy, with multilateral surveillance provided for
in the Maastricht Treaty, and to employment, where the European Council
agrees employment guidelines for the Member States and progress is moni-

* We are most grateful to Laura Bardone, Chris Burston, Chantal Euzeby, Hugh Frazer, Paolo Garonna,
Anne-Catherine Guio, Gerry Mangan, Andreas Schaller, Armindo Silva, David Stanton, Hans Steiner,
Platon Tinios and Johan Vandenbussche for their very helpful and stimulating comments on previous
versions, which have led to substantial changes. They should not, however, be held responsible in any way
for the present contents.
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tored through regular reviews of National Action Plans. In December 2001,
the European Council held at Laeken in Belgium adopted a set of commonly
agreed and defined indicators, which should play a central role in monitoring
the performance of Member States in promoting social inclusion. These indi-
cators are intended to allow the Member States and the European Commis-
sion to monitor national and EU progress towards the four key EU objectives
in the area of social inclusion set by the Nice European Council in December
2000,! and to support mutual learning and exchange of good practices in terms
of policies. They can also prove useful for illustrating areas where more policy
action is needed. The detailed content of those common objectives and the
implementation arrangements endorsed at Nice were confirmed by the Council
of Ministers for Employment and Social Affairs at their December 2002 meet-
ing with a few amendments emphasizing the importance of setting targets
(following on the decision of the Barcelona European Council, as discussed
below), of the need to strengthen the gender perspective in National Action
Plans on social inclusion, and of the risks of poverty and social exclusion
faced by immigrants.

This represents a major step forward in the development of EU social policy,
and has the potential to transform the framework within which Member States
develop their national policies to tackle poverty and social exclusion. Indica-
tors combine national information on specific challenges with key transna-
tional objectives that have been agreed by EU heads of state and government.
This article reviews the scientific and political basis on which the indicators
were selected, and implications for the future development of policy-making
in Europe. It describes the key features of the indicators and some of the ways
in which they can be developed. It investigates various important issues that
need to be addressed when setting quantitative targets in the context of the
social inclusion process.

I. Agreeing Common EU Social Inclusion Indicators

Inrecent years the European Union has had an increasing interest and compe-
tence in social policy, even though, under subsidiarity, social policies them-
selves — including policies to maintain and raise social inclusion — have been
and still are the responsibility of Member States. The Amsterdam Treaty in
particular assigned the fight against social exclusion a central role in this policy
and the Social Policy Agenda adopted by the Nice European Council has
expanded and deepened it in scope. This is occurring in a context where the

! These objectives are: (1) facilitating participation in employment and access by all to resources, rights,
goods and services; (2) preventing the risks of exclusion; (3) helping the most vulnerable; and (4)
mobilizing all relevant bodies.
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links between economic and social spheres are increasingly seen as of central
importance, highlighted in the identification at the March 2000 Lisbon Euro-
pean Council of a fresh set of challenges which must be met by the end of this
decade so that Europe can become ‘the most competitive and dynamic knowl-
edge-based economy in the world capable of sustainable economic growth
with more and better jobs and greater social cohesion’. A guiding principle of
the Social Policy Agenda is thus strengthening the role of social policy as a
productive factor, and the need for a balanced relationship between it and the
other pillars of the Lisbon strategy, so that social protection not only allows
the mobilization of human potential (social cohesion), but also facilitates risk-
taking and entrepreneurship.2

In seeking to make a decisive impact on the eradication of poverty and
social exclusion by 2010, it was agreed to adopt the ‘open method of co-
ordination’, with key elements being the agreement of common objectives on
poverty and social exclusion; the preparation of National Action Plans on
social inclusion (NAPs/inclusion) that Member States have to submit every
second year to the Commission (the first were in June 2001); the exchange of
good practices across Member States through so-called peer reviews; and the
adoption of common indicators to monitor progress towards the common ob-
jectives and encourage mutual learning. The preparation of a regular Joint
Report on Social Inclusion first drafted by the Commission on the basis of the
NAPs/inclusion and then finalized between the Commission and the Council,
is probably the critical element in the whole method in that it builds on all its
components. We would like to stress that the Joint Report can be really useful
only if it goes beyond simple, purely descriptive reporting. It has to meet the
challenge of providing a sound critical analysis. The final aim of the open
method of co-ordination is to improve performance by all Member States
and, ideally, bring them all to a high level. To achieve this, hard-headed analysis
is necessary. The Commission, in its capacity as an independent and neutral
body, can and must play a key role in conducting such a critical analysis;
together with the EU Social Protection Committee it must be the driving force
of the whole open co-ordination process in the social field. The Joint Report
may then be seen as providing a framework within which other actions may
unfold — the structured exchange of information and good practices, together
with analysis of the impact of different policies that can evolve semi-sponta-
neously as the open method of co-ordination matures.

2 The Lisbon strategy puts special emphasis on ‘preparing the transition to a knowledge-based economy
and society by better policies for the information society and R&D, as well as by stepping up the process
of structural reform for competitiveness and innovation and by completing the internal market’.
Technological prowess is therefore expected to play a key role if the EU is to rise to the challenge of 2010,
which places an emphasis on the human factor and on exploiting human potential to the full.
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In judging the progress made by individual Member States, rankings on
the different dimensions of social exclusion will be inevitable, and they have
arole to play in bringing ‘peer pressure’ to bear. As is considered later in the
article, the Commission may wish to identify the best-performing Member
States and encourage other members to emulate them and learn from their
experience. The observation that the child poverty rate is higher in the UK
than in the Nordic countries is a step towards understanding the underlying
reasons. It is important, however, to stress that our ultimate concern is with
the level of performance achieved, and the consequences of policy choices. In
the (unlikely) event that all Member States were performing equally badly, a
ranking would give no indication of the need for action. Equally, in a situation
where all countries are improving their performance, but with no changes in
ranking, then no change would be recorded. Finally, indicators are measured
with error, and rankings need to take the margin for error into account: one
would not want to put too much weight, for example, on a difference of one
percentage point in the ‘at-risk-of-poverty rate’. So, rankings are necessarily
‘fuzzy’, and their real value, rather than in crude headlines, is in pointing to
underlying mechanisms and areas where policy can fruitfully be focused.

The social inclusion process has much in common with the Employment
Strategy, initiated in 1997, whereby the European Council agrees employ-
ment guidelines for Member States on an annual basis, and monitors progress
towards achieving the objectives laid down through reviews of National Ac-
tion Plans for employment. The Commission and the Council jointly examine
these Action Plans and present a Joint Employment Report to the European
Council (see, e.g., EU Employment and Social Policy, 1999-2001, Commis-
sion, 2001). This process has served to demonstrate the role that co-ordina-
tion, with agreed common objectives and monitoring procedures, can play
and this broad approach is in effect, since Lisbon, being applied to poverty
and social exclusion (and, since Laeken, to pensions). The social inclusion
process is at a different stage from the employment process, and there are
clear differences (for example, it currently has no treaty status, although this
is under consideration as part of the European Convention), but it can be seen
as taking forward a promising approach to EU co-operation and applying it to
a new and important area of policy. Lessons learned from this application
will have relevance as the open method of co-ordination is applied to new
fields such as research and development.

The Stockholm European Council in March 2001 gave a mandate to the
Council to improve the monitoring of action in the fight against poverty and
social exclusion by agreeing on a set of social inclusion indicators by the end
of 2001, that is by the end of the Belgian Presidency of the Council of the EU.
The task of developing this set of indicators was assigned to the EU Social
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Protection Committee, which comprises high-level officials from the relevant
ministries in each Member State, and more specifically its Indicators Sub-
Group set up in February 2001. As a contribution to the complex exercise of
reaching this agreement within such a short period of time, the Belgian gov-
ernment commissioned a scientific study (Atkinson et al., 2002) on the sub-
ject that fed into the work of the Sub-Group, and organized an international
conference to discuss it.3 The Indicators Sub-Group worked on the topic for
much of 2001, taking as its point of departure the set of structural indicators
that had been developed by the Commission for its first annual synthesis re-
port presented to the spring European Council of that year.# The fruits of their
labours were summarized in the report subsequently endorsed by the Laeken
European Council. The Social Protection Committee’s report largely followed
the approach taken in the Atkinson et al. study in terms of methodological
principles for selecting and organizing appropriate indicators, and was con-
sistent with the broad thrust of its recommendations though differing in some
detail >

Social indicators are in wide use for a variety of purposes. In the present
context, we are concerned with one specific use: as part of the process of open
co-ordination. This specific purpose is reflected in the principles underlying
the choice and construction of indicators. In setting out its methodological
principles, the Social Protection Committee stressed, first, that the portfolio
of EU indicators should command general support as a balanced representa-
tion of EU social concerns and, because of this, the proposed set of indicators
should be considered as a whole. Secondly, the Committee recommended a
focus on common indicators that address social outcomes rather than the means
by which they are achieved (for instance, the level of education attained, not
total spending on schools). As mentioned above, Member States, while agree-
ing on the indicators by which performance is to be judged, are left free to
choose the methods by which these objectives are realized. (Focusing on out-
comes may also foster a co-operative attitude between the different national
bodies — ministries, agencies, etc. — that have competence in these areas,

3 The Presidency Conference ‘Indicators for Social Inclusion: Making Common EU Objectives Work’
(Antwerp, 14-15 September 2001) gathered together more than 270 experts coming from 26 countries. A
special issue No. 1/2002 of Politica Economica is devoted to this conference.

4 The Lisbon European Council conclusions asked for an agreed set of structural indicators to be used to
underpin the analysis in the Commission’s annual synthesis report to the spring European Council, starting
in 2001. The role of these indicators is to allow for an objective assessment of the progress made towards
the Lisbon European Council objectives, expanded at Gothenburg and refined at subsequent European
Councils. In this process, the Commission prepares a list of structural indicators and agrees it with the
Council. Structural indicators cover six areas: general economic background, employment, innovation
and research, economic reform, social cohesion and the environment (see, e.g., Commission, 2002a).

5 This report can be found on the website of Directorate General Employment and Social Affairs of the
European Commission («www.europa.eu.int»; see also Dennis and Guio, 2003).

© Blackwell Publishing Ltd 2004



52 ANTHONY B. ATKINSON, ERIC MARLIER AND BRIAN NOLAN

whereas as far as inputs are concerned they may be more inclined to see com-
petition for resources as a zero-sum game.) Thirdly, the Committee also adopted
a set of methodological principles to guide the selection of indicators. To give
just a few examples, an indicator should be robust and statistically validated,
should be measurable in a sufficiently comparable way across Member States,
and should be timely and capable of revision, while the indicators as a set
should be as transparent and accessible as possible to the citizens of the Euro-
pean Union. For a detailed discussion of these principles, see Atkinson et al.
(2002), which sets out six principles referring to individual indicators and
three referring to the portfolio as a whole.

The first of the methodological principles listed by the Social Protection
Committee is that an indicator should have a clear and accepted normative
interpretation. Users should be clear which direction of change represents
progress. This is particularly important when we turn to the issue of setting
targets. The conclusions of the Barcelona European Council in the spring of
2002 invited Member States ‘to set targets, in their National Action Plans, for
significantly reducing the number of people at risk of poverty and social ex-
clusion by 2010’. Even though setting targets remains at present the responsi-
bility of Member States, many of the factors that arise are clearly common to
all countries. In particular, the considerations that entered the choice of social
indicators are in many cases relevant to the determination of targets. We re-
turn to the role of targets in Section V.

I1. The Selected Indicators of Social Inclusion

Recognizing that a large number of indicators are needed to assess properly
the multidimensional nature of social exclusion, the Social Protection Com-
mittee recommended that they be presented in tiers:

* primary indicators consisting of a restricted number of lead indicators
which cover the broad fields that have been considered the most
important elements in arriving at social exclusion;

* secondary indicators supporting these lead indicators and describing
other dimensions to the problem.

Both these levels comprise commonly agreed and defined indicators, to be
used by Member States in their NAPs/inclusion and by the Commission and
Member States in the Joint Report on Social Inclusion.

* Member States themselves are then encouraged to include a third level
of indicators in their National Action Plans, to highlight specificities in
particular areas, and to help interpret the primary and secondary indicators;
these need not be harmonized at EU level.
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The Social Protection Committee and its Indicators Sub-Group grappled with
an intimidating variety of conceptual, methodological and data-related issues,
and ended up recommending the primary and secondary indicators shown in

Tables 1 and 2.

Table 1: Primary Indicators

Indicator

Definition

1. At-risk-of-poverty
rate after social
transfers

2. Inequality of
income distribution

3. Persistent risk-
of-poverty rate
(60% median)

4. Relative median
at risk-of-poverty

gap
5. Regional cohesion

6. Long-term
unemployment rate

7. Persons living in
jobless households

8. Early school
leavers not in
education or training

9. Life expectancy
at birth

10. Self-defined
health status by
income level

Share of persons living in households with an income below 60%
national median income (breakdowns by age and gender, most
frequent activity status, household type, tenure status + illustrative
values of the at-risk-of-poverty threshold)

S80/S20 income quintile ratio: ratio of total income received by
the top 20% of the country’s population with the highest income
(top quintile) to that received by the 20% of the country’s
population with the lowest income (bottom quintile)

Share of persons living in households with an income below the 60%
risk-of-poverty threshold in current year and in at least two of the
preceding three years (including gender breakdown)

Difference between the median income of persons below the low in-
come threshold and the at-risk-of-poverty threshold, expressed as a
% of this threshold (including gender breakdown)

Coefficient of variation of employment rates at NUTS 2 regional level

Total long-term unemployed population (=12 months; ILO definition)
as proportion of total active population (including gender breakdown)

Persons aged 0-65 (0-60) living in households where none is working
out of the persons living in eligible households

Share of total population of 18-24-year olds having achieved ISCED
level 2 or less and not attending education or training (including gen-
der breakdown)

No. of years a person may be expected to live, starting at age 0, for
males and females

Ratio of the proportions in the bottom and top income quintile groups
(by equivalized income) of the population aged 16 and over who clas-
sify themselves as in a bad or very bad state of health (including gen-
der breakdown)

Source: ‘Report on Indicators in the Field of Poverty and Social Exclusion’, prepared by the Social
Protection Committee (October, 2001) and endorsed by the Laeken European Council (December 2001).
Available at «www.europa.eu.int».

Note: ‘Income’ must be understood as equivalized disposable income. It is defined as the household’s
total disposable income divided by its ‘equivalent size’, to take account of the size and composition of
the household, and is attributed to each household member including children.
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Table 2: Secondary Indicators

Indicator

Definition

11. Dispersion
around the risk of
poverty threshold

12. At-risk-of-
poverty rate
anchored at a
moment in time

13. At-risk-of-
poverty rate before
social transfers

14. Gini coefficient

15. Persistent risk-
of-poverty rate

16. Long-term
unemployment share

17. Very long-term
unemployment rate

18.Persons with
low educational
attainment

Share of persons living in households with an income below 40, 50
and 70% of national median income

For a given year n, the ‘at-risk-of-poverty rate anchored at a moment
in time (e.g. year (n—4))’ is the share of the population whose income
in that given year is below a risk-of-poverty threshold calculated in
the standard way (here for the year (n—4)) and then uprated for inflation
(here, the period concerned is (n—4)—n, but the inflation rate to be
applied if the European Community Household Panel (ECHP) is used
as data source is that for the period (n—5)—(n—1) because the income
reference year in the ECHP is the year prior to the survey)

At-risk-of-poverty rate where income is calculated as follows:
1. Primary income, i.e. income excluding all social transfers

2. Primary income plus old-age and survivors’ pensions

3. Total income, i.e. including all social transfers (= indicator 1)
(including gender breakdown)

Relationship of cumulative shares of the population arranged according
to the level of income, to the cumulative share of the total income
received by them

Share of persons with an income below the 50% risk-of-poverty
threshold in current year and in at least two of the preceding three
years (50% median) (including gender breakdown)

Total long-term unemployed population (=12 months; ILO definition)
as proportion of total unemployed population (including gender
breakdown)

Total very long-term unemployed population (=24 months; ILO
definition) as proportion of total active population (including gender
breakdown)

Educational attainment rate of ISCED level 2 or less for adult education
by age groups (25-34, 35-44, 45-54, 55-64) (including gender
breakdown)

Source:

Note: ‘Income’ must be understood as equivalized disposable income. It is defined as the household’s
total disposable income divided by its ‘equivalent size’, to take account of the size and composition of
the household, and is attributed to each household member including children.

Low Income

The primary indicators begin with the most widely used indicator of poverty,
namely the percentage falling below income thresholds. The Indicators Sub-
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Group emphasized that this was to be seen as a measure of people who are ‘at
risk of being poor’, not a measure of poverty. This reflects a growing realiza-
tion that low income, on its own, may not always be a reliable indicator of
poverty and social exclusion. Those observed with the same income level at
one point in time may have quite different living standards, because both other
resources and the needs of households vary (see, e.g., Layte et al., 2001). The
availability of other resources, notably savings and other assets, as well as
assistance from friends and families, will be influenced in particular by how
long low income has persisted. Income may be badly measured by the statis-
tical instruments in use, for example because they take no account of the
benefit of owning one’s own home (i.e. the ‘imputed ’ rent), the informal
economy, employer-provided benefits, and/or state-provided benefits in kind.

In addition to the way low income measures are to be interpreted, many
significant choices have to be made in producing them, and the Sub-Group
devoted considerable time to the fundamental one, namely the choice of low-
income thresholds. The decision to place the main emphasis on relative rather
than absolute or fixed thresholds has not been particularly contentious, al-
though a low-income threshold anchored at one point in time and updated
only in real terms over time was adopted as a secondary indicator. (As we
discuss below, the role of relative versus fixed thresholds may loom larger in
the future in the context of the accession countries.) The choice of which
relative income threshold to prioritize is, however, more problematic, since
practice varies across Member States. In 2000, Eurostat, the statistical office
of the European Communities, adopted 60 per cent of national median
equivalized disposable income as the basic risk-of-poverty threshold for their
reports, reflecting the advice of the Task Force on Poverty and Social Exclu-
sion. This choice is conventional, even though statistical considerations have
partially guided it. The willingness to ensure a relative consistency in most
Member States with the risk-of-poverty estimates based on the definition that
had been used by Eurostat up to that date (50 per cent of the mean, which in
several Member States leads to results that are similar to those produced by a
threshold set at 60 per cent of the median) also played an important role in
this decision. Finally, the Lisbon European Council, in setting the goal of
making a decisive impact on the eradication of poverty by 2010, also made
reference to income poverty figures computed with that 60 per cent median
threshold. This was also clearly influential in the recommendation that 60 per
cent of median income be the threshold employed in the primary low-income
indicator. However, the Sub-Group also concluded that it was necessary to
report as secondary indicators the number of people living in households with
incomes below 40 per cent, 50 per cent, and 70 per cent of median income, to
capture the shape of the income distribution around the 60 per cent threshold,
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which had also been recommended by the Task Force. They were clearly con-
cerned, nevertheless, that people falling below 60 per cent and even more so
70 per cent of median income should not be taken on that basis as ‘poor’, and
labelled the indicators ‘low income’ rather than ‘poverty’ rates. When finaliz-
ing the 2001 Joint Report on Social Inclusion, the Commission and the Coun-
cil subsequently agreed on the description ‘persons at risk of poverty’.

The research literature on poverty measurement has emphasized for many
years that simply measuring the numbers falling below an income threshold
can give misleading signals, failing to distinguish between the situation where
they are all just below versus very far below that threshold. Finding the best
way of measuring this depth aspect of low income is more difficult, particu-
larly in the light of the known unreliability of very low incomes in household
surveys. The measure adopted is the difference between the median income
of persons below the 60 per cent risk-of-poverty threshold and that threshold.
(More conventional measures of the depth of low income incorporate the av-
erage gap between each of the incomes below the threshold and the threshold
itself, and are therefore more sensitive to mis-measurement especially of very
low income.)

In monitoring changes over time, we need to bear in mind how far the
observed change in the size of the population at risk of poverty is due to
changes in their circumstances and how far due to changes in the 60 per cent
of median income threshold. The median income may, for example, vary cy-
clically, so that an observed rise in poverty could be a reflection of the busi-
ness cycle rather than deterioration in the standard of living of those at the
bottom of the distribution. For this reason (see above), the secondary indica-
tors include an indicator anchored at a point in time. It should, however, be
noted that it is important to keep the base year fixed throughout the monitor-
ing period.

Income Distribution

One of the structural indicators already in use by the Commission was an
income distribution measure, namely the ratio of the share of total equivalized
disposable income going to the top versus the bottom quintile (as opposed to
total ‘non equivalized’ disposable income, which was used in the 2000 struc-
tural indicators), and this has been adopted as a primary indicator.® The Gini

6 This is also potentially seriously affected by mis-measured low incomes — a less sensitive alternative
would have been the percentile ratio, that is the ratio of the income cutting off the top quintile to the
corresponding income threshold for the bottom quintile. This was rejected on the grounds that it would
have been less ‘transparent and accessible’ to the general public, with transparency and accessibility being
included in the nine agreed methodological principles to be applied to common indicators for social
inclusion.
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coefficient, widely used as a summary income inequality measure though less
straightforward than the quintile shares ratio, is to be used as a secondary
indicator.

Jobless Households

The EU policy agenda places strong emphasis on increasing employment and
on good-quality jobs as the best way to tackle social exclusion. It is recog-
nized, however, that employment will not tackle poverty if it is unevenly dis-
tributed among households, and some countries have been particularly con-
cerned about a growing divide between ‘work-rich’ and ‘work-poor’ house-
holds. A primary indicator measuring, for eligible households only, the number
of people (aged 0-59 and 0-64) in jobless households was therefore adopted,
with joblessness captured by lack of employment regardless of whether the
people who do not work are unemployed or inactive.” This indicator is thus
calculated in a very different way from that of the initial structural indicator.
Its focus is also quite different given that it is not advanced as a predictor of
financial poverty (which does not mean, of course, that joblessness and risk-
of-poverty are not closely associated in some Member States) nor as an indi-
cation of potential ‘activation’, but as a measure of the household’s contact
with the world of work, an aspect that is deemed to be important in view of
the primacy of work relations in modern European societies (and underlined
in the employment targets agreed at Lisbon and subsequent European Coun-
cils).

Long-term Unemployment

Long-term unemployment is seen as a key cause of poverty and social exclu-
sion, so the percentage unemployed for a year or more — already included
among the Commission’s structural indicators — is also included as a primary
indicator. The long-term unemployment share (within total unemployment)
and an indicator of very long-term unemployment (at least two years) were
also adopted as secondary indicators. A variety of other employment-related
indicators are of course employed in monitoring the Employment Strategy.

7 The issue of how students and the retired should be treated was particularly difficult since, for example,
normal age of retirement varies a good deal across countries. It was decided not to count those aged 18—
24 and in full-time education as potentially qualifying a household as jobless, and that two different upper
age limits (60 and 65) would be used in distinguishing the elderly for that purpose. Within eligible
households, all members, i.e. also the children and the elderly are counted. As far as the number of people
living in jobless households is concerned, the decision was to exclude the elderly and focus only on those
aged 0-64 (and, separately, those aged 0-59), which poses some methodological problems that we do not
discuss here.
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Regional Disparity

The variation of the unemployment rate across regions within Member States
was also already in use as a structural indicator. The coefficient of variation of
employment, rather than unemployment, across NUTS 2 regions has been
adopted as a primary social inclusion indicator.

Education and Training

The structural indicators in use by the Commission included the share of 18—
24-year olds having achieved lower secondary education or less and not cur-
rently attending education or training.8 This indicator is now one of the pri-
mary indicators for social inclusion, with the proportion of the population of
working age with a low educational attainment (distinguishing gender and
age classes) as a secondary indicator.

Health

On health, the Social Protection Committee faced the very real difficulty that,
while there is a good deal of comparative data on health, very little has a
specific focus on poverty and social exclusion. At this stage two health-re-
lated indicators are included among the primary set, namely life expectancy
at birth (for males and females) and a measure of inequality in self-assessed
health. This inequality measure is the ratio of the proportions in the bottom
and top income quintile groups of the population aged 16 and over who clas-
sify themselves as in a bad or very bad state of health.

III. Filling in Gaps in the Agreed Indicators

Arriving at agreement among EU Member States on a set of common indica-
tors on social inclusion in a short space of time and across a very wide range
of areas represents a major achievement. Nonetheless, it is important to high-
light areas which the agreed indicators do not cover or where they are in need
of significant development. In arriving at these indicators, many significant
choices had to be made, and we have to recognize that, while indicators should
have a reasonable degree of stability in order to fulfil their monitoring func-
tion, the process of definition is necessarily a dynamic one. A good example
is provided by the definition of risk of financial poverty. As noted, the Indica-
tors Sub-Group devoted considerable time to the choice of low-income thresh-

81SCED, the International Standard Classification of Education, is a framework for comparing education-
al programmes across countries, which of course differ greatly in terms of institutional structures; ISCED
2 is lower secondary level.
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olds. The decision to place the main emphasis on relative rather than absolute
or fixed thresholds may, however, need to be revisited in the context of an
enlarged Union. In considering this, we need to take account of both the dif-
ferences in average living standards and the degree of income inequality in
the accession countries. The accession of new Member States, with differing
living standards and expectations, may also lead to reconsideration of the role
of subjective measures of financial deprivation.

Apart from the need to re-examine the indicators in an enlarged Union,
there are at least two other reasons why the choice of indicators should not be
regarded as fixed in stone. As was pointed out by Vandenbroucke in his Intro-
duction to Atkinson et al. (2002), ‘as we gain experience in their operation,
we will no doubt be able to refine the definition and implementation of indi-
cators’. Moreover, he went on to say, ‘the social and economic situation is
constantly changing, generating new issues and new challenges. The Union
should concern itself with today’s and tomorrow’s problems, not with yester-
day’s [and] discussion of indicators needs to be broadened, responding to the
views of social partners, non-governmental organisations, of those experi-
encing social exclusion, and indeed of all of Europe’s citizens’. Finally, the
data at our disposal are also changing over time. For all these reasons, the
common indicators will be regularly reviewed, and the opportunity will arise
to consider the gaps in the set currently adopted.

Gaps in Coverage

Major gaps in the areas and topics covered at this stage — recognized by the
Social Protection Committee and its Indicators Sub-Group — reflect a combi-
nation of data unavailability and absence of clear conceptual underpinning in
particular areas; it also reflects the very short period within which an agree-
ment on this first set of indicators had to be reached. An important area not
currently covered by the agreed indicators is housing. The Committee could
only recommend that individual Member States in their NAPs/inclusion should
present quantitative information on decent housing, housing costs, and home-
lessness and other precarious housing conditions, and that obtaining better
comparable data and reporting on these topics be a priority.

Homelessness is, of course, the most pressing concern in the housing area,
and clearly one of the most serious forms of exclusion. It is, however, particu-
larly problematic from a measurement point of view, since people who are
homeless or living in very precarious and temporary accommodation tend not
to be included in household surveys and other statistical data sources. Fol-
lowing the recommendations by the Social Protection Committee, a Euro-
pean Task Force was set up in 2001 by Eurostat to help the Commission and
Member States tackle these complex housing issues, including both repre-
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sentatives of the national statistical institutes and non-governmental organi-
zations active in this area. As well as the homeless, those living in institutions
such as old people’s homes, prisons, orphanages are also often excluded from
the coverage of household surveys whose focus is generally on private house-
holds, and whose situation would have to be captured in a comprehensive set
of indicators. (Ideally, of course, one would also like to capture the influence
of social welfare and other institutional structures on household formation
itself, including whether the elderly live alone, with relatives, or in institu-
tions.)

Other areas where the Committee felt indicators need to be developed as a
matter of priority included social participation and other aspects of living
conditions, recurrent and occasional poverty, poverty and work, access to public
and private essential services such as health and education, indicators at local
level, indebtedness, etc. They were also anxious to examine further how the
gender dimension of poverty and social exclusion can be perceived and meas-
ured in a more satisfactory manner. Gender is important in terms of disaggre-
gation (see Tables 1 and 2), but also in the definition of indicators. The defini-
tions chosen may not be ‘gender neutral’. For instance, the measurement of
risk of poverty assumes that financial resources are equally divided among all
those living in a household. All are poor or all are non-poor. In reality, house-
hold income may be unequally divided among household members. There
may well be households, recorded as being above the risk of poverty thresh-
old, where the women members are sufficiently disadvantaged relative to the
men members that the women are in fact at risk of poverty.

Development of Education Indicators

Although some education and health indicators are included in the current
set, development of further indicators in those areas is also a clear priority. As
far as education is concerned, functional literacy and numeracy are clearly
necessary to operate in modern societies, and illiteracy and innumeracy can
be direct causes (as well as correlates) of poverty and social exclusion. Sub-
stantial progress has been made over the last ten years in developing com-
parative data on these issues, notably through the International Adult Literacy
Survey (IALS), the Trends in Mathematics and Science Study (TIMSS) and,
initiated by the OECD in 2000, the Programme for International Student As-
sessment (PISA), a survey of students’ skills and knowledge at age 15 being
administered in 32 countries, including — unlike TALS and TIMSS - all cur-
rent EU Member States.? Another important issue with respect to education is
access, and the influence of socio-economic background on that access; some

9 For a detailed presentation of these surveys and a comparative analysis of educational disadvantage, see
Unicef (2002).
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information on this is available in IALS and in PISA. Comparing the educa-
tional attainment level of parents and their children, for example, sheds some
light on this issue and the related one of the intergenerational transmission of
educational disadvantage and thus poverty and social exclusion. The PISA
survey would be worth investigation in this context, since its primary purpose
is to allow an assessment of education systems in a comparative perspective.

Development of Health Indicators

As far as health is concerned, inequalities in health and access to health serv-
ices are now widely seen as key aspects of broader socio-economic inequali-
ties and social exclusion. Here again data limitations are very real. The lack
of comparative measures of socio-economic mortality differentials is a par-
ticularly serious gap in the knowledge base for indicators of social inclusion,
although Eurostat is currently seeking progress towards harmonized meas-
urement using administrative sources. The two health indicators now adopted
as primary indicators undoubtedly have serious limitations. Differences in
life expectancy across Member States are relevant to the social cohesion of
the EU as a whole, but they are not relevant to social inclusion within a coun-
try. One country may have higher mortality than another, on account of di-
etary, smoking or other behavioural differences, but this does not necessarily
imply a problem of social inclusion within that country. In the case of health
it is not mortality as such that concerns us but differential mortality according
to socio-economic characteristics. Indicator 10 attempts to capture such dif-
ferences with regard to morbidity. Self-assessed health status provides a use-
ful starting-point in the absence of data at EU level on premature mortality by
socio-economic groups, but it poses serious problems of interpretation, and
alternatives should be sought for future use. Given that it is to be used at this
first stage, it is essential that it be standardized by age. The bottom quintile
group may have poorer self-reported health status partly because it contains
more people in older age groups, whereas the focus of the indicator is on the
impact of income rather than age differentials.

The Social Protection Committee expressed particular interest in the de-
velopment of measures of quality-adjusted life expectancy (taking prevalence
of disability into account), premature mortality by socio-economic status, and
access to healthcare. Ideally one would want variation in life expectancy, and
in quality-adjusted life years, across socio-economic groups to be captured
since the focus in this context is firmly on poverty and exclusion. The varia-
tion in healthy life-years by socio-economic status is important in its own
right, but it is also instrumentally significant. From a social inclusion per-
spective, the impact that illness and disability have on ability to participate
fully in the life of society is also critical. Those with a chronic illness or

© Blackwell Publishing Ltd 2004



62 ANTHONY B. ATKINSON, ERIC MARLIER AND BRIAN NOLAN

disability may well face severe obstacles in obtaining access to schooling,
employment, independent housing and other aspects of participation. This is
difficult to capture in comparable ways across countries, given the problems
in measuring disability in a harmonized way, but is of central importance to a
significant group. Similarly, in seeking to capture inequalities in access to
health care, failure to access care due to financial constraints is particularly
salient from a social inclusion perspective, although once again difficult to
measure. (The soon-to-be-launched EU ‘Statistics on Income and Living
Conditions’ instrument — EU-SILC, see below — will provide important new
information on this issue of access.)

Non-Monetary Indicators

Another area in need of development is the use of non-monetary indicators,
now in use in various Member States. The key rationale underlying the grow-
ing emphasis on non-monetary indicators is that income, while a key compo-
nent, does not tell us everything we need to know about the resources or liv-
ing standards of households. Some households on low income may actually
be doing very much worse than others on the same income, for a variety of
reasons relating to how both their resources and needs have evolved over
time. This is evident from a variety of national studies (e.g., Nolan and Whelan,
1996) as well as from analysis of data for all the EU Member States partici-
pating in the European Community Household Panel (ECHP). The ECHP is a
panel survey based on a standardized questionnaire that involved interview-
ing a representative sample of households and individuals in each country,
covering a wide range of topics, including income, health, education, housing
and employment. The Social Protection Committee’s Indicators Sub-Group
saw considerable value in the development of these measures at EU level, on
the basis that they can augment income-based measures in identifying those
at risk of poverty, they provide a better understanding of the living conditions
of the poor, and they give information about those domains where income-
based indicators are least helpful. It agreed to investigate further the possibil-
ity of defining a concise set of such indicators. Non-monetary indicators can
supplement information about income, which is subject to mismeasurement
and may not always be a reliable guide to ‘permanent income’, and they can
also help to capture the multi-dimensional nature of poverty and social exclu-
sion. If Member States are able to include non-monetary indicators in the
2003 NAPs/inclusion, which we think would be an important step forward,
then these ‘third-level” indicators may provide a basis for progress. But it is
already worth trying to think now about the development of common EU
indicators to be incorporated at the primary or secondary levels.
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Regional Indicators

The current treatment of regional variation also requires development. In the
structural indicators ‘inherited’ by the Social Protection Committee, the Eu-
ropean Commission sought to give weight to the regional dimension by in-
cluding a specific indicator of regional disparities, namely the variation in
regional unemployment rates. As we have seen, the Committee did adapt this
to the variation in employment rates. However, the logic of having a specific
regional disparity indicator may be questioned (for a discussion of this issue,
see Atkinson et al., 2002). An alternative would be to give regional break-
downs for all indicators of social inclusion where it is meaningful and data
allow.

Moving Forward

Progress in filling in the gaps in the social indicators depends crucially on the
statistical infrastructure. The December 2001 European Council at Laeken
emphasized ‘the need to reinforce the statistical machinery’. As developed by
the Social Protection Committee, ‘the use of indicators to monitor progress
depends to a great extent on the availability of relevant and timely data. Thus
... Member States may wish to identify gaps in existing data and to stress the
need to develop further their statistical infrastructure’ (2003, p. 7). We focus
below on these gaps and the practical problems faced in trying to fill them in
in a consistent and harmonized fashion. It is worth simply emphasizing at this
point our belief that improved statistical capacity is indispensable if the proc-
ess is to achieve its aims (see also, e.g., Marlier, 2003).

The final point to be noted about the further development of social inclu-
sion indicators at EU level is the nature of the indicators involved and the
process by which they are reached. As already mentioned, one of the objec-
tives agreed at the 2000 Nice European Council is ‘to mobilise all relevant
bodies’. Significant efforts have already been made in this direction, a major
one being the first European Round Table Conference on Poverty and Social
Exclusion organized by the Danish Presidency of the EU (Aarhus, Denmark,
17-18 October 2002). It is, however, important to intensify the efforts to en-
gage a wide range of social actors. Consultation with social partners, non-
governmental and grass roots’ organizations, and academics will both dis-
seminate knowledge and allow the indicators to be refined. They should also
aim at ‘a better inclusion of the excluded in all kinds of actions, not as passive
participants but as active actors’ (Vranken et al., 2001, p. 5). Those suffering
from social exclusion should co-determine how exclusion should be meas-
ured. The European Anti-Poverty Network (EAPN), for example, has argued
that ‘the best indicators are those which gauge changes in the everyday lives
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of people living in poverty and social exclusion’ (2001, p. 3). The importance
of increasing the involvement of excluded people, and the need to explore the
most effective means of giving a voice to the excluded, was emphasized by
the Social Protection Committee — though the best ways of bringing this about,
at Member State and EU levels, are still being developed. The Belgian Presi-
dency initiative to organize the first European meeting of people experienc-
ing poverty (Brussels, 1-2 December 2001) was an important step in this
direction. The Greek Presidency Conference ‘We also Participate in Europe!”’
(Brussels, 10-11 May 2003) was the second European meeting of people
experiencing poverty. Participants were asked to draw on their personal expe-
rience in areas such as housing, access to health, employment and the particu-
lar experience of women in the areas of low-paid employment, education and
training or indebtedness.

This involvement of the various stakeholders is important in choosing and
defining the indicators. At Member State level it may lead to new level 3
indicators being proposed whereas, for the EU as a whole, it should feed into
the design of level 1 and 2 indicators. Such an involvement is also important
in evaluating the social inclusion process itself. A participatory approach will
contribute to greater transparency and awareness.

IV. The Role of EU Social Inclusion Indicators

We turn now to the role that common indicators of social inclusion can play
and their potential importance in the development of EU social policy, and
indeed the strategic direction of the Union more broadly. As we have seen, the
specific indicators adopted at the December 2001 Laeken European Council
arise out of the political agreement reached at earlier European Councils in
Lisbon, Nice and Stockholm.

As part of the open method of co-ordination, Member States submitted
their first National Action Plans on Social Inclusion in mid-2001. These were
examined in the first Joint Report on Social Inclusion (2002b), and served to
illustrate quite emphatically the need for common indicators, with enormous
variation across the National Action Plans in both the use made of indicators
and the specific indicators employed. In the absence of commonly defined
and agreed indicators, Member States used national definitions of core indi-
cators such as poverty and inadequate access to housing, health care and edu-
cation. In measuring the core risk of poverty, for example, countries focused
on different relative income thresholds, or used indicators of ‘absolute’ pov-
erty which again differed across countries, or focused on benefit dependency.
Some other countries used hardly any quantified outcome indicators at all.
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With commonly agreed indicators now having been adopted and being
further elaborated, the open method of co-ordination can become fully opera-
tional. Member States are obliged to use these common indicators in prepar-
ing their 2003 round of National Action Plans.19 The Common Outline for the
2003/2005 NAPs/inclusion agreed upon by the Social Protection Committee
(2003) states that ‘the commonly agreed indicators should be used as appro-
priate’ although it recognizes that ‘given constraints in relation to the timeli-
ness of data it will be important to supplement these with indicators based on
national data’ (p. 3). In our view, even where national data are used for com-
mon indicators, the definitions of the indicators should follow strictly those
commonly agreed.

The use of a common set of indicators has the potential to bring about a
significant change in the way policy with respect to social inclusion is framed.
It will provide policy-makers with a basis on which the starting positions and
progress over time in the different Member States in terms of key areas of
social concern can be reliably compared. While evaluating the contribution of
specific policy initiatives on the evolution of indicators will always be ex-
tremely difficult, the scope for policy learning should be considerably en-
hanced. Most productively, however, as in the Employment Strategy, Mem-
ber States will pursue the policies they regard as most likely to succeed in
their particular circumstances, but the spotlight will be (more) firmly placed
on concrete outcomes.

The adoption of the common indicators — and the open method of co-
ordination more generally — can, we believe, contribute to the development of
a more coherent policy towards social exclusion in the Member States. The
multi-dimensioned nature of the indicators not only reflects the fact that ex-
clusion is a multi-dimensional concept, but also serves to underline the need
for co-operation between different agencies of government as well as, in some
countries, between different agencies belonging to different levels of govern-
ment. The overlap between the Employment and Social Inclusion National
Action Plans is an obvious example. Policy to reduce long-term unemploy-
ment and joblessness requires inter alia joint action by the ministries of em-
ployment and social affairs. All the indicators indeed potentially involve joint
action by different agencies, and one of the latent functions of the open method
is to promote co-ordination not just across countries but also within coun-
tries. ‘Joined up government’ will become even more important if, as should
be made a key priority, the NAPs/inclusion are integrated more clearly with
policy formation.

10 Even though the 18 agreed ‘Lacken indicators’ were not endorsed in time for inclusion by Member
States in their first (June 2001) NAPs/inclusion, the first Joint Report on Social Inclusion did make use
of 12 of these indicators, calculated by Eurostat and based on common EU data sources (rather than
national ones).
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The need for joined-up government raises the question of the role of re-
gional and local government. The extent of devolution of responsibility varies
across Member States, but the NAPs/inclusion and social indicators provide a
focus for all levels of government. The 2001 NAP/inclusion for Spain de-
scribed as ‘unprecedented in Spain’ the production of a document that brings
together for the country as a whole the different areas of action for social
inclusion. If, in the 2003 round, Member States are setting national targets,
then it is to be hoped that lower-level governments will be concerned to moni-
tor the local performance. This is especially important where responsibility
for provision of services, etc. is being devolved to the local level, where it is
essential to check that this does not lead to new inequalities.

V. From Indicators to Targets

Many have argued that the objective of greater social cohesion can be made
concrete only by setting targets for the reduction of poverty and social exclu-
sion similar to those that have evolved in the macroeconomic and employ-
ment fields as part of the Maastricht process and the Employment Strategy.
While the adoption of an initial common set of social inclusion indicators
represents a major achievement, social inclusion may only be given the same
weight as employment and the macroeconomy in EU and national decision-
making when such targets are in place. In other words, if the process is to be
meaningful and credible, targets are essential. The need to do so has already
been recognized at the highest political level, with the Barcelona European
Council in spring 2002 stating:

The European Council stresses the importance of the fight against poverty
and social exclusion. Member States are invited to set targets, in their Na-
tional Action Plans, for significantly reducing the number of people at risk
of poverty and social exclusion by 2010.

The Common Outline for the 2003/2005 NAPs/inclusion explains that such
targets are important for several reasons. National targets are ‘a significant
political statement of purpose’; they provide ‘a goal against which to measure
progress’ (Social Protection Committee, 2003, Appendix I). The targets should
also promote awareness of social inclusion policies and provide a focus for
policy-makers.

This will be a major departure. Only a minority of countries had outcome
targets in their first NAPs/inclusion, and these were not all systematically
linked to one or several indicators to be used for monitoring progress towards
achieving them. Ireland’s plan did present such a target, already at the core of
its National Anti-Poverty Strategy, in terms of a measure of ‘consistent pov-
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erty’ relating to both falling below a relative income threshold and experienc-
ing deprivation in terms of a small set of non-monetary indicators. Sweden
set out a target for reducing welfare dependency (as well as increasing em-
ployment). The UK has adopted a number of specific targets relating to the
activities of different government departments, as well as a commitment to
eradicate child poverty — on the latter, the government has been consulting
widely on the appropriate measure to be used in monitoring progress. Simi-
larly, the Netherlands has set targets for reducing early school leaving, illit-
eracy and ‘unhealthy life years’. It is too early to say as yet, on the basis of
this limited experience, what the impact of adopting formal quantified targets
has been in those countries. (In Ireland, for instance, where an overall poverty
target has been in place since 1997, this has been exceeded due to a quite
exceptional rate of economic growth, and thus one could not draw more gen-
eral lessons.) It will be interesting to see how Member States respond to the
challenge of setting targets in the 2003 round of NAPs/inclusion.

The Common Outline for the 2003/2005 NAPs/inclusion contains a de-
tailed appendix on ‘Setting Targets’. It recognizes that ‘setting targets that are
appropriate to their own situation is a matter for each Member State’ but goes
on to say that ‘many of the factors that need to be taken into account ... are
common to all’ (Social Protection Committee, 2003, p. 5). It suggests that
targets should be ambitious but achievable, relevant, intelligible, quantified
and measurable, and time specific. It puts forward the idea that just a small
number of headline targets should be set for 2010, accompanied by a series of
more detailed targets. This structure is similar to the level 1 and 2 indicators
proposed by Atkinson et al. (2002), where we suggested that the number of
level 1 ‘lead’ indicators should be in the range 5-15.

The 2001 NAPs/inclusion made use of both performance (output) indica-
tors and policy effort (input) indicators. For the 2003 NAPs/inclusion, the
Common Outline states that ‘performance or outcome indicators are strongly
preferred [but] policy effort indicators could be used when performance or
outcome indicators are not measurable’ (Social Protection Committee, 2003,
p. 6). The principle of subsidiarity means that policy effort as such is not the
subject of evaluation. Member States differ in their choice of means to com-
bat poverty and social exclusion. To take an example, the replacement rate in
a state pension scheme may be lower in one country than another because
greater reliance is placed on private pension schemes. In some cases, the change
in a policy variable may be a valid instrument to forecast changes in the risk
of poverty, since we often have information about inputs well in advance of
output indicators, but such a use should be carefully justified. Any policy
effort indicator would need to be shown to be closely related to outcomes. To
take an example, we may be concerned about the number of people in inad-
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equate housing, and the number of new houses built is an input indicator that
may indeed be relevant, but one cannot be sure a priori that these houses are
going to the people in need: that link would need to be studied empirically.

If countries initially focus their target setting on social outcomes that are
seen as particularly important to their own situation, then different countries
may have different targets, and these may or may not be directly linked to the
common EU indicators. This would still represent a significant step forward,
given the impact which explicit adoption of targets can have. However, we
would argue that the logic of agreeing common indicators in the first place is
that Member States should be working towards a situation where targets are
framed in terms of those commonly-agreed indicators (or future versions of
these commonly agreed indicators), or are at least systematically linked to
some of these. This would facilitate mutual learning and exchange of good
practices between Member States, which is a key rationale of the open method
of co-ordination. The advantages of this approach are reflected in the Social
Protection Committee’s Common Outline for the 2003 NAPs/inclusion.

The next question concerns the response of the EU as a whole. If, as seems
likely, Member States adopt different kinds and levels of target, then the Joint
Report will play an important role in unifying the analysis. It is to be hoped
that the Joint Report will, for example, report on the performance of Member
States judged by the different targets proposed by individual countries. If
France, for instance, sets a target for one dimension, then the Joint Report
should examine how the other 14 Member States perform against that yard-
stick, provided of course that comparable data are available for (most of) the
other Member States.

Before moving on to the final issue, that of the formulation in time of EU-
wide targets, it may be useful to illustrate in Figure 1 the way we see the inter-
relationships between EU and national data, EU and national indicators and
targets within the structure of the social inclusion process.

VI. EU-Wide Targets

The next stage of the process could well be the setting of EU-wide targets.
What might this mean, and what would be a sensible and productive approach?
The example provided by the Employment Strategy will continue to be a sig-
nificant influence on the development of the open method of co-ordination in
the context of social inclusion. The Employment Strategy has now arrived at
the point where the goal of having 70 per cent of the population of working
age in each Member State in employment by 2010 has come to assume a
central place. One of the points we will seek to bring out, in considering these
issues, is that the best approach to follow in target-setting in the social inclu-
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sion field may well be rather different, with the most satisfactory approach
being teased out in an evolutionary fashion rather than prescribed at the out-
set. The article concentrates on the setting of targets, not on their monitoring
over time, which raises a number of different issues.

First, let us consider a single dimension: the risk of poverty. There are a
number of possible forms that a European target could take, including:

e acommon target for all Member States (e.g. poverty risk down to x per
cent in all countries);

* anoverall target for the European Union, set in terms of the poverty rate
for the EU as a whole (the proportion of the total EU population at risk
of poverty);

» different targets for each Member State, but aimed at reducing poverty
to zero;

* Member States asked to emulate the best performing Member States.

A common target would seem unrealistic given the existing wide differences
in performance. Currently available figures show the percentage falling be-
low the 60 per cent national median income threshold, varying from about 10
per cent up to over 20 per cent. A common poverty target would be very
challenging for some Member States and irrelevant for others. An EU-wide
target, on the other hand, would in effect mean the largest Member States
taking responsibility. Put differently, a situation in which a small country had
a poverty rate of 50 per cent might make little difference to the EU-wide
statistic but be incompatible with European social cohesion. The third method
takes account of the existing differences. It would require, say, that a poverty
rate of 21 per cent be reduced to 15 per cent and one of 7 per cent be reduced
to 5 per cent. But, in the latter case, the required reduction might be small in
relation to the measurement error, and there seems a case for a target of the
fourth kind, which also seems in the spirit of the open method of co-ordina-
tion. Member States would be set the target of closing the gap on, say, the best
three performing countries. Such a criterion should be seen, not as a ranking
exercise, but as an application of peer review.

Does this mean that the three best performing Member States in terms of
poverty can rest on their laurels? This would be the case only if they were also
the best three performers on all other dimensions. (Even then, depending on
the level of their performances, they would be encouraged either to remain —
within a certain range — at the already achieved level or improve further.)
Social inclusion is inherently multi-dimensional, and that is precisely why a
set of indicators seeking to capture key aspects was recommended by the
Social Protection Committee and adopted at the Laeken European Council.
Having explicitly recognized this central characteristic in agreeing indica-
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tors, it would be inconsistent now to seek to focus target-setting on one indi-
cator, however important. Instead, following through on the approach adopted
so far would point towards encouraging Member States to set targets across
the dimensions. Member States would face complex and inter-related chal-
lenges, but allow real progress to be registered in the different dimensions of
social exclusion. Once again, rather than thinking in terms of targets repre-
senting a common level for an indicator across the Member States, it may be
best to seek to emulate the best performing three countries. National targets
may be translated into regional or local targets. Some of the problems that
arise in the EU-Member State relations discussed in this section will then
also arise within countries.

Thinking about setting ambitious but achievable and appropriate targets
poses a real dilemma because it may be difficult, in the current state of knowl-
edge, actually to decide what is realistic. Two points should be kept in mind
in this context. The first is that the open method of co-ordination focuses
attention inter alia on cross-country and over-time comparisons. The best
performing countries in particular domains can serve to demonstrate what
can be achieved. This depends, of course, on the initial conditions of each
Member State and on the institutional structure. Here, the second point comes
into play. The ex post examination of indicators relies implicitly on a counter-
factual: what would have happened otherwise? Recent developments in the
area of simulation modelling, notably the EUROMOD tax—benefit model,
considerably enhance our capacity to assess the likely impact of specific types
of policy intervention on, for example, the percentage below income thresh-
olds.!! Long-term underlying secular trends such as demographic shifts and
the reduction of the share of the population engaged in agriculture affect pov-
erty and inequality differently in different countries, and also need to be in-
corporated in the analysis. Much remains to be done at a scientific level and
researchers have a major contribution to make in deepening the information
base for decision-makers. At the same time, this does not mean that there are
technical solutions that will work in a way that is independent of the politics.
The obstacles to meaningful target-setting are more likely to be political than
technical, and a target, policy or strategy that is politically unacceptable will
either not be adopted or, if adopted, will not be implemented.

Finally, serious practical issues remain to be addressed before the com-
monly-agreed indicators can be used to full advantage to assess performance
in practice. This is because Member States need not only to agree on what is
to be measured as common indicators; they also have to be willing to accept
the validity of the statistics being produced to measure those indicators em-

11 See Atkinson (2002) for a discussion of the role of EUROMOD in the evaluation of National Action
Plans on Social Inclusion.
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pirically. It is important in this context that the current set of primary and
secondary EU indicators rely quite heavily, as foreseen in the Social Protec-
tion Committee Report on indicators for poverty and social inclusion endorsed
in Laeken, on common EU data sources, in particular, the EU Labour Force
Surveys as well as, currently (see below) and especially for the core low-
income indicators, the ECHP. The first wave was conducted in 1994 in the
then 12 EU Member States, and Austria (1995) and Finland (1996) subse-
quently joined, although Sweden did not participate. The fact that the survey
is harmonized has been crucial in addressing the very serious difficulties that
can arise through non-comparability of figures from national sources. On the
other hand, the reliability of the income data for a number of countries (in-
cluding Belgium and the UK) has been questioned. The results have been
available only after a substantial lag and can therefore be criticized as out of
date. For both these reasons, some countries have not tended to accept the
results as reliable, preferring to rely on national sources. It is to be hoped
that, as a result of important joint efforts from both Eurostat and the Member
States, ECHP data quality will be improved so that the unique socio-eco-
nomic comparable information it contains can satisfactorily be used in the
context of the open method of co-ordination until 2006, when an alternative
EU data source will have been launched to provide the required statistics (see
below).12

The last wave of interviews for the ECHP was carried out in 2001 in most
Member States, and the final 1994-2001 set of micro-data should become
available in early 2004. It is to be replaced by a rather different approach to
producing data across all the Member States, known as the EU Statistics on
Income and Living Conditions (EU-SILC), which should become the EU ref-
erence source for income and social exclusion statistics. This will allow Mem-
ber States to use both survey(s) and administrative registers provided that
these data can be linked at the micro-level, i.e. at both the individual and
household level. Member States will also be allowed to separate the cross-
sectional element from the longitudinal, panel element if they so wish.!3 The
objective is to ‘anchor’ EU-SILC in the different national statistical systems.
This is a valid aim, and may be the only way to ensure acceptance at national
level of the reliability of the figures, which is a sine qua non for further progress.
Unfortunately, the approach now being adopted also has its risks. It is not

12 Many important errors in the ECHP micro-data, on the side of both Member States (which provide the
basic national data files) and Eurostat (which double-checks the data, but also imputes the missing income
information and weights the national data-sets), have now been corrected, which is likely to improve
significantly the quality of the data.

13 Cross-sectional data are data pertaining to a given time or a certain time period, whereas longitudinal
data are data pertaining to individual-level changes over time, observed periodically over a certain
duration.
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difficult to see problems relating to harmonization and non-comparability aris-
ing — since even the way a household is conventionally defined varies from
one country to the next.

While Eurostat and Member States are working together on the develop-
ment of common guidelines and procedures aimed at maximizing compara-
bility (through a Council and European Parliament framework regulation
adopted in 2003, and through a series of implementing Commission regula-
tions to be adopted immediately afterwards by the so-called ‘commitology’
procedure), this is something which will require the utmost care and need
detailed examination as data from EU-SILC actually become available. The
other problem at this stage is timing: EU-SILC will get under way in Ger-
many, the Netherlands and the United Kingdom only in 2005 (whereas it will
be launched in 2003 or 2004 in the other Member States), and first data for all
the (current) Member States will then not be available before the end of 2006.
There will therefore be a significant data gap at EU level (as well as, for
several Member States, at national level). Methodological work will also in-
evitably be required before a link can (possibly) be made, for the agreed indi-
cators, between the existing ECHP time series and the new EU-SILC ones.

This obviously has implications for target-setting. Data from the ECHP
are likely to be the source for the commonly agreed and defined income-
based indicators in the 2003 Joint Report on Social Inclusion (and possibly in
the 2005 Report), and will provide a good baseline picture of the situation
around the time the open method of co-ordination got under way. Some Mem-
ber States may prefer to set targets based on national sources, especially when
there is then going to be a significant gap before EU-SILC comes on stream,
which is unfortunate since it will inevitably give rise to problems in making
comparisons across countries. However, the most important point to focus on
at this stage is which indicators, rather than which figures for those indica-
tors, are used in initial target-setting. Member States can be expected to ap-
proach target-setting cautiously and with some trepidation. The priority at the
outset should thus be to emphasize the importance of framing targets in terms
of key broad social outcomes, rather than either input/programme-related tar-
gets or outcome indicators relating to very specific areas. Countries could
then focus initially on social outcomes relating to poverty and social inclu-
sion which are regarded as particularly salient, and on targets that are re-
garded as credible and politically supportable domestically.

Much of the attention in this article has been focused on the more techni-
cal aspects of target-setting. In conclusion, however, it should be emphasized
that such target-setting is essentially a political act. To fulfil its potential within
the social inclusion process, targets must be seen by all as embodying a po-
litical commitment by Member State governments — in effect, to do whatever
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it takes substantially to improve the position of the disadvantaged over a speci-
fied time-frame. Furthermore, while the overall objective set at Lisbon for
2010 is central, data will not be available against which it can be assessed
until several years later. Thus there need to be intermediate targets, which
allow Member States to see whether they are on track, to which political com-
mitment is also made. The real technical challenges which have to be faced in
giving concrete form to such commitments should not be allowed to act as an
obstacle to their adoption.
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