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Executive summary

The EU economy is maintaining the growth  first seen  in the second quarter of 2013
(+0.4% in Q4 ), with estimated gross domestic product (GDP) figures from across the EU
indicating that a recovery has started, albeit at a relatively slow pace. At this early stage, it is

difficult to assess whether and when this fragile economic recovery will bring new jobs and to

what extent society as a whole w ill benefit.

Improvements in the labour markets in Europe are still at best weak . Employment in the
EU showed the first signs of stabilising during 2013, with a mild increase in the number of

persons employed in the third and fourth quarters (+0.1% in both ). This reflectsa  slow -down of
the number of employed losing their jobs, though the job finding rate continue s to deteriorate.

It also corresponds to a slowdown in the decrease of employment in the construction and

industry sectors, while the number of em ployed continued to grow in the service sectors. In
February 2014, managers in the EU expected moderate employment growth in industry, while

employment expectations in the services sector were still below their long -term average.

In 2013, the gross disposa ble income of households co ntinued to decline in the Euro

area ! in real terms, but at a slower pace and nearly stabilised in the third quarter, reflecting the

evolution of labour market incomes and a weakening of the stabilisation impact of welfare
spendin g. Growth in househol dsé disposable income 1is
danger that the recovery will not benefit all parts of the economy equally, with a large part of

households and individuals potentially benefiting only marginally, if at al I, from the slightly
improved economic situation. In the third quarter of 2013, real gross disposable household

income remained stable overall in the Euro area compared to the same quarter in 2012.

Poverty and social exclusion in the EU has deteriorated d uring the crisis and show

little signs of improvement so far, especially in the Member States where economic

conditions continued to worsen . According to Eurostat data, poverty and social exclusion
continued to increase in 2011 and 2012 , reflecting the det erioration of labour market conditions,

as long -term unemployment increased and an increasing share of jobs do not ensure a living
wage (e.g. involuntary part -time). Poverty and social exclusion are estimated to have increased

further in a few countries in 2013 (according to Eu  romod estimates available for 10 countries),
especially in countries where it was already high. Also, a recent Euromod study shows that
reforms of the tax and benefit systems introduced in 2012 -13 were progressive or neutral in 7
out of 9 countries reviewed.

The prolonged economic downturn has seen households 6 financial distress intensify in
recent months , due to the need to draw on savings or borrow in order to maintain current
standards of living. Households in the lowest income quartile experienced the greatest difficulty

in covering their current expenditure.

The market for permanent and full -time jobs has seen only sl ight improvement, and it

is the increasing use of temporary and part -time work which has driven the rising

overall employment figures. The number of part  -time jobs has risen during the crisis, mostly
because the job cuts which have taken place in predomina ntly male -oriented sectors have been
followed by an increase in the proportion of the male labour force working part -time and a
higher rate of transition of workers from full -time to part -time jobs.

Unemployment has stabilised since mid -2013, but figures for January 2014 show that

it is still at record high levels, with around 26 million people (10.8 % of the economically
active population) in the EU looking for work. In several Member States, unemployment remains

close to the historically -high levels firs t seen in the current crisis. The unemployment rate
among young people fell by 0.3 % over the year to January 2014 in the EU and by 0.1% in the
Euro area. Unemployment in the same period has fallen more among men than among women.

Both involuntary part -time workers and the potential additional workforce (i.e. discouraged
workers who are no longer actively looking for jobs but who could form part of the workforce)
grew in the EU, and differences between Member States became more pronounced. Despite this

1 No GDHI in real terms available for EU28.
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some what mixed picture, the outlook for unemployment is showing the first signs of
improvement, with European consumers expecting unemployment to fall in the coming months.

Young people continue to be the hardest hit by the job crisis , with the unemployment
rate amongst this age group standing at 23.4 % in January 2014 for the EU as a whole. A total

of 2.5 million young women and 3.1 million young men aged 15 -24 are currently unable to find
work. In 2013, only a third of young people in the EU had a job, and ma ny of these were on a
temporary or part -time basis. Half of Member States saw an overall improvement in
unemployment figures for young people, but considerable disparities continue to exist across

the EU. Overall, close to 60 % of young people in the EU we re not in employment in 2013,
although in 9 out of 10 cases this was due to enrolment in education.

The rate of growth of nominal unit labour costs continued to slow in the Euro area
increasing the risk of cost -push deflationary pressures that could damag e prospects of a
sustained recovery and the accompanying creation of jobs. In Spain, on the other hand, the real

unit labour cost increased for the first time since the fourth quarter of 2009.

Three supplements accompany this Quarterly review.

The first s upplement compares labour market transitions in the EU as a whole in 2010
and 2006. The analysis shows that employment stability for individual workers declined
significantly by 2010 whereby a transition to unemployment was the most important
destination on leaving employment. Moreover, the stepping -stone function of temporary
employment (whereby workers on temporary contracts move up to a permanent contract) has
diminished notably.

The second supplement analyses recent trends in poverty and social exclusion.

According to latest survey data, poverty continued to increase in 2012 and is estimated

to have increased further since then in those countries where economic and labour market
conditions have continued to deteriorate. Between 2011 and 2012, the population at risk of

poverty or social exclusion increased in one third of EU -Member States, amongst them in
countries with low levels of poverty and social exclusion such as the United Ki ngdom,
Luxembourg and Austria. The at -risk -of -poverty rate remained stable on average at EU level
between 2011 and 2012, hiding diverging national developments at national level. It increased

especially noticeably in Greece and is estimated to increase fur ther between 2011 and 2013 in
this country and a few others

The third supplement presents recent developments in social expenditure and

estimates of the distributional impact of policy changes until 2013 . The latest available
data show that the stabili sing impact of social protection expenditure remained very

weak in 2013, despite a slight improvement compared to 2012 . In 2013 social protection
expenditure grew much less than expected, and remained below its trend, despite the further
deterioration of t  he output gap (around -3 %). In two countries , changes to the tax and benefit
system in 2012 -13 lead to a reduction of incomes across all or most of the income distribution.

In four others the overall impact on household incomes was positive, with those at the bottom
of the distribution benefiting most in proportional terms.

2 Eurostat statistics on poverty and social exclusion are currently available until 2012, providing information about the 2011
income distribution.
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Latest labour markets trends in the EU -28
2012 2013 2013 2013 2013
Q4 Q1 Q2 Q3 Q4
Real GDP
(% change on previous quarter, SAWA) -04 -0.1 0.4 0.3 0.4
(% change on  previous year, SAWA) -0.9 -14 0.0 0.5 1.1
Employment growth
(% change on  previous quarter, SAWA) -0.2 -0.3 0.0 0.1 0,1
(% change on previous year, SAWA) -0.3 -0.5 -0.5 -0.3 -0.1
Employment rate (15 -64)
(% of working -age population, NSA) 64.1 63.3 64.1 64.5 NA
Employment rate (20 -64)
(% of working -age population, NSA) 68.4 67.6 68.4 68.8 NA
Job vacancy rate (EU27)
(% of vacant and occupied posts, NSA) 1.4 15 15 1.4 1.6
Labour productivity
(% change on previous year, SAWA) -0.5 -0.3 0.3 0.5 1.1
Nominal unit labour cost
(% change on previous year, SAWA) 3.2 15 0.8 -0.1 -0.1
Long -term unemployment rate
(% labour force, NSA) 4.9 5.2 5.1 5.1 NA
2013 2013 2013 2013 Jan
Jan Oct Nov Dec 2014
Unemployment rate (SA)
Total (% labour force) 11.0 10.8 10.8 10.8 10.8
Men 10.9 10.7 10.7 10.7 10.7
Women 11.0 10.9 10.9 10.8 10.9
Youth (% labour force aged 15  -24) 23.7 23.3 23.4 23.3 23.4

Source: Eurostat, DG EMPL own calculations.

Note: SA = seasonally adjusted; SAWA = seasonally adjusted and adjusted by working days;

adjusted; NA: not available.

NSA =non -seasonally
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Macroeconomic and
employment
developments and
outlook

The first signs of an economic recovery
emerged in 2013 , following the prolonged
economic and social crisis . The EU economy
picked up in the second quarter, with GDP
growing at an average of 0.3% per quarter
since then (with +0.4% in Q4). Growth has
been weaker in the Euro area (EA) , with an
increase of 0.3% in the fourth qu arter of
2013. GDP fell by 0.5% over the course of
2013 in the Euro area and rose by 0.1% in

the EU. The GDP gap between the EU/EA
and the US economy i whose GDP rose by
0.8% in the last quarter of 2013 T was the
widest since 2009 (see  Chart 1).

GDP growth in the EU is becoming less
dependent on external demand and more
driven by internal demand, with private
consumption contributing positively to GDP
growth in all four  quarters of 2013 .3

Chart 1: Real GDP in the EU/EA and US
(Ihs), and % changes over the previous
quarter (rhs)
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Source: Eurostat, National Accounts, data
seasonally adjusted and adjusted by working
days [namq_gdp_K]

Since the onset of the crisis, Europe
experienced a persistent year -on-year
decline in r eal gross disposable households

3 Eurostat news release of National Accounts data for
2013Q4 available at:
http://epp.eurostat.ec.europa.eu/cache/ITY_PUBLIC/2 -
05032014 -BP/EN/2 -05032014 -BP-EN.PDF

income (GDHI), with a direct negative
impact on aggregate demand and the
general living standard of the populations.

In 2013, the gross disposable income of
households continued to decline in the Euro
Area’ in real terms, but at a slower pac e
and nearly stabilised in the thi rd quarter,
reflecting the evolution of labour market
incomes. However, the growth in disposable
household income in Europe, adjusted for
inflation, still lags behind GDP growth, and

has done so since the beginning of 2010.
There is a concern that the recovery is not
benefitting all parts of the economy equally,
with  households and individuals not
benefiting much from im provements in the
economy .

Chart 2: Disposable Household income lags
behind GDP
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Source: Eurostat, National Accounts, data non -
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In the fourth quarter of 2013, GDP growth
became positive in the majority of EU
Member States, albeit that there were  large
differences, with negative quarter -on-
quarter changes registered in Cyprus,
Denmark, Croatia and Finland (s ee Chart
3).

4 No GDHI in real terms available for EU28.
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Chart 3: Real GDP growth in the fourth
quarter of 2013, by Member States
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It is still too early to assess w hether the
recent phase of economic recovery will
bring with it a significant increase in new
jobs, and what type of jobs they will be.
Figures from the third and the fourth
quarters of 2013 show that in an increasing
number of EU Member States a  n improving
economy has not been accompanied by the
creation of new jobs, as represented by the
countries positioned in the north -west
quadrants of Chart 4.

Chart 4:Real GDP change(y -o0-y) vs. total
employment change (y -0-y), by Member
State: third quarter 2013 ( top panel) and
fourth quarter 2013 (bottom panel)
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Source: Eurostat, National Accounts, data non -
seasonally adjusted [namg_gdp_k and
namg_aux_pem ]

Note: data not available for HR in Q3 and for IE,

LU, PT, and UK in Q4.

Unemployment in Europe remained at a
record high in January, with about 26
million people, or 10.8% (12% in the EA) of

the economically active population, looking

for work. Major disparities in unemployment

rates (UR) between Member States exist T
and have been increasing since the end of
2008 (see Chart 5). The unemployment
rates in the US have been falling since
2009. The divergent trends in the EU/EA
and US unemployment rates are the result

of both growth differentials between these

two regions and a declining active labour
force in the US (the total activity rate in the

US declined 2.49 percentage points ( pps)
since 2008Q3, while increas ed 1.1 pp s in
the EU in the same  period).
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Chart 5: Unemployment rates in Europe
(EU/EA) and US and unemployment
disparities in Europe

Unemployment rate
(% of active population]

Disparities EU

2006 2007 2008 2009 2010 2011 2012 2013 2014

Source: Eurostat, LFS, data seasonally adjusted
[une_rt_m]

Note: Disparity is measured by the degree of
dispersion of EU28 unemployment rates.
Dispersion is the coefficient of variation
calculated over the EU  -28 Member States'
unemployment rates. If all unemployment rates
of EU MS are equal, the coefficient of variation is
zero. Significant differences betwe en
unemployment rates imply a fairly wide
dispersion.

Outlook

Steady recovery in economic sentiment

The Commission's economic sentiment
indicator has recovered steadily, but from a
very low level, since April 2013. Confidence
indicators stand now well above their long -
term average, except in the service and
construction sectors.

Similarly,  the Euro-area  Purchasing
Managers Index (PMI) composite output
index reached its highest level in three
years in February 2014, and remained
above the 50 -level (which separates growth
from contraction) for eight consecutive
months now. Forecasted growth is however

not yet strong enough to make a significant
dent in unemployment

Table 1 shows the recent forecasts for the
EU-27 and the E uro area by the European
Commission and two international
institutions

120

20

60

a0

20

Coeffcient of Variation

Table 1: Recent forecasts for growth and
unemployment

Institute date | gr'14 gr.'15]UR'14 UR'1
g IMF 21-Jan NA NA| NA NA
& [Commission 25-Fel 15 2.0 10.7 104
B ECB 06-Mav NA NA| NA NA
% IMF 21-Ja 1.0 1.4 NA NA
o |Commission 25-Fely 1.2 1.8 12.0 11.7
0 |ECB TOG—Mar 12 15 119 117

Source: Diverse forecast ~ documents; "gr." is real
GDP growth in %; "UR" is the unemployment
rate, in % of the active population.

Commission winter forecasts for real GDP
growth remained close to the autumn
forecasts with growth projections of 1.5% in

the EU and 1.2% int he Euro a rea in 2014,
and 2.0% and 1.8%  respectively in 2015.
The winter forecast projected a modest rise

in employment (from 2014 on) and a

decline in the une  mployment rate to  10.4%
in the EU and 11.7% in the Euro area by
2015, with cross -country differences

remai ning very large.

The ECB unemployment forecast is similar
but less optimistic about growth in 2015.

The ECB and IMF forecasts also cover 2016,

with Euro area growth projections of 1.8%

and 15% respectively . The ECB sees a
small drop in Euro area unemplo yment to

11.4% in 2016.

In February 2014, employment prospects in
industry in the EU remained above their
long -term average, indicating that
managers in this sector expect moderate
growth in  employment.  Employment
expectations in the services sector have
remained below their long -term average,
both in the EU as a whole and in the Euro
area. Sentiment around jobs in the
construction sector has remained depressed

at European level in recent years. In
February 2014, managers in the
construction sector reported reducing staff
numbers more drastically on average in the
Euro area than in the EU as a whole.

European consumers expecting
unemployment to fall slightly.

I n February 2014,
expectations for unemployment at EU level
over the coming mont hs remained lower
than the long -term average, indicating that
they see unemployment as falling slightly in

the coming months (see Chart 6).
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Chart 6: EU consumer s
unemployment over the next 12 months and
unemployment rate (scale varies)
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Source: European Commission DG ECFIN,
Business and Consumer Surveys and Eurostat,
LFS, [une_rt_m], data seasonally adjusted

% of labour force

Employment in the EU
and its Member States

Decline in e mployment came to a halt in
second half of 2013

the

Employment started to show small signs of
stabilis ing during 2013, with a slight upturn
in growth (+0.1%) in the third quarter in

the EU and in the last quarter in the EA.
Still, falls registered in the beginning of the
year weighted heavily on 2013
performance. Compared to a year earlier,
employment decreased in the EU by 0.1%
(110 000 peopl €) and by a more severe
0.5% in the EA (680 000 people) reaching
223.6 million by the end of 2013 in the EU
(see Chart 7).

Chart 7: Employment in the EU and the EA,
2005 -13 (scale varies)
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Source: Eurostat, national accounts
[namg_aux_pem].  Data seasonally adjusted.
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trend improved at the end
of 2013 in the EU28 and in the EA where
the decrease has been more severe during
the past two years

Prospects have improved , with employment
stabilising since the second quarter of 2013,
followed by two consecutive quarters of
slight g rowth in the EU28 (+0.1% in
2013 Q3 and 2013 Q4). Over the two year s
to 2013 Q4, the decline in employment was
more severe in  the Euro area ( -1.2% over
the two year to 2013 Q4) than in the EU28

(-0.2%). Yet, in the Ilast quarter ,
employment trends improved in both area
(+0.1 % q-0-Q).

Employment increased in 17 Member States

in the last quarter 2013

In the last quarter 2013, 17 Member States
have benefited from  increased employment
while it decreased in seven (see Chart 8).
Even if the trend improved at EU28
aggregate level, Member State perform ance
varied ,  with the  highest increases
(compared with the previous quarter ) in
Lithuania (+ 1.0% ), Portugal (+ 0.7 %) and
Ireland (+0.7% ), and the largest decreases
in, Estonia (-1.3% ), Latvia (-1.1% ) , Italy
(-0.5% ) and the Netherlands (-0.5% ).

Chart 8: Employment growth in the fourth
quarter of 2013, compared to the previous
quarter and previo us year in the EU, the EA
and the Member States
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Source: Eurostat, National Accounts, data

seasonally adjusted, [namqg_aux_pem]. Q3 2013
for HR

Employment is not decreasing in the
majority of sectors.

Employment growth in the last quarter of
2013 was mostly driven by increased

employment in the service sectors, and a
slowdown in the decrease in employment in
the construction and industry sectors. In
particular the construction sector, seriously
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hit by the crisis, registered the first signs of Chart 10 : Employment rate in the EU -28, the
recover y. euro area and in Member States, 2013 Q3
. % of population aged 20-64
Chart 9: Employment growth in the EU, by 80 1
NACE sector (NACE code between
EU target

parentheses ; scale varies )
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Employment rate for the EU
below 70%

has stagnated

In 2013 Q3, the EU  -28 employment rate for
the 20 -64 age group (68.3 %) remained
stable in comparison with the third quarter

of 2012. In the  Euro area, it was 67.7 % 0o
a decline of 0.3 % over the year. In the
year to 2013 Q3, 16 Member States saw an
employment rate increase and 12 a
decrease .

The highest rises were recorded in Ireland
(+2.1 pp s) and Lithuania (+1.0 pps) while
the most significant falls occurred in Cyprus
(-3.1 pps) and Croatia ( -2.2 pps). The
difference between Sweden, which has the
highest employment rate, and Greece is
more than 25 pp s (see Chart 10). The 2013
Q3 EU employment rate was 2.0 pp s lower
than in 2008 (70.3  %).
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Source: Eurostat, LFS, data non
adjusted [ Ifsi_emp_q ]

Employment rate di ffers across population
groups

As of 2013 Q3, there was a decrease in the
employment rate over the year for the
young and prime aged worker groups but
an increase for older workers. Workers with
lower levels of education recorded a
significant decrease (se e Chart 11).

Chart 11: Year -on -year change in the EU -28
employment rate in 2013 Q3, by age group,
gender and education level
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Age
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Men
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Low

Medium
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Source: Eurostat, LFS, data non -seasonally
adjusted [ Ifsq_ergaed ].

Imp rovements in employment have been
driven by temporary and part -time work

In the year to the third quarter of 2013,
temporary employment grew by 1.6% or

390 000 workers, while permane nt
employment declined by 0.5% or 670 000
(Chart 12). Self -employment decreased by
1.4% or 480 000.
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Chart 12 : Employees in perm anent and
temporary work in the EU -28, self -
employment and total employment (15 -64
years) (1 000 persons), 2006 -13,year -on-

year change

Source: Eurostat, LFS, data non -seasonally
adjusted (DG EMPL estimation)

Full-time employment falling while part -
time continues to rise

In the year to 2013 Q3, the number of full -
time workers in the EU had fall en by 0.8%
(or 1.3 million). When viewed over the
medium term, over the last five years, full -
time employment has decreased
dramatically & by 9.8 million (- 5.4%). On
the other hand, at EU aggregate level, the
number of employees working part -time
has grown by 1.2% (or 480 000 part -
timers) in the year to 2013 Q3. There has

been steady growth in this type of work in
recent years, with 2.9 million more part -
time jobs s ince the third quarter of 2008, a

rise of 7.8%. Consequently, the share of
part -time workers (of total EU employees )
has risen consistently in recent vyears,
reaching 19.3% in the third quarter of
2013 . While permanent jobs were severely
hit during the cris is, part -time jobs did not
appear to have suffered, mostly because of

an increasing share of male part -time
workers in the EU and higher transitions of

male workers from full -time to part -time
work.

Chart 13:Part -timeand full -time employees
inthe EU -28 (1 000 employees), 2005 -13
(scale varies)

Source: Eurostat, LFS, data non -seasonally
adjusted [Ifsq_epgaed]

Unemployment

The EU unemployment rate has fallen
slightly from a high initial level.

Recent months have seen a slight drop in
the unemployment rate in the EU as a
whole. Between September 2013 and
January 2014, unemployment fell by 0.1 %
to 10.8 %. Over the same period of time,

the unemployment rate in the Euro area
also fellby 0.1 % to reach 12.0 % in January
2014. The unemployment rate in the EU is
0.2% lower compared to January 2013
which represents 450 000 fewer people
unemployed.

With 26.2 million people out of work and
actively seeking work in the EU, and 19.1
million in the Euro area, the level of
unemployment rema ins historically high.
This mild improvement follows on from a
second peak in unemployment which saw
the number of people unemployed rise by

17% between the first quarter of 2011 and

the first quarter of 2013, an increase
equivalentto 4.0 million more peo  ple out of
work in the EU28
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