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1. Introduction

This Staff Working Document presents a selection of key economic, employment and social trends of
relevanceto the discussion on the establishment of a European Pillar of Social RigigsPillar is
targeted at the euro area, but other Member States would be allowed to join in if they wanted to.

The discussion on the Pillar is an opportunity to review trémdbe world of work and in society,

to take stock of the impact of the worst economic and social crisis in decades, and also to look ahead
and consider longerm trends that are very much relevant beyond the crisis. Such stocktaking should
take account fo the wide diversity of situations and challenges across European countries,

of the particular needs of the euro area and also of the commonalities of European approaches from a
global perspective.

An important aspect of the consultation being launchdeyas to make sure that the principles to be
eventually outlined in the Pillar should be applicable not only for today's but also for tomorrow's
realities. This is why, in addition to the analysis presented here, a dedicated work stream for the
consultatbn is foreseen to discuss the future of work and welfare syétems.

This Staff Working Document highlights four trends in particular.

First, the crisis has had fe@aching social consequences, which may hamper opportunities for future
growth and economic performance across Europe. The recovery is slowly firming up in both the EU
and the euro area, but productivity growth remains low, affecting competitiveness and living standards
in many countries. Unemployment is decreasing steadily, bgttem unemployment as well as

the share of of young people not in education, employment or training (NEET) remain high.
Moreover, even though Europe has one of the most comprehensive welfare systems, around a quarter
of the population in the EU 122 milion peoplei are at risk of poverty or social exclusion,

with children being among the most vulnerable.

The crisis has aggravated wkhown challenges in a number of Member States. These include the
segmentation of labour markets between categofiegodkers, as well as between jobseekers and
those in work, and the persistence of job vacancies in certain sectors and regions in spite of high
unemployment, as a result of large skills mismatches.

Second, the current pace and extent of change inwthdd of work are further transforming
employment conditions. Global production patterns and the organisation of work across borders were
already affecting the European economy and its labour markets long before the financial crisis.
New ways of workingtogether with technological change and the digitisation of the economy, offer
new opportunities, increase possibilities for watiployment and new types of activities, and
make career patterns more divetset also create new risks of "grey zones"démts of labour rights

and access to welfare.

1 COM(2016) 127 of 8 March 2016 launching a consultation on a European Pillar of Social Rights.

2 See webpage ahe consultation athttp://ec.europa.eu/priorities/deegerdfairer-economieandmonetary
union/europeaipillar-sociatrights

SEwr ostat (2015), iThe risk of poverty or soci al excl
Commission (2015), Draft Joint Employment Report from the Commission and the Council, accompanying

the Communication from the Commission on thendal Growth Survey 2016.

* Bundesministerium fiir Arbeit und Soziales (2015), Reimagining Work, Green Paper Work 4.0.
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These trends are being magnified by what is now referred to as the Fourth Industrial ReVolution,

a paradigm shift in how economic value is created, and working lives are structured. The opportunities
perceved in terms of job creation go hand in hand with revived concerns about the substitution effect
and 'hollowing out' of a growing number of occupations caused by automation. Skills and access
to life-long learning matter more than ever in light of tharaiing work realities.

Third, demographic trends suggest that Europe's capacity to grow will increasingly rely on its ability
to boost productivity, which means moving towards kégld sectors, and on making the most of
Europe's human capital, by mobitigi Europe's workforce. This includes women, whose employment
rate is catching up but remains below that of men in most countries, and also Europe's youth and older
workers® This also involves addressing obstacles to the participation of people undemégdn the

labour market, such as third country nationals.

Demographic trends also put pressures on the financial sustainability of welfare systems and question
their ability to adjust to new family structures and societal trends, such as the tenfipeople to

live more individual lives. Over the years, welfare systems have extended their role towards providing
services, incentivising labour market participation and generally investing in people's employability.
Social services have also been geaosehrds child development and the needs of-@aaher families

and have facilitated the labour force participation of women. Yet, the capacity of social protection
systems to provide adequate financial assistance and prevent poverty while supportaigpuhe
market integration of beneficiaries remains a challenge in several countries.

Fourth, divergence in employment and social performances may weigh heavily on the performance of
the euro areaDuring the crisisthe adjustment capacity of several milger States of the euro area
showed severe limitations. This hascreasedemployment and social disparities, and tested
theresilienceandstability of the euroareaasa whole In recent years, euro area Member States have
agreed on stricter coordinatiaf economic and fiscal policies, but such deeper integration within the
Economic and Monetary Union also necessarily includes a social dimension.

As highlighted in the Five Presidents’ Report on Completing Europe's Economic and Monetary
Union,” in a shgle currency area, there is a need to build up the shock absorption capacity and labour
market adjustment mechanisms of Member States. Enhancing convergence tmbasislabour
market institutions and social infrastructure can facilitate resilienceal sochesion and macro
economic adjustment within the euro area and beyond.

Looking ahead, the challenges are significant. Peoples' working lives are expected to be longer and
less linear: they will likely be marked by numerous transitions in jobs afdgsions, as well as by
changing needs, with lifeycle and worlcycle pressures requiring career interruptions or breaks for
caring responsibilities, or for seeking access tekiing opportunities. The notion of work is
becoming increasingly fluid a&n blurred, with ongoing, rapid technologyiven transformations
presenting both challenges and opportunities. The capacity of welfare systems to ensure equity and
enable upwards mobility is being tested, and a lot of efforts is still required to inE&stape's skills

and human capital.

Although the benefits of policy interventions in all these fields may take time to materialise, the costs
associated with a lack of concerted action will no doubt be felt even more acutely.

World Economic Forum (2016) , AThe Fourth I ndustrial
®*European Commission (2015), #f2015 Ageing Report:
EU Member States (2012 0 6 0 ) 0, -Oieneral&tooomia and Financial Affairs.

" "Completing Europe's Economic and Monetary Union", Report by-GtsudeJuncker, in cooperation with

Donald Tusk, Jeroen Dijsselbloem, Mario Draghi and Martin Schulz, June 2015.



2. Welfare in Europe: anoverview

European welfare States fulfil the key objectives of protecting against life's risks, poverty
alleviation, intra and intergenerational redistribution, as well as macroeconomic
stabilisation. There is a very wide diversity of welfare and lalooanket institutions across
Europe, including in the organisation of social dialogue, which remains a building block of
the European social model and of a wetictioning social market economy. In recent years,
social protection systems played their rakecushioning the impact of the economic and
financial crisis, but their efficiency and financial sustainability have been put to a test.

2.1. Diverse welfare models and levels of social expenditure

European welfare states developed primarily in the skbaif of the 28 century during a period of

solid economic growth, to reconcile the often competing dynamics of solidarity and competitiveness,
labour and capital, equity and efficiency. Their key objectives have been pursued mainly through
regulation, iscal redistribution, the provision of public goods and collective insurance against
individual and socieeconomic risk$.

Instruments have been developed to insure againstdiiese and labour market risks; to reduce
poverty and income inequality; encourage children and family protection; to promote labour force
participation; and to improve population health and skillhe weight attributed to the different
functions varies substantially across countries, as do their coverage and gefiemosittheir
performance in terms of efficiency and equity.

The differences between Europeds social a'hd wel f
taking into account the level of income support for those outside the labour market, the effects of
welfare policies on social mobility, and the differences in welfare providers (i.e. public or private).

Beyond such classifications, models have tended to converge in this century to reflect evolving
societal needs. However, for illustrative purposeis, jifossible to categorise national welfare systems
across clusters, mostly following Europebds geogr

8 Lindert, P.H. (2004)fiGr owi ng Public: Social Spending and, Economi

Cambridge University Press; Begg, |, Bex, J. and Mortensen, J. (2008}, s Soci al Europe
Gl obalisation? A study of the soci al i mpact of gl ot
Commission, Centre for European Policy Studies.

Boeri, T. (2002) BL&EO MPpetiealanHBolEuc ppkodvel | Wi no, p a|
hosted by the Kennedy School of Government, Harvard Universiy2 Wpril.

Ysapir A. (2005) , iGl obali sation and the Reform of E
Begg I . et al. (2008) , op.cit.; Ferrera M. (1996) ATl
European Social Poli¢y6:1, 1996, pA7-37; EspinpgAnder sen G. (1990) , AThe Thr ee
Capi t,aNew Jersay: Princeton University Press.

Y European Commission, (2016E ap| oy ment and Soci al Devel opments in [
12 European Commission (201&Employment and Soca | Devel opments i nopdiur opeo

(Chap23_Tablel); Ebbinghaus, B. (2012JiComparing Welfare State Regimes: Are Typologies an Ideal or

Real i st i ¢ ESPAneta Comfgrgn@ed Edinburgh, UK, SeptembeB, 62012; Sapir A. (2005),

i GI oshaatliion and t he Ref or mBmédgel Policy Comtebation; Beggcl.ietal. (2008),d e | s 0
op.cit.; Ferrera M. (1996) AThe Southern Model of  We
Policy, 6:1, pp.1437; EspingAndersen G. (1990, iThe Three Worlds of Welfare
Princeton University Press.

131t should still be acknowledged that a great degree of variation in terms of inputs and outcomes of welfare
policies can be found within these regimes.



1 The"Nordic" clusterfeatures the highest levels of social protection expenditures, universal
welfare provision and trade union densitytervention in labour markets is characterised by
a mix of active labour market policies to promote integration in gainful employment. Social
partners play a leading role in wage setting and working conditions. Social insurances include
a combination ofeneral provisions, incormelated benefits and-kind benefits.

I The "Continental Western European" clusterelies extensively on insuranbased
unemployment benefits and e#dje pensions, traditionally aimed at managing income
fluctuation across thefé cycle. In spite of declining membership, trade unions remain strong
as regulations extend the coverage of collective bargaining tomonised workers.

1 The "Anglo-Saxon" clusterfeatures relatively large social assistance of the last resort,
with limited transfers oriented at people of working age. Activation measures are important as
are schemes conditioning access to benefits to regular employment. This model is
characterised by relatively weak trade unions and decentralised wage bargaining.

1 The 'Mediterranean“clusteris highly statecentred. Social spending may tend to be biased
towards oldage pensions and often allows for a high segmentation of entitlements and status.
The cluster is characterised by a relatively homogeneous wage srottiained through
collective bargaining.

1 The "Baltic, Central and South Eastern European" clustecharacterised by more limited
welfare provision¥ based on stateentred welfare spending, but also on family for providing
support, with relatively fragented bargaining systems.

Over the past decades, the role of welfare states has been extended by more actively providing
services, incentivising labour market participation and generally investing in people's employability.
Family-friendly social service geared towards the needs of deminer families have facilitated
labour force participation of women and child development. Childcare anetdamgcare for elderly
citizens have grown in importance, as has the need for good quality preventive aind bewdthcare.

Early retirement policies have been phased out and replaced by initiatives aimed at promoting longer
and healthier working lives. Emphasis has also been increasingly put on the inclusion of residents with
a migrant background, which is evemre necessary in the light of recent flows of migrants and
refugees.

As a result of these differences, levels of social expenditure vary significantly across Europe.
Countries such as Denmark, France, Finland and Greece spend more than 30% of GizRi¢iay i
education) on social expenditure whereas Estonia, Latvia, Lithuania and Romania spend less than 15%
(Figure 1)

4 According tot he Worl d Bank (2015), AEU Regular Economic
made between (a) Cyprus, Croatia and Hungary being on a path to a fully balanced welfare state, (b) Latvia,
Lithuania, Malta and Slovakia having implemented small lzsdrwelfare states; and (c) Bulgaria, the Czech
Republic and Estonia still having rather limited welfare States.

“European Commission (2015), ASoci al protection sys

effectiveness and efficiency of resourdealc at i on 0.



Figure 1: Spending on social protection, ELP8, % of GDP, 2013
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Old age and survivors pensions enjoy the largest share (44%) of total social expenditure, followed by
public expenditure on health care and sickness benefits (28%) (Figuex@nditures related to
unemployment displayed the largest variation over the last decade: they fell between 2005 and 2007,
and increased steeply as a result of the crisis between 2008 and 2009, to contract slightly afterwards,
including during the secordip of the recession (20113).

Figure 2: Structure of social protection expenditure, EU28, % of total expenditure, 2012
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Source: Eurostat, Expenditure: main results

2.2. A redistributive and cushioning role

The 2008 economic and financial cristonfirmed the role played by social expenditure
unemployment benefits in particularas an automatic stabiliser, contributing to the resilience of the
economy and society. In order to ensure effective macroeconomic stabilisation, effective social
spending and support to the active age population are essential.



Overall, while social spending had played a significant role in the first phase of the crisis, by
sustaining incomes of households affected by unemployment or wage reductions in most dountries
2008/2009, this contribution lessened from 2010 onwafFts is partly the result of an increasing
share of longerm unemployed having lost access to insurdrased benefits.

In particular, a number of Southern European countries and Baltic Stéig the crisis hit hardest
and initial conditions were more fragile than in other parts of Europe, had to tighten eligibility
conditions for cash benefits, freeze indexation and lirdkiid benefits/social services.

Beyond the level of spending, thdistributional and stabilisation effects of social expenditure is
heavily influenced by its compositidh, notably the design of benefits and related indexation
mechanismg?

Figure 3: Overall social protection expenditure, real growth trends in the EU2001-2012
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In some cases, the lack of integrated benefits and services reduces their effectiveness in addressing
poverty and supporting labour market integration. Acdesgssential services such as transport,
energy and financial services is also an issue in several EU countries, while the lack of adequate
housing and housing insecurity is a large concern across the EU.

The consequences of Europe's ageing societiesneéed for more effective lifelong activation and
protection policies, and the growing pressures on the sustainability of public finances all call for better
performing welfare systems. In addition to their social protection function, efficient welfstensy

with appropriate levels and mixes of social expenditure contribute to economic growth irfadtwo

and mutually reinforcing mannét.

YHemerijck A. (2012) HAWhen Changing Welfare States
1/2012; Matsaganis M., and Leventi C. (2014), "The distributional impact of austerity and the recession in
Southern Europe" in South Europeartigty and Politics 19 (3) 39312.

" stiglitz, J.E., Sen, A., Fitoussi-B.. (2009), HAReport by the Commission
Performance and Social Progresso.
®Social Protection Committee and t hetREport anpBoeia Co mmi

protection systems in the EU: financing arrangements and the effectiveness and efficiency of resource
all ocat i-89 EutpegnpComniisdion (2014); European Commission (2014), Employment and Social
Developments in Europe (ESDE).

YGill, 1. S. and Raiser, M. (2012), #AMain Report:
Economic Model 6, Washington D.C.: World Bank.



First, better integrated employment and social services and active labour market policies can ease
access to thmbour market, provide adequate incentives to work, support skills and employability, and
provide support for professional transitions. practice, the capacity of unemployment, minimum
income and disability benefits to provide adequate financial assistamd prevent poverty while
supporting the labour market integration of beneficiaries remains a challenge in several countries.

Second, investment in human capital and enabling services, such as childcare, lifelong learning and
retraining, allow more pple to be part of the labour force and to develop their skills base throughout
their life, to move society up the value and innovation chain, and thereby contribute to economic
growth? This includes good quality primary and secondary education, apmships for young

adults, smooth transitions from education to work, as well as training and lifelong learning
programmes for adults and older workers to update their skills. This, in turn, allows for better
employment opportunities, longer working lives darconsequently better pension prospects.
Enabling services also include universal and good quality early childhood education that promotes
cognitive development and social integration, preventing the-gaeerational transfer of poverty,

as well as robst safety nets that support life and woekated transitions.

An adequate balance between a social protection function and a social investment function of welfare
systems is essential to build resilient economies. Investment in education, healthildcarech
facilities may have an important role in supporting higher levels of male and female labour market
participation over the lifeycle, higher productivity and earnings.Examples show that
well-functioning welfare states open to reforms and adjestsncan create an environment for growth

and investmerf?

2.3. The role of social partners

Social dialogue is a building block of the European social model and of dwvetloning social

market economy. It contributes to devising arrangements #tariserve the employment and skills
needs of both employees and companies, and to building shared understanding and mutual trust,
which are essential for addressing social challenges and modernising ecdfiomies.

®Organisation for Economic Cooperation and Devel op mi
Benefits USsOERD RuldishingMamerijck,:A. (2014), "Social Investment in 'Stocks', 'Flows' and
ABuffers", i n P o-k6i Hemerijcke A. 8nd ¥yidra, ISi (2016}, "Névigating S8cial Investment

Policy Analysis".

“LSee, forinstance Kenwort hy L. ( 2 0.00&f9rd: Oxod &ihversityPreés$ Keewgotthg L.i t y O

(2011) , iPr ogr ©smd: Oxfond Urtivarety Rressp Pamtusson, J. (200Bhequality and
Prosperity: Soci al E u rntlmgaeNY. \Cermeb Wns/ersityi Poessr EspirgndensenrG. ¢ a 0 .
(2009) , iThe I ncomplete Revolution: Adapting to Wome
and Boucher, G. (2007) Alnstitutional C omp alationt i venes:
and Governahzxz%®;0 Hegg21l3l ., Draxl er, J. and Mortensen
Gl obalisation? A study of the social i mpact of gl otk
Commission, Centre for European Policy &iue s ; Ei chhorst, wW. and Hemerij
empl oyment: A Eur op23a6t idn | fumat?eéd Plpn @i0Oder sity? Compe
and Americao, edited by J. Alber and N. Gilbert. Oxfc
“leoni, Th. (2015), #@AWelfare state a dgrisissstenegion A rediew withew s oc
focus on the social investment perspectiveo. Vienna:
I ncomes and Growt h i w Yokf RubsalleSage. BGeani,uTn and Garilsalli, P. (2@09),
AfiBeyond Eurosclerosiso, in Ed®&rig miBerRPwol iac ye,t Jadl. 2 ®DY

Empl oyment in a United Europeo, Cambridge MA: MI' T Pr e
#Business Europef (30¢#4al HE&#uopee Challenges and the
AEur opean Soci al Di al ogue: 30 Years of Experience ar
Europe.



Industrial relations cover a wide rangkedomains but typically include issues related to remuneration.
Collective bargaining varies significantly between Member States and can take place at national,
sectorial, regional or company levélFurther differences are related to the degree of eraploy
coverag® and whether social partners are involved in the administration of unemployment benefits,
social security or public healthcare (Figure 4).

Figure 4: Typology of welfare States and industrial relations

Broad Northern Continental UK, Ireland Southern Central and

geographic Europe Western Europe South Eastern

region Europe Europe, CY,

MT

Main Organised Corporatism,  Liberal pluralism State centred Fragmented |

characteristics corporatism Social (Anglo-Saxon) statecentred
partnership

Employee Union based, Dual system, Union based, Union based, Union based

representation high coverage high coverage limited coverage high limited

at company coverage coverage

level

Main level of Sector Sector Company Sector Company

bargaining

Bargaining Integrating Integrating Conflict oriented Conflict Acquiescent

style oriented

Role of state in Limited Shadow of Nor-intervention Frequent Organiser of

IR (mediator) hierarchy intervention  transition

Role of Social Institutionalise Institutionalise Rare, eventl Not on a Not on a

Partners in d d driven regular basis regular basis

public policy

Source: Adapted from European Commission (20&E6)ployment and Social Developments Report 2015, and
European Commission (2008)

3. Longterm trends, societaltransformations and changing needs

Profound longterm changes are taking place in the world of work and society. In particular,
demographic ageing, as well as the need for adequate activation and protection policies along the life
cycle, call for a renewk attention to the effectiveness and efficiency of European welfare states.
At the same time, the labour market participation of women is progressing and family structures are
changing, while the workforce is getting more diverse. Moreover, levels oatolu@re increasing,

but challenges remain, and inequalities remain persistent.

European Commission (2016), AEmpl ey hESDERad26d6] alCh
2-3 for an indepth account.

5 Coverage: share of employees covered by collective (wage) bargaining agreements (excluding sectors or
occupations that do not have the right to bargain).
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3.1. An ageing continent

In the futureEur opebés popul ation wil/ be slightly | arge
group 65+ is expected to increasenr®6 million (2015) to 148 million (2060) while the population

of working age (2665) is projected to decrease from 306 million to 269 milffofihe share of those

aged 2665 will become substantially smaller by 2060, declining from 60% to 51% of thegtimml

while the share of 65+ will become much larger, rising from 18% to 28%. The group over 80 years old

will be as numerous as children under 15 years of age (Figures 5 and 6).

This demographic shift is the result of a lower number of births, inogdi$¢é expectancy and the
larger birth cohorts of the 1960s (the-cadled babyboom generation) entering retirement age.
The soecalled demographic "otdge dependency ratio” of people aged 65 or above relative to those
aged 1564 is projected to increagrom 27.8% (in 2013) to 50.1% in the EU as a whole by 2060.

Figure 5: Absolute change in population age Figure 6: Age structure, EU28
structure, EU28, actual (20062014), medium 20137 2060 ’ ’
scenario (20152060) in millions
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Source: Eurostat Source: Eurostat, Europop 2013

This implies that the EU would move from having four workage people for every person aged
over 65 years to about two workiage persons. This will pose substantial challenges to labour
markets, thdinancial sustainability of welfare systems, health and elderly care and pension systems.

This risk needs to be addressed now. Under alternative scenario assumptions, total labour supply could
almost stabilise between 2013 and 2023. Yet, it is expededetline by 19 million people

(-8.2%) in the EU between 2023 and 2060 as larger cohorts retire and are replaced by smaller ones of
younger workers and labour migrants from third countfiéscreases in the employment rate as well

as increases in prodiugty would compensate the reduction in working age population.

But for this to happen, it is essential to invest in people's skills and support their employability.

Older workers have been remaining in the workforce or entering the workplace inimgraamnbers,
although the current employment rate of 52% among those agé8 B&mains much lower than
the overall employment rate (Figure 8 beldMEvidence suggests that it is also this age group that is
most at risk of having obsolete skills and tdély to receive training (Figure 7).

®European Commi ssi on ¢oRefbrt: Edonomié ahd idgetaiylpbjeciomsfor the 28 EU

Me mber St d 2060, &corfomid dnd Financial Affairs.

European Commission (201dp)ci. AThe 2015 Ageing Report o
BEuropean Commission (2016), fEmppedBSOERALS opacitd Soci al L
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In recent decades, Member States have taken a variety of reforms to manage pension expenditure and
safeguard the financial sustainability and adequacy of pension sySt@ossidering the future
outlook, pension @equacy will depend, to a much higher degree than before, on the amount and
length of pension contributions resulting from the career average wage level and the length of the
working career. Low earnings, long career breaks and early retirement canrtheesidentified as

key risk factors for pension adequacy in the future. Expenditure projections based on the legislation
adopted by end of 2014 assume higher effective retirement ages and employment rates for older
workers and show that, even under sussuaptions, several Member States could still experience a
significant increase in their spending.

Due to high levels of lonterm unemployment and atypical career paths, poverty among future
pensioners, particularly women, is at risk of increasing. hegsd, older people (aged 65 and more)

are not currently more at risk of poverty than other age groups. In most EU countries, older people
seem so far to have been better protected against the social impact of the recession and public finance
crisis than ther age groups. The share of older people with incomes below-tisk-af-poverty
threshold has actually declined from 2009 to 2012. However, for older people, the risk of severe
material deprivation has increased slightly over this peRashsion systms, and in particular public
pension schemes, have continuedetsure that oldest people in the majority of EU countries are
protected against the risk of poverty and deprivation. While pensions are the main income source of
older Europeans, living staadis in old age also depend on other factors, such as private assets,
notably home ownership, access to other benefits and services, and employment opportunities.

Figure 7: Participation rate in training and education by age in EU, %, 2002014
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From 45 to 54 years =——From S5 to 64 years

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Source:Eurostat

At the same time, European health systems are facing growing common challenges: intensifying
health and londerm care demands linked to demographic ageing and the resulting rise of chronic
diseases and muithorbidity; shortages and uneven distition of health professionals;
health inequalities and inequities in access to healthcare.

Ageing and medical innovation have increased health expenditure in the EU during most of the second
half of the 28' century, and estimates expect public spegan health and lonterm care to rise by
2060 There is a pressing need for more efficiently managed healthtmteansform resources into

29 European Commission (2015), "The 2015 Pension Adequacy Raporént and future income adequacy in

ol d age Dirctorate@endtalUfar Employment, Social Affairs and Inclusion, and Social Protection

Committee.

®European Commission (201dp)cit. AThe 2015 Ageing Report o
31 Medeiros J. and Schwierz, Ch.2 01 5) , AEfficiency estimates of healt
Economic Papers 549. June 2015
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health outcomes (i.e. longer and healthier life expectancy, amenable mortality rates, etc.).
Equally importantis to ensure a balance between preventive and curative icgmeving health
security, reducing inequalities in access to quality care, and addressing growing needs-tienmong
care services and mitigating dependencies.

3.2. More female workers andchanging family structures

Labour market participation of women has been steadily growing, which, together with growing
participation of older workers, has at least partially offset the decline in workforce in many countries.
Female workforce participation has consistently gondram 56.1% in 2005 to 59.6% in 2014.

Crosscountry variation in the EU, however, is still considerable and women have on average an
employment rate of 11.5 percentage points lower than men. The employment gap is much bigger when
full-time equivalent is@nsidered.

Figure 8: Employment rates of women and men (age group 4&4), and older adults (age group 5%5),
EU28, %, 20032014
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Source: Eurostat

Data suggests that, although employment tends to increase with parental age, young mothers and
particulaly single mothers are more likely to engage in {piane work. As a result, not only are they

more likely to face diminished employment opportunities over theitilifie, they are also more likely

to rely on a lower income, with further implications fong-term inequality and human capital for
themselves and their offsprifgDue to discontinued employment patterns and fewer hours worked,

the gender earnings gap during active years has reached 41% and leads to a very wide gender gap in
pensions. Older amen are much more at risk of poverty and social exclusion than older men, and no
mitigating trends have been observed in recent years.

Moreover, while women are more likely than men to have a higher education degree, they remain
underrepresented in theisnce, technology, mathematics and engineering sectors (STEM) and over
represented in fields of study that are linked to traditional gender roles. Women also represent the
biggest untapped source of entrepreneurial potential, as only 29 % of todayseeeties are women.

The increase in female labour market participation, the fact that it remains well below that of men,
particularly for mothers, as well as the growing numbers of sipgtent families over past decades,
has triggered a review of en¢inents and workife balance policied®

2European Commission, (20In)nt fdi rEqulreo ppadr.ents and e mp
¥ European Commission (2016), AEmpl oyment and Soci a
Commi s s i o kvidén@eOofh @emographic and social trends: Social policies’ contribution to inclusion,

empl oyment and the economyo.
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Yet, gender inequalities in the labour market continue to be exacerbated by a lack of adequate work
life balance arrangementssuch as leaves, flexible working patterns and access to formal care
serviced’. Moreove, lack of paid leave arrangements for fathers relative to mothers, or insufficient
incentives to make use of them, can further reinforce gender differences between work and care.

3.3. A more diverse population and workforce

At the beginning of 2014, tihe were 34.1 million foreign citizens residing in the EU Member States.
Of these, 14.3 million citizens were nationals from another EU Member State and 19.8 million were
nonEU citizens. (Figure 9). 7% of the total population of the EU is thus from forefgyin,

of which 40% are citizens of another EU Member State.

Figure 9: Breakdown of EU28 population

M Foreign citizens from
another Member State -
14.3 million people

M Foreign citizens non-EU
citizens - 19.8 million
people

M Nationals -472.8 million
people

Source: Eurostat, LFS

The growing diversity of immigration flows on origin and type has challenged the capacity of host
countries to respond effectively to the different integration needs of the various migrant groups.
The EU's diverse workforce is characterised by limitedgration in terms of educational attainment

and participation in the labour force. In 2014, on average, some 10% of Europe's labour force was
unemployed, while the rate was significantly higher among -torchtry nationals (17.0%).
Employment rates of itld country nationals (56%) are indeed below EU average (69.2%).
Recent intakes of asylum seekers and refugees reinforce these existing integration challenges in
the short and medium term.

At EU level, the employment rate of people with disabilitied49% compared to 71.5% of persons
without disabilities. While part of this difference is due to the fact that people with disabilities might

be unable to enter employment, part of it also has to do with the lack of adequate support measures to
enable peple with disabilities to enter the labour market.

% See for hstance OECD (2012iClosing the Gender Gap
®Eurostat (2015), ANews release: Foreign citizens |
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3.4. Rising levels of education

Skills and human capital are widely considered the backbone of economic prosperity and social
well-being in the 21st century. Over the years, Europe has achievedievigls of education.
Participation rates in early childhood education have been rising, while humbers of early leavers from
education and training have been decreasing over the past decades (Figures 10 and 11).

Figure 10: Participation in early childhood education, Figure 11: Early leavers from education
(from 4 years to compulsory school age), and training EU-28, 20022015
EU-28, 20022012
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Nonetheless, significant challenges pergistrmal clildcare has positive consequences for children,

in particular those from disadvantaged backgrounds, whereas lack of or limited formal childcare
options can have negative consequences for female career development. As most parents combine
various reconcilition instruments between family and work lives, childcare arrangements are related
to parentsé preferences and norms, the children

Despite steadily decreasing trends, there are still more than 4.4 nailiihn school leavers across
Europé®, and about 60% of these are either inactive or unemployed. Underachievement in
mathematics, reading and science, in particular among pupils from disadvantaged backgrounds,
underlines persisting vulnerabilities in Eurapesocieties. Early school leaving represents a loss of
potential that has effects on both social and economic scale such as reduced social cohesion and lower
financial incomes. In the long run, early school leaving has negative effects on social dememmpmne
economic growth, which is very much based on qualified labour force. The reduction of the rate of
early school leaving on European scale would supply the European economy with a substantial
number of young people with qualifications who have befteployment prospects.

3¢ European Commission's 2015 Education and Training Monitor.
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The share of the population aged®0that have completed tertiary or equivalent education stands at
37.9% (2015), but the transition from school to work remains difficult, as shown by the employability
rate of graduates, which istagnant across the EU and still below its 2008 pediducation
attainment rates vary considerably across Member States; yet most countries face similar challenges in
terms of broadening access to higher education. Specific challenges concern theninélagidents

from disadvantaged soe&conomic backgrounds or geographical locations, from ethnic groups and
people with a disability. Additional priorities include reducing doap rates and the time it takes to
complete a degree; and improving the guabf higher education and making it more relevant to
labour market transformations.

3.5. Persistent inequalities

The distribution of outcomesand opportunitiesis closely intertwined. Unequalopportunitiesaffect
individual capacitiesto earnincome; wealth inequalitiesaffect individuals' educationaland labour
marketchoicesandperformance.

The overall income distribution in the EU is generallymore equalthan in other major economies,
suchasthe USA or JapanThereis a broadtrendtowardrising inequalityanddeclininglabourincome
share over recentdecadesin Europe, as well as in most other industrialised countries, but the
developmentyary acrosscountries,andinequalitiesincreasedo a lesserextentin Europethanin the
USA (figure 12)*® In many advancedeconomiesthereis increasingconcentratiorof incomeat the
very top of thedistribution®

Figure 12: Long term trends in income inequalities (Mid1980s to 2013 or latest available) (Gini Index)
- 1985 © ¥ 42013 or latest

Increase Little change
050

045
040

035 I 3
030

025 I : I I e °

020

015

SN 2 R SR TR N o

&y
(L
%
%
%
<€

Source : OECD (2015). Note: inequality household disposable income. "Little change" in inequality refers to
changes of less than 1.5 percentage points. Data year for 2013 or latest year (2013 for FI, HU, NL and the
United States, 2009 for Japan, and 2012 for the other countries).

37 Europe 2020 target: Tertiary Education Attainment; Eurostat5 2lint Report of the Council and the
Commission on the implementation of the strategic framework for European cooperation in education and
training (ET 2020) New priorities for European cooperation in education and training, (2015/C 417/04).

% See OECO2015).

39 OECD (2014); Sommeiller and Price (2015).
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Since 2000, in Europe,inequalitieshave generallyincreasedessin countrieswith higherlevels of
inequalitiesandmorein countrieswith lower levelsof inequalities.This trendwasrelatively smoothed
during the crisis: overallinequalityin the EU hasbeennearly constantthoughsomeof the countries
most affectedby the crisis suchas Cyprus, Italy and Spainhaveregisteredincreasesn inequalities
(Figurel13).

Figure 13: Trends in income inequalities (200@007 and 2008013) (Gini Index)
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Available evidencepointsto a numberof key causalfactorsthat may potentially explainthesetrends.
Thesefactorsinclude:increasingtechnologicalchange;changesn labourmarketinstitutionssuchas
declining bargainingpower of workers;globalisationof financial andtradeflows; polarisationon the
labourmarket;the changingnatureof employmentrelationshipsfinancial deepeningprivatisationof
stateownedenterpriseschangesn the sizeandstructureof families*® On the contrary,higher levels
of educationhave beencontributingto curb the increasein income inequalitiest' Tax and benefit
systemsalsogenerallyplay a centralrole in reducingincomeinequalities’” Minimum wagescanalso
help preventgrowingin-work povertyandareanimportantfactorin ensuringdecenfob quality, while
they shouldalsopreservaheincentivesto seekwork andnot discouragéniring for thoseat the bottom
endof thewagedistribution.

The labour income sharehas typically fallen alongsidean increag in marketincome inequality®®
Intergenerationahcomemobility alsoappeargo belowerin countrieswith higherincomeinequality.
In addition, inequality of opportunitiessuchas unequalaccesgo educationhealthcareand finance
canbepervasiveard exacerbaténcomeinequality.

Over the last decadesaccessto educationand educationalattainmenthave improved for the vast
majority of the population, thereby improving opportunitiesfor all (see section 3.4), but socic
economicstatusremainsone of the main determinantgor the developmenof basicskills (figure 14).
In most EU Member States, foreign-born students are underperforming their native peers.
Early schoolleavingis doubleamongyoungpeopleborn outsideof the EU comparedo nativeborn.
Educationainequalitiesarealsodueto stereotypes.

“See for instance OECD, | MF, World Bank and the
G20 countries: Trends, | mpacts and Causeso.
“See OECD (2011, 2015)

“2 Add reference to ESDE repisy DG EMPL webnote on inequalities.

“See for instance OECD, I MF, Worl d Bank and the
G20 countries: Trends, | mpacts and Causeso.
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Figure 14: Gap in achievement in mathematics by socieconomic status, PISA 2012
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Inequalities do not only worsen individual chances,they are also detrimental to growth®
A main transmissionmechanismbetween inequality and growth is humancapital investment,
aspeoplein disadvantagetiouseholdfiavelower accesgo quality education Analysisby the OECD
showsthat widening incomeinequality canleadto largergapsin educationalbutcomesand weaker
socialmobility*.

At an early stagein life, unequalaccesgo childcare,educationand healti® arethe main barriersto
equalopportunities.They are later reflectedin termsof labour marketparticipationand productivity
andareoftenreinforcedby gapsin accesso life long-learning?’

Early interventionhasthe potentialto mitigatethe impactof sociceconomicbhackgroundn the future

skills of children and their future academicand labour market outcomes.Children who attend
pre-primary educationare morelikely to be successfult schoolwhenthey getto 15 andin theyears
beyond*® While in Europepre-primary educatiorprogrammesre expanding(with morethan80% of

the 4 yearsold areenrolled), significantdiﬁerencesremainasregardqoarticipationin early education
andcareaccordingto family incomes’® Furthermoregatchingup laterin life canbeimpairedby gaps
in accesgo life-long Iearnlng.Part|C|pat|on|n adulteducationandtrainingis four timeslower among
low qualified peoplecomparedo peoplewith tertiary education.

In addition, sizeablegapsin health statusexist within and betweenMember States(see Chart 15).
Throughoutthe EU, peoplewith lower educationa lower socioeconomicstatusor lowerincometend
to haveshorterlife expectancyand suffer from a higherincidenceof mosttypesof healthproblems.
Inequalitiesin health statusare related and compoundedby inequalitiesin accessto health care,
by incomelevel, aswell asby regiona disparities.

4 See for instance OECD (2015) and Dabla and al (2015).

“>OECD (20121 PISA 2012 Results: Excellence through equity.

6 Which are to a large extent determined by family background such as parents' education and occupation, and
region of birth. See, for instance, Lentz and Laband (1989) and Gevreky, D. and Gevrek, E. (2008)

" See, for instance, Eurofound (2007).

8 |dem.

9 See for instance Maquet and al (2015).
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Figure 15: Development of life expectancy at 65 by soearonomic status in France and the United
Kingdom
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Source:European Commission (2016), ESDE 2015

Territorial disparitiesaffect the capacity of individuals to accessessentialpublic goods, such as
educationand healthcare,aswell asbusinessand employmentopportunities Peopleliving in larger
cities generally have a lower risk of poverty or socid exclusion, but there are exceptionsand
significant differencesacrosscountries.Regionaldisparitiesin GDP per head(in purchasingpower
standards)have shrunk substantially between2000 and 2009, but the crisis put a halt to this
convergencerocesslin addition, regional disparitiesin unemploymentand employmentrateshave
increasedsignificantly since2008,while thereis alsowide regionalvariationin educationabutcomes
acrossthe EU (Figure 16). On the contrary,thereare also paralleltrendstowardsincreasen tertiary
attainmentand a decline in early school leaving in the vast majority of regions, thus narrowing
regionaldispersionSuchtrendsshouldcontributeto reducinginequalitiesin thelongerterm.

Figure 16: Regional dispersion bGDP per head, employment, and unemployment (2068014) and in
early school leaving and tertiary education (2002014)

Coefficient of variation of GDP per head, employment rate (15-64),
unemployment rate, EU28 NUTS2 regions, 2000-2014
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4. The impact of the crisis: a halt to convergence

The economic and financial crisis hascentuated prexisting imbalances, leading to very high
unemployment, especially loftgrm and youth unemployment, and increased poverty and inequality
in many parts of Europ®espite some renewed convergence in employment and unemployment since
2013, brge differences persistong-term unemployment and very lotgrm unemployment now
make up a very large share of the unemployide deterioration of unemployment has exacerbated
the conditions of Europeans at risk of poverty or social exclusion, whigh aount for almost

a quarter of EU citizens. Reduction in inequality has also stopped with the crisis.

4.1. Divergences in employment

A key feature of EU membership has been the-teng increase in wealth and welfare levels of its
poorer MembeiStates. The economic and financial crisis, however, has generally decelerated such a
convergence process and even put some Member States on a divergéAfitnadkapact of the crisis

on employment in the euro area (EA) Southern and Eastern Member &atesd| as on Ireland, has

been significant’ The gap in employment rates between the Central and Northern euro area Member
States and the Southern and Eastern ones has doubled from 5 pp in 2007 to 11 pffin 2015.

Figure 17: Employment rates, EU28 andjroups of countries, 2002015, % of age group 154
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Source: Eurostat.
Note: 2015 based on three first quarters.

* For an overview of social convergence and divergence in the EU and EMU, see European Commission (2015)
AEmMpl oyment and Soci al Devel opments in Europe (ESDE)
*L To illustrate divergences, the following country groups within the euro are used: EA "Centre & North"
(Belgium, Germany, France, Luxembourg, Belgium, Netherlands, Austria, Finland) and EA "South & East"
(Ireland, Greece, Spain, Italy, Portugal, Estonigr@s, Latvia, Lithuania, Malta, Slovenia)

*2|n recent years, shetime working arrangements (reducing monthly working hours instead of workers), partial
unemployment benefits, increased investment in childcare, withdrawal of early retirement schenuesased
participation in lifelong learning, and reduced strictness of employment protection have contributed to
recovering employment levels.
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Europe is currently faced with the challenge of high unemployment, particularlytdang
unemployment, while having still over 1.8 urdil job vacancie¥. Indeed, unemployment in Europe

has been for a long time structurally higher than that of other developed economies, such as Japan and
the United States.

While the three decades preceding the crisis saw overall convergence in tifwe Etisis produced a
dramatic rise in unemployment. Unemployment in 2014 remained abowigieelevels in all EU
Member States except Germany, where it is much lower, and in Poland and Malta, where it is now
close to 2008 levels.

Since 2008, the hategeneity of unemployment rates has increased significantly between EU Member
States. This is especially true in Southern and Eastern European Member States of the euro area and in
Ireland, where it more than doubled from 2008 t02014 (Figure 18). In sgnimaNorthern and

Central Member States of the euro area, unemployment rates remained largely stable, leading to a
difference of more than 10 pp. in 2014 compared to the other group. This represents a substantial
increase compared to 2007, when the dififee was 0.5 pp. Germany is the euro area Member State
with the lowest unemployment rate, currently at 5.0%, while rates in Greece stand at 26.5% (2015).
The difference between the weakest and strongest performer within the euro area increased threefold
during the crisis.

Figure 18: Total unemployment, annual average, %, 2002015
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Source: Eurostat.
Note: 2015 based on three first quarters.

The strong rise in youth unemployment began in 2007, rising from 15.9% in 2007 to 22.2% in 2014.
In the euro area, it rose from 15.6% to 23.7% (Figure D8Yeriorating conditions are not limited to
unemployment: the proportion of people not in employment, education or training (NEET) reached
16.6% in 2014, against 14.2% in 2008.

“EURES and according to Eurostat ( 2 0Quarjerly RéviEW) th&ea mp | oy i
vacancy ate, stood at 1.7% in Q3 2015. Looking forward, up to up to 825,000 unfilled vacancies are estimated

for ICT (Information and Communications technology) professionals alone by 2020 (European Commission
(2014)iAnMapping and Anal ysiimg ERo tLtalbeomnec MaVY &kead rsdi. e s
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The annual cost ahe NEETs in terms of loss of human capital has been estimated at about 1.2%
of EU GDP (EUR 153 billionj* Recent data shomodest but encouraging developmentishwouth
unemployment decreasing, employment increasing slightly, NEET rates decreasimgrtanpation

in education increasing. Yet, youth unemployment remains very high and there are still very
considerable differences across Member States. The youth unemployment rate ranges from less than
10% in countries little affected by unemployment (é&gstria and Germany), to more than half of the
active population aged 1% in Greece and Spain, where it has almost tripled since 2008.

Figure 19: Youth unemployment, in %, 2015
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Levels of longterm unemployment reached record highs during and in the aftermath of the crisis:
in 2008, 2.6% of active people were affected but the number almost doubled in the subsequent years,
as shown in Figure 20 (5.1%e labourforce and about 50% of total unemploymanf014). For the

very longterm unemployed, the rate rose from 1.5% in 2008 to 3.1% in 2014. Only recently, during
2015, have numbers started to decli@aee in five longterm unemployed has never worked, anéé¢hr
quarters of them are below 35 years of.agkird country nationals and leskilled workers are

among the most affected by letgrm unemployment.

The crisis revealed very wide differences in the capacity of labour markets to absorb shocks. On the
one hand, Sweden and Luxembourg preserved their traditionally low levels of-tdomg
unemployment since the crisigespectively, 1.5% and 1.7% in 20l.4nd Germany even reduced it
(2.2% in 2014). On the other hand, leteym unemployment substantially wered in Greece (19.5%

in 2014), Spain (12.9% in 2014) and Croatia (10.1% in 201#4)the euro area, longrm
unemployment rose from 3.3% in 2008 to 8.2% in 2014, with alarmingly high rates among the youth.
This creates a vicious cycle, as being unemmloj@ a long time leads to low employment
opportunities, skills erosion and lower earning potential, increasing the lifetime risk of poverty and
social exclusion

“Eurofound (2012), ANEETS Young people not in employn

policy responses in Europebo
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Figure 20: Long-term unemployment and youth longterm unemployment, %, 20062014
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Source: Eurostat

4.2. Recent trends in income inequalities

Market income inequaliti@among European households increased in twelve EU countries between
2008 and 2012, as a result of both increased unemployment and increased earnings polarisation for
those in employment. Unemployment, in particular, has shown toKey driver of risingriequality

in overall incomes during the crisf%.

Following the worsening of unemployment from 2008 onwards, the share of households with no
income from work increased, especially in Ireland, Spain, Lithuania and Greece. The increased
polarisation of houshold market incomes can also be explained in part by the respective shares of job
rich and jobpoor households. Before the recession, the share of adults living in very high work
intensity households was increasing with growing labour market participaftismmen as second
earners. During the crisis, this trend reversed, with an increase in lower job intensity households and
reducSt7ions in the number of high work intensity households due to unemployment aticdn@art
work.

%5 |n this section Gini coefficients are used. It measures the degree of inequality of the listibution by

taking all income distribution into account. It varies from 0 to 100, with O corresponding to perfect equality
(everyone has the same income) and 100 to extreme inequality (one person has all the income). Regarding
market income, we reférere to gross earnings from work and capital before taxes and transfers.

*6 Recent analysis of the drivers of income inequality shows that the Great Recession has had only a limited
effect on the distribution of earnings among those who remained empémeed,is noremployment that drives

earnings inequality wupwards. See: Hel Il ebrandt, T. A
Peterson Institute for International Economics, Policy Brief3l danuary 2014, and Duiella, M. and A. Turrini
AfPoverty devel opments in the EU after the cri-sis: a

General Economic and Financial Affairs, Economic Brief n. 31, May 2014.
European Commi ssion (2015) AEmpl o\ ESIERIIDOp.Cit.Pmci al D
56-59.
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With regard to inequalitiesni disposable income after social transfers, European divergences have
widened>® While disposable income inequality has increased in 10 Member States between 2008 and
2012, notably in Spairjungary and Denmarlnequalityhas fallen in seven others, ndialm Latvia,
Portugal, Belgium and the Netherlands.

The impact of social policy on inequality can be illustrated by comparing market income inequalities
with inequalities of disposable income after transfers. The comparison shows the role of taxsand tran
fer systems in reducing market income inequality. The result clearly is a decrease of inequality after
redistribution (Figure 21) and may be considered as a way of assessing the effectiveness of welfare
systems. It also shows the importance of redisiobucontributing to resilience during times of crisis.

Figure 21: Market income versus disposable household income, level of inequality, selected EU Member
States, 2012 (Gini index)
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A longerterm view suggests that in the euro area South and Ireland, where initial conditions in terms
of income distribution were more unequal, disposable household inequalities fell between 2005 and
2008, and they have consistently intensified since 2011. In the euro area East, inequality was slightly
reduced until 2012, but has since started to rise again. In the euro area North, inequalities grew until
2008, but have remained more or less stableesi

Figure 22: Disposable household income, level of inequality, 262814 (Gini coefficient)
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8 Net earnings from work, capital and social transfers after taxes.

24



4.3. Poverty and social exclusion

The deterioration of unemployment has exacerbated the conditions of Europeans at risk of poverty or
sodal exclusion, i.e. people with an income below 60% of the national median income, and of those
suffering from severe material deprivation, or living in households with low work intensity.
This affects almost a quarter of EU citizens, in particular in &oa) Bulgaria, Greece, Latvia, and
Hungary (see Figure 23). Child poverty is higher than the average, especially among young children
(less than 6 years old) in Romania, Bulgaria, Hungary, Spain and the United Kingdom.
This perpetuates structural impedinmts to equitable access to opportunities and-bestlg, and
suggests ineffectiveness of social expenditure targeting the most vulnerable groups of the population.

Figure 23: People at risk of poverty by country, disaggregated by gender and age, 2014 p%population
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Older people are, at present, better protected against poverty. However, there remain clear differences
between men and women across much of the EU. Women above age 65 face a substantially higher risk
of poverty or sociaéxclusion than their male counterparts. For the EU as a whole, gender differences

in the incidence of poverty amount to more than four percentage points for women between age 65 and
74, and increases to over six percentage points above age 75 (Figure 24).

Figure 24: Differences between women and men (pp) in-aisk of poverty and/or social exclusion
(AROPE) rate, 2014
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Older women are more vulnerable to poverty becaustowér average pension income across
Member States (60% of the average pension of men in 2012), as well as lower likelihood to be
covered by pensior’8.Women's lower pay, greater concentration in-iare work, lower statutory
retirement age, and gaps timeir careers, often due to caring responsibilities, lead to lower pension
contributions and, ultimately, lower pension entitlements. Moreover, fdngéigdly policies
mitigating gender inequalities in pension entitlements, by allowing workers to comtirtuald up
pension contributions during caring periods, are present to varying extent across Membé&t States.

In 2014, 70% of the EU population lived in owrmacupied dwellings, 19% were renting
accommodation at market price and 11% were tenants imceddent or free accommodation
(Eurostat data). Limited access to affordable housing can be an obstacle to labour market adjustment
and job uptake. Faced with growing demand, particularly cities have a limited capacity to supply
additional affordable anduality housing.New investments, particularly in new construction, slowed
down duringthe crisis due to the adjustment in house prices from elevatedrigise levels and
existing zoning regulations. Mortgages lending activity also decreased conside@Gblying

financial difficulties for people on low and middle incomes have resulted in more frequent arrears in
rental and mortgage payments and a rise in evictions and forecld®estscting access to housing
assistance and creating barriers to actesdfordable social housing by the most vulnerable people
increases the risk for homelessness. Housing assistance also performs an automatic stabilisation
function, as it grows or remains constant while market incomes decline.

There is wide outcome hetgeneity among Members States in the effectiveness of social spending.
Evidence suggests that, on average, only half or less of the poor are lifted out of poverty by social
transfers. Overall spending may be relatively large, for instance as in thef thsevelfare states of
Southern Europe, but social assistance coverage of the poor is relatively low. In contrast, welfare
states in other countries that spend less on social protection seem to achieve a better coverage of the
poorest 20 percent of the pdation®*

Figure 25: Social protection expenditure and reduction of inequality and poverty in EU Member States
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Chapter 6, 'Efficiency and effectiveness of social expenditure in the crisis'.
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http://ec.europa.eu/social/main.jsp?catId=738&langId=en&pubId=7856&type=2&furtherPubs=yes

4.4. Sustainability of public finances, financing public services and thern to social innovation

The onset of the crisis considerably worsened the fiscal position of Member States, especially within
the euro area. However, since 2010, significant efforts have improved the fiscal outlook with deficit
reduction and stabilisatin of debt levels. From 2007 to 2009, fiscal deficits in the EU increased from
0.9% of GDP to 6.7%, and started then a downward trend reaching 3% in 2014. There has been an
increase of EU's public debt by about 30 percentage points of GDP between 20BFl4nithat

peaked at almost 89% of GDP, but a slightly downward trend is visible since 2015.

Over the years, Member States have been pursuing redistribution anpowaerty policies,

to preserve social inclusion and counter the impact of the crisis;iahypat its onset? leading to a

large increase in expenditure on social support measures. Social protection lgemesitsns, health

and disability, unemployment, family, social exclusion and housing) were the main contributing
factors to the stabilation of household incomes. As a consequence of rising unemployment, in the
Southern Member States of the euro area and Ireland, expenditusacial support measures
increased much more significantly than in the EU as a whole or in Northern counttieseofo area,
putting additional pressure on public finances which were already much affected by the crisis

In the context of mounting fiscal constraints for the financing of essential welfare and public services,
novel models to supply social servidesa targeted and cesffective way have emerged, under the
umbrella of "social innovatior® mobilising innovation not only for generating economic benefits,

but also for meeting social challenges, and, importantly, anticipating probMeeting social
challenges calls for innovative solutions at all levélavate corporations, entrepreneurs and civil
society have, for instance, combined resources into new and hybrid ventures where service providers
and beneficiaries work together. Public authoritieseh engaged more thoroughly in the policy
evaluation and experimentation, building on best practices elsewhere.

5. The new world of work, jobs and skills
5.1. Technological change and sectoral shifts

EU labour markets have been undergoing structural transformations in recent decades and more
particularly since the mid990s. This trend accelerated during the crisis. Growing innovation, trade,
and global value chains, propelled by digital technolodiage put a premium on servicelated jobs

and thus on high, neroutine and interpersonal skills. Such effects of technology on employment are
likely to affect as much as 42% of existing occupations in the US by ®208%ther words, almost

half of existng professions may be partly if not entirely computerised and automated in the medium
term. Similar estimates seem to plausible in the European case, as illustrated in Figure 32.

2SeeAEmpl oyment and Social De20Bd,oppne.nt66 ifhmorEurlog@edi f(fE
protection usage during the first phase of the crisis and after 2010.

%3 Study on scial innovation, Social Innovation eXchange (SIX) and The Young Foundation for the Bureau of
European Policy Advisors, (2010); Growing Social Innovation: A guide for Policy Makers, TEPSIE (2015);
Powering European Public Sector Innovation: Towards a Newhitécture, DG RTD (2013) Social

Innovation: A decade of changes, Bureau of European Policy Advisors (2014)

% Frey, C. B., Osborne, M. A. (2013JThe future of employment: hosusceptible are jobs to computerisation"”,
Study for the Oxford Martin Programme on the Impacts of Future Technology
®“Bowles, J. (2014), AThe Computerisation of European
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Figure 32: Share of jobs at risk of automatisatior(%o)
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Source:Bruegel calculations based on Frey & Osborne (2013), ILO, EU Labour Force Survey
* Data not available for Cyprus

Such developments are related to the ability to accurately translate a task into a series of codified steps
that can be automated which eXpk the higher job vulnerability of routine tasks. These
transformations will thus particularly affect production lines in the manufacturing sector, a particularly
relevant point for Europe's industrial core, but they may also affect specifiskilggu occupations.

For instance, "hollowing out" effects are already tangible in higkiflr professions such as
journalism, accounting, tax and management consultancy, legal and other advisory, eventually even
education (Figure 26). At the same time, new &@i and sources of jobs are likely to emerge.

Figure 26: "Winners" and "losers" among professions. Cumulative growth rate of distribution of
population by occupation
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These changes have provided opportunities for increased proguictiknowledgeintensive sectors,
leading to additional labour f@location and employment growth certain sectordManual worki

in particular in manufacturing and agriculturdias in part been losing ground in recent years, which
is more than theffect of the crisis and certainly also reflects the process of automation (Figife 27).
But skills mismatches and limits to 4gilling remain significant barriers to a smoothatcation of
labour across and within sectdfs.

Figure 27: Change intotal employment by sector in EU28, 20104, absolute numbers
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By 2020° more job losses are predicted in administration, manufacturing, management, agriculture,
than additional jobs gains in science, engineering, transportation, and logistics (Figure 28).
The welfare gains and losses of such industrial and labour markdopleeats are still unclear,
depending on how smooth theakocation of labour across sectors maybe.

Figure 28: Expected impact of technology (thousands of jobs gained/lost) by 2020, France, Germany, Italy
and the UK
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% Organisation for Economic Cooperation and Development (20155 OECD Sci enc e, Technol o
Scoreboard 2015: Innovation for growth and societyo,
®United Nations Devel opommn DevePpnmeny Reparim2915. (Wofk fds Humanii
Development; World Economic Forum (2046) hefiFuture of Jobs, Employment, Skills and Workforce

Strategy for the Fourth Industrial Revolutiono; I nte
centenary initiativeo.

®World Economic Forum (2016), f TdneWokkforceuStrategyofér thd obs : |
Fourth I ndustrial Revolutiono.

®Eden, M., Gaggl, P. (201550n t he Wel fare I mplications of Automati o

29



5.2. Changing work conditions

Structural changes in employment have been reflected in the increase in temporanpftypes
employment contracts across Member States. At the same time, transitions from unemployment to
selfemployment have decreased and the share otswgifoyed has slightly receded during the last
decadé?

Decentralised, seffrganised forms of work camdrease workers' autonomy and boost business
development, but it may also blur the notion of work and limit awareness of or access to rights, such
as unclear information requirements for employers, new challenges for health and safety at work and
in the aganisation of social dialogue. New forms of flexible employment thus put the question of the
nature, volume or duration of work, the capacity to identify the employers as well as the associated
level of social protection, notably in terms sickness, uneympént and pension benefits.

There is still a sizeable employment protection "gape. a large difference in protection levels
between types of contracts, in many countries, which has led to some form of labour market duality.
A wide gap is hinderinghe conversion of temporary into permanent contracts, perpetuating the
segmentation of labour markets (Figures 29 and 30). However, several recetmduisesl reforms

have sought to address tfisnd such reforms may take time to produce their effect.

Figure 29: Change in permanent, temporary employment and seémployment, EU 28
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comparable.
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Figure 30: Share of temporary contracts and transitions from temporary to permanent

Source: Eurostat. Data on transitions for BG, EL, PT, HR ref@0b2, for AT to 2014. Data on transitions are
not available for IE and SE.

Existing regulations do not always fit well with new business models and the new realities of the
workplace. The current labour laagquisunevenly covers changing employment paeresulting in
precarious working conditions, risks of circumvention or abuses, and potentially hindering innovation
as well as skilling opportunities. Flexibility in conditions of employment may offer more opportunities
for workers, including in paitime work, sefemployment and entrepreneurship, but it may also

expose them to greater insecurity and vulnerability. For instance, independent and temporary workers
are generally unable to access the same level of benefits enjoyed by company worketrsavhes i

to unemployment benefits, health insurance, pensions, maternity leave, to mention some, or would
access them only at very high costs.

Figure 31: Part-time workers in % of total employment

Source: Eurostat.
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