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Foreword

After a prolonged crisis that has seriously affected the lives of many citizens, and strained our labour
market and welfare institutions, we are finally seeing some, if clearly fragile, economic recovery.
Unemployment decreased in 2014 but it is still far too high, and new job creation is still too slow. That
is why the new Commission is focusing on restoring job creation and getting more people into work.

The ESDE 2014 Review looks back to the crisis years to extract valuable lessons to face the chal-
lenges ahead. It examines the impact of the crisis across Member States to determine which of them
and why they have better weathered the storm. We find that the most resilient countries have labour
market and welfare institutions that promote social fairness and contribute to recovery and growth.
These countries have more open and labour markets, invest more in life-long learning and activation,
and protect people throughout their lifetime while helping them realise their full employment potential. This confirms the need
to continue with labour market reforms and the modernisation of our social protection systems.

The Review also demonstrates that even if the recovery has seen some reduction in divergence, the gap is still large. Pursuing
structural reforms at national level will also help to restore convergence, in particular in the Eurozone.

The Review highlights that stronger investment in skills is vital for competitiveness and sustained growth and jobs. Public and
private sector organisations have complementary roles in the provision of training and life-long learning. It shows, for instance,
that the most competitive countries in the EU, and in the world, are those where businesses invest most in skills. Investment in
human capital is crucial to success.

The Investment initiative launched by President Juncker will make a real difference to face the legacy of the crisis and prepare
our future growth. Through the new European Fund for Strategic Investments (EFSI), funding will also be available for projects

that can help create more and better jobs.

This publication makes an invaluable contribution to the analysis of our policies, and shows that structural reforms work.

Marianne Thyssen
Commissioner for Employment,
Social Affairs, Skills and Labour Mobility

(9]
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Executive summary

This fourth edition of the annual Employment and Social Developments in Europe
(ESDE) Review presents a detailed analysis of key employment and social issues
and concerns for the European Union and its Member States as it pursues its
EU 2020 employment and social goals.

The opening section provides an overall review of developments, challenges and
responses, followed by thematic chapters on:

The legacy of the recession; resilience and challenges
Investing in human capital and responding to long-term societal challenges

The future of work in Europe; job quality and work organisation for smart, sustainable
and inclusive growth

Restoring socio-economic convergence between Member States in the EU and EMU

The European economy and labour markets are experiencing signs of recovery from
the prolonged downturn. However, there is no reason to celebrate prematurely. While
economic output and employment have both started to recover in recent quar-
ters, they remain below the pre-crisis levels and the foundations of further growth
remain fragile. Moreover, the employment and social impacts of the crisis will take
years to redress, even under the most optimistic scenarios. At the same time, some
Member States weathered the crisis better than others and experience a stronger
recovery, also in terms of employment.

Unemployment has declined from the crisis peaks, but still remains in double digits
in the EU as a whole. Around 9 million more people are out of work compared with
2008, with youth and long-term unemployment being a source of particular concern.
Moreover, much of the recent employment growth consists of temporary or part-time,
which is suggestive of the uncertainty that prevails on the hiring side.

Also household incomes have shown some signs of improvement since late 2013,
after several years of decline, but this is insufficient to address the social challenges
that have exacerbated since the beginning of the crisis. Increased levels of poverty
and inequality in the most affected Member States threaten the EU goal of inclusive
and sustainable growth.

The foundations of sustained growth
remain fragile in many Member States...

... with unemployment still high
and employment growth concentrated
in temporary and part-time jobs.

The recovery remains short of
addressing the social challenges built
up since the beginning of the crisis.
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Europe 2020 mid-term review
and new European Commission.

The crisis had a deep impact
on people and societies...

... while cross country differences
in their resilience to the economic shock
can be explained by several factors.

Structural trends underline the need
for investment in human capital
to support productivity.

Policy support to formation,
maintenance and use
of human capital...

Against this backdrop, the European Commission launched earlier this year its mid-
term review of the Europe 2020 Strategy, in the first phase through a broad public con-
sultation. The results of the review will feed into discussions on the Strategy’s future
direction by the new Commission appointed in the wake of the June 2014 European
Parliament elections. This Review aims to contribute to this process by providing a
longer term analysis of employment and social trends and presenting the policy chal-
lenges, and possible ways to improve the delivery of the Europe 2020 headline targets.

In many countries long-term unemployment has more than doubled, especially
among the young. The review documents the potential ‘scarring’ effects on people
facing unemployment early in their careers, while underlining the opportunity that
the recession presents to step up investment in developing and maintaining skills in
order to contribute to a more solid and socially sustainable future growth.

Unlike in past recessions, activity rates have continued to increase, with the rise in
the participation of women and older workers, partly due to the fact that supportive
policy measures were maintained. At the same time, the crisis has increased financial
distress and debt levels among households, exacerbated poverty and social exclusion,
weakened social ties and led many families and individuals to rely on informal support.
The deterioration of the social situation for a prolonged period of time had a negative
impact on the public belief and trust in the ability of governments and institutions to
address such problems.

Looking back to the experience of the crisis, different Member States showed different
levels of resilience to the economic shock of the recession, which can be linked to both
their initial institutional and policy setting, and the policies implemented during the
recession years. Here the review finds, inter alia, that the transmission of economic
shocks to employment and income was smaller in countries in which there were more
open and also less segmented labour markets; more efficient social protection sys-
tems, a greater availability and use of short-time working arrangements; a stronger
investment in lifelong learning and activation; as well as unemployment and other
social benefits that were widely available, linked to activation, and responsive to the
economic cycle, in other words policy and institutional setups focused on providing
stronger employment security over working life, rather than in a single job.

The review also finds that a number of Member States are progressively moving towards
a social investment model that helps people achieve their full potential throughout their
lifetime and supports wider labour market participation. It likewise notes that the effec-
tiveness of automatic financial stabilisers depends on their ability to provide sustained
support even in a case of a prolonged labour demand weakness, while not creating
work disincentives in times of growth. Moreover, the structure of financing arrange-
ments influences the sustainability of social expenditure in that a shift from financing
from social security contributions toward financing through general taxation may lead
to a more inclusive system, provided the benefit systems are appropriately adjusted.

The combination effects of an ageing and declining population in the Union as against
demographic growth in much of the rest of the world, and increasing global produc-
tion, trade and competition, highlights the need to recognise investment in human
capital as the main approach needed in order to support productivity gains and ensure
that future growth is both job-rich and inclusive. Here the review underlines the fact
that effective human capital investment requires not only the forming of the right
skills through education and training, but also the creation of policy and institutional
frameworks that help individuals to maintain, upgrade and use their skills throughout
their working lives.

Among the key elements of a supportive policy and institutional mix for the forma-
tion of human capital are accessible, affordable and quality early childhood care
and education, which can help reducing the generation-to-generation transmission
of poverty and persistence of social inequalities, and support female participation in
the labour market. At the same time there is a need to reduce early school leaving,
which contributes to breaking the cycle of deprivation that leads to social exclusion,
and ensure that higher education and vocational education and training systems
respond to future needs of the labour markets.
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In terms of maintaining and developing human capital throughout working lives, the
review demonstrates the importance of stronger investment in skills of all workers
and avoiding skills depreciation. It highlights the complementary roles of public and
private sector organisations in the provision of life-long learning. At the same time,
appropriate policies are needed in order to prevent human capital investments being
wasted through labour market inactivity, weak labour market attachment, skills mis-
match, or the underutilisation of the employment potential of all.

Integrated policy approaches reflecting all these aspects are instrumental for
strengthening EU competitiveness and for sustaining its social welfare model. Social
protection systems should represent an investment in human capital by effectively
activating and enabling those who can participate in the labour market, protecting
those (temporarily) excluded from the labour market and/or unable to participate
in it, and preparing individuals for potential risks in their lifecycles, in particular for
children and the elderly. Well-functioning welfare systems and well-designed social
investments are instrumental in supporting Europe’s main source of international
competitive advantage in the form of its highly skilled and productive human capital.

An increase in the supply of skilled human capital needs to be matched by an increase
in the supply of quality jobs in order to yield a more productive workforce. Here the
Review takes a closer look at future EU labour market challenges and opportunities
in terms of job quality and work organisation, and notes large differences between
Member States, and across population groups. It discusses a range of workplace
issues such as transition rates from temporary jobs to more permanent employ-
ment; access to training; work-life and gender balance; work intensity; and levels of
autonomy at work.

In terms of these workplace issues, the crisis period has seen deterioration in a num-
ber of Member States with, notably, a decrease in participation in life-long learning
in around a third of Member States. On the other hand, ongoing structural changes
linked to technological advance and innovation, globalisation, demographic change
and the greening of the economy, should offer opportunities for the creation of high
quality jobs and shifts in work organisation that are supportive of productivity growth.

Equally, however, the same structural changes may also contribute to skills obsoles-
cence or jobs and wage polarisation, calling for broader and more pro-active policy
responses that can mitigate the risks associated to these changes. These include, for
instance, support for participation in life-long training, improved job-search assistance
and job profiling, and the promotion of social dialogue linked to work organisation
innovations that are conducive to supporting the development of the knowledge-
based economy.

Another important task facing the EU following the crisis years concerns the ways
in which it can promote and support the return to an upward socio-economic con-
vergence of its Member States. This particularly concerns Southern and peripheral
EU 15 Member States, since most of the post-2004 Member States managed to
continue to converge even during the crisis.

The factors behind the divergence included, not only the sheer size of the economic
shock, but also the underlying structural imbalances in the affected countries in
the period before the crisis (notably weak productivity growth, lack of human capi-
tal investment, divergent unit labour cost growth, banking sector weaknesses and
property bubbles). In this respect the Review contributes to the ongoing debate on
the most appropriate forms of reforms given the aims of restoring convergence,
deepening the economic and monetary union, and strengthening its social dimension.

Adverse socio-economic outcomes such as labour market polarisation and poverty
or ‘scarring’ effects intensify the depth and persistence of any economic downturn if
adjustments are left solely to market forces. Here national level reforms to improve
the viability of social protection systems in the case of temporary shocks can sig-
nificantly contribute to the stabilisation of aggregate demand, long-term employ-
ment and productivity growth, thereby strengthening convergence and mitigating
hysteresis effects.

... is instrumental for strengthening
competitiveness and sustaining
EU social welfare model.

Increasing supply of skilled human
capital needs to be matched
by supply of quality jobs.

Structural changes generate opportunities
for creating of high quality jobs.

Restoring socio-economic convergence
is another important goal facing the EU.
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A wealth of lessons for the future.

National level actions can be supported, at the EU level, by measures facilitating
mobility, promoting investment in human capital, notably through the European Social
Fund (ESF), and by the use of appropriate benchmarks.

This year's Review provides an overview of key employment and social developments
and policy responses that can be drawn upon by the new European Commission in its
deliberations on the future orientations of the Europe 2020 strategy.

The Review recognises that the legacy of the prolonged crisis is continuing to seri-
ously affect the lives of many of the EU’s citizens, and that it has also compounded
many of the structural challenges already facing the Union. However, the evidence
presented in the Review also shows how structural reforms combining employment
and social policies can promote social fairness, enable countries to address both
their social concerns and their competitiveness challenges with reasonable success,
even in the most difficult of circumstances, where there is a commitment to do so.




Job creation, productivity
and more equality for
sustained growth ()

While the EU has been seeing a recovery
from the recession, with output, employ-
ment and household incomes growing
and unemployment falling, the recovery
remains extremely fragile and unequal,
as witnessed by the recent downgrading
of the GDP outlook in the Commission
autumn forecast ().

At the same time, the employment and
social imbalances (and their cross-border
impacts) that occurred during the crisis
must as far as possible be prevented
from happening in the future. The ‘key
employment and social indicators’ score-
board introduced in the 2014 European
Semester should help with the close
monitoring of key factors — unemploy-
ment; young people not in employment,
education or training; household income;
poverty; and inequality — and will help
detect challenges early and enable
timely policy responses to be made.

Nevertheless, the EU’s prosperity ulti-
mately depends on economic growth,
which results from employment growth
and productivity growth. In order to
develop this further we have looked at
those labour market factors that constrain
job creation, apart from weak demand
and legacy effects from the crisis.

In this respect we particularly identify
demographic developments as being
liable to constrain future employment

By Guy Lejeune and Isabelle Maquet.

(3)  European Commission (2014), ‘European
Economic Forecast Autumn 2014’, Directorate-
General for Economic and Financial Affairs,
European Economy N° 7/2014.

growth (%), putting further pressure on
ensuring that the best use is made of
all available human resources.

In so far as the contribution of employ-
ment to overall GDP growth declines
over the coming 20 years, then produc-
tivity growth will be the only source of
increased output in the EU(*) — hence
the need to fully understand the links
between productivity and education, skill
formation and innovation.

After several years of decline, household
incomes started increasing again slightly
in real terms at the end of 2013. In some
countries, very significant declines have
led to strong increases in poverty, and
together with high household debt lev-
els, this is likely to undermine aggre-
gate demand for some time, especially
in countries where inequalities have
also increased.

We examine the potential role of well-
functioning labour markets and tax and
transfer systems to restore a sustain-
able recovery of household incomes and
a reduction of poverty and inequalities.

Unemployment, poverty and inequalities
undermine sustainable growth by weak-
ening aggregate demand in the short
term and by affecting potential GDP in
the longer term through reduced access
for many households to education and
(®)  ‘The quantitative evidence shows that in less
than 20 years EU employment will almost
inescapably start declining in volume due

to the intensity of workforce shrinking’,
Peschner and Fotakis (2013).

(*)  Peschner and Fotakis (2013).

health services, and hence sub-optimal
use of human capital.

They can also lead to political instability,
weaken trust in institutions and under-
mine the capacity of governments to
conduct the reforms that are necessary
to ensure that policies and institutions
are supportive of growth. Such effects
may also have impacts beyond borders
and are therefore of common EU con-
cern. Moreover, these effects contribute
to increased divergence within the EU,
specifically since the start of the crisis
and which recently has stabilised at a
high level.

The EU economy is facing an uncertain
outlook, the recovery is not assured and
isolated demand or supply policies can-
not bring a sustainable recovery with
job growth.

1. GROWTH, JOBS AND
HOUSEHOLD INCOMES:
RECENT DEVELOPMENTS

Although employment growth in
EU-28 turned positive at the end of 2013,
as did growth in household disposable
income (°) after nearly four years of con-
tinuous decline (Chart 1) (8), employment

(°)  The real GDHI growth for the EU is a DG
EMPL estimation, and it does not include
Member States for which quarterly data are
missing (eight Member States). The nominal
GDHI is converted into real GDHI by deflating
with the deflator (price index) of household
final consumption expenditure. The real
GDHI growth is a weighted average of real
GDHI growth in Member States.

(®)  See Section 5 for a detailed analysis of
recent trends of the EU GDHI in real terms
and its components.
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rates (for 20-64) remain well below
pre-crisis levels (68.4% in 2013 vs.
70.3% in 2008) and a long way off
the Europe 2020 target of 759%. While
6.7 million jobs were destroyed between
2008 and the first quarter of 2013, the
number of jobs increased by 1.8 million up
to the second quarter of 2014. Moreover,
a large proportion of the new jobs cre-
ated recently are temporary or part-time,
raising concerns about the robustness of
the recovery.

The impact of the crisis on employment
and the social situation increased as the
unemployment rate rose from less than
7% in 2008 to 10.8% in 2013, putting
9 million more people out of work. The
effects were unevenly spread across the
EU however, with unemployment rates in
2013 still only around 59% in Austria and
Germany against over 25% in Greece
and Spain.

While the economic recovery is expected
to strengthen only gradually, EU employ-
ment is foreseen to start growing from
this year onwards, leading to a decline
in the overall EU unemployment rate
towards 9.5 9% by 2016, according to the
Commission autumn forecast.

Cross-country differences in employ-
ment are large. Between 2008 and mid-
2014 most of the jobs were destroyed
in Spain (-3.4 million), Italy (-1.2 million),
and Greece (-1.0 million), while the num-
ber of jobs increased by 1.8 million in
Germany, and by 0.9 million in the United
Kingdom during the same period.

Employment divergence was reflected in
cross-country differences in unemploy-
ment, particularly in the euro area, with
Southern/peripheral countries seeing a
massive increase while rates remained
stable and low in the Northern/core
countries (see Chart 2). The dispersion in
unemployment rates is expected to start
to decline only gradually, still remaining
well above the pre-crisis level.

The convergence in the cyclical positions
and the ongoing labour cost adjustment
in high-unemployment countries would
contribute to further reduce the diver-
gence of labour market conditions in
the EU. Nevertheless, the present diver-
gence shows the need to look beyond
the traditional macro-economic adjust-
ment channels and consider changes in
socio-economic factors and cross-border
effects that may influence the depth and
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Chart 1: Growth in real GDP, real household disposable income
and employment, year-on-year change

% change on previous year
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Chart 2: Unemployment rates in the EU by group of Member States
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Chart 3: Youth unemployment rates in the EU Member States
in August 2014 and the highest and lowest rates since 2008
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Chart 4: NEET rate for the EU, EA and Member States in 2013

and the highest and lowest rates since 2008
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Chart 5: Evolution of the risk-of-poverty or social exclusion,
2008 and 2013
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Chart 6: Inequality of income distribution (income quintile share ratio
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persistence of an economic downturn as
well as the adjustment capacity of any
given economy (7).

The situation of young people and the
long-term unemployed is of particular
concern. In almost two thirds of Mem-
ber States, youth unemployment rates in
July 2014 were still close to their historic
highs — EU average of 21.7 % compared
to about 15% in the first half of 2008 -
(Chart 3) while the proportion of young
people not in education or employment
(NEET) reached 13% in 2011 against
119% in 2008 (Chart 4). Again, however,
it varies considerably between Mem-
ber States while remaining higher than
before the downturn.

Such severe labour market deterioration
has had inevitable social consequences
with the number of people at risk of pov-
erty and social exclusion rising by more
than 6 million since 2008, reaching some
123 million in 2013, and taking us fur-
ther from the Europe 2020 target of hav-
ing at least 20 million fewer people in or
at risk of poverty and social exclusion.

Poverty and social exclusion among
those of working age (18-64 years)
has increased significantly in two thirds
of the Member States as a combined
result of rising levels of jobless and low
work intensity households, and in-work
poverty. In Greece, Ireland, Spain, Italy
and Hungary, poverty, social exclusion
and inequalities have increased signifi-
cantly from already high levels prior to
the crisis.

2. OBSTACLES TO JOB
CREATION

The legacy of the crisis poses significant
obstacles to job creation now, which add
to many of the obstacles that were pre-
sent before the crisis and are still in place.

2.1.  Weak demand
hampers job creation

Weak demand is a major obstacle to
job creation. While EU GDP growth was
1.29% year-on-year in the second quar-
ter of 2014, potential growth estimates
suggest little room for further accelera-
tion from there under ‘no policy change’
assumptions. Commission estimates put
potential growth in the EU at 1.0% in
2015, accelerating slightly to 1.4% in

(’)  See also Chapter 4 of this review.
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2020-23 (8). The sober outlook for poten-
tial growth (in combination with high lev-
els of private and public debt for many
EU Member States) creates a difficult
environment for job creation.

The policy environment remains difficult.
Changes that could boost growth are, in
the short term, faster wage growth in
those sectors and Member States where
it has lagged productivity growth and,
in the medium term, policies to boost
productive investment, specifically in
human capital. A more expansionary fis-
cal stance in the euro area as a whole,
within the limits of rules on national
budgets would also be helpful (°).

Stronger demand and structural reforms
should ideally occur simultaneously,
with little impact likely to be expected
from structural reforms (such as institu-
tional, product market and labour market
reforms) in a weak demand environment.
As ECB President Draghi has put it: ‘With-
out higher aggregate demand, we risk
higher structural unemployment, and
governments that introduce structural
reforms could end up running just to stand
still. ... But without determined structural
reforms, aggregate demand measures
will quickly run out of steam and may
ultimately become less effective.’ (°)

Weakness in wage
developments

Wages play a dual role in that they not
only affect price competitiveness, but
also influence domestic demand. In a
weak economic environment, the pro-
pensity to spend out of labour income
(and particularly for those at lower and
average earnings and in the context of
high private/household indebtedness as
is the case in many Member States) is
higher than the propensity to spend out
of capital income (*%).

(8) ‘.. the pre-crisis boost to capital
accumulation did not lead to increased
TFP growth. Post crisis, capital and labour
resources are only gradually re-allocated to
more productive uses, which further strains
potential growth.” From ‘The euro area’s
growth prospects over the coming decade’ in
European Commission (2013e).

(®)  See also Draghi (2014).
(1) Draghi (2014).

(})  The wage share, which is compensation of
employees divided by GDP, is also equivalent
to the real unit labour cost which measures
real (price-adjusted) compensation per
employee adjusted for productivity and
is a measure of price competitiveness.

See Annex 1 of Chapter 5, ‘Wage
developments in the European Union during
a severe economic downturn’ of European
Commission (2013c).

Chart 7: Changes in the wage share and growth
in domestic demand, 2008-13,%
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Chart 7 shows the positive correlation
between the change in the wage share
and growth in domestic demand over the
period 2008-13.

It also explains the incoming Commis-
sion President’s intention to present an
ambitious Jobs, Growth and Investment
Package (*4).

The weakness in the wage share can
be linked to the decline in employment,
as in the Southern Member States, as
well as to weakness in wages. Wages
were compressed and price competitive-
ness restored as a result in (euro-area)
Member States with significant external
imbalances. At the same time, in some
other Member States, wage growth has
significantly lagged productivity growth
in recent years, pointing to further imbal-
ances, as evidenced in Chapter 4.

The social consequences of low growth
are such that there are clear benefits
from an expansion in social investment
across a range of areas: active labour
market policies; early childhood educa-
tion and care; preventive healthcare;
health and safety at work; retraining
and lifelong education; and human capi-
tal more generally (see also European
Commission, 2013b).

In the area of education and training,
including continuing and work-based
learning, many Member States could
improve the quality of their delivery sys-
tems. This is crucial to raise skill levels (*°)
and, as a result, the productivity of the
workforce. It is, moreover, particularly
pressing, given that expenditure on edu-
cation fell between 2007 and 2011 (%)
in almost half of the Member States and
even where it increased, did so by less
than total government expenditure.

Weak (capital and social)
investment

Stronger investment not only supports
growth in the short-term but also brings
longer-term benefits. The evidence is
now that the EU economy is investing
far too little, with the overall share of
investment standing at 17.3% of EU GDP
in 2013, 2.7 pps below the average from
1995-2002 (*?).

Education and skills are highly relevant
to employers, with employer survey data
showing that Member States whose
employers look at human capital in a
holistic manner (motivation, training,
education at all skills levels) and value
it highly achieve higher levels of com-
petitiveness (see Chart 32).

Evidently, the weakness in private
investment is linked to the weak eco-
nomic outlook, while public investment
has been under pressure from fiscal
consolidation, leading some observers
to reassess the appropriateness of the
overall fiscal stance for the euro area (*3).

- (**)  See Juncker (2014).
(*2)  Similarly, the 2013 investment share is (*°)
below its 1995-2002 average in seven
out of the nine largest EU Member States
(France and Sweden being the exceptions). (%)

(*)  See Draghi (2014).

This need is suggested by the results from
the recent OECD Survey on Adult Skills
(PIAAC), see OECD (2013).

2011 is the latest year for which data are
available.
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2.2. Crisis legacy
reinforces some obstacles
to job creation

Job creation has been hampered by
many obstacles, some of which have
been reinforced by the lingering effects
of the crisis.

Access to finance and the role
of small and young firms

Small- and medium-sized enterprises (*")
are traditionally seen as the motor of
employment growth with, for example, EIM
Business & Policy Research (2012) finding
that, between 2002 and 2010, 85 9% of net
new jobs in the EU were created by SMEs.

In the US, between 2002 and 2007, 58 %
of the net job gains in the private sector
came from SMEs(*8) and, after the job
losses in 2008 and 2009, the share of
SMEs was 51 % of the gains from 2010 to
2013 (*°). By contrast, between 2010 and
2013, employment in SMEs in the EU fell
by 0.5% (*°). When excluding the construc-
tion sector, which employed one in seven
SME workers in 2008, this turns into a
slight increase of 0.3%, dwarfed by a 2%
rise among large firms (see Chart 8).

Some of the under-performance of SMEs
since 2010 may be due to SMEs’ reduced
access to finance, with SMEs being more
dependent on external financing.

To date, and in many Member States,
credit availability to the non-financial
sector remains weak, due to both sup-
ply and demand factors including sector
restructuring and the deleveraging that
followed the financial crisis (). Moreo-
ver, bank lending rates in the vulnerable
Member States remain high despite
recent ECB actions(??), and this has
mainly affected SMEs.

(*”)  SMEs, defined as those with less than
250 employed persons. The official EU
definition combines this with a condition on
either the turnover or balance sheet total,
see http://ec.europa.eu/enterprise/policies/
sme/facts-figures-analysis/sme-definition/
index_en.htm

(*8)  Here also defined as firms with less than
250 employed persons.

(*)  Own calculations based on Bureau of Labor
Statistics, Gross Job Gains and Losses, from
Business Employment Dynamics (BDM). Note
that there is an ongoing debate in the US
about the role of SMEs in creating new jobs
with papers using varying definitions of SMEs.

(%) European Commission (2013a).
(#*)  See ECB (2014) and Turner (2014).

() They remain above the rates seen in the
core countries.

Chart 8: Evolution of EU employment by firm size, 2010-13
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Limited access to finance is also likely
to have curbed the number of start-ups
which is of concern given the evidence
that, among SMEs, young firms account
for a major share of net job growth (*3).
The lack of dynamism in the employment
record of SMEs since 2010 shows the
potential positive employment impact of
appropriate solutions to financial sec-
tor problems and support for business
start-ups.

Policy uncertainty

A further hangover from the crisis that
has blocked job creation in the recent
past, and which risks continuing to do
so, is policy uncertainty. Arpaia and
Turrini (2013) used an indicator of policy
uncertainty (%) that ‘significantly (influ-
ences) the euro area unemployment
rate indirectly, via economic activity, and
directly’. Moreover, they find that ‘policy
uncertainty impacts mostly the pro-
cess of job creation’. In this respect the
strong relationship between the indicator
of policy uncertainty and the Economic
Sentiment Indicator (ESI(?°)), together
with the rise in the latter since autumn

() See, for example, Haltiwanger et al. (2010)
and Lawless (2013).

() Arpaia and Turrini (2013) measure policy
uncertainty as an index constructed
from two sub-indices, one made up from
counting some uncertainty-related words
in newspaper articles, and another one
measuring the extent of disagreement
among forecasters on some variables.

() The ESI, whose purpose is to track GDP
growth, is calculated by the Commission on
the basis of confidence indicators resulting
from the Joint Harmonised EU Programme
of Business and Consumers Surveys. The
correlation between the indicator of policy
uncertainty and the ESI evidently has a
negative sign and the policy uncertainty
index anticipates swings in the ESI.

2012, suggests that policy uncertainty
has come down in the last two years (%°).

Looking forward, changes to EU govern-
ance, specifically in the financial sector
and the fiscal area, have the potential to
further reduce policy uncertainty. Nev-
ertheless, high private and public debt
burdens in many Member States, with
associated sustainability concerns, as
well as the uncertain effects of struc-
tural reforms in some Member States,
may hamper this reduction.

Policy uncertainty can be addressed to
some extent through raising awareness
by European and national policy mak-
ers of the potential positive effects of
structural reforms and improvements in
EU governance. On structural reforms,
more clarity on the timing of its effects,
usually with short-term costs but only
medium-term benefits, would be gener-
ally helpful.

The addition of the scoreboard of key
employment and social indicators to
the Europe 2020 monitoring frame-
work has the potential to bring a better
assessment of the situation in individ-
ual Member States, which could pave
the way for more policy fine-tuning at
national level. It should also help in tak-
ing better account of the social impact
of economic policies. Finally, stronger
involvement of the social partners in
the policy process at EU level, and in the
Member States, would serve to promote
a wider ‘ownership’ of policies and their
delivery in a lasting way.

() The ECB also found that economic policy
uncertainty came down but still remains
somewhat higher than its pre-crisis average
level, see ECB (2013), Box 4.
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Skills mismatches

Skill mismatch - the discrepancy
between the qualifications and skills
that individuals possess and those that
are needed by the labour market - is a
structural problem. Due to the intense
job destruction and its concentration in
certain branches of economic activity a
strong increase in structural mismatch
has taken place since the start of the
crisis. The evidence set out below points
to increasing levels of skills mismatch
in the EU, further aggravating current
labour market difficulties (?).

In this context, the upward shift in the EU
Beveridge curve (with a higher indicator
for labour shortage for a given unem-
ployment rate) suggests more labour
market mismatches (see Chart 10).
These mismatches are mostly linked to
skills, as it seems that the sectoral mis-
match follows a cyclical pattern (Arpaia
et al, 2014).

Table 1 shows that, when comparing
the period since 2010 with 2008-09,
the Beveridge curves for about half
of the Member States seem to have
remained stable. This includes a group
of Member States which had seen a
continuous increase in unemployment
until recently and for which it might be
still too early to assess the possibility
of a shift in their curve (Greece, Spain,
Cyprus and Portugal). However, the
other half (including most of the large
Member States) saw an outward shift,
while an inward shift was only seen in
Germany (%).

A serious mismatch in skills inevita-
bly affects economic competitiveness
and growth, increases unemployment,
undermines social inclusion, and gen-
erates significant economic and social
costs. This is a serious matter of con-
cern given that one in three European
employees is considered to be either
over-qualified (**) or under-qualified for

(¥)  See Chapter 6, ‘The skill mismatch challenge
in Europe’ in European Commission (2013c).

(%) In the absence of structural changes, the
unemployment rate and the vacancy rate
(approximated here through the labour
shortage indicator), would move along the
curve during economic cycles. A booming
economy then sees a lower unemployment
rate associated with a higher vacancy rate
and vice versa in case of a downturn.

() ‘Over-qualified’ does not mean that too
much has been invested in the worker’s
human capital, just that their current
employment does not make sufficient use
of the skills and competences they have
acquired.

(5

Chart 9: Economic sentiment and employment, changes between
the second half of 2012 and the first quarter of 2014
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Table 1: Shifts in Beveridge curves between 2008-09
and 2010-14Q1

Shift? A given unemployment rate goes
together now with a ...

higher indicator of labour shortage

similar level of the indicator of labour
shortage

lower indicator of labour shortage

Valid for the following Member States:

(EU) BG, DK, EE, FR, HR, IT, LV, LT, NL, PL, SI,
SK, UK
BE, CZ, EL, ES, CY, LU, HU, MT, AT, PT, RO,
FI, SE
DE

the jobs that they do, with the mismatch
being especially high in Mediterranean
countries (Chapter 6 in European Com-
mission, 2013c).

Countries with high rates of over-quali-
fication (*°) share some common charac-
teristics. They tend to have lower levels
of public investment in education and
training, lower levels of expenditure on
labour market programmes, and more

(3°)  Countries with high over-qualification rates

are Greece, Italy, Portugal, Cyprus, Lithuania,
Spain and Ireland.

rigid and segmented labour markets,
with the impact mainly affecting younger
male workers on non-standard contracts.

The skills mismatch is not only a current
problem, however, since it risks becom-
ing bigger over time when the recovery
accelerates and broadens, and new jobs
will require new skills which are not nec-
essarily available in sufficient numbers.

An effective reduction in the level of skills
mismatch requires action on both the
supply and demand side. In this respect
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reforms designed to increase the flex-
ibility and responsiveness of educational
and training systems - including those to
ensure the recognition of skills acquired
outside of formal education or in another
country — will need to be balanced by
the creation of sufficient innovative and
high-skilled jobs.

Tackling skills mismatches should also
involve a significant degree of anticipa-
tion as, going forward, job creation will
require different or higher skills and
competencies (see Section 4.1), point-
ing to the need to invest in skills and
adaptation of business strategies and
human capital.

Low working hours and changes
to work organisation

Since mid-2008 the total number of
hours worked has fallen much more than
the total number of people in employ-
ment (see Chart 11), and has contin-
ued to drop even as employment levels
have stabilised (since mid-2010). This
suggests that employment growth in
headcounts may disappoint when eco-
nomic growth accelerates, in so far as
employers can be expected to increase
hours of existing employees first before
hiring additional workers.

This overall decline in hours worked is,
of course, linked to an increased reliance
on part-time employment, but also to
a reduction in the average number of
hours worked by full-time workers, fall-
ing from a weekly average of 41.0 in
2008 to 40.6 in 2013.

The number of those employed part-
time exceeds the 2008 level by 8%,
with a particularly significant increase
for men and young people. Moreover,
among those part-time employed the
share of involuntary part-timers - i.e.
those who would prefer to be working
full-time - increased from just over
209% of the total in 2004 to almost
30% in 2013, with the proportion of
male workers at 40 %.

The increased reliance on part-time
employment is linked to the uncertainty
in demand prospects both during and
since the crisis as well as to more flexible
work organisation models that accom-
modate both companies’ and work-
ers’ needs. While it may lead to higher
employment numbers in the short term,
it gives a misleading impression of the

Chart 11: Evolution of hours worked and persons employed in the EU,
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volume of employment and may equally
give a misleading impression of the qual-
ity and sustainability of many of the jobs.

As a result of all these developments,
the share of full-time employed persons
in total employment fell by some 2 pps
between 2002 and 2008, and again
between 2008 and 2013, leaving the
total number of full-time employed in
2013 5% below the level of 2008, with
the risk that ongoing structural changes
associated with technological changes
and globalisation may reinforce such
developments (3%).

Apart from its effect on job crea-
tion, fewer working hours also weigh
on household incomes and consump-
tion, in particular if part-time jobs are
concentrated at the bottom of the
wage distribution.

2.3. Recurrent obstacles

This section focuses on the roles of
labour taxation, undeclared work and
labour mobility for job creation.

However, it does not focus on employ-
ment protection (which is analysed in
Section 3), as the impact of employment
protection legislation on the aggregate
labour market seems less significant
than the impact on specific groups (*?).
EPL needs to be looked at as part of an
overall labour market picture(*®). For
example, some of the Member States
that were most resilient in the crisis had

(*1)  See Chapter 3 in European Commission (2014a).
(®2)  See Scarpetta (2014).

(**)  See also Section 4.1., ‘The institutional
balance of a healthy labour market: EPL,
activation and support’, in Chapter 1.

and have quite high EPL; see for exam-
ple the EPL values for Germany, Sweden,
the Netherlands and the Czech Republic
(Chart 27).

Labour taxation

For employers, the level of their labour
costs is a key determinant of their capac-
ity to create jobs. An important part of
labour costs is labour taxation, which
affects both labour demand and labour
supply. Cutting labour taxation can
reduce labour costs and hence encourage
employers to employ more workers (3%).
At the same time, empirical evidence
shows that a high level of labour taxa-
tion (as well as its design) can hamper
the labour supply of workers (*°). In par-
ticular, the interaction of labour taxation
and social benefits can create disincen-
tives to work for specific groups such
as young people, low-income workers,
single parents, second-income earners
and older workers.

In view of the negative labour mar-
ket effects of high labour taxation, the
EU has consistently asked many Mem-
ber States to shift taxation away from
labour onto other tax bases in order to

(**)  The tax wedge on labour includes personal
income tax, social security contributions of
employers and employees and payroll taxes.
In a perfectly competitive labour market with
flexible wages, only the size of the total tax
wedge matters since different components
of the tax wedge exert identical effects on
employment (see Chapter 4 of European
Commission, 2013c).

(*)  Theoretically, the overall effect of labour
taxation on labour supply is uncertain or
ambiguous. See also the summary of the
theoretical and empirical literature on the
impact of direct taxation on employment in
OECD (2011).
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stimulate employment creation (*°). The
benefits could be particularly high if tax
reductions were targeted at the most vul-
nerable groups in the labour market, while
recognising that the outcome might dif-
fer significantly between Member States
depending on their characteristics and the
composition of their workforce.

The optimal design of tax shifts from both
an employment policy and social policy
perspective is a complex task, requiring
distributional impacts to be addressed.
For example, the regressive effects of
substituting VAT for labour taxes can
be mitigated by compensating targeted
groups (unemployed, retirees) and by
focusing on standard rather than reduced
rates and exemptions (*’). Similarly, green
taxes linked to car ownership represent
a lower tax burden for the lower income
groups than taxes on heating and energy,
and a proper taxation of imputed rent has
socially favourable effects.

The desirability of some tax shifts could
also be linked to other policy goals. A
shift from labour towards green taxation
also provides incentives for moving to a
more green and resource-efficient econ-
omy, which could bring more sustainable
and high-quality employment (*8).

Targeting a reduction in the labour tax
wedge to the groups facing the greatest
challenges can maximise the employ-
ment effects of the reform limiting at
the same time its fiscal costs. Simula-
tions with DG EMPL's Labour Market
Model for nine selected Member States
show a pronounced employment impact
when employers’ social security costs for
young workers are lowered by an amount
equivalent to 0.19% of GDP, financed by
higher VAT (*°). Tax shifts away from
labour can reduce labour costs, in par-
ticular for the low-skilled and the young
where such reductions can have a strong
impact and are most needed. This makes
handling the distributional implications
of such shifts even more important.

(%) The Eurogroup recalled that the ‘overall tax
burden in the euro area is above the OECD
average and is skewed towards labour’
(Eurogroup, 2014).

(*’)  See the conclusions of Chapter 4 in
European Commission (2013c): “increasing
standard VAT rates has less socially
detrimental effects than curtailing VAT
reduced rates and exemptions”.

(*®)  European Commission (2014c) provided
estimates of possible employment gains.

(%) More simulation results, with reductions
targeted at other groups, can be found in
Chapter 4 of European Commission (2013c).
See also Chapter 3 of this review.

Chart 12: Tax wedge on low-income earners and the employment
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Source: OECD Taxing Wages, Eurostat, fsa_ergaed.
Note: Tax wedge: single earner, earning 67 % of the average wage. Low-skilled: ISCED levels 0-2.

Undeclared work

Undeclared work is categorised as paid
activity that is lawful in itself, but not
declared to public authorities (“°). The
existence of undeclared work distorts
the evidence on job creation in so far as
only declared work is actually measured
and counted and, more generally, it is
seen to undermine conventional growth-
oriented economic, budgetary and social
policies. From a macro-economic per-
spective, it decreases tax revenues
and may undermine the financing of
social security systems. From a micro-
economic perspective, it tends to dis-
tort competition between firms and to
reduce efficiency since informal busi-
nesses typically avoid accessing formal
services and inputs (e.g. credit) and
hence tend to remain small.

Moreover, undeclared work is frequently
associated with poor working conditions,
limited prospects of career progress and
a lack of social protection.

The scale and nature of undeclared work
is influenced by many factors. Economic
factors include the direct and indirect
incidence of taxation and the ‘cost’ of
complying with complex tax and labour
regulations, as well as the penalties (or
lack of them) related to enforcement ().

(*9)  Formally, the definition adopted by the
European Commission is: ‘...any paid
activities that are lawful as regards their
nature but not declared to public authorities,
taking into account differences in the
regulatory system of Member States’,
European Commission (2007), p. 2.

(*)  See also Chapter 4, ‘Undeclared work: recent
developments’ in European Commission
(2014a).

Various features of the current labour
market and social situation are likely
to have been conducive to the growth
of informal work, such as the increas-
ing length of unemployment spells, the
situation of relatively disadvantaged
groups, and the pressure on wages and
household incomes more generally. From
the demand side, a difficult business
environment may also have encouraged
employers to seek to evade or limit tax
liabilities by resorting to undeclared work.

Tax evasion and inequality are closely
connected. Higher levels of inequality
are associated with a higher probability
of tax evasion while tax evasion may
increase income inequality, especially
with respect to a situation of full tax
compliance (*?).

Lack of mobility

Intra-EU labour mobility can play an
important role in alleviating some of
the conjunctural challenges faced by
EU labour markets, notably by mitigat-
ing unemployment in hard-hit regions
and countries and in addressing labour
force shortages in more resilient ones,
by contributing to a more efficient allo-
cation of human resources across the
single market, thus mitigating skills
mismatches (**).

However, intra-EU labour mobility
remains limited in comparison to other
OECD countries (such as the US, Canada
or Australia) and as a proportion of the
overall size of the EU labour market.
While one in four EU citizens say they
(*?)  See the conclusions of Chapter 4 in

European Commission (2013c).
(*3)  Jauer et al. (2014).
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Chart 13: Job vacancy rate and undeclared work
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Source: Eurostat, jvs_q_nace2 and Special Eurobarometer survey 402, 2013, question 10: ‘Sometimes
employers prefer to pay all or part of the salary or the remuneration (for extra work, overtime hours or
the part above a legal minimum) in cash and without declaring it to tax or social security authorities.
Has your employer paid you any of your income in the last 12 months in this way?*

Chart 14: Mobility rate by Member State of origin
by years of residence (2013)
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would consider working in another EU
country in the next ten years (**), until
2013 only around 3.3% of the EU eco-
nomically active population resided in
another Member State. In half of the
Member States, only around 1% or less
of the working-age population has moved
to another EU country in the last ten
years (see Chart 14) — and this is around
0.5% or less in large Member States,
including Italy and Spain, despite being
affected by high unemployment.

There is evidence that the current lev-
els of mobility are below what could
be expected from the EU as well as
below the measured mobility inten-
tions, especially as far as movements
between euro-area Member States are

(**)  European Commission (2013f).

concerned (*). Indeed, due to substan-
tial differences in unemployment rates
between southern and northern Mem-
ber States, the rising number of persons
wanting to move has partly materialised
in increased mobility from South to North
since 2011 but only to a limited extent.

Mobility flows in the EU have reacted to
the economic conditions, though not to
the extent needed to have a real equili-
brating role against the huge imbalances
across EU labour markets. The limited
intra-EU mobility is due to the many bar-
riers such as differences in language and
culture, administration, taxation, social
security systems (including lack of port-
ability of benefits) and mutual recogni-
tion of professional qualifications.

(**)  European Commission (2013d).

The main driving factor behind mobil-
ity between Member States is work,
although family reasons and the wish
to study abroad also play a role. In terms
of labour mobility flows over the last
decade, the main drivers seem to have
been income and wage differentials, par-
ticularly between Eastern and Western
Member States (Chart 14) where income
differentials have been greatest (%6).

This also suggests that the progressive
narrowing of the income gap between
EU Member States plus the movement
of many activities in both manufacturing
and service sectors from West to East
in order to benefit, at least in the short
term, from lower wages, should, in the
long run, lead to a decrease in the size
of the flows from East to West, already
visible for some countries (such as Czech
Republic or Slovenia). For the euro-area
Member States, by contrast, current
changes in relative levels of unemploy-
ment may increasingly act as a ‘push
factor’ (+7).

In terms of ‘pull factors’, the employment
opportunities in the destination country
seem to have been the most crucial
driver, while generosity of the welfare
systems or the legal regime (*) has had
limited influence. As a result, there is no
evidence in the data that welfare tour-
ism is significant in scale or impact in
the EU (*9).

Labour mobility could be fostered
through developing more targeted inter-
ventions to better support cross-border
jobseekers and employers and improving
job matching across borders. The new
Directive on free movement of work-
ers (°°) will certainly contribute to making
it easier for people working or looking for
a job in another country to exercise their
rights in practice.

Moreover, various observers(°!) have
pointed out the need for a series of

(“)  Among euro-area Member States, a certain
level of convergence in income had been
achieved, at least before the crisis.

(#7)  See also the article ‘Recent trends in the
geographical mobility of workers in the EU’
in European Commission (2014b).

(*8) i.e.: applying restrictions during the
transitional arrangements phase.

(*)  See Guild et al. (2013) and Juravle et al. (2013).

(*°)  Directive 2014/54/EU of the European
Parliament and of the Council of 16 April
2014 on measures facilitating the exercise
of rights conferred on workers in the context
of freedom of movement for workers.

(*) See OECD (2014), Dhéret et al. (2013)
and Bertelsmann Stiftung (2014).
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various other measures such as improv-
ing the transferability and tracking of
supplementary pension rights, address-
ing concerns for taxation of cross-border
pensions, improving the cross-border
recognition of professional qualifica-
tions, tackling administrative obstacles
for cross-border workers and their fami-
lies and, finally, giving more support for
language learning.

3. WHO WILL BENEFIT
FROM JOB CREATION?

The Commission autumn 2014 forecast
envisages employment growth of around
0.7 % annually in 2014-16, but with the
benefits liable to be unevenly spread
across Member States and sections of
the population. The logical question then
is who is likely to benefit most from the
creation of jobs?

This section starts by looking at those
two groups on whom the legacy of the
crisis weighs most, namely youth and
the long-term unemployed. Next, it
takes a broader look at the employ-
ment rates of various groups, the
possible reasons for the differences
in employment rates and possible
ways to help curb these differences,
with some attention to the issues of
employment protection legislation
and segmentation.

In this long period of labour market
weakness, with 2016 employment
still expected to be 0.5% below the
2008 level according to the latest Com-
mission forecast, job search has been
(and still is) a difficult process for many
workers, with lasting effects, specifi-
cally those who searched for an entry
(youth) or a re-entry (unemployed) into
the labour market - the two groups we
analyse here in detail.

3.1.  Youth: more
education and better skills
can lessen the impact

of lack of experience

The current labour market challenges
facing young people are the result of
underlying structural problems which
have been aggravated by the crisis.

Young people have to overcome two
difficulties as a result of their lack of
work experience: firstly, they are likely
to be less productive initially compared
to existing workers, and, secondly,

24

Table 2: Employment rates of young people (aged 18-34 years)
not in education and training, by educational attainment level, EU-28

Educational ears after
attainment level y
3 years
Total v
or less
Total Over 3 years
Pre-primary, primary
3 years
and lower secondary
. or less
education
Pre-primary, primary
and lower secondary | Over 3 years
education
Upper secondary
3 years
and post-secondary
. . or less
non-tertiary education
Upper secondary
and post-secondary Over 3 years
non-tertiary education
First and second stage 3 years
of tertiary education or less
First and second stage
. . Over 3 years
of tertiary education

2007

75.2

782

532

654

721

803

84.0

899

2008 | 2009 | 2010 | 2011 | 2012 | 2013

762 | 720|711 | 712 | 699 | 695

785 | 756 | 749 | 745 | 736 | 72.8

52.1 439 | 428 | 429 | 37.1 | 384

647 | 592 | 574 | 56.1 | 54.2 | 525

734 | 689 | 679 | 673 | 656 | 65.1

809 | 783|779 | 775|765 | 755

844 | 809 | 80.0 | 803 | 795 | 786

899 | 885 | 878 | 87.7 | 869 | 865

Source: Eurostat, edat_Ifse_24.

Note: ‘years after’ refers to years since completion of highest level of education.

employers will be uncertain about
their likely reliability as individuals. On
the other hand, their recent education
and better skills (e.g. ICT, language)
may compensate for a lack of work
experience, especially if it is seen to
be relevant.

Young people often remain outsiders in
countries with particularly segmented
labour markets, experiencing lower
employment rates, more precarious
employment conditions and higher
unemployment rates than the over-
all average.

While the employment rate of those
aged 25 or over fell by a little more
than 1 pps between 2007 and 2013,
much larger falls were recorded for
those aged under 25. All these devel-
opments come with an education gra-
dient in the sense that people younger
than 35 who left education at least
three years ago have lower chances
of being in employment than people
with more education who left educa-
tion less than three years ago (Table 2).

When they are employed, young people
are more likely to be subject to more
precarious employment terms and
conditions (°?) with some 43 % being

(*2)  These jobs often come with less pay, less
security, less training and fewer pension
rights.

on temporary contracts — a share that
has increased since 2007, while it has
declined for those aged 25 or more.
However, the share working on tem-
porary contracts varies significantly
across Member States, reflecting their
different labour market regimes, being
less than 10% in Romania and Lithu-
ania and more than 60% in Portugal,
Spain, Poland and Slovenia.

Similarly, young people have a higher
than average share of part-time
employment (almost one out of three),
with a larger than average increase in
the share since 2007. In 2013, one out
of four male workers under 25 had a
part-time job, against one out of fif-
teen male workers aged 25 or older.

As a result of the lower earnings asso-
ciated with temporary and part-time
jobs (**) young people with a job run a
higher than average risk of experiencing
in-work poverty. However such terms
and conditions are not always one-
sided. In Member States such as Ger-
many, the Netherlands, Luxembourg,
Austria, and Denmark, temporary con-
tracts include a significant portion of
apprenticeships or other employment

(°*)  ‘The in-work poverty rate is on average almost
two times higher for people working on
temporary contracts or part-time’ — Chapter 4,
‘ls working enough to avoid poverty? In-work
poverty mechanisms and policies in the EU’ in
European Commission (2011a).
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forms linked to education and training,
which are generally seen as providing
effective stepping stones into regular
and secure employment (°4).

High unemployment of young people
also affects the 25-29 age group -
with a rate of 14.5% in 2013, rising
to 289% for the least educated group.
Overall, one out of three unemployed
people aged 15-24 has currently been
unemployed for 12 months or more,
compared with one out of four in
2009, increasing their risk of becom-
ing detached from the labour market.

The social problem is particularly acute
for young people who are neither in
employment nor in education and
training (NEET) with the NEET rates
having increased most for those aged
20-24 and 25-29 since 2007. For the
20-24 years old, the NEET rate for the
EU currently stands at over 18.5% in
2013, an increase of more than 3 pps
since 2007.

NEET rates for 20-24 year olds show a
clear North-South divide within the EU,
ranging from less than 10 9% in Luxem-
bourg, the Netherlands, Denmark, Aus-
tria and Germany (but also Malta) to
above 259% in Croatia, Bulgaria, Spain,
Cyprus, Greece and ltaly.

Best practices point to the value added
of measures which improve school-to
work transitions and, more generally,
labour market insertion. Moreover, a
comprehensive framework of EU meas-
ures exists to help tackle youth unem-
ployment (**), the main ones being
the Youth Guarantee (°®), reforms of
vocational education and training sys-
tems, support for public employment
services and EURES (the pan-European
job search network). The focus on
the under-25s may not come at the
expense of the 25-29 age group, which
also requires policy attention due to a
similar lack of job opportunities.

(>*)  See also ‘Special Focus: Youth labour market
adjustment and temporary contracts’ in
European Commission (2013d).

(**)  See European Commission (2014d).

() The Youth Guarantee seeks to ensure that
Member States offer all young people up to
age 25 a quality job, continued education,
an apprenticeship or a traineeship within
four months of leaving formal education or
becoming unemployed.

Chart 15: Long-term unemployment rates, 2008 and 2013
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Chart 16: Exit rate from short-term unemployment
(less than one year) and long-term unemployment
(more than one year) into employment between 2012/13
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3.2. Long-term
unemployment has doubled,
different policies can help
prevent and tackle it

While long-term unemployment (unem-
ployed for 12 months or more) has
increased in most Member States in
recent years, doubling between 2008 and
2013 at EU level, the problem is particu-
larly acute in some Member States, nota-
bly Spain and Greece (Chart 15). In recent
months, very long-term unemployment
(for 24 months or more) has continued
to increase, while overall unemployment
has declined modestly.

Long-term unemployment affects some
specific groups more severely than oth-
ers: men, young people or low-skilled
workers and, particularly, those employed
in declining occupations and sectors,
whose skills often need upgrading. In this
respect, the most recent data on labour
market transitions shows that inflows

into unemployment have returned close
to pre-crisis levels, but that outflows to
employment have fallen for both short-
and long-term unemployed.

The overall state of the economy remains
a powerful factor in determining changes
in levels and flows to and from long-term
unemployment, but there are also strong
country-specific effects with some Mem-
ber States (such as the Netherlands, Swe-
den or Finland) ensuring high transition
rates back to employment in contrast to
others, for instance Slovakia, Greece and
Bulgaria (see Chart 16).

In general, one in five of the long-term
unemployed in the EU has never worked,
three quarters of them being below
35 years of age, creating a strong risk
of marginalisation. In Member States
where temporary contracts play an
important role, repeated multiple spells
of short-term unemployment are a wide-
spread phenomenon.
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Participation in education
and training helps to exit out
of unemployment

Since 2008, the gap in long-term unem-
ployment rates between low-skilled
workers on the one hand and highly
skilled and medium-skilled workers
on the other has widened significantly
(see Chart 17). In addition, low-skilled
workers (and the unemployed) tend to
participate less in training.

Chart 18 shows that, in general, a
higher participation of unemployed
people in education and training

Chart 17: Long-term unemployment rates by skill level
(% of labour force), 2004-13
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Source: EMPL calculations based on Eurostat data.

comes with a higher exit rate out of
short-term unemployment. The posi-

tive impact of participation in lifelong
learning on economic performance is
also illustrated in Section 4.3.

Member States’ labour
market performance is linked
to activation, lifelong learning
and coverage of benefits

The countries that spend most on active
labour market policies (ALMP) per per-
son wanting to work are among those
with the highest exit rates out of short-
term unemployment (Chart 19). Simi-
larly, Member States with low levels of
ALMP spending prior to the recession,
but who increased or maintained their
ALMP spending per person wanting to

work (e.g. the United Kingdom, Estonia,

Chart 18: Participation rate of unemployed in education/training

(in 2012) and exit rate out of short-term unemployment to employment
(2012-13)
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Source: Eurostat, EU-LFS, ad-hoc transition calculations based on longitudinal data.

Participation of unemployed (25-64) to education/training in 2012

Latvia, Slovakia and the Czech Republic),
were better able to contain levels

of unemployment.

Chart 20 shows that some Mem-
ber States (identified as ‘top labour
market performers’ in Chart 21) com-
bine high returns to employment with
the high transitions from temporary
to permanent contracts, while others
(‘bottom labour market performers’ in
Chart 21) have lower transition rates
in both cases.

Chart 21 illustrates the potential benefits
of combining policy actions in that the
countries with the best labour market per-
formance - in terms of returns to employ-

ment from short-term unemployment and

Chart 19: Higher spending on activation is associated with higher exit

rates out of short-term unemployment
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During the crisis, countries with the low-
est performance did reduce the strictness
of their employment protection legisla-
tion, bringing some convergence of the
protection of regular employment, but
they did not improve on the other dimen-
sions that seem also to have relevance,
see also Chapter 1 of this review.

transitions from temporary to permanent
contracts in 2012 - have significantly
higher spending on ALMP, stronger activa-
tion conditionality, a higher participation
in lifelong learning and higher coverage
and adequacy of unemployment ben-
efits than the countries with the low-
est performance.

Chart 20: Transitions from short-term unemployment to employment
(2012-13) and from temporary to permanent contracts (2011-12)
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Source: Transitions from temporary to permanent contracts from Eurostat, EU-SILC, transitions from short-term
unemployment to employment from Eurostat, EU LFS, ad-hoc transition calculations based on longitudinal data.
Note: Blue line marks the EU average. 2010-11 values used for CY, HR, HU, MT, PL, PT, RO, SE and SK

for transitions from temporary to permanent contracts and 2010-11 value used for NL short-term
unemployment to employment transition.

Returns to employment

are linked to the coverage

and adequacy of unemployment
benefits

All other things being equal, there is
some evidence that people receiving
unemployment benefits have a better
chance of taking up a job than non-
recipients (*’), and that adequate and
widely available systems of income
support do not prevent or discourage
returns to employment (See Chart 22,
Panel A - coverage and B — adequacy).
This is likely the case for systems that
are well designed (for example, reduc-
ing generosity over time) and accom-
panied by appropriate conditions (job
search requirements, participation in
training). Research also shows that
receiving adequate income support
also provides workers with enough
time to search for a job matching their
skills and/or to strengthen those skills
where necessary.

Chart 21: Activation, lifelong learning and adequate coverage of unemployment benefits
are associated with better labour market performance

2007 2012

ALMP expenditure

LLL EPL LLL

— Top LM performers: AT, UK, DE, DK & SE
- - Bottom LM performers: EL, ES, PL & IT

ALMP: active labour market policies
LLL: lifelong learning

UB: unemployment benefits

EPL: employment protection legislation

uB

unemployment benefits are from Venn (2012) and EPL index is from the OECD database.

Source: ALMP and UB spending data from Eurostat LMP database, Lifelong learning data from Eurostat (trng_Lfs_02), data on opinions of managers (part of
LLL component) is from IMD WCY executive survey and IMD World Competitiveness Yearbook 2012, eligibility requirements and job-search conditionalities for

Note: The top and bottom LM performers are ranked according to their transitions from temporary to permanent contracts and exits from STU to employment with only
large countries used in both groups. The labour market institutions index is a composite Z-score index of EPL (permanent contracts and gap between permanent and
temporary contracts v3), ALMP (expenditure in% of GDP and activation/job search conditionalities), lifelong learning (participation rates of total population and opinions
of managers about skills from IMD WCY executive survey) and unemployment benefits (expenditure per person wanting to work in PPS, eligibility criteria and coverage).
2008 EPL values were used for 2007 due to availability of data. The EPL values were all turned into negative values so that the lowest EPL gap and lowest EPL value
for permanent contracts had the highest Z-score. The eligibility requirements (part of UB indicator) and job-search conditionalities for unemployment benefits have only
2012 data available in both years. The UB spending for 2012 uses 2011 values, expect for EL and UK for whom 2010 values are used. The mean value in 2012 for
each indicator is that of the 2007 scores in order to be able to compare the 2012 scores with those of 2007. For 2012 ALMP expenditure 2011 values used for CY, ES,
IE, LU, MT and PL, and 2010 values used for EL and UK. For EPL in 2007 for EE, LU and SI, 2008 values were used.

ALMP expenditure
20

EPL

uB

(*7)

See also Chapter 1 in European Commission
(2014a).
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Panel B: replacement rates vs. returns to work

Coverage of unemployment benefits for STU 2010, %

Source: Panel A: EU-LFS, DG EMPL calculations. 2012 value used for coverage of UK in 2010. 2011-12 value used for transitions of DE and PT. No data
available for BG, IE, LU and NL. Panel B: DG EMPL calculations based on Eurostat, EU-SILC 2009-10-11 longitudinal data and OECD-EC tax-benefit model.
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Chart 22: Higher coverage and adequacy of unemployment benefits
are associated with higher returns to employment
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However, the coverage of unemploy-
ment benefits for the short term
unemployed varies greatly across
Member States, ranging from less
than 20% to more than 50%. This
is due to variations in eligibility cri-
teria and in the average time spent
in employment, as well as to differ-
ences in the duration of benefits and
in take-up rates. The coverage of last
resort (means-tested) schemes that
support the long-term unemployed
who have no entitlements to other
benefits also varies a lot. While both
unemployment benefits and social
assistance schemes are increasingly
associated with activation measures
(job-search support, access to training,
individualised support), low coverage
undermines the effectiveness of acti-
vation in encouraging and supporting
actual returns to work.

This suggests that in order to restrain
and reduce long-term unemployment,
it is first necessary to reduce the
inflow into unemployment, by sup-
porting labour demand, while using
measures such as short-time work
arrangements in difficult times. In
addition, the newly unemployed need
to be supported to return as quickly
as possible to employment, through
appropriate activation and support
measures. Policies addressed specifi-
cally at the long-term unemployed can
then be most effectively deployed.

Chart 23: Some convergence in employment rates by groups, EU-28

Source: Eurostat, Ifsa_ergan and Ifsa_ergaed.
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3.3. The structural issue
of raising the l[abour market
participation of specific
groups

Overview: a higher employment
rate among women, older
people, young people

and migrants is needed

The resilience of an economy depends in
part on ensuring continuous wide-ranging
labour market participation for all groups
of workers. However, over time (*8), con-
vergence in this respect has only been
seen for some groups (Chart 23).

(%)

Unfortunately, no comparative data is
available prior to 2002.

Taking the total as the benchmark,
three groups can be distinguished.
A first group consists of women and
those aged 50-64 years of both sexes,
which has shown some convergence in
their employment rates even though
in 2013 these still lagged behind the
average employment rate of the total
workforce by 6 and 9 pps respec-
tively. Those aged 50-64 years saw
a large increase in their employment
rate overall, but with big differences
between those aged 50-59 - with a
rate of over 70% - and those aged
60-64 - with a rate of less than 35 %
in 2013.
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The labour market situation of women
and older workers will be analysed in
further detail.

A second group consists of third-country
nationals, workers with a low level of
education (ISCED 0-2), and young people
aged 20 to 24 years, who already lagged
behind the average in 2002 and have
performed weaker than average since.

Compared to the overall average in
2013, the employment rate of national
workers is 0.5 pp higher, while the rate
of foreign workers is 6.5 pps lower.
Among foreign workers, a large divide
has opened up between foreigners from
another EU Member State (2.5 pps above
the average) and third-country nationals
(more than 12 pps below).

The skills of third-country nationals
residing in the EU are very much under-
used, in particular in the case of women.
Since 2008, the employment rate gap
between third-country nationals and
national citizens has widened, espe-
cially in medium-skilled and high-skilled
categories, noting also that many third-
country nationals are over-qualified for
the jobs they perform (*°).

The third group includes all other groups
of workers, who had above-average
employment rates in 2002, but have
not improved since. In almost all cases
(the exception being ISCED 3-4) the
2013 employment rate was below its
2002 level, while remaining above the
overall average.

For male workers, the above-average
decline since 2008 reflects the fact that
men are over-represented in sectors such
as construction and manufacturing which
were particularly hit in the recession.

Gender and labour market
participation: fewer and worse
jobs for women

While women have historically experi-
enced unfavourable labour market (and
social) outcomes compared to men, as
reflected in persistent gender gaps on
various criteria, women contributed more
than two-thirds of the total growth in
employment in the EU in the decade

(*3)  See ‘Special Focus: Labour Market Situation
of Migrants’ in European Commission
(2011b), Supplement ‘Recent trends in the
geographical mobility of workers in the EU’
in European Commission (2014b) and OECD/
European Union (2014).

Chart 24: Gender gaps narrowed during the crisis,
mainly as men were hit harder
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before the crisis and, during the crisis, the
employment rate of women remained
stable while it declined significantly for
men (%0).

The crisis actually resulted in a reduc-
tion in the gender gap on various criteria
(see Chart 24). However, the underly-
ing gender differences persisted in
terms of labour market participation,
pay and the risk of poverty. Moreover,
since women tend to accumulate fewer
total hours over their working lives than
men, the total gender employment gap
is larger than the simple comparison of
employment rates suggests. Moreover,
although this gap has narrowed dur-
ing the crisis years, it is still high and
persistent (°1).

While the lower rates of female labour
participation can reflect individual pref-
erences and be associated with some
favourable effects, it still leads to
diminished career opportunities, lower
pay, lower prospective pensions and
an underutilisation of human capital,
resulting in lower GDP. Many societal
or institutional barriers and constraints
remain to be tackled in this respect and
such structural labour market and social
inclusion challenges may harm both
the supply and demand side of the EU
labour market.

(5%)  When leaving out the sectors of agriculture,
mining, manufacturing and construction,
employment of both genders grew at about
the same pace between 2010 and 2013.
From 2008 to 2010, employment of women
in this aggregate grew 0.8 %, while it was
stable for men.

(51)  See also Chapter 3, ‘The gender impact of
the crisis and the gap in total hours worked’
in European Commission (2014a).

Although Member States perform differ-
ently in terms of hours worked by men
and women, there are some different
patterns: in some cases a high share
of women are working but for relatively
short hours; in others female participa-
tion is lower but, once in employment,
women tend to work relatively longer
hours. Relatively few Member States
succeed in combining high female
employment rates with a low gender
gap in terms of the total number of
hours worked.

Factors that have been identified that
allow a combination of high participation
and longer hours for women are gen-
der-equal working time, widely available
flexible work and employment-friendly,
accessible and affordable childcare with
longer day-care hours (52).

Older workers: active ageing

Despite the success in raising the employ-
ment rate of older workers over the last
decade to close to 50%, achieving the
target overall employment rate of 75%
for workers of all ages by 2020 depends
in part on sustained progress in this age
group given that the working population
in the EU is projected to age significantly
in the coming decades which will pose
a major challenge to the sustainability

(%?)  See European social partners’ agreement

on parental leave http://ec.europa.eu/social/
main.jsp?catld=521&langld=en&agreemen

tld=5129, implemented by Council Directive
2010/18/EU.
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of an (un)adjusted European Social
Model (5%) (Chart 25).

In order to encourage and assist older
people to remain active longer, appropri-
ate policy responses or incentives will
need to be targeted on both workers
and firms, since market forces alone
are unlikely to succeed given that the
decision on whether to retire or remain
in the labour market is a complex one,
and not just dependent on financial
considerations (54).

Individual and household characteristics
will play their part, including the worker’s
education level (°°), the health of both
the worker and spouse, and the spouse’s
activity. Institutional factors include the
way older earners are treated in tax-
benefit schemes, the retirement eligibil-
ity conditions, and the influence of the
statutory retirement age.

Factors affecting differences
in employment rates, including
employment protection
legislation

Many factors affect the differences in
labour market outcomes of different
groups with their relative importance
being almost always country-specific
and including structural issues as labour
taxation and benefits (and the associ-
ated unemployment and inactivity traps),
childcare access, retirement rules, the
level of minimum wages, the labour mar-
ket adequacy of the education system,
as well as cyclical issues such as the
strength of demand.

In this chapter, some of these factors
are discussed when the labour market
outcome of a specific group is discussed,
others when the general obstacles for job
creation are reviewed. Often it is argued
that employment protection legislation
(EPL) — essentially the set of rules gov-
erning hiring and firing (°®) of employ-
ees — has a strong link to labour market
segmentation and hence can be harmful
for new entrants.

See also Peschner and Fotakis (2013) and
European Commission and the Economic
Policy Committee (2012).

See also ‘Chapter 5: Active ageing’ in
European Commission (2011a).

Older workers with higher education levels
have higher participation rates.

The hiring rules are the conditions for the

use of standard and non-standard labour

contracts. The firing rules are the rules

on individual and collective dismissals of

workers on standard permanent contracts.

Chart 25: Old-age dependency ratio in EU-28

06

2013

2020 2030

aged 16-64.

Source: DG EMPL calculations on the basis of Eurostat EUROPOP2013 - Population projections.
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Chart 26: Convergence in EPL on regular employment, 2008-13
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Source: OECD Employment and Labour Market Statistics, Strictness of employment protection
legislation: regular employment, Version 3 (EU = median of available Member States).

EPL seeks to balance the interests of
firms and workers. Firms have to be
able to adapt their operations quickly,
including adjusting the size and composi-
tion of their workforce, while the workers
need protection against job loss. There
are the publicly borne financial and
social costs linked to unemployment.
Productive economies also need moti-
vated workers willing to contribute to the
success of their company and a certain
degree of job protection can encourage
such behaviour.

EPL legislation has evolved in recent
years with around half of Member States
having reduced protection on regular
employment with the objective of helping

to combat labour market segmentation
(Chart 26), although Greece and Spain
have also reduced protection of tempo-
rary contracts (7).

Large costs and rights differences
between permanent and non-standard
work (%8) contracts are seen to encourage
companies to opt for a prominent use
of the latter. As a consequence, these
jobs often do not serve as a stepping-
stone to more permanent forms of work
and rarely provide for sufficient access
to lifelong learning, social protection
(including pension rights) and monetary
protection in the case of termination
without fault. This is one aspect of labour
market segmentation, with protected

(¢’)  Please note that the EPL data are only

available for OECD member countries,
excluding the other eight EU Member States
from the analysis.

Such as fixed-term contracts, temporary
agency work, part-time work and
independent contract work.
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insiders on permanent contracts versus
outsiders on fixed-term contracts, often
young people, who run a high risk of in-
work poverty (%9).

Temporary contracts are not necessar-
ily problematic if they serve a positive
purpose, as for example when they
combine work and the acquirement of
specific skills through training and learn-
ing by doing which could, for example,
allow young workers to move from a
temporary contract to a more stable
employment relationship. Indeed, Chap-
ter 1 documents huge country differ-
ences not only in the share of temporary
contracts but also in positive transitions.

Chart 27 shows that a high level of
employment protection for regular
employment, as measured by the OECD
indicator, helps to explain the share of
temporary jobs. Nevertheless, attempts
to assess the effect of EPL reforms on
labour market outcomes are made diffi-
cult by timing issues (lags), methodologi-
cal issues and the problem of attempting
to do so in a period when the level of
labour demand in many countries remains
very low (see also Turrini et al., 2014).

Moreover, there is evidence that, in some
of the most resilient Member States,
their relatively high level of EPL is not
necessarily damaging to well-functioning
labour markets, while Member States
with relatively low levels of EPL do not
necessarily create more jobs. All this
evidence suggests the need to take a
broader approach to the assessment of
the impact of EPL within different labour
market and social protection systems.

The evidence suggests that the main
benefits of reforms designed to reduce
labour market segmentation tend to be
in terms of providing better opportunities
to find jobs that match available skills
and thereby improve longer-term career
prospects (7°). This suggests that, in order
to improve their effectiveness, changes
in employment protection should be
supported by a range of policies such
as activation and training, employment

(%) See also “Segmentation of the EU labour
markets” in European Commission (2012b).

(%) See Chapter 2 “Reducing labour market
segmentation by supporting transitions:
towards a new momentum for flexicurity”
in European Commission Policy Review, ‘New
skills and jobs in Europe: Pathways towards
full employment’, Publications Office of the
European Union, Luxembourg, 2012.
http://ec.europa.eu/research/social-sciences/
pdf/new-skils-and-jobs-in-europe_en.pdf

Chart 27: EPL on regular employment and the share
of temporary employment
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Source: OECD Employment and Labour Market Statistics, Strictness of employment protection legislation
(EU = median of available Member States), Version 3 and Eurostat, lfsa_etpgan.
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Chart 28: Share of technology- and knowledge-intensive jobs
in total service sector employment

Poland respectively.
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Source: Eurostat, Science and technology, htec_emp_nat and htec_emp_nat2.

Note: 2000 and 2012 data are not fully comparable because of change-over in NACE code. Data
are for 2011 instead of 2012 for UK and EU; 2002 and 2004 instead of 2000 for Croatia and

services, lifelong learning and adequate
social security systems(”!), as well as
possible fiscal policy changes (72).

More generally, while reforming EPL
may be relevant in terms of reducing
segmentation, it is far from being the
only way forward, with other actions -
such as encouraging employers to use
internal flexibility for established workers
and work-training combinations for new
or re-entrants — also being potentially
positive options.

(") Notably reforms in social protection that

are adequate to deal with the challenges
created by an increased job turnover as a
result of lesser job protection.

(7?)  Notably, assessing the tax wedge on low-
paid workers.

4. JOB CREATION WITH
PRODUCTIVITY GROWTH

4.1. What sort of jobs
will be created?

Technological progress, especially in key
enabling technologies (") and informa-
tion and communication technologies
(ICT), in combination with the forces of
globalisation, are widely seen as the
basis for the creation of new higher qual-
ity jobs, which the EU could exploit to its
comparative advantage while enabling it
to speed up productivity gains in order

(”*)  Key enabling technologies (KETs) enable the

development of new goods and services
and the restructuring of industrial processes
needed to modernise EU industry and make
the transition to a knowledge-based and
low-carbon resource-efficient economy
(European Commission, 2012a).
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to offset the likely impact of a declining
working-age population.

At the same time, demographic trends
characterised by ageing populations and
changing family structures are expected
to create new jobs in the health and
care sectors, while the ‘greening’ of the
economy and a more intensive use of ICT
could result in profound changes in the
skill profiles that employers want, and
employees need (74).

Nevertheless, there are limits to this
positive outlook in that the benefits
of these transformations can only be
sustained by a virtuous circle of con-
tinuous innovation, supporting strong
knowledge-intensive and technology-
intensive enterprise sectors backed
by expanding international trade and
appropriate human capital investment.
Moreover, work organisation that sup-
ports the adaptability of firms to these
transformations is seen to be required
(see Chapter 3 of this issue).

At the same time it has to be recognised
that, along the way, many existing jobs
will inevitably be destroyed and there
is no automatic guarantee concerning
the impact of such changes on overall
job quality. Skill mismatches (”), gaps
and shortages are liable to be issues in
this respect, with the risk of a potential

worsening of the existing labour market
polarisation which would further inhibit
the realisation of the EU’s employment
goals in 2020 and beyond.

42. Joband wage
polarisation: a pre-crisis
trend that has continued

Even before the crisis there was evi-
dence of an increasing polarisation in
the labour market, with new jobs being
concentrated at the high and low ends
of the skill and income scale, notably in
the expanding service sectors, with a pre-
dominance of better-paid jobs.

The intensity of the 2008 recession and
the consequent job reallocations destroyed
many medium-paid jobs in manufactur-
ing and construction (Chart 29) while,
at the same time, the educational and
skills profiles in the new service-based
jobs structures have tended to be more
demanding, limiting the chances of re-
employment for those who had lost their
jobs during the recession.

This experience highlights the impor-
tance of addressing wage-related issues
in terms of factors such as wage-setting
mechanisms and the income security
implications of low wages; and the need
for up-skilling and re-skilling of the work-
force at all levels (7®).

From an individual perspective, choosing
which specific skills to acquire in addition
to crucial transversal competences is an
important factor for a successful working
life. Likewise, from the perspective of the
economy, it is necessary to improve the
ability to forecast future skills demand,
ensure effective labour market matching,
promote the adaptability of enterprises and
workers to change and develop new sec-
tors with sustainable job-creation potential.

Many low-skilled jobs will continue to
exist but will nevertheless require greater
literacy, numeracy and other basic skills.
Equally, the availability of more high-
skilled jobs will not guarantee that all
graduates find appropriate work unless
the content of tertiary education is
aligned with new needs.

43. A major role
for lifelong learning

To ensure a virtuous circle of continuous
innovation supporting a strong knowl-
edge-intensive and technology-intensive
enterprise sector, a strong and continu-
ous investment in human capital is clearly
necessary. This means not only investing
in initial education and training systems,
but also ensuring that the skills people
acquire are used and maintained over
their life course. In this respect, all stake-
holders have an important role to play (7).

Chart 29: Polarisation of jobs in the EU,

1998-2010, and 2008-12

Source: European Commission (2011a).

wage quintile, in thousands.

Note: The Chart shows the annual average change in absolute employment by
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upgrading in Europe: European Jobs Monitor 2014, Publications
Office of the European Union, Luxembourg.
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(") See also Chapter 1, ‘EU employment in
a global context: where will new jobs
come from and what will they look like?’
in European Commission (2014a) and
Chapter 3, ‘The Future of Work in Europe:
Job Quality and Work Organization for a
Smart, Sustainable and Inclusive Growth’,
of this review.

(®)  See also Section 2.2.

(’®)  See Chapter 1, ‘Shifts in the job structure
in Europe during the recession’ in
European Commission (2011a) and Box 3,
‘Employment polarisation in the crisis’, in
European Commission (2013d).

(”7)  For example, social partners identify skills

gaps and need, develop joint curricula, and
provide training through paritarian funds.
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Chart 30: Participation in lifelong learning by education (%)
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Source: Eurostat, trng_lfse_03, 25-64 years old Member States indicated by * are among the top
25 most competitive countries in the world in 2013, according to the ‘IMD World Competitiveness
Yearbook 2013’, International Institute for Management Development.

Note: ISCED-97 classification used: low education level corresponds to pre-primary, primary and lower
secondary education (levels 0-2) and high education level corresponds to first and second stage of tertiary
education (levels 5-6). Due to breaks in series, instead of 2008 values the 2009 value is used for LU and
the 2010 value for NL. Due to breaks in series, there is no value for 2008 for CZ and PT, or for 2008 ‘high’
for LV. There is no ‘low’ shown for BG, RO, HR, SK, LT, CY and (2008 only) EE, due to low reliability.

Chart 31: Participation in lifelong learning by labour status (%), 2013

45 _

40 — m Employed
Unemployed
35 | & Inactive

30

25
20

15

10

BG RO HR EL HU SK PL [T IE LT LV "BE CY *DE MT PT ES (Z EU EE SI AT *LU *UK "NL *FR *Fl *SE 'DK

Source: Eurostat, trng_Lfse_02, 25-64 years old, Member States indicated by * are among the top-
25 most competitive countries in the world in 2013, according to the ‘IMD World Competitiveness
Yearbook 2013’, International Institute for Management Development.

Note: Values for unemployed: CY 5.5; FI 15.5.

Chart 32: Higher levels of business values and investment in skills are
associated with higher competitiveness

— Average EU-8 (Accession 2004)
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generally productive
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Competent senior
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readily available

International experience
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sufficiently implemented

Employee training is
a high priority in companies

Foreign high-skilled people
are attracted to your country's

business environment Attracting and retaining talents

Brain drain does is a priority in companies
not hinder competitiveness

in your economy

Source: DG EMPL calculations on the basis of Business Survey results from the ‘IMD World
Competitiveness Yearbook 2014’, International Institute for Management Development.

Note: Index values (0-10 index points) for respective statements. Median values taken by group.
EU best performers include SE, DE, DK, LU, NL, IE, UK and FI, which were ranked among top 20
competitive countries (out of 61) in 2014.

Concerning public policies, it is encourag-
ing that participation in lifelong learn-
ing (LLL)("®) was higher in 2013 than
it had been before the recession (albeit
with a slight dip in 2011 (’°)). However,
Member States where LLL was already
the highest in 2008 have seen the most
progress, specifically for the low-skilled,
where progress has been lacking in some
Member States (Chart 30).

Member States with the higher levels
of participation in lifelong learning for
both the employed and the unemployed
(Chart 31) also have the highest labour
market performance in terms of hav-
ing the highest transition rates out of
unemployment and lowest transition
rates from employment to unemploy-
ment (see Section 3.1). This has positive
implications for the prevention of long-
term unemployment and exit rates out
of unemployment.

However, Chart 31 shows that in seven
Member States, only around 5% of
workers participate in lifelong learning
and less than 10% in a further nine.
Moreover, only in a few countries is the
participation of the unemployed in LLL
higher than for workers although pub-
lic policy might have been expected to
be focused on encouraging the use of
periods of unemployment to improve
competencies and skills.

Business surveys show big differences in
the way companies and workers see the
quality of managers and in-firm training.
They also show that the most competitive
and resilient countries are those where
companies and entrepreneurs value and
invest most in skills (Chart 32). In this
context, however, huge challenges clearly
remain in a number of countries nota-
bly in Central and Eastern Europe and
in some Southern European countries.

To mitigate the risk of accelerating
labour market polarisation, a return to
growth combined with adequate policy
responses is needed. These responses
include stronger synergies between edu-
cation/training systems and the needs
of enterprises, as well as a greater
involvement of companies in the use and
development of skills. Unless the worst
performing countries make substantial

(’®)  Lifelong learning is measured through the
participation rate in training and education in
the last four weeks.

(”°)  Please note that comparisons over time are
hampered by breaks in series, for example
for France and the EU in 2013.
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Chart 33: Real change in Gross Disposable Household Income by component in the EU
(year on year; 2005Q1 - 2014Q2)
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Source: Eurostat, National Accounts, data non-seasonally adjusted [namq_gdp_k, nasq_nf_tr and namq_fcs_p] (DG EMPL calculations).
Note: GDHI EU aggregate for Member States for which data are available, GDP for EU-28.

improvements in in-firm training, and
this requires a big change of attitude by
companies, skills and productivity will
continue to languish.

5. WHO WILL BENEFIT
FROM INCOME GROWTH?

5.1. Household incomes
declined in the crisis but
have started to recover

After nearly four years of continuous
declines, gross disposable household
income in the EU(®°) increased in real
terms in the last quarter of 2013, as
result of the general economic recov-
ery and the associated improvements
in labour market conditions. The overall
decline in household incomes had mainly
been driven by job losses, reduced work-
ing hours and wage compression in some
Member States.

In the first years of the crisis, unemploy-
ment benefit systems played an impor-
tant role in stabilising income, while other
items of social expenditure (notably
pensions and health) also helped main-
tain aggregate demand (see Chart 33).
Since 2011, however, the stabilisation
impact of tax and benefit systems has
weakened over the prolonged recession.
This was due to various factors includ-
ing the increasing number of long-term
unemployed losing their entitlements,
the partial phasing-out of the stimulus
measures taken to counter the crisis,
and cuts in social expenditure under

(89)  Estimate based on data for
20 Member States.

pressure of budgetary consolidation.
According to a recent EUROMOD analy-
sis (8!), between 2008 and 2013 the
total impact of changes in the tax and
benefit systems on household dispos-
able income was particularly strong in
Ireland (-17 pps), Greece (-14 pps), Por-
tugal, Spain and Lithuania.

It is to be expected that the redistributive
impact of taxes and transfers increases
with unchanged policy settings when
unemployment increases significantly.
However, policy changes implemented
during the crisis also had an impact on
the income distribution. The analysis
based on EUROMOD (82) shows that, in
many countries, the measures taken dur-
ing the crisis had either neutral or pro-
gressive impacts on income distribution,
with a few notable exceptions (Germany,
Estonia and Lithuania). It also shows that
similar types of tools can have different
distributional impacts depending on their
design, and independent of the size of
the adjustments.

5.2. Rising poverty
mainly affects the working-
age population and children

As could be expected, poverty and social
exclusion in the EU worsened during

(81)  De Agostini P, Paulus A., Sutherland H.
and Tasseva |. (2014), ‘The effect of tax-
benefit changes on income distribution in
EU countries since the beginning of the
economic crisis’, EUROMOD Working Paper
Series EM9/14 - 02 May 2014.

(82)  De Agostini P, Paulus A., Sutherland H.
and Tasseva |. (2014), ‘The effect of tax-
benefit changes on income distribution in
EU countries since the beginning of the
economic crisis’, EUROMOD Working Paper
Series EM9/14 - 02 May 2014.

the crisis and has shown little sign of
improvement up to 2013, especially in
Member States where economic condi-
tions continue to worsen. The deterio-
ration of labour market conditions has
significantly increased the number of
people on low income or living in jobless
households, with the overall reduction in
household incomes resulting in increased
hardship among the poorest segments
of the population, resulting in a rise in
material deprivation.

The working-age population has been
most affected, mainly due to rising levels
of jobless or low work-intensity house-
holds and increased in-work poverty. In
more than 20 Member States, the risk
of poverty or social exclusion for chil-
dren has risen since 2008, along with
a worsening situation for their (mostly
working-age) parents, with single-par-
ent households facing the highest risks.
Older people (65+) have been relatively
sheltered as pensions have remained
largely unaffected, while income levels
for the working-age population have
stagnated or fallen. In most countries,
women are still more affected by old-age
poverty than men.

The likelihood of entering into and exit-
ing from poverty varies greatly across
Member States and between population
groups (8%). In some countries a significant
proportion of the population is trapped in
persistent poverty, while in others they
may exit poverty for a time but neverthe-
less return. The key risk factors include

(8)  See Chapter 2 in European Commission,
2013c, Chapters 3 and 4 in
European Commission, 2011a.
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Chart 34: Poverty reduction impact of social transfers
(excluding pensions), 2008-13
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Chart 35: Level and changes in inequalities
between 2008 and 2013. Gini Index
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lack of strong labour market attachment,
being young or old and being in particu-
lar family circumstances, including those
caused by care obligations; as well as
other individual characteristics, such as
disability, being a migrant or coming
from a minority background.

In the crisis all these factors have been
reinforced by increased long-term unem-
ployment, labour market segmentation
and wage polarisation (see Section 4.2).
The weakening of the poverty reduction
impact of social transfers also played
a role in a number of countries (see
Chart 34), as measures taken to restore
the financial sustainability of welfare
systems included reductions in the level
or duration of benefits, or tightened eli-
gibility rules to increase incentives to
seek work, and may have led to exclud-
ing beneficiaries from certain schemes.
Restoring the effectiveness of such
schemes and adapting them better to
the economic cycle would be important.

While the deterioration of labour market
conditions was a strong driver of the rise
in working-age poverty, past experience
has shown that improvements in the
labour market do not necessarily lead to
a reduction in poverty. This implies that,
independent of any improvement in the
economic and employment outlook, a
combination of effective policy interven-
tions is likely to be required in order to
support returns to work and ensure that
jobs enable workers and their families
to stay out of poverty. This is especially
the case for workers who have been out
of work for some time or have weak ties
to the labour market.

Analysis (84) shows that income support
(unemployment and social assistance)
can support returns to employment if
linked with activation and well designed
(see also Section 3.2). Income support

(84)  See Chapter 2 in European Commission,
2013c, Chapters 3 and 4 in
European Commission, 2011a.

also allows people both to maintain a
decent standard of living and devote
time to job search. Enabling services
such as training, Public Employment Ser-
vices, childcare or housing support the
employability and active participation of
people in society. At the same time, the
likelihood to escape poverty on a last-
ing basis when moving into employment
depends on the quality of jobs, including
decent pay and sufficient working hours
to earn a living, but also on measures
supporting households willing to increase
their level of labour market participation
(taxation for the second earner, childcare
and other reconciliation measures).

Policies to address and prevent
poverty and long-term exclusion need
both to prevent people from falling
into persistent poverty and to reach the
most excluded.

5.3. Mitigating rising
inequalities requires
training and quality jobs
for all and improving
the effectiveness

of social policies

Since the beginning of the crisis, income
inequalities have converged across the
EU (Chart 35). They have increased in
the countries with lower levels of ine-
quality (Denmark, Croatia, Luxembourg,
Hungary, Slovenia, Slovakia, Sweden),
while they have decreased in a number
of countries with initially high levels (Bul-
garia, Latvia, Portugal, Romania). Greece,
Lithuania and Spain are exceptions in so
far as inequalities have increased from
their already high levels.

Income inequalities are primarily formed
on the labour market reflecting both
labour market exclusion and a polarisa-
tion of earnings of those in work. Mar-
ket income inequalities (i.e. referring to
the distribution of incomes before taxes
and transfers) among the working-age
population (%) have increased in at least
15 Member States (Chart 36) with the
largest increases in those countries hit
hardest by the crisis notably Ireland,
Greece, Spain and Estonia, but also
Denmark, Slovenia, Germany, France,
Austria and Italy.

While rising unemployment obviously
increases the income gap between

(%) Inequalities are measured based on the Gini
coefficient in this Chapter — OECD, Income
Inequality Update 2014.
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those in and out of work, the crisis has
also led to a further widening of labour
market inequalities among those in work.
This is because well paid, full-time jobs
remained relatively well protected, while
lower-paid workers often ended up with
fewer hours worked and less take-home
pay. In fact, in the years 2011-12 most
of the new permanent jobs and full-time
jobs were high-paid jobs while the new
low-paid jobs were increasingly part-time
and temporary (see Chart 37). Likewise,
job losses tended to be concentrated in
low- to middle-income households, while
richer households were relatively spared
and more often combine two full-time
jobs (see Chapter 1).

Mitigating rising inequalities therefore
requires actions to address the forces
driving labour market (earnings) inequal-
ity, preventing and tackling long-term
unemployment and improving the effec-
tiveness and efficiency of social protec-
tion systems.

Mitigating rising labour market
inequalities

Over the long term, the main drivers of
overall earnings inequalities are skills
bias, technological change and policy
interventions that may affect employ-
ment and earnings distribution differ-
ently, resulting in a complex impact on

Chart 36: Trends in market income inequalities between
2005 and 2011, Gini coefficient, 18-65 population
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inequalities as analysed by the OECD in
their latest report on inequalities (%°).

As illustrated in Section 3.2, participation
in training protects workers from unem-
ployment and increases the chances of
the short-term unemployed going back
to work. At the same time, investing in
skills may help more people into employ-
ment but may increase dispersion in
hourly wages. Great attention has to be
paid to these interactions when design-
ing policy interventions.

Tackling labour market segmentation,
improving the quality of jobs (notably
by ensuring access to adequate work-
ing hours and working conditions for all
workers) and tackling underemployment
(e.g. involuntary part-time) can also miti-
gate earning inequalities and improve
the overall use of human capital. This
may require considering adaptations to
wage-setting mechanisms, increased
income security for the low waged and
the up- and re-skilling of the workforce
at all levels (¥7).

Measures to facilitate the entry of low-
skilled workers into the labour market
may contribute to increasing the disper-
sion of hours worked and wages, while
narrowing the total earnings dispersion
by reducing the number of individuals
who are not working.

Chart 37: Employment change by job-wage quintile and full-time or part-time status (a)
and temporary versus permanent (b), EU, 2011 Q2 to 2013 Q2
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OECD (2013).

See Chapter 1, ‘Shifts in the job structure
in Europe during the recession’ in
European Commission (2011a) and Box 3,
‘Employment polarisation in the crisis’ in
European Commission (2013d).
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Preventing and tackling long-term unem-
ployment through activation, training and
income support can also mitigate labour
market inequalities. However, when
faced with a prolonged recession and
the increase in long-term unemployment,
most welfare systems came under pres-
sure, and there is now a need to restore
their effectiveness.

Improving the effectiveness and effi-
ciency of social spending

Tax-benefit systems helped to maintain
gross household disposable income in all
Member States in the first phase of the
crisis. However, this also represented a
further challenge to government financ-
ing as tax revenues declined in line with
falling GDP, while expenditure levels
did not.

While the intensity of fiscal consoli-
dation has differed across countries,
Member States used markedly different
economic and social approaches and
achieved somewhat different outcomes
in terms of income smoothing and pov-
erty and inequality reduction despite
similar levels of spending.

The allocation of welfare expenditure
to different social functions has strong
implications for the overall efficiency and
effectiveness of social protection (%8). In
2010, EU Member States had differ-
ent welfare expenditure patterns. For
instance, Member States such as Italy or
Poland have a strong orientation towards
pension expenditure, associated with
relatively strong pension adequacy, but
also with a low level of labour market
attachment among older workers. In such
cases, there may be scope to improve
the efficiency of old-age spending and
shift the spending towards other func-
tions that support those of working age.

As analysed in Chapter 1 of this
review, countries that have directed
their social investment expenditure
efforts to helping people return to work,
through active labour market policies
combined with widely available and
well-designed unemployment benefits,
have shown better signs of resilience

(%)  As analysed in European Commission,
(2014e), efficiency gains can be obtained
by shifting expenditure from functions in
which high levels of spending are associated
with comparatively low economic or
social outcomes, towards functions where
relatively low spending levels may explain
their below EU average outcomes.

Table 3: Evolution of the social investment orientation
of social spending in EU Member States

Investments in 2007

High
Overall level of spending "9
oriented towards social Medium
investment
Low

Between 2007 and 2011
Decreased Stable | Increased
DK Fl SE
EL, ES, IT, HU, PT, AT, BE, DE,
RO, SI, UK FR, LU, LV, NL
BG, CZ, IE, CY, LT, PL EE MT, SK

Source: European Commission (2014) Chapter 1.

Notes: Member States in Group 1 have high expenditure in 2007, Group 2 medium and Group 3 low.
Levels refer to expenditure in child day care per relevant child population, education expenditure

per relevant young population and mostly active unemployment expenditure per unemployed in

2007. In the columns Member States are grouped according to the real evolution of expenditure
between 2007 and 2011. Stable real growth is defined for changes between 1.5% and —1.5% for
education expenditure, -4 % and +4 % for unemployment and family, and, -5% and +5% for active
unemployment. The level of overall expenditure in 2007 is based on the social investment score, which
assigns an equal weight to the three areas. Overall trend is based on the average growth in the three
areas. For NL the social investment score is based only on education and child day care expenditure as
data for mostly active unemployment measures are not reliable in ESSPROS.

in the recession. However, most wel-
fare systems were not designed for a
prolonged crisis and recent reforms of
unemployment benefits systems have
not introduced measures to improve the
reactivity of the systems to the eco-
nomic cycle (e.g. automatic triggers) in
the event of future recessions.

Furthermore, while the strictness of
employment protection legislation has
been further reduced in most coun-
tries, the coverage and adequacy of
benefits did not improve, the financ-
ing of active labour market policies
has declined slightly and participation
in training and lifelong learning has
fallen slightly, although it did recover
slightly in 2013. Hence renewed atten-
tion needs to be paid to the orientation
of social expenditure and the interaction
of income support schemes with labour
market regulations.

During the recession social investment
in children and families (notably through
early childhood education and care) con-
tinued to strengthen (¢%), but there have
been signs of a weakening investment in
education and the unemployed in some
Member States. Table 3 summarises the
evolution of the social investment orien-
tation of social spending. It shows that
while a number of Member States seem
to be moving towards a social invest-
ment model, others seem to be departing
from it.

(8%) A recent report of the OECD analyses in
detail the ‘relative efficiency of cash versus
in-kind family benefits’. See OECD (October
2014). It provides insight on the potential
efficiency gains of several combinations of
cash and in-kind benefits for different levels
of spending and policy goals.

The crisis has also shown that Mem-
ber States with better coverage and
more adequate unemployment benefits
achieved better automatic stabilisation.
However, while these systems proved
adequate in the first phase of the crisis
in sustaining household income, they
were not designed for a prolonged crisis.
Faced with a prolonged recession and
the increase in long-term unemploy-
ment most countries did not, or could
not, strengthen the automatic stabilisa-
tion dimension of their welfare systems,
thus undermining the effectiveness of
social protection.

Analysis presented in Chapter 1 of
this review shows that the responsive-
ness of unemployment benefits to the
economic cycle can be increased by
allowing a temporary increase in the
duration of benefits and a relaxation of
the eligibility criteria during recessions.
Other measures, such as minimum
income schemes linked to activation
and a more responsive indexation of
family benefits and pensions can also
play a role.

Overall the evidence indicates that
adequate levels of social investment,
investment in lifelong learning, social
expenditure that are more responsive
to the economic cycle and integrated
welfare reforms supported by well-func-
tioning labour markets all help mitigate
excessive inequalities.
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6. SOCIAL AND LABOUR
MARKET IMBALANCES
IMPACT GDP GROWTH

6.1. How unemployment,
poverty and inequality
might affect GDP growth,
also across national borders

While GDP growth is the central pillar of
economic performance, it is important
to recognise that growth alone is not
enough to bring jobs (see Section 2), that
employment growth does not necessar-
ily bring sufficient earnings growth (see
Section 5.1), and that tax-benefit sys-
tems do not necessarily ensure adequate
redistribution (see Section 5.3).

Itis also necessary to consider the inter-
actions from the opposite direction: how
do labour market conditions and levels
of inequality and poverty affect GDP
growth? All three possible causalities
come with a time dimension:

In the short term, higher unemployment,
inequality and poverty are expected to
curb GDP growth through constraints on
demand (*°).

In the medium term, the associated
lack of available financial resources can
lead to the build-up of unsustainable
household debt levels, which poten-
tially endangers future GDP growth (via
increased financial risks).

In the long term, higher inequality and
poverty can affect potential GDP, through
reduced access for many households to
education and health services, affecting
human capital.

Higher unemployment can, over the
medium term, affect GDP growth through
diminished human capital, through skills
loss of the (long-term) unemployed and
young workers, whose access to the
labour market is blocked. Higher unem-
ployment, inequality and poverty can,
rather quickly, bring the risk of social
unrest and a lack of support for govern-
ment, both of which might endanger the
implementation of necessary reforms.
In turn, this lack of reform can restrain
future GDP growth.

(%) This goes via disposable income, domestic
demand and foreign demand (cross-border
spill-overs). The higher propensity to
consume of households with low income is a
vital factor in this process.

Chart 38: Inequality and resilience since 2008
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Given that lower growth tends to impair
public debt sustainability, policymakers
have to weigh the direct (cost) effect of
social welfare on public finances against
its indirect (beneficial) effect via eco-
nomic growth.

Moreover, these effects do not stop at
national borders. The effects spill over to
other countries, both directly through the
intensive intra-EU trade and indirectly
through the effect on the confidence in
the common European project (°!), con-
tributing to the divergence in the EU.

6.2. The impact of
inequality on GDP growth:
theory and recent evidence

Theoretically the effect of inequality
on GDP growth is ambiguous (°2). While
inequality may promote growth through
higher incentives for innovation and
entrepreneurship, and in so far as the rich
save and invest a higher share of their
income, it may equally reduce the ability
of the poor to accumulate human capital
(education and skills) for themselves and
their children.

More generally, inequality might gener-
ate social and political instability, which
harms investment and growth and may
harm consensus on necessary reforms,
restraining future growth. Moreover,
the large increases in borrowing in a
number of Member States prior to the
crisis might have been related to high
and rising levels of inequality, imply-
ing that this partly contributed to the

(1)  See also Chapter 4 of this review.
(%2)  See also Cingano (2014).

build-up of today’s problems (Darvas
and Wolff, 2014).

In terms of empirical analysis on the
growth impact of inequality, three recent
studies stand out. Ostry et al. (2014)
found that lower net inequality (after
taxes and benefits) is robustly correlated
with faster and more durable growth for
a given level of redistribution. Redistribu-
tion appears generally benign in terms
of its impact on growth; only in extreme
cases is there evidence that it may have
direct negative effects on growth. Thus
the combined direct and indirect effects
of redistribution — including the growth
effect of the resultant lower inequality -
are on average pro-growth.

Econometric analysis by Cingano (2014)
on data covering OECD countries over the
past thirty years suggests that income
inequality has a sizeable and statistically
significant negative impact on growth,
and that redistributive policies achiev-
ing greater equality in disposable income
have no adverse growth consequences.
Causa et al. (2014, forthcoming) also
find evidence that, in OECD countries,
higher levels of inequality can reduce
GDP per capita (®®).

Chart 38 suggests that, in the EU, more
equal societies withstood the recent cri-
sis better than less equal ones. This rela-
tionship holds well for Member States
who were in the EU before 2004. When
all Member States are considered, the
picture is blurred by developments in four

(**)  Moreover, the results are invariant to

whether the rise in inequality takes place
mainly in the upper or lower half of the
distribution.

excel file
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catching-up Member States with a high
level of inequality whose real GDP per
capita in 2013 was at least 10% higher
than it had been in 2007 (Bulgaria,
Lithuania, Poland and Romania).

It can also be noted that in the present
‘secular stagnation’ debate on lower
long-term growth perspectives for the
US economy, several authors mention
inequality as one of the contributing fac-
tors (see Teulings and Baldwin, 2014 and
S&P Capital 1Q, 2014).

6.3. Lessons from

the different interactions
between GDP growth
and labour market and
social developments

Some overall conclusions could be
drawn from the literature and the
analysis presented in this Chapter (with
cross-references to other chapters).

Firstly, more equal societies appear
to do better in terms of growth and
employment resilience. This is linked to
differences in the propensity to spend
(short-term growth) and differences in
access to education and health services
(affecting human capital and long-term
growth).

Secondly, high-employment socie-
ties show higher resilience, pointing

to the added value of well-designed
combinations of social protection
and activation. Some of these soci-
eties did so, while having relatively
strict employment protection legisla-
tion. At the same time less resilient
societies have loosened EPL in recent
years and may need to address other
policy challenges.

Thirdly, societies that invest more
in human capital and share human
capital more equally also show higher
resilience. This is linked to the impact
that productivity has on growth, which
is likely to increase over time, given
the likely reduction in the size of the
working-age population due to ageing.

These conclusions suggest that the EU
should try to develop its comparative
advantage on issues such as appren-
ticeship, enterprise training, internal
flexibility, workers’ involvement and
participation, ensuring that opportuni-
ties are widely shared and that access
to the labour market at all levels is not
decided simply by market forces.

They also imply that the EU would ben-
efit by restoring the sustainability and
effectiveness of its social model, nota-
bly by improving its design (e.g. combin-
ing protection and activation) and by the
orientation of its expenditure towards
greater social investment.

Such developments will need significant
reforms and investments (specifically in
education, training, ALMPs and health).
Such reforms and investments require a
stronger growth environment, as struc-
tural reforms need stronger aggregate
demand (and vice versa) and invest-
ments need to be paid for.

Among these reforms, tax shifts away
from labour could have a vital role to
play by reducing labour costs for the
low-skilled and the young, where such
reductions can have a strong impact and
are most needed. This makes handling
the distributional implications of such
shifts even more important.

Stronger aggregate demand can come
either from the public or private sec-
tor, but it is important that it occurs in a
way that does not weaken the structural
improvements in budgets - hence an EU-
led public investment initiative is such
an attractive idea since it paves the way
for more productivity in the months and
years to come.

As ECB President Draghi concluded: ‘the
way back to higher employment... is a
policy mix that combines monetary, fis-
cal and structural measures at the union
level and at the national level. This
will allow each member of our union
to achieve a sustainably high level of
employment’ (°4).

(%) Draghi (2014).
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Chapter 1

The legacy of the crisis:

resilience and challenges ()

1. INTRODUCTION

The most severe financial and economic cri-
sis to have hit Europe since the 1930s has
had a major impact on the employment and
social situation across the Union. Unemploy-
ment, poverty and inequality have seriously
worsened in many countries and a return to
pre-crisis levels is not foreseen before some
time. Individuals and households have been
obliged to develop coping strategies in the
face of the deteriorating economic situa-
tion and with the prospect of only a slow
and uncertain recovery. All of this is liable to
have negative long-term effects on labour
market participation and to lead to a per-
manent loss of human capital. Meanwhile,
rising level of inequalities and the ability
of institutions to deal with the crisis also
impacted the trust in institutions.

The recession has also been a live stress-
test for both social protections and labour
market systems and institutions, with Mem-
ber States’ performances diverging in terms
of economic as well as of employment and
social outcomes. They have shown differ-
ent degrees of resilience i.e. their capacity
to limit the initial impact of the economic
shock on labour markets and incomes; to
recover quickly; and to progressively ensure
a job-rich and inclusive growth.

This chapter focuses on the potential con-
tribution of employment and social policies
to resilience, paying particular attention to
the effects of imbalances (such as high
levels of unemployment and inequalities,

(*) By Laurent Aujean, Virginia Maestri,
Filip Tanay and Céline Thévenot.

under-investment in education, levels of
household debt, etc.) as well as their dif-
fering mixes of social and labour market
policies both prior to, and during, the crisis.

Section 2 of the chapter reviews how
labour markets and social outcomes
have developed since the onset of the
recession, in particular with severe
impacts for some groups and coun-
tries and changes in participation to
education and the labour market.

Section 3 highlights the possible
long-term consequences of unem-
ployment and economic hardship
including potential scarring effects
on unemployed young people, ‘cop-
ing strategies’ during the crisis and
the weakening trust in institutions.

Section 4 analyses the developments
of social spending in terms of its three
main functions: investment, stabilisation
and protection and their link to labour
market outcomes as well as the poten-
tial role of better synchronising benefits
to the economic cycle for the resilience
of Member States and the role of the
financing of social protection.

Section 5 investigates the impact of
labour market institutions such as
unemployment benefits, employment
protection legislation and active labour
market policies during the recession as
well as policy changes since 2008.

The concluding section summarises
both the findings and the main pol-
icy implications.

2. THE LEGACY

OF THE CRISIS ON

THE EMPLOYMENT
AND SOCIAL SITUATION

2.1. Long and protracted
recession

Various impacts of the economic
downturn on employment
and incomes

Since 2008, the EU has experienced a
recession of exceptional magnitude and
duration from which it has been slow to
emerge, with real GDP in 2014 exceeding
pre-recession levels by only around 1% in
the EU and with euro area GDP still below
its 2007 level.

This contrasts with the United States where
real GDP is now 8% higher than it was
in 2007. Moreover, within the EU, there
is a growing gap between the countries
that experienced a double dip recession in
2012 and the others. Five years into the
recession, real GDP remains substantially
below (5% or more) pre-crisis levels in
many countries including Italy, Spain, Por-
tugal, Greece, Slovenia and Finland. This is
especially worrying, given the long-term
effects of the comparatively milder reces-
sion of the 1990s(?) when employment
rates declined and took several years to
recover, notably in the Nordic countries (3).

() Inthe 1990s, most EU countries experienced
only one year of negative growth and after five
years real GDP had increased by 5 to 15%,
with the exception of Sweden and Finland
which experienced long and deep recessions.

(®)  Social situation monitor, Scarring effects of
the crisis, Research note 06/2014.
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In the first phase of the crisis (2008-10)
the fall in employment in most EU Mem-
ber States was significantly less than the
decline in economic activity especially
when compared with the United States (4).

However the decline in economic activity
had a much greater impact on employ-
ment in some Member States (°) see
Chart 2. Some of this can be explained
by structural factors. In Spain, for
example, the disproportionate impact
on employment (almost twice as large
as the economic shock) (®), reflected the
relative importance of the construction
sector and the country’s highly seg-
mented labour market (7). In contrast,
the strong decline in GDP in Germany
was absorbed through a reduction of

Chart 1: Real GDP in the EU, euro area and United States (left),
and percentage changes over the previous quarter (right)
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working time (as well as productivity)
rather than a reduction of employment,
notably due to the widespread use of
short-time working arrangements (as
also used in Austria and Belgium) (8).
Finally, it should also be noted that the
more or less large transmission in terms
of employment and income impacted
later on GDP through the channel of
aggregate demand.

Variations in the stabilising impact of
national welfare systems also explain
some of the differences in the impacts
of job losses and reduced working
time on household disposable income
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across different countries (GDHI, see
Chart 3). For instance, in ltaly, the
decline in employment resulted quickly
in a disproportionate drop in house-
hold incomes while the sharp decline
in employment in 2009 in Spain and
Ireland did not result in any immediate

European Commission (2010a), Employment
in Europe.

By contrast, in Germany the manufacturing
sector was badly hit by plummeting
exports but high productivity levels led to
a comparatively small fall in employment
relative to that in GDP.

i.e. employment volume declining by almost
7% in the year to 2009 Q3, compared to a
decline of the GDP by around 4 %.

In Poland the high share of temporary
workers also explains the decline in
employment that occurred despite a rather
favourable change in terms of GDP (decline
in growth but no recession).

The cost of adjustment was spread

across the workforce instead of, in case

of extensive reliance on layoffs, being
concentrated on a relatively small number
of workers suffering large losses of income
(Cahuc and Carcillo (2011)).
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fall in income due to the effects of a  on employment was nevertheless fol-

fiscal stimulus and automatic stabilis-
ers (though income levels did drop later
as benefit payments ran out). In the
United Kingdom, the moderate impact

lowed by a drop in household incomes,
while in Sweden and France the declines
in employment levels did not translate
into reduced income levels.
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Chart 3: Real GDP growth, real Gross Disposable Household Income (GDHI) growth
and employment growth (No of persons employed), year-on-year change
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A strong and uneven impact
on unemployment

For the EU as a whole, the unemploy-
ment rate rose from 7.0% in 2008
to 9.6% in 2010, reaching 10.8%

in 2013. Chart 4 shows that, in two-  2011. The impact was strongest (in
thirds of EU countries, unemployment  terms of percentage points) for the

increased mainly in the period up  young, the low-skilled and non-EU

to 2010 but that in those countries  foreign workers — groups that already
that experienced a double recession, faced higher risks of joblessness
unemployment rose substantially after  before the recession.
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EMPLOYMENT AND SOCIAL DEVELOPMENTS IN EUROPE 2014

Chart 4: Unemployment rates by EU Member States, 2008, 2010 and 2013 (% of active population, 15-74)
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Chart 5: Exit rate from short-term unemployment (less than one year)
into employment between 2012/13 and changes compared to between 2009/10
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Source: Eurostat, EU-LFS, ad-hoc transition calculations based on longitudinal data. No data for BE, LU and PT. Exceptions to the reference year:
NL: 2011/12 instead of 2012/13; AT, HR, PL, Sl and UK: 2010/11 instead of 2009/10; DE and LT: 2008/09 instead of 2007/08. Member States with high (low)
levels in 2009/10 are those having an exit rate higher (lower) than 39%. Member States with decreasing (maintaining/increasing) levels are those where the

exit rate decreased by more (less) than 1.5 pp between 2009/10 and 2012/13.

The persistence of unemployment
(likelihood to remain unemployed
after one year) has increased during
the crisis with 389% of people who
became unemployed in 2012 still look-
ing for a job in 2013, compared to
27 % between 2007/08 (°). This per-
sistence rate was much higher for the
long-term unemployed (63 % between
2012/13, compared to 509% between
2007/08) confirming previous research
findings ().

(°)  Persistence rate estimated as the ratio
between the number of unemployed with
a duration of 12-24 months and those
unemployed for fewer than 12 months one
year before.

Individual characteristics also matter:
those who become long-term unemployed
are likely to be those for whom finding a
job was initially the most difficult. Cockx
and Dejemeppe (2012) shows for various
European countries that the duration
dependence may be a spurious one.
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While exit rates from short-term unem-
ployment into employment (!!) worsened
in almost all Member States between
2007/08 and 2009/10, there have been
divergent developments since then. In
some countries, the chances to return
to employment improved again between
2010 and 2013, while they worsened fur-
ther in others. Labour demand is a key
factor explaining differences in the exit
rates out of short-term unemployment (*?)
although other factors are at play (**) such
as differences in labour market institu-
tions between Member States, see Euro-
pean Commission (2012a) and Section 5.

Based on longitudinal data from the EU-LFS.

For instance, for the 22 Member States

for which the data is available, there is a
positive correlation (+0.59, significant at
19%) between the exit rate from short-term
unemployment (into employment) in
2012-13 and the job vacancy rate in 2012.

Recently (2010-13), changes in employment
appear less correlated with the variations

of the exit rates out of short-term
unemployment into employment than in the
initial phase of the recession (2008-10),

i.e. equal to 0.70 and 0.92 respectively

(both significant at 1 %).

In 2013, the number of long-term unem-
ployed (without work for 12 months or
longer) exceeded 5% of the active popu-
lation in 2013, almost double the rate of
2008 (%) (see Chart 7). Given the slow
pace of economic recovery in most coun-
tries, there is thus a serious risk that many
long-term unemployed will remain with-
out a job for a long time. Indeed, transition
rates for the long-term unemployed into
employment worsened between 2007/08
and 2009/10 in most Member States, and
have stayed low since.

(**)  In absolute terms, the number of long-term
unemployed in the EU-28 increased from

6.2 million in 2008 to 12.3 million in 2013.
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Chart 6: Exit rate from short-term unemployment
(less than one year) and long-term unemployment
(more than 1 year) into employment between 2012/13
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Chart 7: Long-term unemployment in% of active population for EU Member States (2002-2008-2013)
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While most countries with high exit rates
from short-term unemployment also
have high exit rates for the long-term
unemployed, a few countries (such as
Germany and the United Kingdom) that
manage to ensure rapid rates returns to
employment for the short-term unem-
ployed, have nevertheless relatively
low exit rates for the long-term unem-
ployed (*°), see Chart 6. In these countries,
a limited proportion of the unemployed
become long-term unemployed but when
they do, they have difficulties returning
to employment.

The gap between the exit rates for short
versus long-term unemployed is much
higher in the UK and Germany (respectively
22 and 19 pps) than the EU average

(11 pps, with rates of 38% and 27 %). On
the contrary Denmark and Estonia manage
to maintain high exit rates into employment
also for the long-term unemployed and have
relative low gaps between the two rates
(respectively 8 and 6 pps).

Exit rates out of long-term unemployment
seem less sensitive to changes in the eco-
nomic cycle(*®) than they are for the short-
term unemployed, which suggests that an
economic recovery may not bring back into
employment many of those who are cur-
rently long-term unemployed. This is likely
to have lasting negative consequences, such
as the depreciation of human capital, nega-
tive signalling effects for potential employ-
ers and demotivation for those concermned,
with further risks in terms of benefits
dependency, poverty and social exclusion.

It should also be noted that 20% of the
long-term unemployed in 2013 have never
worked before and are likely to need vari-
ous forms of support in order to find a first
job. This raises concerns regarding access
to benefits and the risk of social and eco-
nomic marginalisation.

(*)  For instance, the coefficient of correlation with

changes in employment over 2008-10 is much
stronger for the exit rates out of short-term
unemployment into employment (0.92, significant
at 19%) than with the exit rates out of long-term
unemployment (0.53, significant at 5%).

Young people tend to experience shorter
spells of unemployment and higher transi-
tion rates into employment than other age
groups, but this is less true now than it was
in the past(*7), with an increase in the share
of long-term unemployed among the young
unemployed, especially for the age group
25-34(18). Significantly, however, having
a tertiary degree appears to be a form of
protection against long-term unemploy-
ment, albeit probably at the expense of
less qualified young people competing for

the same jobs.
(*7)  According to longitudinal data of the EU-LFS
(European Commission (2012a), Chapter 1),
even if young people continued to have
better exit rates out of unemployment than
older workers, their situation worsened since
2008. In 2010-11, they had a much higher
chance of losing their job (8 %) compared

to prime-age (3%) and older (2 %) workers.
In addition their transition rate back into
employment had sharply diminished, from
40 to 30%. These findings are confirmed by
analysis of RWI (2014) drawing on micro-
data from the EU-SILC.

Strictly speaking the group of young people
is defined as those aged 15-24; however for
many indicators analysis of the age group
25-34 is also meaningful as this age group
has also been strongly affected by the crisis.
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EMPLOYMENT AND SOCIAL DEVELOPMENTS IN EUROPE 2014

Chart 8: Youth unemployment in% of active population (aged 15-24)
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Chart 9: Temporary employment as percentage of the total number of employees
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Levels of unemployment among youth
tend to vary more than total unemploy-
ment because their job prospects are
more sensitive to the business cycle (1°)
and because of the variety of policies
and institutions supporting school to
work transitions (education and train-
ing systems, contractual arrangements,
minimum wage, etc.) (%°). In this respect,
the apprenticeship systems in Germany
and Austria are commonly highlighted
as being mechanisms that overcome
many of the obstacles and, in particu-
lar, ensure high transition rates from

(%) According to IMF (2014), the business cycle
‘explains up to 70% of changes in the youth
(15-24) unemployment rates in stressed
euro area countries’. It estimates that

an additional percentage point of annual
growth could lower the unemployment rate
from 0.8 pp in Greece and Portugal

to 1.9 pps in Spain.

Another factor explaining the wide variation
of the youth unemployment rate across
Member States is the very diverse level of
participation of young people in the labour
market while still being in education.

48

temporary to permanent contracts
(Eichhorst et al, 2012).

In 2013 the proportion of young people
aged 15-24 in the EU who were nei-
ther in employment, education or train-
ing (commonly called NEETs) was 13 %
in 2013 (compared to 10.8% in 2008),
and exceeding 209% in Greece, Bulgaria
and Italy (?!). In most countries, how-
ever, the increase in the NEET rate since
2008 has been mainly the result of an
increase in unemployment, rather than
inactivity (?2), which implies that most

In Bulgaria, Romania and Italy the majority
of young NEET were inactive, in Greece,
Spain or Croatia most of them (around 70 %)
were unemployed (i.e. looking for a job).

(2) At EU level, the share of unemployed in the
whole age class 15-24 has risen by 2.6 pps
(from 6.6 % to 9.2 %) while the number of
inactive (not in education or training) only
slightly changed (by 0.3 pp, from 7.4 to

7.7 %).

‘newly’ NEET young people are actually
looking for work.

Changes affecting

those in work: non-
standard employment,

job quality and informality

Since the recession, not only has the
quantity of jobs been affected but also
their quality as reflected by various indi-
cators (see also Chapter 3). In this regard
the share of part-time jobs in overall
employment rose from 17.5% in 2008
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CHAPTER 1: THE LEGACY OF THE CRISIS: RESILIENCE AND CHALLENGES

Chart 10: Transition rates from temporary to permanent employment,
temporary or self-employment and unemployment or inactivity
(2011/12) and share of involuntary temporary employment (2012)
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Source: Eurostat, EU-LFS (Ifsa_etgar) and EU-SILC (ilc_Lvhl32). Exception to the reference year:

to 19.5% in 2013, with an increase in
the number of part-time jobs at a time
when the number of full-time positions
was falling (?*). Moreover, there has been
a sharp increase in the number of men
working part-time. The rise in the share
of part-time jobs also partly reflected
a sectoral composition effect(?*). At
EU level, the share of involuntary part-
time workers (those who work part-time
because they are unable to find full-time
work) has increased strongly between
2007 (22.4%) and 2013 (29.6%).

On the other hand, the overall share
of temporary contracts among total
employment has slightly declined
since 2007 (from 14.69% to 13.8%),
although with wide variations across
Member States (see Chart 9). In countries
like Portugal and Spain, which previously
had high shares of temporary contracts,
these served as an initial adjustment
mechanism to the shock — while in other
countries such contracts were also the
first to grow, as risk-averse employers

(**)  Over 2008-13, the absolute number of
part-time jobs has increased by 3.1 million
(or +89%) while the number of full-time
positions declined by 9.4 million (or -5.2 %).

(**)  Some sectors (Administrative and support
service activities, Human health and social
work activities, education) that were less
affected by the crisis had a relatively high
share of part-time jobs.

began to hire again. High shares of tem-
porary contracts in total employment
may increase employment volatility in
times of economic downturn ().

Moreover, temporary contracts are
associated, in some countries, with pro-
nounced labour market segmentation,
with a negative correlation between
the overall share of temporary workers
and the transition rates towards perma-
nent jobs (). As evidenced in European
Commission (2012a)(?’), temporary
contracts often carry a wage penalty
which is a particular concern in countries
when the share of involuntary tempo-
rary work is high and transition rates
towards better paid or permanent con-
tracts are low.

However, the usage and impact of tem-
porary contracts varies across Mem-
ber States. In some countries (e.g. Austria
and to some extent, Germany) tempo-
rary contracts seem to act as a stepping
stone (%8) with high transition rates from

() Member States which had below EU average
shares of temporary contracts in 2007
saw either a relatively small increase in
unemployment during the recession e.g.
United Kingdom, Austria, Czech Republic,
Germany or a fall in their unemployment rate
following a substantial initial increase as in
Estonia, Latvia, Slovakia, Ireland and Hungary.

(%) Correlation coefficient -0.69 in 2011/12
(significant at 19%).

(¥)  European Commission (2012a), Chapter 4,
Table 2.

(?®)  Another sign of stepping stone effect is
that, in those two countries, the share of
temporary contracts is high for young people
(due to apprenticeship systems) but much
lower for the older age groups, whereas in
countries such as Spain, Poland or Portugal
the share of temporary workers remains
high (>209%) among those aged 25-49.

temporary to permanent contracts, and
a low share of involuntary temporary
contracts (%°). In countries such as Spain,
France, Greece or Italy, though, there are
low transition rates to permanent jobs
and a high share of involuntary tempo-
rary contracts, with detrimental conse-
quences for the employees’ chances to
access stable and better paid jobs with
appropriate social protection as well as
the opportunity to participate in lifelong
learning (*°). This can also be seen in the
share of temporary workers becoming
unemployed or inactive in the following
year (around 25% in Portugal and
Greece, and 309% or more in Denmark
and Spain).

An analysis by OECD (2014b) (*!) reported
some positive ‘stepping-stone effects for
non-standard work’ in many countries but
also confirmed that a temporary job often
involves wage penalties and a greater likeli-
hood of becoming unemployed or inactive
the following year, especially in the case of
young people.

People unable to find a regular job may
turn to undeclared work or accept work
with ‘envelope’ wages, see European
Commission (2013). However, since unde-
clared work is often a last resort choice,
it is strongly correlated with long-term
unemployment, raising a range of policy
issues in terms of labour rights, entitle-
ment to social protection, future pen-
sions and workers’ rights (see Annex 3,
Extract 1).

Significant increases in poverty
and social exclusion

Poverty and social exclusion in the EU has
almost inevitably worsened during the crisis
with little signs of improvement so far. The
situation worsened even further in some
countries in 2013, notably in countries
where it was already high.

(%) In the Netherlands the share involuntary

temporary contracts is also low and while
most of the temporary workers remain in
that status the year later, a rather low share
(8.5% compared to 19.3% at EU level) fall
into unemployment or inactivity.

(3°)  For instance, OECD (2014a), Employment
Outlook, shows, based on PIAAC data, that
on average being on temporary contracts
reduces the probability of receiving
employer-sponsored training by 14 %.

(*1)  OECD (2014b), ‘Jobs, Wages and Inequality
and the Role of Non-Standard Work’,
forthcoming.
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Chart 11: Evolution of the risk of poverty or social exclusion, in %
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Source: Eurostat, EU-SILC (peps01, li02, mddd11, lvhl11).
Note: South4 refers to EL, ES, IT and PT.

Chart 12: Risk of poverty and changes in the poverty threshold, % of the population
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Source: Eurostat, EU-SILC (ilc_liO1,ilc_li02). *Data for IE and HR refers to 2012.

The main drivers of poverty and social
exclusion are seen to be long-term
unemployment, labour market seg-
mentation and wage polarisation, but
also the weakening of the redistributive
impact of tax and benefits systems.

Overall, the
has increased

risk-of-poverty rate
in more than ten

w

Member States since 2008. However,
declining levels of household dispos-
able incomes in general have led to
a reduction in the national poverty
lines in Member States such as Latvia
and Greece, meaning that decreases
in the poverty rate do not neces-
sarily indicate any improvement in
absolute terms.

As a consequence of this deteriorat-
ing situation, poverty defined in terms
of severe material deprivation(*?) has
also increased across Europe, and most

(*3)  Severely materially deprived persons have
living conditions severely constrained by a
lack of resources. They experience at least
4 out of 9 of the following deprivations:
cannot afford i) to pay rent or utility bills,
ii) to keep the home adequately warm,

iii) to face unexpected expenses, iv) to eat
meat, fish or a protein equivalent every
second day, v) a week holiday away from
home, vi) a car, vii) a washing machine,
viii) a colour TV, or ix) a telephone.
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CHAPTER 1: THE LEGACY OF THE CRISIS: RESILIENCE AND CHALLENGES

strongly in those Member States most
affected by the crisis (Spain, Italy, Ire-
land, Malta, United Kingdom). In some
Eastern/Southern countries where dep-
rivation had been improving before the
crisis, the trend reversed and material
deprivation increased dramatically after
the crisis (Lithuania, Latvia, Estonia,
Cyprus, Greece, Hungary and to a lesser
extent Bulgaria).

Working age adults have been especially
affected, reflecting the deterioration of

labour market conditions, with the worst
hit countries being Spain, Italy, Greece,
the Baltic States, but also the United
Kingdom (**). Moreover, since many such
working age adults live in households
with children, child poverty has also risen
across Europe as a whole. In contrast, the
risk-of-poverty indicator for older people
showed a significant decline in most
Member States between 2008 and 2013
reflecting the fact that pensions have, to
a large extent, remain unchanged during
the crisis.

Chart 13: Activity rate across EU Member States,
2003, 2008 and 2013, in % of population aged 15-64
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Source: Eurostat, EU-LFS [Ifsi_act_al].
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Due to the combination of life expectancy,
lower participation in the labour market
and household composition (single parent
families), women are at higher risk of
poverty or social exclusion than men in
all Member States, with the exception of
Spain and Portugal.

2.2. Participation
in education and in the labour
market continued to rise

Economic participation, as measured by
the activity rate indicator(**), has con-
tinued to increase since 2008 in most
Member States, in contrast to the experi-
ence in past recessions. While the employ-
ment rate declined from 65.7% in 2008
to 64.1% in 2013 for the EU as a whole, the
activity rate increased from 70.7 % in 2008
to 71.9% in 2013. It implies that the drop
in the number of jobs mainly translated
into a rising number of unemployed and,
only to a limited extent, a rising number of
‘discouraged workers’ (see Section below).
This EU experience also contrasts with the
decline in activity rate witnessed in the
United States since 2008 (*°).

Reductions in activity rates in previous
crises are attributed to a higher share
of working-age persons withdrawing

Chart 14: Activity rate (15-64) compared to 1990 and 2007 levels, for selected countries, in pps
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Source: Eurostat, EU-LFS and OECD data for the US.

(*)  See European Commission (2014a).

(**)  The activity rate measures the share, among
the working-age population, of those being
economically active, i.e. either in employment
or unemployed, according to the ILO
definitions. While this indicator counts the
total number of people in employment and
unemployment and country-comparisons may
be influenced by differences in institutional
factors (such as incentives to be registered
as unemployed), the analysis of changes of
activity rate over time remains meaningful,
in particular to analyse behavioural changes
compared to previous recessions.

Note that for the US, several papers (e.g. Barmes
et al (2013)) show that the decline in
participation since 2008 reflects, to a great
extent, long-term demographic and behavioural
changes rather than cyclical developments.
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from the labour market, resulting in their
decline between 1990 and 1994 and a
very slow return to previous levels, sub-
stantially so for Sweden and Finland,
while increasing slightly in France (and the
United States), see Chart 14. By contrast,
since 2007, activity rates have continued
to increase in many EU countries, even
those strongly affected by the recession.

Increase in activity continued
to be driven by women and older
workers

The increase in the activity rate since
2008 has mainly been driven by the
rising participation of women and older

workers throughout the recession see Women 15-24 --@-- Women 25-49 - -@- - Women 50-64

Chart 15. This is seen to be due to a 100 m 920
number of factors: structural increases g | F—&—s—a—&—& & —&—8&—8 —8—~§
in their activity rate due to cohort 797

effects and rising levels of education;

policy measures designed to encour- 70 S — F

age increased female and older workers - 69

participation(®*®); and the fact that the 60 __’___,'

initial labour market shock did not hit 50 45:3 g8 I S Al

women and older workers as strongly as SGiey— g, . 9°

prime-age males. O g et o3 %
30 ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ol

Chart 17 shows that the decline in activ- 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 )

ity rate for prime-age men was lim-
ited (-0.8 pp) compared to the decline in

their employment rate (-4.8 pps), indicat-
ing that they were the group least likely to
fall into inactivity if they lost their job. LFS
data for 2013 also shows that, if prime-
age men become unemployed, they are
more likely to receive unemployment ben-
efits (439%) than young people (18%) or
prime-age women (36%), notably due
to their more favourable employment
histories. This is one of the factors that
promote continuation of job search rather
than ‘discouragement’ and inactivity.

Since 2008, the activity rates of older
workers (55-64) increased substan-
tially in most countries even in the
most affected countries (*”) while they
had been decreasing during the 1990s
recession (*8). Several changes explain
this difference.

Older workers have been (in com-
parison to the 1990s) less affected
by job losses (see Chart 18) nota-
bly because their educational levels

Chart 15: Activity rate by group (age and sex), EU-28, 2002-13 (in %)
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Source: Eurostat, EU-LFS, [Ifsi_agan].

Chart 16: Change in the activity rate by group
(age and sex) in EU-28, 2008-13 compared
to 2002-08, in percentage points

Chart 17: Change in the employment and activity
rates by group (age and sex) in EU-28, 2008-13,
in percentage points
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(*)  The increase in older workers participation

over the last decades was also driven by
an overall improvement in their health
status, see European Commission (2011a),
Chapter 5.

() In Spain, Portugal and Ireland, decreases

for men were more than offset by increases
for women.

(*®)  For instance: in the UK (-1.6 pps over
1990-95), Italy (-4.2 pps over 1991-95)
and Germany (2.9 pps over 1992-96)
with more pronounced drops for men
(respectively -5.8 pps, —7.3 pps and 4.9 pps).

w
o

O
s
g
Q



ec.europa.eu/employment_social/empl_portal/publications/Esde2014/Chap1%20xls/Chap1_Chart-15.xlsx
http://ec.europa.eu/employment_social/empl_portal/publications/Esde2014/Chap1%20gif/Chart/Chap1_Chart-15.gif
ec.europa.eu/employment_social/empl_portal/publications/Esde2014/Chap1%20xls/Chap1_Chart-17.xlsx
http://ec.europa.eu/employment_social/empl_portal/publications/Esde2014/Chap1%20gif/Chart/Chap1_Chart-17.gif
ec.europa.eu/employment_social/empl_portal/publications/Esde2014/Chap1%20xls/Chap1_Chart-16.xlsx
http://ec.europa.eu/employment_social/empl_portal/publications/Esde2014/Chap1%20gif/Chart/Chap1_Chart-17.gif

CHAPTER 1: THE LEGACY OF THE CRISIS: RESILIENCE AND CHALLENGES

have improved (*°) and the sectors
in which they are employed have
changed. Moreover, employers are
often reluctant to lay off their most
experienced workers, who also often
benefit from a better protection
(higher severance pay) than younger
workers due to longer employment
histories (#°).

- If they become unemployed, older
workers are less likely than before
to withdraw from the labour market
not least because of policies intro-
duced over the last two decades
to extend working lives, such as
reforms in pension schemes (general
increase in the statutory retirement
age), and early retirement schemes.
Moreover, alternative options such
as disability schemes have been
closed or made less accessible (*!).

The continued increase in female activity
rates also results from a combination
of factors.

- Women tend to work in sectors that
are less hit by the recession (#?) (see
also European Commission (2013),
Chapter 3). This seems to explain
most of the better performance of
women’s employment during the
crisis, while the ‘added-workers’
effects may also have played a part
(see Box 1).

- There has been a structural increase in
the participation of women, mainly due

Between 1992 and 2008, the overall level of
education of older workers increased more
quickly than for prime-age workers, even
when excluding the effects of the rising level
of education among women. EU-LFS data
for EU-15 countries shows that the share

of low-educated among male older workers
dropped sharply, from 53.9% in 1992 to
32.3% in 2008 (-21.6 pp) compared to
prime age workers (from 40.2% to 28.2%
or -12.0 pps). The share of tertiary educated
persons among older men increased more
sharply than among prime-age workers.

The share of older workers under involuntary
temporary contract is also much lower
(4.4% among those aged 55-64 compared
to 8.1% for prime-age and 14.7 % for young
workers, i.e. EU-LFS data for EU-28 in 2013).

European Commission (2011), Chapter 5.

Female employment was less affected by
the recession than male (respectively —0.6 %
over 2008-13 against —4.7 %). While the
two male-dominated sectors (manufacturing
and construction) were strongly affected by
the crisis, the two main female-dominated
sectors (education and human health and
social work) resisted well.

Chart 18: Older workers less affected by job losses since 2008
than in the 1990s: changes in employment rates for prime-age
(25-54) and older (55-64) age groups in 1992-96 and 2008-13,
in percentage points, selected Member States
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(**)

to rising levels of education of women
over time(**). This has brought the
behaviour of women in the labour mar-
ket much closer to that of men with a
rising share of dual-earner households.

Measures supporting female par-
ticipation such as flexible working
arrangements, the removal of finan-
cial disincentives for second earners,
childcare and elderly care facilities
have also played a role, together
with measures to retain older women
longer in the labour market(*4).
Until 2013, there were no signs of
a reversal in the policies supporting
female participation (see Section 4)

For instance, among women aged 25-49
(50-64) the share of those with not more
than lower secondary education decreased
from 41 to 22% (64 to 38%) between 1995
and 2013, or -19 pps (-26 pps), to the profit
of the medium and high educational groups
(based on EU-LFS data on EU-15).

Analysis by age and education confirms that
the overall increase in female activity rate

is not only due to change in the composition
(i.e. increase in average level of education)
and affected most sub-groups of women.

although this may no longer be the
case in some countries that have
applied major fiscal consolidation
measures (“°). Moreover, women
tend to be over-represented in public
and non-market service sectors that
are now becoming more adversely
affected by fiscal consolidation in
many Member States (#°).

Moreover, recent trends have not led to
a substantial decrease in the large gen-
der inequalities in the labour market that
persist in many EU Member States to
the disadvantage of women, in terms of
activity and employment rates as well as
in terms of part-time work and earnings.

(*)
(*°)

European Commission (2012b).
European Parliament (2014).
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Box 1: Some mixed evidence about ‘added-worker
effects’ during the recession

A recession can impact on labour market participation of ‘partnered’ women in two
ways: (a) it can discourage women from looking for a job or postpone their decision
(discouragement effect) or (b) it can foster participation in order to compensate for
the job loss of the partner (added-worker effect). It is hard to determine whether
the increase in female participation was due partly to the latter — or whether it
was entirely caused by other structural factors due to education and cohort effects.
Several reports support the added worker hypothesis without being totally conclusive:

- European Commission (2011b) shows that the activity rate of married women
with children was more reactive to male unemployment and that it has increased
faster since 2008 than for other women*.

- OECD (2012a) shows that in many countries partnered women were more likely
to have increased their working hours during the crisis than single women.

- European Commission (2012b) points out that over 2007-09, dual-earner
couples had lost ground mainly to the benefit of female breadwinner couples.

- European Commission (2013) shows that over 2007-11, the share of working
women with a non-working male partner increased in most Member States.

- Bredtmann et al (2014) found that women whose partner becomes unemployed
have a higher chances of entering the labour market and changing from part-
time to full-time employment than women whose partner remains employed.
The added worker effect varies over both the business cycle and the different
welfare regimes within Europe**.

- EU-SILC*** data do not show such added-worker effect, as women'’s transitions
from inactivity to employment and from part-time to full-time employment do
not increase between 2007 and 2012.

While there is no robust evidence of an added-worker effect during the crisis, the
stronger share of women in employment, hours worked and earnings and the
increasing share of dual-earner households has helped to cushion the impact of
the recession on household incomes (OECD (2014c)).

Notes: * However, this is not true for all countries and may be due to other effects — for instance
the increase in investment in childcare facilities. ** For instance, for the UK, Bryan and Longhi (2013)
found an increase in job searches but only among single earner couples —which does not translate
into more success in finding work (consistent with declining job-finding rate), at least in the short-
term. *** Eurostat, EU-SILC, [ilc_lvhl30]. Note that these indicators are not available for different
groups of women (partnered or not, with or without children).

Limited increase in discouraged
workers during the recession

The number of persons available and want-
ing to work but not looking for a job (*’) (the
‘discouraged workers’) increased from 7.4
million in 2008 to 9.3 million in 2013 (or
from 3.19% to 3.8% of the labour force).
This increase was much lower than the
increase in unemployment and long-term

(*)  These are jobless persons (neither employed
nor unemployed) who do not qualify for
recording as unemployed (from the ILO
definition) because they are not actively
looking for a job (anymore), despite the fact
that they want to work and are available
for work. According to Eurostat, they include
‘discouraged workers but also persons
prevented from job seeking due to personal
or family circumstances’. However, for
convenience, this Section uses the term
‘discouraged workers’ to refer to all the
inactive persons wanting to work but not
looking for a job.

unemployment (“6) and can be viewed as
a positive sign insofar as it means that
unemployed persons continue to look for a
job and can potentially benefit from activa-
tion or (re)training.

Institutional factors can contribute to
limiting the number of discouraged
workers. For instance, countries where
the share of discouraged workers is the

(*8)  Since 2008, the number of unemployed
increased from 16.8 million to 26.4 million
in 2013, and the number of long-term
unemployed almost doubled in the same
period (from 6.2 million to 12.3 million).

highest tend to be those with relatively
limited support for the unemployed or
the long-term unemployed (*°). Gener-
ally speaking, the countries that recorded
increases in discouraged workers since
2008 (*°) were those that combined a
strong labour market impact of the crisis
and relatively weak support services to
the unemployed (°), whether in terms of
spending on active labour market policies
or income support.

There can also be other explanatory fac-
tors such as the extent to which there
are, or are not, incentives to register
as unemployed, the link to social assis-
tance schemes, or the actual probability
of finding a job. The availability of care
services for children or dependents may
also affect the labour supply given that
369% of ‘discouraged workers’ in 2013
were women of prime-age (25-54),
a group more likely to be affected by
issues related to the combination of work
and family life. This share was highest
in Spain (419%), Italy (47 %) and Greece
(49%), all countries recognised as being
poor performers in terms of supporting
improved work-life balance (°2).

Remaining in education

Since 2008, an increasing number
of young people have remained in, or
have returned to, education, notably
within the younger age group (18-24)
and especially in Member States where
youth unemployment was especially high
(Spain, Ireland and Portugal) and where
the share of young people in education
had been below the EU average in 2004.
In some countries however, participation
in education has either stalled (Greece,
Italy, Romania, the Czech Republic and
Slovakia), or even declined (Poland and
Hungary).

(**) In 2013, a very low share of long-term
unemployed were receiving unemployment
benefits (or assistance) in Italy (2 %),
Croatia (10%), Bulgaria (1 %), Latvia (3 %)
or Estonia (49%), all characterised by a
higher than average share of discouraged
workers —while the receipt rate of benefits
was rather high in some of the countries
displaying a low share of ‘discouraged
workers’ such as France, Germany, Malta,
Belgium and Denmark.

(*°)  Croatia and Cyprus (strong increase) and
Finland, Romania, Spain, Italy, Hungary,
Greece and Slovenia (significant increase).

(°*)  According to typology presented in Stovicek
and Turrini (2012)

(*3)  They display high gender employment gaps,
high incidence of inactivity due to family
obligations as well as relatively insufficient
provision of child and/or dependent care
facilities (see European Commission (2013),
Chapter 3).
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Chart 19: Proportion of young people in education or training, 18-24, % of age group
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Notes: Only young people in education or training not economically active are measured. Countries are sorted by 2013 levels.
Chart 20: Share of 20-24 having completed upper secondary education in 2008 in %
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Chart 21: Over-qualification rate: share of tertiary-educated workers working in low or medium-skilled
occupations (in %), age group 25-34, 2008 and 2013
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Source: Eurostat, EU-LFS and DG EMPL calculations.

Notes: tertiary-educated is defined as workers having the highest level of qualification equal or above ISCED 5-6; low and medium-skilled occupations are

defined as occupational groups ISCO 4 to 9.
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Overall, educational outcomes have
improved in most Member States (see
Chart 20) but especially so in those
countries where they were less favour-
able ten years ago and the share of
early school leavers from education
and training decreased. Delaying labour

market entry by remaining in educa-
tion is a rational response in times of
recession, but it is not yet clear whether
this will result in better labour market
outcomes in terms of human capi-
tal and skills development. The long-
term impact of increased educational

level will notably depend on the qual-
ity of education, on whether the skills
acquired are adapted to labour market
needs, as well as on whether cuts in
spending affect the quality of educa-
tion in the short to medium term (see
Section 4.3).
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Chart 22: Income inequality in 2008 and 2013, Gini index
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Chart 23: Incomes changes at several points of the distribution
(1%t quintile, median, 10*" decile) — 2008-13
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Source: Eurostat, EU-SILC, prices adjusted by consumer prices (HICP), Eurostat.

Note: The graph refers to 20% lowest incomes and 10% highest incomes. Asymmetrical percentiles have been chosen for the following reasons. The lowest
10% incomes are generally considered as difficult to capture (see Atkinson-Marlier 2010). Studies on top incomes generally focus on the upper part of the
distribution, often top 1pc incomes or 5pc top incomes (see OECD 2013a). Data for IE refers to 2012.

Returns on investment in education can
also be limited if they result in over-
qualification. Since 2008, over-qualifi-
cation(°®) has increased, especially for
those aged 25-34, as reflected in the
difficulties university graduates find in
obtaining jobs in line with their quali-
fication. For this age group, the rate
in 2013 was highest, at over 30%, in
Cyprus, Spain, Ireland, Greece and Bul-
garia, where this skill mismatch may
have made the labour market less resil-
ient to the economic shock. Nevertheless,
the rate of over-qualification has also
increased in many Central and Eastern
Member States which previously had
lower than average rates.

(>*)  Measured as the share of tertiary-educated

(ISCED 5-8) workers who are in low or
medium-skilled occupations (ISCO 4-9),

i.e. that theoretically do not require a tertiary
education level.

2.3. Falling incomes
and rising market income
inequalities put tax

and transfers systems
under pressure

The deterioration of economic and
employment conditions has inevitably
resulted in an overall decline in house-
hold incomes in most Member States,
although the impact on income distribu-
tion has varied. Since 2008 disposable
income inequalities (°*) have increased
in 10 Member States, notably in Spain,

(**)  Inequalities are measured here through
the Gini index. It measures the degree of
inequality of the income distribution by
taking all income distribution into account.
It varies from O to 100, with O corresponding
to perfect equality (everyone has the same
income) and 100 to extreme inequality (one
person has all the income, everyone else
has nothing). Other measures of inequalities
(e.g. S80/S20 ratio) are also available for
disposable income inequality, but not for
market income inequalities. For this reason,
only the Gini coefficient is used.

Hungary and Denmark, while they have
fallen in seven others, notably in Latvia
and Portugal as well as in Belgium and
the Netherlands.

These developments reflect the ways in
which rich and poor have been affected.
In some countries (e.g. Spain, Hungary,
Denmark), incomes at the bottom of
the distribution (first quintile) were
hit harder than those at the top (tenth
decile) while in others (Latvia, Romania,
the United Kingdom, Portugal, the Neth-
erlands), incomes at the bottom of the
distribution were relatively protected, in
the sense that they fell less than those
at the top.
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Chart 24: Trends in market income inequalities between 2008 and 2012, Gini coefficient
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Source: OECD, income distribution database.

Note: year refers to SILC production year and not reference year. 2008 data not available for SE, DE, IT, FR, IT. 2012 data not available for BE. No data for HU.

Increase since 2008

Market incomes: polarisation
and upgrading in the top
of the distribution

Market income inequalities (before
taxes and transfers) (°*°) have increased
in most Member States (see Chart 24)
since 2008, as a result of both increased
joblessness and increased earnings
polarisation for those in work. 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. In addition, the polarisa-
tion of earnings from work increased as
a result of the widening of the hourly
wage distribution, a greater dispersion
in the quantity of work among those
employed, and of the quantity of work
within households.

In recent years, the trend towards a hol-
lowing out of jobs at the middle of the
wage distribution has continued (see
Chapter 3 and Eurofound 2014c). Top-paid
jobs were resilient even in the countries
where employment losses were substan-
tial (Italy, Greece, Ireland, see Annex 1)

(*3)  Market incomes refer to gross earnings and
capital income. Inequalities are measured
based on the Gini coefficient in this Chapter.

Chart 25: Net employment change (%) by job-wage quintile,
2011 to 2013, EU-28
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Source: Eurofound (2014c) calculations, based on Eurostat, EU-LFS.

Highest quintile

and contributed positively to job growth in
countries where the recession was milder
(Austria, Belgium and Germany). Jobs at
the bottom of the wage distribution either
decreased less markedly than in the
middle, or even expanded significantly, as
in France, Greece and the United Kingdom.

The increased polarisation of household
market incomes can also be explained in
part by the respective shares of job-rich

and job-poor households. Before the reces-
sion the share of adults living in very high
work intensity households was increasing
with growing labour market participation of
women as second earners. During the cri-
sis, this trend reversed, with an increase in
lower job intensity households and reduc-
tions in the number of high work intensity
households due to unemployment and
part-time work (see Chart 26), although
experiences varied across Member States.
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Source: EU-SILC, Eurostat (ilc_lvps03).

Chart 26: Changes in the distribution of population by household work intensity
(2005-08 and 2008-13) EU-27, in percentage points
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The role of tax and transfers
in mitigating inequalities
increased in most countries

Overall, while social spending had
played a significant role in sustaining
household incomes in most countries in
2008/2009, this contribution lessened
from 2010 onwards (°®). Nevertheless,
the redistributive role of tax and trans-
fer systems helped limit the increase
in market income inequality (see
Chart 27), as expected when a large
number of workers lose their jobs. In a
few countries, however, market income
inequality declined while after-tax and
transfers inequality increased.

A Euromod micro-simulation study of
13 EU countries found that the policy
changes undertaken between 2008 and
2013 resulted in a reduction of income
in aggregate terms which directly con-
tributed to increased hardship especially
among low income households, whose
budgets were already very constrained
(De Agostini et al, 2014). Neverthe-
less the distributional effects of these
changes have been broadly progressive,
with some country exceptions, despite
increases in VAT rates which are normally
judged to be regressive.

But the poverty reduction
impact of social transfers
declined in one third

of countries

While the reduction of poverty that
can be attributed to social transfers
has changed significantly in a number
of Member States since 2008, it has
remained at a very low level in Greece,
Bulgaria, Romania and Italy where
weak or absent safety nets (unemploy-
ment benefits and social assistance)
are combined with limited support for
those at work. In contrast, the impact
of social transfers in reducing poverty
increased significantly after the crisis in
Spain, Latvia, the United Kingdom, Ire-
land and Finland.

(**)  See European Commission (2013c) and
European Commission (2014a). The
lessening observed from 2010 is explained
by the increase in the number of long-term
unemployed losing their entitlements along
with the partial phasing-out of the measures
put in place to counter the crisis and the
tapering off of the impact of social spending
in Member States where the economic
situation improved.

Changes in the impact of social transfers
on reducing poverty may be due to policy
changes or to changes in the composi-
tion of the population at risk of poverty
(e.g. an increased share of unemployed
or working poor). In some Member States
which had previously had high levels of
social transfers, the impact of social
transfers on poverty reduction decreased
significantly during the recession. This is

especially the case in Sweden, Hungary,
Germany, Denmark, Belgium and France
(Chart 28). In some other Member States,
such as the United Kingdom Spain and
Ireland, social transfers contributed to
smoothing the impact of the crisis on
poverty. Lastly, in some Member States,
the impact of transfers on reducing pov-
erty has lowered significantly, as in the
Czech Republic and Poland.

Chart 27: Changes in market income and disposable
income inequalities (2008-12), Gini index
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3. THE POTENTIAL
LONG-TERM IMPACTS
ON PEOPLE AND SOCIETY

The long-term impact of the prolonged
recession, and the contribution of policies
intended to mitigate its effects, can be
reviewed in the following terms:

The scarring effect of early career
unemployment for future employment
outcomes

The ability of households to adapt to
adverse economic circumstances, draw-
ing on their savings or going into debt,
by adjusting their consumption or pulling
resources

The impacts on health and on access
to healthcare

The extent to which declining confi-
dence in the ability of public institutions
to address problems may impact on
social cohesion, weaken democracies,
and inhibit effective policy making.

3.1.  Scarring effects of
unemployment — evidence
from most recent data

The scarring effects of early
career unemployment on
individuals: lessons from the past

There is considerable existing knowledge
about ‘scarring effects’ for early career
unemployment(*’) based on research
that pre-dates the current recession. Such
research shows that, while young people
tend to experience spells of unemployment
more frequently than adults, they gener-
ally face shorter spells of unemployment.
In this context, a higher unemployment
rate among youth is generally explained
by the time needed to make the transi-
tion from education to an appropriate job.
However, there is evidence that unemploy-
ment among young people is less and less
a ‘temporary nuisance’ as spells increase
in length. Delays in making the transition
to working life, and the lack of opportunity
to acquire on-the-job skills and knowledge,
can have negative consequences for the
individual and society as a whole (Euro-
found 2012).

(%) The focus is mainly on young people due
to the strong impact of the recession and
because several authors argue that long-
term scarring effects are more likely to
occur when unemployment is experimented
early in the career, see for instance Bell and
Blanchflower (2011).
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Chart 29: Employment rate one year after obtaining highest
education level (persons 20-29, not in education or training)
in 2008, 2009 and 2013
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These ‘scarring effects’ in early stage
of a life or career can impact on future
employment outcomes, earnings pros-
pects, as well on health and general
well-being (*8). This occurs in various
ways such as a depreciation (or non-
accumulation) of skills, negative signal-
ling effects for potential employers, or
simply demotivation. A high level of edu-
cation tends to attenuate potential scar-
ring effects, and impacts on the channels
through which they happen. In all cases,
it seems that some work experience,
even if limited, is key to prevention(°°).
Annex 2 contains an overview of litera-
ture on the subject.

Entering the labour market
in bad times for a whole
generation: attempts to
measure current impact

While long-term effects are not yet fully
observable, analysing the labour mar-
ket trajectories of those who entered the
labour market during the crisis compared
to the previous generation — as carried
out here — can be informative (°).

(°8)  The literature on scarring effects for early-
career unemployment has been reviewed
in Eurofound (2012); European Commission
(2013), Chapter 1; European Commission
(2012c); Schmillen and Umkehrer (2013);
Scarpetta et al. (2010). Most of the papers
claim evidence of ‘true state dependence’
scarring effects in individual unemployment
histories but conclusions about the existence
and magnitude of the effects somewhat
vary.

(*%)  See recent paper by IAB (2014) as well as
Cockx and Picchio (2011) or Doiron and
Gergens (2008).

(5%)  Such methodological approach differs
from most papers on scarring effects
as it measures the overall impact on a
generation, rather than focusing on the scars
for those individuals having experienced
unemployment spells.

Studies comparing the outcomes of
those entering the labour market in bad
times (i.e. when unemployment is high or
increasing) to previous or future genera-
tions (‘better-off’) (5!) suggests that the
negative effect of being unemployed at
entry on future employment rates disap-
pears relatively quickly (i.e. in a three-
year period), though the catch-up period
regarding wages can be longer, or even
permanent (62).

These somewhat different findings (com-
pared to most papers on scarring effects,
see Annex 2) may be due to the fact that
they are based on data for a whole gen-
eration rather than individuals, but they
may also reflect the fact that the stigma
attached to having been unemployed may
be weaker in times of crisis (5%). However,
such ‘scarring effects’ are generally seen
in terms of their long-term effects, and
findings relating to experiences in the
1980s and 1990s cannot necessarily be
relevant to the current period.

Chart 29 shows that, over the period of
the recent crisis, the employment rate
of young people (aged 20-29 and no
longer in education or training) one year
after having obtained their highest level

(81)  Such comparisons have been documented
in numerous countries, notably in Austria,
Canada, Germany, Japan, Norway, Sweden
and the US, see for example the review of
papers conducted by Gaini et al (2012).

(®2)  See for instance Oreopoulos et al. (2012) for
Canada or Kahn (2010), for the US.

(53)  For instance, Biewen and Steffes (2010)
argue for Germany that ‘if unemployment
is relatively high, the stigma connected to
it is lower because it is a more widespread
phenomenon’. Gaini et al (2012) also found,
for France, that ‘unlucky’ young people (i.e.
leaving school during a recession) catch up
quickly (3 years) in terms of employment
with ’lucky’ ones (i.e. who entered the labour
market during a boom).
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Chart 30: Employment rate of young people (20-29) no longer in education or training,
by number of years after obtaining highest level of education, for various cohorts

(i.e. year when obtaining highest level of education), EU-28

82

80 —®

78 \

/\ -

m ER after 1 year
& ER after 5 years

, \

74 \

/
/
I

o ./ “
>
72 \ |
70
2002-03 2004-05 2006-07 2008-09 2010-11
68
66
64 —r1 T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T 1
2 3 4 5 6 7 8 1 2 3 4 5 6 7 8 1 2 3 4 5 6 7 1 2 3 4 5 1 2 3

Number of years after obtaining highest level of education

Source: Eurostat, LFS, DG EMPL calculations. Year of obtaining highest level of education is the variable HATYEAR.

Note: For the cohort 200607, the employment rate after 7 years is only available for those having left education in 2006; the same is true for the cohort
2008-09 after 5 years (only 2008 included) and for the cohort 2010-11 after 3 years (only 2010 included). For the cohort 2002-03, the employment rate
after one year is not available and the employment rate after one year is only available for those having left education in 2003.

of education (%*) dropped from 799% in
2008 to 71% in 2013.

What appears to be important from an
operational and policy perspective is
whether the effects of these negative
labour market experiences for current
generations will persist over time. In this
respect Chart 26 shows that, before the
crisis, the employment rate of entrants
was relatively low in the first year but
steadily increased in the following years.
This is not the case for the cohorts of
young people who left education after
2006 and have had to face the full
effects of the recent recession.

In fact, some five years after enter-
ing the labour market, the employment
rate of the 2008-09 cohort is below
the level recorded for the two previ-
ous cohorts (2004-05 and 2006-07).
While the gap between the 2008-09
generation and the previous ones
diminishes over time (5°), this is due to
a worsening outcome of the previous
generations rather than a real catch
up effect.

(%) The EU-LFS does not indicate the year of
entry into the labour market and one has to
use a proxy which is the ‘year of obtaining
highest level of education’. As young people
may have continued their studies after that
year without obtaining necessarily a higher
level diploma, there may some bias as those
having for instance a theoretical presence
of 3 years in the labour market may have
just entered after having been three years
in education though without succeeding in
getting a higher diploma.

(%%)  The outcome of the ‘unlucky’ 2008-9 cohort
is, relative to the previous one (2006-7), less
unfavourable after 5 years (gap by 2 pps)
than after one year (gap by 5 pps).

Chart 31: Employment rate 5 years after completion of highest level
of education, by cohort by country, in % (for young people aged 20-29,
no longer in education or training)

variable HATYEAR.

education in 2008.

Source: Eurostat, LFS, DG EMPL calculations. Year of obtaining highest level of education is the

Note: For the cohort 2008-09, the employment rate after 5 years is only available for those having left

Since employment rates are largely influ-
enced by the economic cycle, it is difficult
to judge whether the long-term effects
are already visible. In addition, it is not
yet possible to observe the outcomes for
a prospective generation that will hope-
fully be entering the labour market at a
time of robust economic recovery or even
to use the previous generation as a refer-
ence point.

The labour market outcomes of young
people five years after completing their
highest level of education vary across
countries (see Chart 31). In Germany, the
employment rate increased for all cohorts
while in the United Kingdom, Sweden
and Lithuania the 2008-09 generation

seems to have suffered less than pre-
vious cohorts. In Lithuania this may be
explained by the rather strong economic
recovery and also by the fact that many
young people migrated to other countries.
In Italy and Spain (and to some extent
France), sharp declines in the employment
rate can be seen five years after having
left education, with each generation per-
forming worse than the previous one ().

The level of education appears to have
played a protective role during the

(%) In Spain and Italy, the 2008-9 cohort has,
five years after having left education,
employment rates of around 20 and 15 pps
respectively below those for the 2002-03
cohort, while it is around 10 pps for France.
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Chart 32: Employment rate 5 years after completion
of highest level of education, by cohort, in % (for young
people aged 20-29, no longer in education or training
and having a high level of education)

Chart 33: Employment rate 5 years after completion
of highest level of education, by cohort, in % (for young
people aged 20-29, no longer in education or training
and having a medium level of education)
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Note: For the cohort 2008-09, the employment rate after 5 years is only
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Source: Eurostat, LFS, DG EMPL calculations. Year of obtaining highest level
of education is the variable HATYEAR.

Note: For the cohort 2008-09, the employment rate after 5 years is only
available for those having left education in 2008.

UK SE

recession, with the clearest evidence
being in France and, to some extent, in
Italy, while it is much less true in Spain.
Chart 32 suggests that those who obtained
a tertiary level education after 2008 have
rather similar employment rates to those
achieved by previous generations. In con-
trast, the outcomes of those having no
more than upper secondary education
are much worse compared with previous
cohorts (Chart 33).

This protective role of higher education has
been referred to in several studies drawing
on the experience of past recessions, where
the impact of unemployment at gradua-
tion on future income, life satisfaction and
health outcomes being lower for the highly

educated, see Cutler et al (2014). Likewise,
a lasting effect of adverse labour market
conditions at entry has been found for the
low-skilled, but not the mid-skilled or high-
skilled, underlining the risk of polarisation
and increased inequalities, see Burgess et
al (2013).

Another factor impacting the transitions
from education to professional life is gen-
der. European Commission (2013i) demon-
strated that despite the stronger impact of
the crisis on the labour market conditions
of young men (particularly those aged
15-24) than young women, the latter still
face worse labour market conditions over-
all, especially in southemn and eastermn EU
Member States, notably due to care and

family responsibilities. Nevertheless, edu-
cational attainment is an important factor
in employment opportunities for young
women and the gender gaps in employ-
ment are smaller for young people with a
tertiary education.

3.2.  Households:
running into debt, adjusting
consumption and pooling
resources

Running into debt

Household debt levels increased signifi-
cantly in a number of Euro area countries
prior to the onset of the recession (European
Commission, 2014d). Household financial

Chart 34: Financial distress of people in low-income households
Reported financial distress of the lowest quartile (share of adults reporting necessity
to draw on savings and share of adults reporting need to run into debt), 2000-14
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distress(®’) in 2014 is now way above the
long-term trend. Its recent easing in some
Member States has not yet reached low-
income households, who remain in the most
acute financial situation (see Chart 34).

While the number of poor people with debt
problems has grown as a result of the cri-
sis, much of the increase in indebtedness
has been among people who had been in
well-paid employment, had lost their jobs
and are now left with large outstanding
mortgages on their homes with limited
prospect of obtaining alternative income
anytime soon (Eurofound, 2013).

Reduced access to finance following the
onset of the recession has increased the
vulnerability of people and families and
friends to whom they might otherwise
have been able to turn to for financial sup-
port (see Chart 35) (Eurofound, 2013). In
this context some people — notably those
who were unemployed for over a year,
unable to work due to illness or disability
or retired — report being unable to turn
to anybody when they need money (%8).

Adjusting consumption

Faced with economic hardship, peo-
ple naturally adjust their consumption
behaviour, and are in some cases led
to cut down on essentials such as food,
shelter, and healthcare. An analysis
based on SILC longitudinal data (Guio
and Pomati, 2014) shows that people
experiencing economic hardship first

Chart 35: Sources of emergency financial support, by income quartile (%)
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cut expenditures on holidays and leisure
activities, but retain a car insofar as it is
necessary in order to maintain employ-
ability, while strictly limiting its use. In
countries most hit by the crisis, and in
poorer sections of society, this also leads
to cutbacks on essentials such as food,
clothing, heating and healthcare. These
survey findings are further illustrated
by qualitative analysis (see Annex 3,
Extract 3).

Pooling resources

If there is insufficient income support,
people experiencing hardship have to rely
on other income sources, such as finan-
cial help from the family, informal work
or sometimes non-governmental support
(soup kitchen, food banks, etc.). A typical
example in some countries would involve

pooling resources within multi-genera-
tional households, with pensions received
by elderly household members serving as
a major source of income for all(%%).

A study on ways in which households
seek to mitigate the effects of unem-
ployment (Bentolila, 2008) shows that in
Member States where the ‘welfare state
fails to mitigate the consequences of
unemployment, the role of family sup-
port is stronger’ and that ‘family networks
represent an important device that allows
households to insure against labour mar-
ket risk.” This can lead to changes in the
composition of households, with adult
children staying longer or moving back to
the parental home, or separated partners
sharing the same property.

Table 1: Order of renouncement to deprivation items

Holidays 1 2 1 2 1

Unexpected 5 1 5 3 5

expenses

Meat/

chicken/ 3

fish

Home

warm 4 3

Arrears

4 4

3

Source: Guio and Pomati, 2014, own calculations based on EU-SILC 2011 longitudinal data.

Note: The ranking shows the more frequent order of renouncement of items within households as long as their deprivation increases.

4

4

Financial distress is measured as the
need to draw on savings or to run into
debt (Source: European Commission, DG
ECFIN, Business and Consumers Surveys);
see European Commission 2014a.

*)

(°8)  Evidence supported by qualitative reports
indicates that people most hit by economic
hardship face the greatest difficulties
accessing credit or obtaining support from

banks (see Annex 3, Extract 2).

This trade-off between government

income support and household solidarity

is documented in European Commission,
2013a. It shows that Member States with
widely available income support have

lower shares of working age adults living in
intergenerational households and depending
on the pensions of the elderly.
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Across the EU as a whole, there is little
evidence that the recession as such led to
any major change as regards young peo-
ple living with their parents (see Chart 36)
although there have been substantial
increases (e.g.+ 4 percentage points) in
the proportion of young people living with
their parents in Ireland, Spain, and Greece
since 2008. Qualitative research shows
that people sometimes have had no other
choice than to rely on family solidarity
(see Annex 3, Extract 4).

3.3. Impact on health
and access to healthcare

The potential long-term impact of the
crisis on health determinants (i.e., unem-
ployment, quality of work, precarious liv-
ing conditions) is threatening to increase
health inequalities between social groups
and Member States. There is extensive
research documenting the negative
impact of economic hardship on the
health status of individuals, which in a
recession may be further exacerbated by
greater difficulties in accessing or paying
for healthcare.

Many studies report that, during reces-
sions, individuals are more likely to suf-
fer from depression and stress (Cooper,
2011). Otterbach (2014) also reports, on
the basis of long-lasting panel data, that
being unemployed or insecure in one’s
job has a strong negative effect on life
satisfaction and health.

OECD (2014d) also notes evidence of a
possible link between the economic crisis
and obesity. Many families, especially in
the worst hit countries, have been forced
to cut food consumption or to switch to
lower-priced and less healthy foods.
Brenner (2013) identified unemploy-
ment as an important risk factor for
heart disease mortality at the start of the
2008/9 recession. Stuckler et al. 2011,
Reeves et al. 2012 reports a higher sui-
cide rate during recessions. In Italy, the
suicide rate increased by 10% among
men younger than 65 between 2006 and
2010, with an increase by 25% within
the 50-54 age group (7°).

The harmful and hazardous use of
alcohol and other substances are also
key factors in the development of
social and health inequalities in the
EU, influenced by unemployment and

(7°)  Source: Eurostat, Causes of death —
crude death rate per 100 000 inhabitants
[hith_cd_acdr].
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economic downturns (European Com-
mission, 2013, Marmot et al. 2013).

Chart 37 shows that, in many Mem-
ber States, the unmet need for

healthcare is much greater among the
unemployed than among the employed.
Eurofound (2014, forthcoming) also
identified situations in which peo-
ple lost access to healthcare during

Chart 36: Access to autonomy: changes in the share of young people
living with their parents (2004-13), in percentage points
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Chart 37: Unmet need for healthcare by employment status
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Source: EU-SILC, Eurostat. Unmet need for healthcare is measured as the share of individuals
renouncing healthcare because of: cost, i.e. the person cannot afford to pay for it (too expensive); the
waiting list; or distance or means of transportation (?).

(*)  This definition also applies to the European Core Health Indicator (ECHI) on Equity of access to
healthcare service (ECHI 80) for total population and by educational level.

Chart 38: Correlation of real expenditure per capita on sickness,
healthcare, disability and unmet healthcare needs, 2007-11
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the crisis (”!). These findings are also
illustrated by the qualitative analysis
(see Annex 3, Extract 5).

The share of the population with self-
reported unmet healthcare needs in terms
of medical examinations or treatment(”2)
increased between 2007 and 2011 in the
majority of Member States. Despite greater
needs in the wake of the crisis, many gov-

gradient in health), a longer time-horizon
and country-specific analyses are needed
for a better assessment.

34. Weakening trust
in institutions

Trust is a necessary condition for the
maintenance of democratic institutions
and respect for civic society rules. Since

the recession, this trust has decreased
across the Union, although a clear diver-
gence can be seen between countries
that were less affected by the recession
and show a more positive perception of
social climate and trust in institutions
compared with countries that were
more affected and show a more nega-
tive perception of trust in institutions
(see Chart 41).

emments have cut spending on healthcare

services (Eurofound, 2014), especially in Chart 39: Mean Social Climate index scores, 2014 and 2009-14 change
countries most hit by the crisis since 2010 4
(OECD, 2014c). Unmet healthcare needs
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forward. Reforms cutting public health
expenditure aimed at improving efficiency
may have undesired effects(74), shift the
burden of healthcare payments to the user’s
ability to pay, reduce the bundle of health-

Social climate index score, 2014
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Source: Fabian at al. (2014) based on Eurobarometer.

Note: Numbers are mean scores of responses to fifteen questions about personal and general situations and
perceived social protection and inclusion policy factors. SC-index scores have a theoretical range of —10 to +10.

care services, increase waiting time and Chart 40: Changes in unemployment and trust
affect particularly disadvantaged groups. in national political institutions, 2008-12
It is also possible to reduce expenditure
without reducing access or improving out- 5 80
) . . I
comes via cost-effective reforms. Taking 8 g0 o
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particularly affected by cuts; g) being part of an
increased-need patient group; h) closure of nearby
healthcare providers with insufficient ‘replacement
services’; i) decentralised financing of healthcare
services and taxes in areas affected by the crisis;

j) staff shortages; and k) discrimination with
increased xenophobia and crisis-induced migration.

pp change in unemployment rate (2008-12)

Source: Eurostat, EU-LFS and European Social Survey, Social Situation Monitor calculations.

Chart 41: Distrust in institutions over time: unemployed and whole population
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Factors such as the evolution of the
unemployment rate across the EU
countries, appear to be closely related
to these changes (Fabian, 2014) with
increases in unemployment being related
with lower levels of institutional trust,
less favourable attitudes towards immi-
grants, and lower life satisfaction (also
when controlling for other variables).

Within the population as a whole, the
unemployed have the least trust in
institutions, whether at EU or national
level, with trust levels in the EU having
fallen much further over the course of
the recession for them. Qualitative evi-
dence demonstrates the extent to which
unemployed people feel ignored by their
representatives. It also illustrates the
fact that, while public services are often
seen as a source of support, they are
sometimes rejected along with other
institutions in some Member States (see
Annex 3, Extracts 6 and 7).

4. THE IMPACT OF THE
RECESSION ON WELFARE
SYSTEMS

4.1. The three functions
of social spending:
investment, stabilisation
and protection

Social spending covers three broad functions:
investment, protection and stabilisation.

Social investment means investing in
people, rather than simply compensat-
ing them, with a view to future returns
in terms of employment and social
participation. Expenditure in policy
areas such as education, quality child-
care, healthcare, training, job-search
assistance and rehabilitation is seen as
a productive factor for strengthening
people’s skills and capacities in order
to prepare them for working life over
the longer term (Van Kersbergen and
Hemerijck, 2012).

Social protection seeks to support and
protect people against life-cycle and
income risks.

The overall objective in terms of sta-
bilisation is to sustain households’
incomes (and, consequently, aggregate
demand), notably during recessions.

While there is no unique relationship
between specific social policies and
these three functions — investment,
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protection and stabilisation — specific
policies may be more oriented towards
one or other of these functions. For
example, policies on childcare, labour
market activation, rehabilitation,
education or training are particularly
related to the social investment func-
tion, while healthcare provision is
related to both protection and invest-
ment (including the prevention of
disease). On the other hand, pension
systems and unemployment benefit
systems may address all three social
functions (European Commission,
2013e).

Box 2: Government
and social protection data

At European level, there are two dif-
ferent accounting frameworks for the
monitoring of social spending:

The European System of Inte-
grated Social Protection Statistics
(ESSPROS) covers social protection,
defined as all interventions from
public and private bodies intended
to relieve households and individuals
of the burden of a defined set of risks
and needs (1).

The Classification of the Functions
of Government (COFOG) covers all
transactions undertaken by units in
the general government sector (?),
including government spending
for the three functions discussed
above (included under the COFOG
functions of health, education and
social protection).

(*)  Provided that there is neither
simultaneous reciprocal nor an
individual arrangement involved
(see Eurostat, ESSPROS Manual, 2011).

(3)  These transactions included in COFOG
correspond to those defined and
recorded in national accounts under
ESA9S (see Eurostat, Manual on sources
and methods for the compilation
of COFOG statistics, 2007).

Within this framework:

Section 4.2 presents the develop-
ment of government spending and
benchmarks the evolution of social
spending (including social protec-
tion, health and education) against
other categories of expenditure.

Section 4.3 presents the changes
in social investment for different
population groups (children and
families, youth, working age).

Section 4.4 considers the develop-
ments of social protection as auto-
matic stabiliser.

Section 4.5 discusses whether
changes in the financing of social
protection can have an impact on
the coverage of social protection.

4.2. The developments
of government

and social expenditure
during the crisis

The development of social
spending is not fully explained
by cyclical factors

Social spending, including for edu-
cation, health and social protection,
accounts for two-thirds of total gov-
ernment expenditure, with social
protection being the largest compo-
nent (Chart 42). During the current
recession, the share of total EU GDP
absorbed by government expendi-
ture increased from 46% in 2007 to
almost 509% in 2012 with social spend-
ing increasing by 11 % while overall
government expenditure increased by
89% at EU level (Chart 43). Within these
average EU figures, however, the bal-
ance and development of government
expenditure between different cate-
gories can vary considerably between
Member States.

The counter-cyclical nature of social
protection — rising in periods of reces-
sion and falling in periods of recov-
ery — largely explains its contribution
to increased government spending in
the first phase of the crisis. However,
this cannot explain its contribution
(together with education and health
expenditure) to the fall in the second
phase, from 2011 to 2012 (Chart 44).
In some Member States social protec-
tion was reduced proportionally more
than total government expenditure,
while biases towards specific catego-
ries of expenditure were not addressed
(as in Greece and the Netherlands) or
introduced (as in Spain for economic
affairs (7°)).

(’*)  Economic affairs corresponds to expenditure
for General economic, commercial and
labour affairs, Agriculture, forestry, fishing
and hunting, Fuel and energy, Mining,
manufacturing and construction, Transport,
Communication, Other industries, R&D,
Economic affairs, including expenditure for
the bailout of banks.
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Chart 42: Composition of government expenditure, EU-28 2012

Environment, Housing and community amenities 3%
Recreation, culture and religion 2%
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Economic affairs 8% &\
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Social protection 40%

General public services 14%

Education 11%

Health 15%

Source: COFOG.

Notes: General public services corresponds to executive and legislative organs, financial, fiscal, external affairs,
foreign economic aid, general services, basic research, R&D general public services, general public services ne.c,
public debt transactions, transfers of a general character between different levels of government.

Source: COFOG.

Notes: Social spending includes public expenditure in healthcare, education and social protection.

After 2010 average
unemployment benefits
per unemployed person
and in-kind (health)
benefits were reduced

In the initial phase of the crisis, increases
in social expenditure were mostly due to
expenditure on sickness and disability sup-
port, pension expenditure, unemployment
and family expenditure on children, with the
rise in pension and family expenditure per
beneficiary being partly explained by the
lagged effects of the indexation mechanism
in place (European Commission, 2013a).

In 2011, however, social protection expendi-
ture declined on average in the EU-27 and in
most individual Member States, mostly due

h ; 1 social g to a decrease in the average expenditure per
q Ch.art ‘;']3‘ lShare °_ ;_:]overnn'!ent .an sociat spen I(;\g unemployed person (itself partly explained
(education, health, social protection) in GDP, EU-27 and EA-18 by the phasing-out of benefits for the long-
term unemployed), as well as by reductions
W EA-18 GDP growth m  EU-27 GDP growth in expenditure on sickness and disability and
EA-18 social spending --@-- EU-27 social spending . i ;
—m— EA-18 government expenditure EU-27 government expenditure on average family expenditure per child.

60 30
L e While declines in social expenditure in 2011
0 S ——— e i A affected both cash and in-kind services, in

20 o
T 40 _ 2012 they were concentrated on in-kind
2 — e benefits. This is mainly explained by a
g 30 -G —0——0-—0-— g —& ks b4 10 é reduction in in-kind sickness and disability
5 . g benefits, although in-kind family benefits
5 20 U increased in many Member States despite
— 0 the reduction in average expenditure per
10 — -5 child. Such reductions in in-kind benefits
o 10 are not reflected in household incomes and
T T T T T T T T T T T T

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 measurements of monetary income pov-

erty, but they might be reflected in mea-
sures of households’ access and provision
of services (European Commission, 2013a).

Chart 44: Changes in real government expenditure, EU-27 and EA-17
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Chart 45: Real growth of social protection,
by function and decomposition, EU-27 (2008-11)
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Chart 46: Annual change in real public social expenditure,
by cash and in-kind benefits
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43. Investing in children
and families, young and
working-age population

Social investment as a broad policy per-
spective emerged in the 1990s with the
aim of ensuring the sustainability of the
welfare state in the face of new social risks
and changing economic needs and chal-
lenges. The key aims of social investment
expenditure are seen to be to promote
active employment and social participation,
social cohesion and stability (Van Kersber-
gen and Hemerijk, 2012) based on support
for the development of human capital and
strengthened family links to the economy
through employment (Vanderbroucke et al,
2011). As such, the policy focus has been
on education, active labour market poli-
cies, early childhood education, preventive
healthcare, health and safety at work, and
retraining and lifelong education (see the
Social Investment Package).
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Investments in childcare are intended
to help reconcile the working and fam-
ily life of parents, while improving future
educational performance, particularly of
disadvantaged children. Investments in
education, while primarily intended to
enhance the quality of lives of future
generations, are also expected to raise
skill levels and improve employment out-
comes, while reducing inequality and pov-
erty. Active labour market measures aim
to improve and maintain employability of
both the employed and the unemployed.

From a demand-side perspective, they
also provide a positive stimulus by reduc-
ing costs of labour, mitigating risks for
employers of recruiting new workers,
and providing training support as well as
financial incentives to the self-employed.
Even in times of weak labour demand, they
may increase employability, help the unem-
ployed to remain active with the support

Box 3: The multiple functions
of childcare

There is a growing awareness of the cru-
cial importance of addressing early child
development in a positive way. Several
long-term studies have highlighted the
benefit of quality childcare on child
development through into adulthood
(see European Commission 2014e) —
something that is seen as particularly
important for the most disadvantaged.

The availability, the quality and the
flexibility of childcare is also seen to
influence the employment participation
decisions of parents. Widely available
full-day and after-school care in the
Nordic countries and France have made
it easier for parents to work full-time if
they wish, whereas in Austria, Germany
or Luxembourg, kindergartens typically
operate short days or have long breaks
that may not be compatible with full-
time work.

Enrolment hours can also have particu-
lar implications for female participation
in the labour market. In those Mem-
ber States where more women work
shorter part-time hours, the offer of a
formal care system is also lower. Never-
theless, as enrolment can contribute to
the achievement of a work-life balance
and overcome the trade-off between
inactivity and part-time employment,
it can still be seen as preferential to
no enrolment at all. On the other side,
longer enrolment hours of care tend,
in practice, to be matched with longer
working hours of females.

Finally, an expansion of childcare ser-
vices contributes to increasing formal
employment opportunities for women.

of public employment services, with such
measures having been found to have a posi-
tive impact as reflected in higher employ-
ment rates — see Kluve (2010).

Van Kersbergen and Hemerijk (2012) con-
sider that, in the period leading up to the
recession, @ number of European welfare
systems had been developing in the direc-
tion of the social investment model, and
that this had resulted in increased labour
market participation. At the same time,
however, this focus on activation may have
distracted attention away from policies
designed to cover social risks, with the fur-
ther risk that the recession could endan-
ger the continuing progress of the social
investment model. Some authors suggest
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that the crisis has increased the need for Chart 47: Real growth of family expenditure by type
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The evidence from the crisis suggests that
an adequate level of social investment
helps people to continue to remain active
or available for work, even in periods of
recession. Social investment alone may not
be enough, however. For instance, increas-
ing investments in education in most Mem-
ber States during the last decades have
not contained growing income inequalities 20 | [High [Medium]
just as improved employment opportuni-
ties have not always resulted in lower 10
levels of poverty (Salverda et al, 2014;
OECD, 2011). In that respect it has been
argued that more direct measures aim-
ing at equality of outcomes may be more
effective than indirect measures through 20 . %faﬁaggv”emment expenditure
educational systems (Solga, 2014).

Chart 48a: Real growth in education versus total government
expenditure (2007-12)
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Notes: The ranking of Member States is based on education expenditure per young in terms of GDP
per capita in 2007 (Group High: above 90% of maximum value; Group Medium: between 70% and
In terms of family expenditure since the 909%; Group Low: below 709%). The young population is defined from the age until less than 85%
of the children are not enrolled anymore in child day care until 24.

onset of the recession, it is useful to distin-
guish between investments — as in child
day care — and benefits such as income

maintenance in the event of childbirth, birth Chart 48b: Real development in education expenditure
grants, parental leave benefits, family or (2012 versus 2004-08) and relative educational performance
child allowances, accommodation, home (PISA test scores, 2012)
help and other benefits. 40

' . " 30 -
Expenditure for child day care and families 4 *

was on the increase before the recession 20
but, since the onset of the crisis, increases 10
in family expenditure have slowed although
the share of expenditure for childcare has

%
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diture for child d hasi d ¢ * . Y
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(76)  This study analyses social investment

in terms of coverage it seems, not in terms

) Source: Vandenbroucke (2014).
of expenditure.
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and has also increased more than other
family expenditures. This has been notably
the case in Malta and, to a lesser extent in
Austria, Hungary, Germany, France, Luxem-
bourg and the Netherlands. However, child
day care expenditure actually decreased
in real terms between 2007 and 2011 in
Greece, Cyprus, Portugal and Romania.

Since the recession
investments in education
decreased in around half

of the EU-27 Member States

While investments in education had been
increasing in all Member States before
the recession, they began to decrease in
around half of the countries as the crisis
developed. Chart 48a shows the evolution
of real expenditure in education between
2007 and 2012, compared to the evolu-
tion of total real government expenditure.

The reduction in investment in education
was particularly strong in Romania (almost
409%), Hungary (more than 30%), United
Kingdom, Latvia, Greece, Italy and Portugal
(around 209%), especially in most recent
years with anticipations of further cuts in
Cyprus, Portugal and the United Kingdom
(European Commission, 2013f). Cuts in
education have resulted in teachers’ salary
cuts and freezes, a reduction in the number
of teachers, restrictions to financial support
for students, and an increased targeting of
adult education in some Member States,
although budgets for ITC resources were
generally preserved (European Commis-
sion, 2013f). Cuts in education spending
are further aggravated by the fact that
they occurred in Member States with a
poor educational performance, as shown in
Chart 48b. Although there is a certain cor-
relation between expenditure in education
and educational performance, more spend-
ing does not necessarily guarantee a bet-
ter performance, but cuts are not a sign of
progress either (Vandenbroucke, 2014). In
Member States where education expendi-
ture did increase, however, a split can be
seen between those where it increased
proportionally less than total government
expenditure, and those where it increased
more, as in Sweden, Austria, France, Luxem-
bourg and, especially, in Malta and Germany.

Investment in the working-age
population through mostly
active unemployment measures
has reduced

With regard to unemployment-related
expenditure, it is useful to distinguish

~1

Chart 49: Contributions to the annual change
in real unemployment expenditure (2006-11)
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Chart 50: Real growth of unemployment expenditure per unemployed
by type (primarily active, primarily passive) (2007-11)
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between measures that can be catego-
rised as primarily active (vocational train-
ing allowance, vocational training in-kind,
placement services and job-search assis-
tance) and those than can be categorised as
mainly passive (full and partial(’”) unem-
ployment benefits, early retirement ben-
efits for labour market reasons, redundancy
compensation, mobility and resettlements
and other benefits) (8). Measures defined
as mostly passive (such as unemployment
benefits) may nevertheless include an

(”7)  In this framework we define partial
unemployment benefits as a mostly passive
measure. However, given their importance
to keep people in the labour market they are
analysed more in detail in Section 5.4, together
with short-time working arrangements.

(’®)  These correspond to the types of benefits
available in the ESSPROS framework.
Some active measures, in particular those
helping both business and the unemployed
(wage subsidies, exemptions from paying
employers’ SSC, etc.) are not included in the
ESSPROS Core system (ESSPROS Manual).

activation part through, for instance, the
use of conditionality with respect to job-
search requirements.

The activation component depends very
much on the design of unemployment
benefits, which varies considerably across
Member States in terms of the strictness
of the eligibility criteria for their receipt.
For instance, job-search monitoring is
more demanding in Slovakia, United King-
dom, Portugal and the Netherlands than it
is in Italy, Greece and Sweden, while job-
search and availability requirements are
more demanding in Germany, Denmark
and Slovakia than they are in Belgium,
Greece and Bulgaria. Likewise sanc-
tions are stricter in Greece, Slovenia and
Romania than they are in the Netherlands,
Germany and Austria (Venn, 2012 (79)).

() Data refer to 2010.
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While total EU unemployment expenditure
had been falling prior to the recession as
labour market conditions improved, devel-
opments since have been affected by
divergent forces — increases in the aver-
age level of unemployment expenditure
per unemployed person, on the one hand,
off-set by reductions in the number of short
and, especially, long-term unemployed.

In the first phase of the crisis — from
2008 to 2009 — unemployment expendi-
ture across the EU increased, mostly due
to the increased number of unemployed
(European Commission, 2013a), although
it actually fell in Germany as the number
of unemployed decreased, but also in
Poland — but in the latter case due to
a reduction in the average unemploy-
ment expenditure per unemployed person
(European Commission, 2013a).

During the «crisis, however, most
Member States reduced real unemploy-
ment spending per unemployed person on
measures that were primarily active, this
being notably the case of Lithuania, Roma-
nia and Cyprus, where such spending was
already low, and in Hungary. This declining
trend is particularly problematic in coun-
tries such as Cyprus, Hungary and Bulgaria
where the activation component within the
standard unemployment benefits system
was already very limited (%°).

In most other Member States, unemploy-
ment benefit payments increased pro-
portionally more than spending on active
measures as unemployment rose and
labour demand fell, although expenditure
on mostly active unemployment measures
did increase in some Member States which
had previously invested comparatively less
in these types of measures (Estonia and
particularly Malta) as well as in Sweden,
Germany, Austria, Slovakia and Latvia.

Some countries are evolving
towards a social investment
model, while others

are departing from it

Some of the Member States with relatively
high levels of social investment appear to
have maintained the resilience of their sys-
tems during the recession, as measured
in terms of levels of LTU and GDP — this
being particularly noticeable in the case
in Germany, which managed to decrease
LTU. However Chart 51 suggests that, while

(%)

Based on Venn (2012) scoring of job-search,
monitoring and job sanctions.

Chart 51: Correlation between social investment (excluding education)
and resilience (pp change in LTU / pp change in GDP)
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Chart 52: Real growth of social expenditure
for tertiary education, 2007-12
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social investment may improve resilience,
it is also subject to decreasing returns with,
for example, the high level of social invest-
ment in Denmark seen to be doing more to
ensure initial low levels of LTU than to con-
tain the effects of economic shocks on LTU.

Table 2 summarises the development in
real terms of social investment in specific
areas (education, unemployment, family)
across Member States since the recession.
This assessment of the evolution towards a
social investment model takes into account
the orientation of welfare systems before
the recession, with Member States divided
into three groups (low/medium/high), based
on the level of investment in child day care
per relevant child population, mostly active
unemployment expenditure per unemployed
and education expenditure per relevant

young population in 2007. The overall score
of social investment is measured by assign-
ing equal weights to the three areas and the
growth over 2007-2011 corresponds to the
average growth in the three areas.

Member States that started with low lev-
els of social investment and whose invest-
ments were subsequently reduced further
(Low/Decreased in the Table 2) represent a
particular concern. Member States starting
from low levels, but where social invest-
ments increased, are promising as it seems
that they can expect the highest returns.
In some Member States, social investment
increased in some areas, while not in oth-
ers. For instance, in Poland investment in
education increased, while it decreased in
child day care and active unemployment
measures in real terms.
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Table 2: Summary developments in social investment (real terms, 2007-11)

Between 2007 and 2011
Investments in 2007 in ... Decreased Stable Increased
High PT, SI, IT DK, Fl, SE
Education Medium IE, HU, LV, UK, EE, ES LT, CZ BE, MT, NL, AT, PL, CY, FR
Low BG, EL, RO SK DE, LU
High DK, HU, UK SE
. Medium EL, IE, FR, FI, ES, IT DE, AT, SK, LV
Active unemployment
Low RO, CY, LT, CZ, PT, PL, MT, EE
LU, BE, SI, BG
High DK SE, FI
Family Medium RO, PT Sl ES, FR UK, DE, AT, NL, LU
Low EL, CY EE, IE, PL, SK IT, HU, BE, MT, LV, LT, BG
High DK Fl SE
Overall Medium EL, ES, HU, IT, PT, RO, SI, UK AT, BE, DE, FR, LU, LV, NL
Low BG, CZ, LT, PL, IE, CY EE MT, SK

Notes: In the rows Member States are grouped according to expenditure in child day care per relevant child population, education expenditure per relevant
young population and mostly active unemployment expenditure per unemployed in 2007. In the columns Member States are grouped according to the real
evolution of expenditure between 2007 and 2011. Stable real growth is defined for changes between 1.5% and -1.5% for education expenditure, -4 % and
+49 for mostly active unemployment and family expenditure. The level of overall expenditure in 2007 is based on the social investment score, which assign an
equal weight to the three areas. Member States can be in the ‘high’ group only if they do not have ‘low’ expenditure in any of the three areas. The overall trend
is based on the average growth in the three areas. For NL the social investment score is based only on education and child day care expenditure as data for

mostly active unemployment measures are not reliable in ESSPROS.

During the recession social investments
were concentrated more on children than
on young people and adults, and also on
addressing life-cycle risks (such as par-
enthood) than on income groups risks
(such as unemployment). Continuing pre-
vious trends, investments in children and
families have increased in most Mem-
ber States, with the exception of Cyprus,
Romania, Greece and Portugal.

The majority of Member States with previ-
ously medium and low levels of expendi-
ture for childcare converged towards the
EU average, especially Malta (where an
ambitious reform was initiated) and Aus-
tria, Luxembourg and the Netherlands. In
these Member States, which continue to
invest in childcare from low to moder-
ate levels, the employment of mothers
increased significantly, while previous
progress in Cyprus and Portugal in this
respect has been reversing.

Likewise, investment in the education
of young people has been reducing, in
contrast to previous trends, with par-
ticularly serious cuts in Greece, Roma-
nia and Italy where starting levels were
already relatively low. Such cuts in edu-
cation expenditure come on top of the
effects of the recession itself on young
people. Cuts in tertiary education were
also severe in some Member States
(Chart 52). The combined effect of
decreasing expenditure on education
and increased number of students
entering education — notably appar-
ent in Spain, Portugal, Ireland, Estonia
— is also liable to adversely affect the

72

quality of education they are likely to
receive (8?).

Over the course of the crisis, the bal-
ance of unemployment measures shifted
from active towards passive. This might
possibly be justified on the grounds that
total spending on active measures such
as training may not necessarily need to
increase proportionally as the number of
newly unemployed people increase. On
the other hand, it could equally be the
case that governments felt that, as they
needed to cut spending in order to meet
budgetary targets, this was the easier or
more politically acceptable option.

Table 2 summarises the change in the
selected dimensions of social invest-
ment (%2) (education, active unemploy-
ment measures, childcare) in its final
row. It demonstrates that a number of
Member States are progressing towards
a social investment model, while others
are clearly departing from it. In the first
group there are a few countries start-
ing from already relatively high levels
of social investment (SE) and a few from
relatively low levels (in particular Malta),

(1)  This conclusion needs to be refined as we
are talking about a share of young people,
not an absolute number.

(82)  The inclusion of investments in education
in the assessment of the level of social
investment (low, medium, high) often change
the ranking of Member States with respect to
the case in which this expenditure is excluded.
In EL, IE, IT, LU, RO and, especially, in AT, DE,
ES and NL the inclusion of education worsen
the ranking in terms of social investment.
In CY, EE, HU, LV, UK and, in particular, PT the
inclusion of education improves their ranking
in terms of social investment.

but most were coming from medium lev-
els of social investment.

The second group consists of Mem-
ber States that already had relatively
low levels of social investment (especially
Czech Republic, Romania and Cyprus), but
also by Member States which had pre-
viously medium to high levels of social
investment. As shown in Chart 51, increas-
ing social investment in Member States
starting from low levels yields the highest
returns in terms of resilience.

44. The development
of social protection as
an automatic stabiliser

Member States with well-
functioning welfare systems
were more resilient during
the recession

Social protection expenditure had been
increasing by 2% a year on average
in the period 2001-2005 but, follow-
ing the impact of the crisis it increased
considerably in 2009 (by 6%), driven
particularly by increased unemployment
benefits expenditure, but also by sickness
and disability and old age and survivor
expenditure. This cyclical growth in social
protection spending continued until 2011,
but then declined in the face of the per-
sistent weakness in the economy.

The decline in social protection by 2012
can thus be seen as the result of both
cyclical and structural factors, with part
of the decline being explained by the
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Table 3: Family benefits, indexation mechanism changes 2007-13

2013

No indexation

Automatic indexation

Automatic indexation

Discretionary indexation

indexation

(lag) (more timely)

No indexation AT, EE, LV, LU, PL, ES
~ Automatic indexation IE BE, CY* CZ, DK, FI, HU, IT, ol
8 |(lag) LT*, NL
- Automatic indexation R

(more timely)

Discretionary

EL BG, DE, MT, PT, SK, SE, UK

Source: MISSOC.

Notes: * adjusted in CPI increase more than 1.1.

long-term unemployed losing their enti-
tlement to benefits, but also by the phas-
ing-out of stimulus measures initially
put in place to counter the crisis, and
by expenditure consolidation measures.

The impact of budget consolidation on
social protection spending can be seen by
comparing what happened in this reces-
sion with what had gone before. In previ-
ous recessions, social expenditure was
still counter-cyclical after 3 years, while
in 2012 it continued adjusting downward
as the output gap deteriorated (European
Commission, 2013a). Such a pro-cyclical
adjustment of social protection clearly
limits its stabilisation contribution, rais-
ing concerns about its contribution in
case of future recessions.

A more detailed prior analysis (European
Commission, 2013a) shows that, while
the increase in unemployment expendi-
ture in 2009 was driven by the increase in
the number of unemployed, the increase
in family and, to a lesser extent, pension
expenditure was driven by an increase
in average expenditure per (potential)
beneficiary. This reflects the workings
of the indexation mechanism of benefits
which tend to be based on the previous
year’s rate of inflation, such that the rise
in family and pension benefits in 2009
can probably be explained by the high
inflation in 2008, even though the rate
of inflation in 2009 was low.

Table 3 shows that most Member States
did not adjust their indexation mechanism
for family benefits. Only Slovenia went
in this direction by replacing the annual
indexation with a semester indexa-
tion, while Ireland and Greece lost their
indexation mechanism altogether. In most
Member States with no indexation or a
discretionary mechanism, family expendi-
ture was more stable in 2009 compared

to other countries (European Commis-
sion, 2013a). However, the outcome for
countries with a discretionary indexation
mechanism depended on the discretion-
ary measure adopted. In Bulgaria, for
instance, family expenditure increased.

However, systems
were not designed
for a prolonged crisis...

The crisis showed that Member States
with a better coverage and more ade-
quate unemployment benefits achieved
better automatic stabilisation. However,
while these systems proved adequate
in the first phase of the crisis in sus-
taining household income, they were not
designed for a prolonged crisis. In some
Member States unemployment benefits
had a low coverage, while in most they
lacked automatic triggers to adapt to a
prolonged crisis although discretionary
decision can also be made in order to
make unemployment benefits more anti-
cyclical (European Commission, 2013a).
In particular, the duration and the strict-
ness of the eligibility criteria of unem-
ployment benefits can be extended and
relaxed, respectively, in order to accom-
modate the more difficult labour market
conditions of recessions. Section 5.4.1
illustrates the discretionary measures
taken by Member States over the crisis.

... but they did not improve
automatic triggers in case
of future recessions

In general, more relaxed eligibility
conditions, higher replacement rate, a
longer duration of unemployment ben-
efits, and last resort support such as
social assistance, seem to have worked
better to improve the coverage of long-
term unemployed (see Section 5.4.1)
and stabilise incomes in times of crisis.

However, this was only a first step and,
fiscal constraints apart, it seems clear
that unemployment benefits need to
be better designed and better synchro-
nised with the economic cycle in order
to make them more counter-cyclical,
while improving the use of last resort
schemes, and avoid possible unemploy-
ment traps when the economy recovers.

While changes can be made through
either discretionary decisions or auto-
matic triggers (European Commission,
2012a), Member States relied more
on discretionary measures in the
first time of the recession with, for
instance, France and Portugal extend-
ing out of work benefits at the onset
of the recession. However, some of the
countries most affected by the crisis,
especially the Southern Member States
with already weak safety nets, did not
significantly strengthen income sup-
port through discretionary measures
(OECD, 2014c).

Automatic triggers for unemployment
benefits — in particular for partial
unemployment benefits — were already
in place in some Member States (in
Luxembourg, Italy, Portugal (%%)). In oth-
ers (e.g. Denmark) active unemployment
measures were adjusted to labour mar-
ket conditions (OECD, 2014c). However,
recent changes have not, in general,
introduced automatic triggers which
would help enhancing the counter-
cyclicality of unemployment benefits
and improve their stabilisation function,
while containing expenditure in times of
expansion and avoiding possible traps.
It is also clear that, while discretionary
measures can be effective, their timing is
not always optimal, underlining the case
for a greater use of automatic triggers.

(®%)  Based on MISSOC.
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45. The development
in the financing

of social protection:
risks and opportunities

The share of social security
contributions in the financing
of social protection has
decreased for both cyclical
and structural reasons

Tax-benefit systems work as automatic sta-
bilisers, which meant that they had a positive
effect in terms of maintaining gross house-
hold disposable income in all Member States
in the first phase of the crisis. However, this
also represented a further challenge to gov-
emment financing as tax revenues declined
in line with falling GDP, while expenditure
levels did not, although the overall impact
of these different adjustments on govern-
ment budgets varied greatly between Mem-
ber States (Mourre et al, 2013).

Social transfers played an important role
throughout Europe (Dolls, 2012) and, dur-
ing the first phase of the crisis, the contribu-
tion of social transfers to Gross Household
Disposable Income was three times greater
than taxes, while taxes did not play an effec-
tive stabilising role in all Member States
(European Commission, 2013a(®4)). Social
security contributions are estimated to be
less sensitive to the cycle than indirect taxes,
while personal and corporate income taxes
are the most sensitive (Mourre et al,, 2013).

The crisis accelerated the declining impor-
tance of social security contributions in the
financing of social protection, although the

Chart 53: Trends in financing of social protection
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trend changed in 2011 in the EA-18 Mem-
ber States (Chart 53). Those Member States
with the option of earmarking taxes have
used it to balance the effects of the reduced
financing of social protection from social
security contributions, but currently only six
Member States have this facility (%°). The
sharp decline in the financing of social pro-
tection from social security contributions in
2009 was mostly due to cyclical factors but
structural factors also contributed.

Indeed, changes in social protection financ-
ing did not affect all benefits equally, nor
all tax sources with the decreasing impor-
tance of social security contributions in
total receipts being mostly caused by a
declining share of social security contribu-
tions being funded by levies on employers
(Social Protection Committee, 2014). The
shift in financing between 2007 and 2011
was concentrated on pensions and, to a
lesser extent, health, while no clear trends
are observed in the financing of family and

unemployment benefits (Social Protection
Committee, 2014).

In the context of increased pressure on the
level of deficits, Member States were recom-
mended to shift taxation away from labour,
and in particular social security contribution,
towards less growth-hampering tax bases
such as consumption and property (Euro-
pean Commission, 2013g; European Com-
mission, 2013h).In 2014, Belgium, Germany,
France, Italy, Latvia, Austria, Czech Republic,
Spain and, implicitly, France and Germany
received a Country Specific Recommenda-
tion on shifting the tax burden away from
labour, while Hungary and Romania have
been recommended to lower the tax burden
on labour and NL to reduce tax disincen-
tives on labour. Since the beginning of the
crisis, Bulgaria, Czech Republic, Denmark,
Germany, France, Latvia, the Netherlands,
Slovenia, Finland, Sweden and the United
Kingdom have reduced the tax wedge on
low wage eamers (%).

Chart 54: Trend in the financing of social protection in Spain and Germany
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(8)  In Germany the shift from social security
contributions to VAT was only politically

earmarked.

The source of this data is the ECFIN Tax

and benefits indicators database based on the
change between 2008 and 2013/2012 in the tax
wedge for a single person without children, with
eamings at 67 % of a full-time production worker.

o
=
I
N
3

Y
ha)
g
S



ec.europa.eu/employment_social/empl_portal/publications/Esde2014/Chap1%20xls/Chap1_Chart-53.xlsx
http://ec.europa.eu/employment_social/empl_portal/publications/Esde2014/Chap1%20gif/Chart/Chap1_Chart-53.gif
ec.europa.eu/employment_social/empl_portal/publications/Esde2014/Chap1%20xls/Chap1_Chart-54a+b.xlsx
http://ec.europa.eu/employment_social/empl_portal/publications/Esde2014/Chap1%20gif/Chart/Chap1_Chart-54.gif

CHAPTER 1: THE LEGACY OF THE CRISIS: RESILIENCE AND CHALLENGES

A key choice is often between cutting
employee or employer social security
contributions depending on whether the
aim is to stimulate labour demand or
labour supply. In some countries, cuts in
employee social security contributions
have been targeted to specific groups
such as the unemployed or younger
people, while employment incentives,
often provided through a discount in
social security contributions paid by
the employer, were increasingly used in
Belgium, Czech Republic, Spain, Malta and,
in particular, in Slovakia and Luxembourg.

While cyclical factors seems to better
explain the acceleration in the declining
weight of social security contributions
since the crisis, differences between
Member States in the evolution of the
financing of social protection suggest
that structural changes may play a role.
For example, tax reforms may explain why
the increasing weight of general taxation
in the financing of social protection con-
tinued in 2011 in Spain, alongside the sta-
bilization of the economy, while it reverted
in Germany (Chart 54).

Is a shift away from insurance-
based systems an opportunity
for better inclusion?

The shift away from social security contri-
butions as a source of government fund-
ing has implications for the financing of
social protection, and simply changing the
structure of the financing of social protec-
tion without modifying the rules deter-
mining benefit entitlements may not be
sustainable in the long-run.

On the one hand, a shift away from
social security contributions as a financ-
ing source could pave the way for more
universal and egalitarian social benefit
systems(%’) given that insurance-based
contributory systems, as notably devel-
oped for pensions in recent decades, are
likely to have magnified labour market
inequalities and reduced the poten-
tial of social expenditure for promoting
inclusion (%8).

(87)  Nonetheless, the redistributive impact of
such shift depends also on the type of taxes
increased to compensate for the reduction in
social security contributions.

(®8)  Hills (2003) lists fives reasons for the stuck
up of contributory benefits: the reality
of the labour market, the complexity of
the system, the insufficient accumulation
of contributions for adequate benefits,
weak link between work records and
actual contributions, weak link between
contributions and benefits.

On the other hand, a shift away from social
security contributions to indirect taxes could
limit the scope for indirect taxes to act as
automatic stabilisers across the economic
cycle. Moreover, any weakening of the link
between contributions and benefits could be
problematic in countries with high levels of
tax evasion and undeclared work, although
better returns from State’s spending are
associated with lower levels of undeclared
work (European Commission, 2013a).

5. THE IMPACT OF THE
RECESSION ON LABOUR
MARKET INSTITUTIONS

5.1. A healthy labour
market: balancing
employment protection
legislation, activation
and support

Three policy dimensions are relevant in
terms of maintaining well-functioning
labour markets able to resist economic
shocks: employment protection legisla-
tion; activation measures; and support
measures. The social partners, through
bipartite dialogue or tripartite consulta-
tions with public authorities, often are
central actors in these policies. However,
their role differs widely between Mem-
ber States and domains, in accordance
with the particular national industrial rela-
tions systems and traditions.

Employment protection legislation
(EPL), which needs to be flexible enough
to encourage employers to hire people,
but also firm enough, with respect to
temporary and permanent contracts,
to avoid any abuse and prevent their
use resulting in a segmented, two-tier,
labour market.

Activation measures, such as training
and employment subsidies, which need
to ensure that people who become
unemployed can remain in the labour
market by improving their employability.

Support measures, such as unem-
ployment benefits and other welfare
support, which provide income replace-
ment and stabilise aggregate demand
while also ensuring that the people
affected are not pushed into poverty
and social exclusion.

Labour market institutions’ activities,
such as collective bargaining by social
partners, and minimum wages, can
contribute to the resilience of labour
markets to macroeconomic shocks.
With regard to competitiveness of
firms, wages (and non-wage labour
costs) represent a large part of pro-
duction costs and need to remain in
line with productivity changes. Wages
directly impact aggregate demand
(and thus also labour demand) as
a major component of disposable
household income. Indirectly, they
have an impact as a source of financ-
ing for social automatic stabilisers,
combating inequality and poverty.

Within this general framework, specific
combinations can be effective, for exam-
ple, short-time working arrangements
complemented by partial unemployment
benefits have been found to be success-
ful in preventing workers from becoming
unemployed by supporting them during a
period when their employers face finan-
cial difficulties (Section 5.4.2).

Before the crisis, most EU Member States
were undertaking policy reforms designed

Illustration 1: The institutional balance
for a healthy and dynamic labour market

Unemployment
benefits and other
welfare support

Source: DG EMPL.

Social partners

ALMP, activation
conditionalities,
Lifelong learning
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to make their labour markets more flex-
ible and, to some extent, more inclusive. In
this respect, activation and the flexicurity
model (5°) were seen as the guiding princi-
ples at both EU and national levels (Euro-
pean Commission, 2007), while reforms
of pensions and actions to encourage
older workers to remain active longer
were also part of the agenda.

As the crisis developed, however, active
labour market policy (ALMP) expendi-
ture(®°) did not always increase in
response to the rising unemployment
trend due to fiscal consolidation in
many countries in 2010 and 2011
(Section 5.3.1).

An effective welfare support system can
also play an important role in enabling
people who lose their jobs to seek and
obtain new employment. Data from 2012
shows that the Member States with the
highest transition rates out of unem-
ployment and lowest transitions rates
into unemployment (namely the Neth-
erlands, Sweden, Austria and Denmark;
Chart 55) had all invested heavily in sup-
port and activation measures (see Sec-
tion 5.4). Likewise, countries such as the
Netherlands, Sweden and Czech Republic
all had adequate unemployment benefits
with a strong activation component (Euro-
pean Commission, 2012a).

We examine what happened to labour
market institutions during the crisis and
whether their configuration prior to and
during the crisis appeared to have a (posi-
tive) impact on labour market outcomes.

(®)  Flexicurity is an integrated strategy for
enhancing, at the same time, flexibility and
security in the labour market. It attempts
to reconcile employers’ needs for a flexible
workforce with workers’ needs for security
- confidence that they will not face long
periods of unemployment. Its components
include: (1) Flexible and reliable contractual
arrangements; comprehensive lifelong learning
(LLL) strategies; effective active labour
market policies (ALMP); modern social security
systems that provide adequate income support,
encourage employment and facilitate labour
market mobility including broad coverage of
social protection provisions (unemployment
benefits, pensions and healthcare) that help
people combine work with private and family
responsibilities such as childcare.

(*°)  Source: The LMP database includes
expenditures on demand side measures
and a richer level of details of policies.
Investment into support measures for
the unemployed is likely to produce good
resilience to increases in unemployment
levels, ensuring that the short-term
unemployed and vulnerable groups do not
stay unemployed for too long and mostly
active and mostly passive unemployment
measures are key in ensuring this.
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Chart 55: Transition rates: from unemployment
to employment and vice versa, 2012
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5.2. Employment
protection legislation:
reductions with results
still pending

5.2.1. Employment protection
legislation (EPL) has been
loosened further in some
Member States and the gap
between EPL for permanent
and temporary contracts has
been narrowing

Employment protection legislation (EPL)
can be seen as a set of rules governing
the hiring and firing () of employees with
the aim of providing workers with certain
levels of protection and security in terms
of their jobs by specifying the require-
ments that employers need to respect if
they need to make workers redundant.

Chart 56 groups 18 Member States (°2)
according to the rigour of their employ-
ment protection legislation (EPL) in terms
of permanent contracts (individual and
collective dismissals) prior to, and dur-
ing, the recession. It shows that in most
Member States there has been a down-
ward trend in the strictness of EPL since
2000 but with considerable variations
between countries(%®). Several Mem-
ber States saw their previous trends
of EPL halt during the crisis, whether it

(°1)  The hiring rules are the conditions for the
use of standard and non-standard labour
contracts. The firing rules are the rules
on individual and collective dismissals of
workers on standard permanent contracts.

(%) Those Member States for which data is
available for the 2000-13 period.

(**)  OECD EPL indicators Version 1 used here
in order to be able to have access to values
prior to 2008. EPL V3 is used elsewhere
in the chapter.

had previously increased (Belgium and
Germany) or decreased (Austria, Finland,
Poland and Sweden). Only Ireland saw
the upward trend between 2000 and
2008 continue after 2008.

While EPL has been an important
component of recent labour market
reforms (°4), it is difficult to measure
the impact of any such policy changes
given the very low level of labour
demand in many countries, although
there is some evidence indicating that
selected EPL reforms have been fol-
lowed by lower shares of temporary
contracts and increased job-finding
rates after a certain period (°°). More
generally, the OECD (2013b) notes
that ‘the evidence also suggests that
reforms involving the relaxation of
overly strict regulatory provisions on
individual and collective dismissals
are likely to increase the number of
dismissed workers’ (°¢) while the ILO
(ILO, 2014b) (°7) argues that there are
signs that more flexible labour mar-
kets (i.e. lower levels of EPL strictness)
do not necessarily lead to reductions
of unemployment.

In terms of the strictness of EPL, the
gap between permanent contracts
compared with temporary or fixed-
term contracts continued to narrow
during the recession (2008-11) in five
Member States and widened in another

) EMCO Labour market report 2014.
%) LABREF report (2012).

) OECD Employment Outlook 2013b, p. 107

) Aleksynska, M., Deregulating labour markets:
how robust is the analysis of recent IMF
working papers, International Labour Office,

Conditions of Work and Employment Branch,
ILO, Geneva, 2014.
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six Member States (Chart 57). The
main changes in countries like Spain,

Chart 56: Employment protection legislation (EPL) indexes
for permanent contracts, 18 Member States, 2000, 2008 and 2013

which saw a narrowing of the gap,

was a reduction in EPL for both tem- —&— Continued pre-existing upward trend: |E
d ith —&— Stopped downward trend during crisis: AT, FI, PL and SE
porary and permanent contracts, wit —4&— Stopped previously upward trend during crisis: BE and DE
the reduction in the EPL rules applied Reversed previously negative direction during crisis: DK
: Reversed previously positive direction during crisis: FR
to permanent contracts being greater -

P 99 --¢-- Continued pre-existing downward trend: CZ, PT and SK
than that of temporary contracts. Por- --m-- No change before the crisis: ES, EL, HU, IT, NL, UK
tugal and Greece chose to reduce their 18 EU Member States average

- +@®-- Other 12 EU Member States average

gap by reducing the strictness of EPL
afforded to permanent contracts but
also by increasing that afforded to tem-
porary contracts.

34
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24

5.2.2. Developments in EPL
do not seem to have had

an impact on transitions out
of unemployment or reductions
in labour market segmentation
in the short- to medium-term

22
20
18
16
14

Employment Protection Legislation Index

2000 2008 2013

Neither reductions in EPL (Table 4) for per-
manent contracts during the recession (as in
Estonia, Spain, Greece and Portugal) nor for
temporary contracts (as in Spain) appear to

be clearly correlated with improvements in

Source: OECD EPL database.

Note: Arithmetic average of EPL indexes across Member States. BG, CY, EE, HR, LT, LU, LV, MT, RO and
Sl not included. Employment protection legislation (EPL) Index refers to permanent contracts (individual
and collective dismissals).

Y
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Table 4: Changes in EPL index for permanent contracts
(individual and collective dismissals) and temporary contracts, 2008-11
DECREASE | STABLE (+/- 0.1) | INCREASE

Permanent contracts (individual and collective dismissals)
High EPL index () EL, PT IT, DE, FR, NL, SI BE
Medium EPL index ES SE, SK, SI, LU, CZ
Low EPL index EE UK, IE, FI, DK, HU, PL, AT

Temporary contracts
High EPL index ES EL, FR, SI,IT, LU
Medium EPL index AT, BE, EE, FI, PL, HU CZ, PT, SK Y
Low EPL index UK, IE, NL, DE, SE, DK %T

5

Notes: Groups of Member States are defined for each EPL category.

(Y)  For permanent contracts high EPL index = >2.8, medium = 2.5-2.8, low = <2.5. For temporary contracts high EPL index = >2.49, medium = 1.8-2.5, low = <1.8

Chart 57: Gap between EPL indexes for permanent and temporary contracts (2004-13)
and the EPL index just for permanent contracts (2008 and 2013)
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Note: BG, CY, HR, LT, LU, LV, MT, RO and SI not included. EPL index for individual dismissals used for gap between permanent and temporary contracts (v3),
but just the EPL index for permanent contracts (black and blue diamonds marker) includes individual and collective dismissals (also v3).
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Chart 58: Transition rate from unemployment to permanent or temporary employment
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Source: Eurostat, EU-SILC.

Note: The ranking according to EPL level was done using 2008 values, except for LV for which 2012 value was the earliest one available. 2011 value used
instead of 2012 for PL, PT, HR, SK, SE, RO, HU and CY. No data available for IE. Reductions of EPL in 2008-11 period indicated by the white bars.

Box4: Mind the Gap: Employment Protection Legislation (EPL)
Index for Permanent and Temporary contracts

The EPL index measures the strictness of the employment protection afforded to permanent or temporary contracts. However, the
strictness that is measured by this index does not measure protection in the same way for the two forms of contract. For example,
the EPL index for temporary contracts does not measure the ease of dismissing a worker, whereas the EPL index for permanent con-
tracts focuses primarily on this aspect. On the other hand, the EPL index for temporary contracts focuses on matters such as: when
fixed-term contracts are allowed to be used; how many are allowed to run consecutively; and rules concerning agency work — none
of which are measured in the index for permanent contracts.

Given the methodological differences in their calculation, care needs to be taken when seeking to interpret or compare the
two indices in terms of the protection they afford.

It is somewhat more justifiable to compare the two indexes as a measure of the strictness of the employment protection legislation
relating to temporary and permanent contracts. In this case the gap between the two EPL indexes can be seen in terms of the differ-
ence in strictness or complexity that an employer must deal with when faced with these two types of contracts. Hence, examining the
gap can serve a purpose in terms of seeing whether the reform of employment protection legislation across countries prevents labour
segmentation, assuming that smaller gaps between the two indexes shows a reduced distinction between the two types of contracts.

the transition from unemployment to per-
manent or temporary contracts (Chart 58),
again underlining the uncertain impact of
EPL reforms during a period of weak labour
demand and in the short- to medium-
term (%8). Others who increased their EPL for
permanent contracts (e.g. Belgium) saw an
increase in transitions out of unemployment
(%)

Some mild signs of improvement exist when
looking at the transitions to permanent
employment in 2010-12 for Estonia and in
2010-11 for Portugal.

and into permanent contracts. Nevertheless,
there are signs that EPL levels prior to the
recession had an impact on the level of the
transition rates out of unemployment into
permanent employment (r=-0.53, r’= 0.28),
with the average transition rates by country
(when grouped by EPL levels as illustrated
by the green lines in the graph) seem to be
better for those with lower EPL.

Despite the narrowing of the EPL gap and
the 2012 labour market reforms, there

have been limited signs of an improvement
in transition rate out of unemployment in
Spain (Chart 5 in Section 2.1). Neverthe-
less, some post-reform improvements
were seen in 2012 in terms of exit out of
unemployment when a distinction is made
according to length of unemployment (less
than 6 months, 7-12 months, and more
than 12 months), and between exits to
temporary and permanent contracts (*°).

()  OECD (2013b).



ec.europa.eu/employment_social/empl_portal/publications/Esde2014/Chap1%20xls/Chap1_Chart-58.xlsx
http://ec.europa.eu/employment_social/empl_portal/publications/Esde2014/Chap1%20gif/Chart/Chap1_Chart-58.gif

CHAPTER 1: THE LEGACY OF THE CRISIS: RESILIENCE AND CHALLENGES

Chart 59: Transition rate from temporary to permanent contracts for selected Member States, 2008-12

Low level of temporary
contracts [0-5%)]

Medium level [5-10%]

High level [>10%]

+ 2008

% of temporary year before

Source: Eurostat, EU-SILC. Member States grouped by level of temporary contracts in total employment: low = 0-5%, medium = 5-109%, high = >10%. For CY,
PL, PT, LU, HU, SK, SE, LT, RO and MT 2011 values used instead of 2012. No data for UK in 2008. No data for IE and HR. No data for DK prior to 2012 and none
reported for LT and LV due to break in series in 2012. Countries which reduced their EPL gap between 2008 and 2011 indicated by the white bars.

FROES N PL O PT F S DE SE

Large costs and rights differences between
the use of permanent and non-standard
work (1) contracts may encourage compa-
nies to opt for the latter. From an employ-
ee’s point of view, however, these jobs may
be much less effective as stepping-stones
to permanent employment and they may
increase the risk of being excluded from
lifelong learing opportunities as well as
social protection (including pension rights)
and financial compensation in cases of
termination without fault.

Despite the trend towards an overall
reduction in EPL and a narrowing of
the legislative gap between temporary
and permanent contracts, the transition
from one to the other has been stead-
ily decreasing since the onset of the
recession in 2008 (Chart 59), signalling
a reduction of the ‘stepping stone’ poten-
tial of temporary contracts and potential
increase in labour market segmentation.

Even in countries where the EPL gap
reduced substantially during the reces-
sion (Czech Republic, Spain and Portugal,
2008-11) transition rates from tem-
porary to permanent contracts did not
increase. In contrast, countries with the
greatest gaps (such as Sweden and Ger-
many) saw some of the highest transi-
tion rates from temporary to permanent
contracts, suggesting that EPL alone can-
not be used to either explain or address
labour market segmentation concerns,
although the 2012 reform of the Spanish
labour market seems to have produced
some signs of improvement in transi-
tion rates from temporary to permanent
contracts compared to the previous year.

(299)  Such as fixed-term contracts, temporary
agency work, part-time work and

independent contract work.

Chart 60: ALMP expenditure per person wanting to work (2010)
and exit rates out of short-term unemployment (2010-11)
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Source: EU-LFS, EU-LMP database and DG EMPL calculations. For NL and PT transitions from STU to
employment 2011-12 figures used due to availability of data.

5.3. The development
of activation during

the recession: investment
in human capital and
activation yielded positive
labour market outcomes

5.3.1. ALMP design and
funding have been subject
to many changes across the EU

Active labour market policies (ALMPs) that
provide training and job search assistance
to those out of work as well as incentives
to firms to hire them, are seen to contribute
positively to a well-functioning labour mar-
ket, most notably by speeding their return
to employment (1©1). This is reflected in the

(1) Section 4.2 above already touches on spending
on active and passive unemployment measures
in its analysis of social investment during

the crisis. However, its assessment of mostly
active measures does not include several
measures such as supported employment and
rehabilitation measures, direct job creation and
start-up incentives, which are included in the
ALMP calculations here.

findings of a study by Kluve (2010) which
examined the conclusions of 137 pro-
gramme evaluations from 96 academic
studies from 19 countries, and which
found that most ALMP measures (with
the exception of direct public employment
programs and programs targeting young
people) had a modest to high likelihood of
producing a significant positive impact on
employment rates (1%?). This is echoed by
Chart 60. Empirical findings also note that
active labour market policies are also asso-
ciated with a higher matching efficiency
(European Commission, 2014c).

Across the EU as a whole, most of this
expenditure goes on supply side policies,
with some 599% being devoted to PES and
training, with the proportion spent on training
being on the increase. In terms of type of
active labour market policies, a great deal of
divergence exists between Member States.

(12) - Kluve, J., ‘The effectiveness of European active
labor market programs’, Labour Economics

01/2010, Vol. 17, No 6, pp. 904-18.
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For example, in 2010 Germany spent almost
419% of its ALMP expenditure on PES, com-
pared with the United Kingdom that spent as
much as 81%, while Sweden devoted only
around 23%. In the same year Ireland and
Latvia channelled the greatest share of its
ALMP expenditure into training (45% in both
countries), while Estonia had a more even
split between PES (38%), training (26%) and
employment subsidies (269%).

The contribution of different types of
expenditure to the growth of ALMP expendi-
ture in real terms (Chart 62) suggests that
Member States with high levels of spend-
ing on ALMP prior to the recession (e.g.
Germany, Belgium, Ireland, Austria, Finland,
France, the Netherlands and Denmark)
weathered it better than others.

It also suggests that the evolution of ALMP
expenditure during the recession did not
move in line with trends in unemployment.
Compared to the pre-crisis period, Mem-
ber States with medium expenditure lev-
els lowered their overall ALMP expenditure
in 2011, namely Bulgaria (-12.19%), Poland
(-6.3%), Lithuania (-5.7 %), Italy (-5.6%)
and Hungary (-1.29%). Since none of these
Member States saw their unemployment
levels drop in 2011 compared to 2007,
this decrease cannot be attributed to a
decrease in the number of unemployed.

While real ALMP expenditure increases
were not significantly related to increases in
unemployment levels (1%), it is possible that

Chart 61: Total ALMP expenditure in real terms,
year on year growth by category, for EA15 (2005-11)
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Source: Eurostat, LMP.
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Note: EA-15 = EA-18 without FR, PT and ES due to substantial breaks in series. Two values for DK

and EE erased as they appeared to be wrong and were disturbing the calculation. EL and UK 2010
values used also for 2011. Due to breaks in series no values used for PL, ES, HU, SK prior to 2008 so
2008-2011 average used instead of 2007-2011. Due to certain categories having missing values only
totals reported for CY, DK, EE, EL, HU, IE, IT, LT, LV, NL, RO, SE, SI, UK. Due to missing values for 2005

CY and MT not reported in 2005-2007 average and due to break in series PT not included in 2007-11
average. Due to break in series FR average 2007-2010 used instead of 2007-2011.
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this could be partly due to Member States
being able to accommodate additional par-
ticipants at low marginal costs.

Member States with low levels of ALMP
spending prior to the recession, but who
increased or maintained their ALMP
spending per person wanting to work (e.q.
United Kingdom, Estonia, Latvia, Slovakia
and Czech Republic), showed resilience in
terms of containing levels of unemployment
(Chart 63). The same holds true in terms
of levels of spending per person wanting
to work, with those with the highest levels
(e.g. the Netherlands and Sweden) having

some of the best labour market perfor-
mances in terms of exits out of short-term
unemployment, and transitions from per-
manent to temporary contracts.

While in 2011 this may have been due to
their greater ability to finance support for
their unemployed, it also reinforces previ-
ous findings indicating that countries who
invested strongly in ALMP prior to the cri-
sis (e.g. Sweden, the Netherlands, Finland)
were better prepared to prevent many
of the short-term unemployed becom-
ing long-term unemployed (European
Commission, 2012a)(1%4).

Chart 62: Annual real growth of total ALMP expenditure by type (2007-11), per Member State grouped
according to level of spending (% of GDP in 2007) and average annual change in total ALMP expenditure
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(19)  The correlation between the change in the
unemployment rate and the change in real

ALMP expenditure is weak (R2=0.08) even after
removing the Member States that increased ALMP
spending despite a decrease in unemployment

(e.g. Germany, Austria and Belgium) (R2=0.16).

(*%4)  European Commission, (2012a) concludes
that countries with successful labour
market institutions such as UBs, SSS,
ALMPs, EPL and in-work benefits (e.g. NL,
SE, FI) managed to limit increase in LTU
despite increases in STU, resulting in highest
transition rates out of unemployment

for both LTU and STU (p. 65).

&
=
[
2
Q

&
=
I
N
3



ec.europa.eu/employment_social/empl_portal/publications/Esde2014/Chap1%20xls/Chap1_Chart-61.xlsx
http://ec.europa.eu/employment_social/empl_portal/publications/Esde2014/Chap1%20gif/Chart/Chap1_Chart-61.gif
ec.europa.eu/employment_social/empl_portal/publications/Esde2014/Chap1%20xls/Chap1_Chart-62.xlsx
http://ec.europa.eu/employment_social/empl_portal/publications/Esde2014/Chap1%20gif/Chart/Chap1_Chart-62.gif

CHAPTER 1: THE LEGACY OF THE CRISIS: RESILIENCE AND CHALLENGES

Chart 63: Average expenditure on active labour market 5.3.2. Lifelong learning
policies (ALMP) including PES client services, per person in the EU fell slightly during
wanting to work (in PPS) and growth of real ALMP the recession but has recently
expenditure per person wanting to work (2007-11) recovered with potentially

. positive implications for exit
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The 2010 value is used for UK in 2011. Insufficient data for BE, IE and LU.

into unemployment (Chart 55).

Chart 64: Participation rate in education and training (lifelong learning) (last four weeks) of employed
(2008, 2011 and 2013), unemployed (2011) and inactive persons (2011) aged 25-64 in selected countries
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Source: Lifelong learning data from Eurostat (trng_Lfs_02); Member States indicated by * are among the top 25 most competitive countries in the world in 2013,
according to the competitiveness ranking from Global Competitiveness Index 2013-14 from the World Economic Forum. Due to breaks in series no data reported
for 2008 for CZ, LV, LU, NL and PT, and no data reported for 2008 and 2011 for FR.

Chart 65: Change in real ALMP expenditure on training (%) 2007-11 This range of evidence supports the view
that there is a positive relationship between

investing in lifelong learning and tackling
200 —{ m Change in real expenditure on training as part of ALMP 2007-11 unemployment. In this respect the countries
that, between 2008 and 2013, had the
largest increases in the proportion of their
unemployed who undertook lifelong leamn-
ing were Estonia and Sweden, which saw
their unemployment rates fall in 2010-13
with some of the best transitions out of
short-term unemployment (see Chart 5).
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Chart 66: Opinions of managers regarding skills
and competitiveness of Member States, 2013

Managers about skills, 2013 Education system meets the needs

of a competitive economy — Top EU
Worker motivation 8 -- EU-26
in companies is high Employee training is a — Last EU

high priority in companies

Labour relations are
generally productive

Skilled labour is
readily available

Apprenticeship is
sufficiently implemented

Attracting and retaining talents
is a priority in companies
Brain drain (highly skilled) does
Competent senior managers not hinder competitiveness

are readily available Foreign highly skilled

people attracted

Source: Data is from the IMD WCY executive survey and IMD World Competitiveness Yearbook 2013.
Top EU countries include EU countries that were ranked among top 20 competitive countries (out of 60)
in 2013 and the last EU countries include those ranking in places from 40-60.

Note: Top EU countries: SE, DE, DK, LU, NL, IE, UK, FI. Last EU countries: LV, IT, ES, PT, SK, HU, SI, EL, RO,
BG, HR. EU-26: no data for MT and CY.

Chart 67: Participation rate in education and training
(last four weeks, aged 25-64) by education level, 2008-13

45
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= 2013 high | |
m 2013 low
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i
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% of people participating in LLL

Source: Lifelong learning data from Eurostat (trng_Lfs_03); Member States indicated by * are

among the top 25 most competitive countries in the world in 2013, according to the ‘IMD World
Competitiveness Yearbook 2013’, International Institute for Management Development.

Note: ISCED9I7 classification used: low education level corresponds to pre-primary, primary and lower
secondary education (levels 0-2); and high education level corresponds to first and second stage of tertiary
education (levels 5 and 6). Due to breaks in series, instead of 2008 values, the 2009 value is used for LU
and 2010 value for NL. Due to substantial breaks in series, there is no value for 2008 for CZ and PT,

or for 2008 high for LV. No ‘low’ is shown for BG, RO, HR, SK, LT, CY and (2008 only) EE, due to low reliability.

Chart 68: Exit rate out of short-term unemployment
to employment (2012-13) and participation rate
of unemployed in education/training (in 2012)
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Source: Eurostat, EU-LFS, ad-hoc transition calculations based on longitudinal data. No data for
transitions out of STU for BE and LU available.
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Even when taking account of differences
in education levels (%), Member States
with the highest levels of participation in
lifelong leamning of those in employment
in 2013 (e.g. Denmark, Sweden, Finland,
France, the Netherlands, United Kingdom
and Austria) were also listed among the
most competitive countries, according to
the IMD World Competitiveness Yearbook
(Chart 64). This is supported by data con-
cerning the opinions of employers that
indicates that Member States whose
employers value human capital highly and
approach its development in a holistic way
achieve higher levels of competitiveness
than those who do not (Chart 66).

Both low and highly educated people
increased their participation in lifelong
leaming initiatives during the recession
across the EU as a whole (Chart 67), but
to a lesser extent in countries where initial
participation was lowest. In general those
with a high level of education were over
four times more likely to take part in life-
long learing than those with a low level of
education in 2013 (1%). During the recession
this gap narrowed, but only slightly, and not
in countries where participation was lowest.

These findings imply that investments
in lifelong learning can play a crucial
role in both supporting a recovery and
ensuring long-run competitiveness.
Chart 68 highlights the strong corre-
lation between investment in lifelong
learning and training and prevention of
long-term unemployment.

5.3.3. Employment
incentives were used in many
Member States during the
crisis and proved to be an
effective way of getting target
groups back into employment

The recession initially saw an increase
in the use of employment incentives as
a way of boosting demand for labour.
However, it reached its peak in 2009 and
experienced a sharp decline in 2011 as
Member States either began to see the
beginnings of an economic recovery and
no longer saw a need for them, or found
they could no long afford them given the
pressures to consolidate their public debt

(19%) See Chart 67 — Participation rate in

education and training (last four weeks)
by education level, 2008-13.

(%) The exact difference between the lifelong
learning participation of those with lower
education levels compared to those with
higher education levels is 18.6% vs. 4.4 %
in EU-28 in 2013.
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levels (Section 5.3.1). Nonetheless, their
use relative to other ALMP remained at
much the same level as they had been
before the recession.

In general, employment incentives in the
form of recruitment subsidies are seen
to be expensive with their effectiveness
depending significantly on their design.
In a recent review of studies of a range
of ALMPs by the European Employ-
ment Observatory (EEQ) in 2014, wage
subsidies appeared to be one of the
most successful techniques in terms of
improving the chances of recipients pro-
gressing into jobs (1°7). However, Martin
and Grubb (2001) had earlier reported
that, when evaluations take into account
the reaction of firms to the employment
subsidies (e.g. deadweight loss, displace-
ment, substitution and creaming effects),
most programmes only yield small
employment gains. Nonetheless, these
programmes could have other important
functions, such as rotating jobs amongst
jobseekers, and ensuring that hard-to-
place jobseekers have occasional access
to jobs, thereby reducing social exclusion.

The EEO (2014) Review and ECORYS IZA
(2012) have both highlighted the criti-
cal importance of policy design in deter-
mining successful outcomes, while Kluve
(2010) found in his large-scale analysis
that wage subsidies to private firms
and start-up grants were very likely to
result in a significantly positive impact
on employment rates (1°8).

5.3.4. Job search: relying

on public employment services
or coping through personal
networks

Evidence on the job search techniques
used by job seekers tells us that they
typically combine several methods; that
the search intensity increases with the
skill level of the job seekers; and that
search intensity decreases with age and
the longer people are unemployed. More
generally it highlights large national dif-
ferences in the type of formal or informal

(197)  Stimulating job demand: the design of
effective recruitment incentives in Europe,
European Employment Observatory Review

(EEO Review), 2014

Kluve, J.,, ‘The effectiveness of European
active labor market programs’, Labour
Economics 01/2010, Vol. 17, No 6,

pp. 904-18.

(108)

Chart 69: Methods used for seeking work and performance
in exits from short-term unemployment, % of people
who declared having used a given method

Contact public employment office
100

Study advertisements

Publish or answer
advertisements

Ask friends, relatives, trade unions

Source: EU-LFS, 2013.

— 5 worst performers (HR, RO, BG, SK, IE)
- - 5 best performers (AT, NL, DK, DE, SI)

Note: The performance is captured by ranking Member States across transition from short-term
unemployment to employment out of 25 Member States for which the data is available. The 5 best
performers are: Austria, the Netherlands, Denmark, Germany and Slovenia. The five worst performers
are Croatia, Romania, Bulgaria, Slovakia and Ireland. Results for the transitions from long-term
unemployment to employment are not shown but go in the same direction.

Contact private
employment office

Apply to employers directly

methods used (1) In terms of intensity,
higher coverage of unemployment ben-
efits, minimum wages and low levels of
inequality are associated with greater
intensities of job search (Bachman and
Baumgarten, 2012).

Even though direct and informal channels
can be very important, half of those who
were unemployed in 2013 did contact their
public employment services as part of their
job-search activity, with this share being
somewhat higher among best perform-
ers in terms of making the transition from
unemployment to employment (Chart 69).

However, people do not only rely on pub-
lic employment services and often use
their own social networks to find a job.
Nearly three-quarters of the unemployed
ask friends or relatives when looking for
a job, with the share being highest in
countries such as Greece, Hungary, Ire-
land — which are countries with rela-
tively low exit rates out of short-term
unemployment. This evidence is also
supported and illustrated by the quali-
tative analysis (see Annex 3, Extract 7).

(3%%)  In most Mediterranean countries, with the
exception of Portugal, direct applications and
searches conducted via personal networks
are clearly more important than enquiries
through public employment offices. The
same is also true for Central and Eastern
European countries where, apart from
Slovakia, the use of direct methods is above
the EU average, which may reflect the
importance of family ties.

At least 18 Member States undertook
reforms to their public employment ser-
vices during the period 2011 to 2013
(EMCO 2014) with the main aims being
to improve targeting (better local deliv-
ery, more individualised support, better
matching), to extend the reach of the ser-
vice (e.g. to better reach the long-term
unemployed and marginalised youth),
and to improve performance through
better monitoring.

The evidence shows that in Mem-
ber States with very low levels of expendi-
ture dedicated to labour market services
(and ALMP in general), the proportion of
the unemployed who say that they rely on
friends and social networks is highest (see
Chart 70). Similarly, in countries that were
more impacted by the crisis, including
Spain, Italy, Greece and Ireland, searches
through informal channels outweigh the
use of public employment services.

Comparing the exit rates out of short-
term unemployment (Chart 69) and the
level of investment in and use of PES
(Chart 70), the pattern that emerges
is similar to that of ALMP in general,
namely that the best performing coun-
tries are those which invest the most
(e.g. Austria, the Netherlands, Denmark
and Germany) and that a high level of
contact with public employment services
is of limited use unless they have the
resources to meet their customer’s needs
(e.g. Croatia, Romania, Bulgaria, Slovakia
and Ireland).
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Chart 70: PES expenditure per unemployed and methods to find a job
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54. The develODment, Chart 71: Coverage rates of unemployment benefits (2010)
of unemplo_y ment be.nEﬂtS and exits out of short-term unemployment (2010-11 average)
and short-time working
arrangements
70

54.1. Reforms of o
unemployment benefit systems
have included both positive gf- 50
and negative changes E; 0

<R
Unemployment benefits serve a dual EE 30
purpose: they provide direct support for %g 2
those who suffer a loss of income dur- = §
ing a period of unemployment (which ~ 10 R2=0.19
also serves as an automatic financial o Coeff correlation = 0.44
stabiliser for the economy as a whole), 0 10 20 30 40 50 60 70 80 g
and they help maintain the individual's Coverage of unemployment benefits for STU 2010, % E
continuing employability thus support- S
ing their re-employment efforts. Nev- Source: EU LFS, DG EMPL calculations. 2012 value used for coverage of UK in 2010. 2011-12 value

ertheless, the type, effective coverage used for transitions of DE and PT. No data available for BG, IE, LU and NL.
and amount of income support received
by the unemployed vary across Mem-

ber States, and it does not generally Chart 72: Net replacement rate of unemployment
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which are contributory (insurance-based)
schemes in most EU Member States.
However, variations in eligibility criteria
and average time spent in employment,
combined with differences in take-up,
result in very different levels of receipt
of unemployment benefits for the short-
term unemployed across Member States,
ranging from less than 20% in Italy,
Poland, Slovakia, Bulgaria and Malta
to more than 509% in Belgium, Finland
and Germany (Chart 73). In general the
receipt of unemployment benefits has a Source: OECD, tax-benefit model.

positive relationship with the exit rates Note: After tax and including unemployment benefits, social assistance, family and housing benefits
out of short-term unemployment in the 60" month of benefit receipt. No data available for CY.
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Chart 72 illustrates the amount of ben-
efits received by a single person during
the early stages of unemployment, and
after they have been unemployed for
more than 12 months, which shows how
replacement rates vary with the dura-
tion of unemployment. Such variations
between countries are even greater for
very long spells of unemployment with
many Member States providing only lim-
ited support while others maintain high
levels of income replacement. Likewise,
entitlement rules vary greatly across
Member States, whatever the level of
benefits, and the share of the unem-
ployed who actually receive unemploy-
ment benefits, as reported through the
EU-LFS, illustrates this diversity.

The level and efficiency of the sup-
port provided by unemployment benefit
schemes depends on their design and
the degree to which they are conditional
on engaging in activation measures.
Between 2011 and 2013 almost a third
of Member States (including Belgium,
Spain, Italy, Croatia, Slovenia and United
Kingdom) modified their unemployment
benefit arrangements primarily by: tight-
ening eligibility requirements, reducing
the amount of benefits received, intro-
ducing means testing, making them
conditional on undertaking active job
searches and linking the level of ben-
efits to the duration of unemployment
(EMCO 2014).

These changes impacted more on the
long-term unemployed than on the
short-term unemployed (Chart 73) with
coverage rates in 2013 for the long-term
unemployment across the EU as a whole
being some 11 pps below pre-crisis
levels, although this average outcome
resulted from reductions in 12 Mem-
ber States against increases in 13 Mem-
ber States. This compared with no overall
change for the short-term unemployed
in the EU as a whole but, again, these
results reflect reductions in 8 Mem-
ber States and increases in 17 others.
Member States with the most generous
length of unemployment benefits, such
as Belgium, Germany and Finland, saw
increased take-up by the unemployed,
with increased coverage for the long-
term unemployed as they became aware
of the possibilities and the need to utilise
them due to their prolonged unemploy-
ment duration.

Low coverage rates, and low ben-
efit rates, not only reflect a lack of

Chart 73: Unemployment benefit coverage
of short-term and long-term unemployed
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Source: Eurostat, EU-LFS, DG EMPL calculations.

category of unemployment duration (STU and LTU).
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Note: IE, HR and NL: not covered. No data for UK in 2010. STU stands for short-term unemployed
(less than 12 months) and LTU stands for long-term unemployed (unemployed 12 months or more).
EU-25 =EU-28 minus NL, IE, UK (and AT in 2013). The coverage rate is the ratio of the unemployed
who received unemployment benefits or assistance and those who did not receive them in each

effectiveness of the unemployment ben-
efits scheme in protecting people against
income shocks, but also imply a limited
stabilisation impact on the economy.
Likewise, the level of income support
will also impact on the effectiveness of
activation schemes.

Expansionary measures that increased
the opportunity to claim unemployment
benefits have included a reduction in the
required period of contribution in order
to be eligible (e.g. Latvia) and the exten-
sion of unemployment benefits to new
categories such as non-regular work-
ers (e.g. Germany), the self-employed
(e.g. Austria), or those who would oth-
erwise have exhausted their rights
(e.g. Latvia, Spain; ILO, 2014a). Some
Member States increased the levels of
benefits or provided one-off benefits to
some groups (e.g. France, United King-
dom). Partial unemployment benefits in
order to maintain people in their existing
jobs were also introduced (e.g. France,

Germany, the Netherlands and Poland),
often following collective bargaining
negotiations. Given that these countries
are among those whose labour markets
proved relatively more resilient to the
recession, they highlight the contribu-
tion of well-designed unemployment
benefit arrangements. In particular, the
introduction of partial unemployment
benefits is seen to have been an impor-
tant policy innovation that helped many
Member States weather the recession
(ILO 20144a; more detail in Section 5.4.2).

On the other hand, contraction
measures taken during the recession
included: tightening entitlement condi-
tions for unemployment benefits (e.g. Ire-
land, United Kingdom); an increase in
the number of contributions needed in
order to qualify (e.g. Ireland); reductions
in the maximum length of period for
receiving unemployment benefits (e.g.
Czech Republic, Portugal); and reduction
in their levels (e.g. Romania) (ILO 2014a).
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Some Member States also decided to
link the payment of unemployment ben-
efits more closely to activation through
ALMP in order to help and encourage those
affected to return to employment quickly.
The changes included introducing job seek-
ing obligations (e.g. Spain, United King-
dom), compulsory participation in training
and other ALMP for certain categories (e.g.
Spain, United Kingdom), and stricter sanc-
tions for those who refused offers (e.g.
Ireland) (ILO 2014a).

The eligibility criteria and the minimum and
maximum duration periods are among the
important design features affecting out-
comes. These criteria can be tailored to
address different objectives. In the United
Kingdom, for example, changes went in
different directions for different aspects
— increasing one-off benefits for some
categories, and tightening eligibility and
strengthening conditionality for others.

A key aspect determining the coverage,
stabilisation, protection and investment
functions of unemployment benefits
concerns eligibility criteria. In some Mem-
ber States eligibility requirements for
obtaining unemployment benefits were
relatively relaxed before the recession
(especially in Finland, Greece and Sweden),
while in others these had been quite strict
(in particular in Lithuania, Portugal and Slo-
vakia). A majority of Member States did not
change the criteria during the crisis, but in
Denmark, France, Hungary, Italy, Portugal,
Slovakia, Slovenia the criteria were some-
what relaxed, while they were tightened in
Ireland and Finland.

Across the EU as a whole the proportion
of the long-term unemployed receiving
unemployment benefits fell slightly during
the recession, although this overall result
was mainly due to substantial reductions
in coverage rates in Sweden, Slovenia and
Hungary. The overall proportion of short-
term unemployed persons receiving ben-
efits remained more or less the same during
the crisis, but with substantial reductions
in Hungary (-15pps) and Sweden (-7pps)
against considerable increases in Estonia
(+20pps), Spain (+12pps) and Lithuania
(+10pps).

In most Member States the duration of
unemployment benefits for the people with
the lowest entitlement (either because of
periods of contribution, type of contract or
age) has not changed since the onset of
the recession. Nevertheless, in a number
of countries the minimum duration for the
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Chart 74: Change in the qualifying conditions
for unemployment benefits, 2007-14
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Chart 75: Change in the duration of unemployment
benefits for persons with the lowest entitlement, 2007-14

g

Number of months
o

AT BE BG CY (Z DE DK EE EL ES FI FRR HU IE IT LT LU LV MT NL PL PT RO SE SI SK UK

Source: MISSOC. *Note that in the case of Slovenia the minimum duration has changed due to a new
category being introduced, so the coverage of the least entitled actually increased.

most vulnerable and those with the lowest
entitlement was further reduced (Chart 75).
Only in Italy was the minimum duration of
unemployment benefits extended for the
most vulnerable unemployed categories.

The increased coverage of the unemployed
with unemployment benefits in Italy in the
2010-13 period (Chart 73) was most
likely a result of the relaxing of eligibility
requirements and of an increase in the
minimum duration of benefits during the
crisis. Others who also relaxed their eligibil-
ity requirements but reduced the duration
of their unemployment benefits experi-
enced a reduction in coverage (e.g. Portugal
and Slovakia) ().

The longer people stay out of employment,
the more entitlements they lose. In nearly

(1) No conclusion available for Ireland and the
Netherlands due to no data on coverage of
unemployment benefits. Denmark managed to
increase its coverage whilst also reducing the
very long length of its unemployment benefits.

all Member States additional schemes of
social assistance are available, in the form
of means-tested benefits, to help them sus-
tain living standards, albeit minimal in some
Member States. However, social assistance
schemes are increasingly associated with
activation schemes (job-search support,
access to training, individualised support) to
encourage and support a return to employ-
ment wherever possible.

Unfortunately, in some Member States,
a significant share of people in need of
income support (working-age people in
jobless households that are also poor)
do not receive standard benefits (unem-
ployment benefits, social assistance) and
are at greater risk of long-term exclusion
(Chart 77). Despite the fact that all coun-
tries have now introduced links to activa-
tion in national legislation, the coverage
of social assistance remains very low in
some countries, which is likely to under-
mine efforts supporting the return of the
most excluded to work.
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Chart 76: Maximum duration for the least and most entitled
groups of unemployed, 2007 (min) and 2014 (min and max)
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Source: MISSOC.

Note: When calculating the minimum duration, the longest duration for the least entitled group was
taken, whereas for maximum, the longest specified duration for the most entitled group was taken,
not including those with disability status or with special status due to being over the age of 55.
*Note that in the case of Slovenia the minimum duration has changed due to a new category being
introduced, so the coverage of the least entitled actually increased.

Chart 77: Non-coverage of social benefits: share of working-age
people that are poor, living in a jobless household and not
receiving benefits (< 10% of total household income) (2010)
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Source: EU-SILC, DG EMPL calculations.
Note: Family/child benefits not included. For IE and BE 2011 value used instead of 2012.

Chart 78: Take-up rate of short-time working (STW) schemes
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Source: Chart made using data from Hijzen & Martin (2013). Data on STW accompanied by partial
unemployment benefits from ESSPROS. No data available for LV, LT, RO and SI. *STW accompanied
by partial unemployment benefits.

5.4.2. Short-time working
arrangements and partial
unemployment benefits helped

Short-time working schemes (STW) are
publicly funded schemes intended to allow
firms facing reduced demand to temporarily
reduce the working hours of their workers
and organise a form of work-sharing, while
providing income-support to the workers
affected. The aim of STW schemes is to
prevent the excessive loss of jobs that are
viable in the long-term during an economic
downturn (Hijzen and Martin, 2013).

Such schemes were quite extensively used
in some Member States during the reces-
sion and were seen as successful in helping
maintain employment and contain unem-
ployment (Hijzen and Venn, 2010; Euro-
found, 2010; Boeri and Bruecker, 2011;
Cahuc and Carcillo, 2011; Hijzen and Mar-
tin, 2013) especially when combined with
partial unemployment benefits (Arpaia et
al, 2010), thereby reducing the hysteresis
effect of the downturn. There is also some
evidence that the requirement to partici-
pate in training as part of such schemes
also improved the employability of those
concermned (Eurofound, 2010).

Short-time working arrangements went
from being largely absent or almost unused
by the employed in most Member States
in 2007 (with the exception of Belgium)
to being more intensively employed dur-
ing the recession (Chart 78). Several Mem-
ber States introduced STW schemes for the
first time during the recession including the
Czech Republic, Slovakia, the Netherlands
and Poland (Boeri and Bruecker, 2011). At
their peak, take-up rates ranged from 7.5%
of dependent employment in Belgium, 4%
in Germany to around 1-2% in Austria,
Czech Republic, France, Ireland, Italy, the
Netherlands and Slovakia.

The design of STW schemes varied across
Member States with their maximum dura-
tion ranging from 3 to 24 months (unlim-
ited duration in Finland), with the cost to
the employer for each worker taking part
ranging from 0% to 47.5%, and with the
level of benefit received by the workers
concerned (compared to their previous last
wage) going from 49% to 100% (Chart 79).

STW schemes covered a range of differ-
ent workers but in several Member States
those in training (e.g. apprentices and train-
ees) or in management positions were not
allowed to take part (Eurofound, 2010),
and most countries did not allow workers
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on temporary contracts to participate; even
when they did, their numbers were very
small (OECD, 2010).

Some schemes required the STW to be sup-
ported by a collective agreement. In some
cases worker councils initiated the scheme
(e.g. Germany) and in others only workers
eligible for unemployment insurance were
allowed to take part (Boeri and Bruecker,
2011). In general the participation of the
social partners in the design and introduc-
tion of the STW schemes was seen to be
an essential success factor for ensuring a
fast and timely implementation (Eurofound,
2010; European Commission, 2011c).

Firms taking part in STW schemes were
usually required to prove that their need
for public funding was a result of reduced
demand. Several Member States also
required the employer to provide training
(e.g. Czech Republic, Hungary, the Nether-
lands and Portugal), to have a restructuring
plan (e.g. Belgium, Italy, Luxembourg, Poland
and Spain), or not to make dismissals during
the period that the scheme was in operation
(e.g. Austria, France, Hungary, the Nether-
lands and Poland) (Boeri and Bruecker, 2011).

As might be expected, the higher the costs
for employers and the stricter the eligibility
conditions, the lower the take-up rates were,
while higher levels of STW net replacement
rates served to encourage workers to take
part (Boeri and Bruecker, 2011). Neverthe-
less, many Member States reduced the strict-
ness of their requirements and/or extended
the maximum duration and net replacement
rate of their STW schemes during the reces-
sion including Austria, France, Germany and
Latvia (Boeri and Bruecker, 2011).

It is clear that STW schemes needed to be
carefully designed in order to ensure suf-
ficient uptake while avoiding deadweight
costs in the sense that the jobs would have
been saved even without the scheme, or
that they prevented a necessary reloca-
tion of workers (Boeri and Bruecker, 2011)
or inefficient low average hours worked
(Arpaia et al, 2010). As such, these schemes
were seen to be essentially temporary in
their nature (Arpaia et al, 2010).

Nevertheless, when they are used, it appears
that they are most likely to be effective when
accompanied by adequate levels of sup-
port, as was often the case with increased
spending on partial unemployment benefits
during the recession (see below). However,
care should be taken since some countries
did not use partial unemployment benefits
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Chart 79: Short-time working (STW)
scheme design characteristics across the EU
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percentage of last wage; Maximum duration = maximum duration of STW schemes in months.

The information refers to the year 2009. No data available for LV, LT, RO and SI.

Chart 80: Real growth partial unemployment benefits in Member States
where they exist, annual average in 2007-09 and 2009-11
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as part of the arrangement, opting instead
to combine STW schemes with public works
participation (e.g. Lithuania; Boeri and
Bruecker, 2011).

Less than half of the Member States
use partial unemployment benefits and
their usage only increased in those Mem-
ber States that had used them before 2008
(Chart 80). In the first phase of the reces-
sion, expenditure for partial unemployment
benefits increased in most Member States
with this type of benefit in place(*!!), par-
ticularly in Austria, Portugal and Germany.
While their overall cost and contribution was

(111) Before 2008, expenditure for partial
unemployment benefits was particularly
high in BE and, to a lesser extent in DE, EL,
IT, NL, FI. Partial unemployment benefits
were also in place, with a low level of
expenditure, in ES, FR, LT, AT and PT.

small relative to other support expenditures
(accounting for 8% of all unemployment
support at its peak use in 2009)(*?), par-
tial unemployment benefits were seen not
only as an effective tool for strengthening
the resilience of the labour market and
economy, but also as a commitment by
governments and social partners to tackle
the economic and social aspects of the cri-
sis together.

While the STW schemes were recognised
as having been successful in maintaining
employment and containing unemployment
during the downturn, the issue of the treat-
ment of workers on temporary contracts, who
were generally excluded, also highlighted
concems about labour market segmentation.

(12)  Eurostat LMP database.
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54.3. The stabilisation
role of short-time working
arrangements and automatic
triggers for benefits

Some institutional arrangements have
proved relatively effective in limiting the
impact of economic shocks. Automatic sta-
bilisers, in particular unemployment benefit
systems, played an important role in sup-
porting incomes in the first phase of the
crisis in most Member States. Discretionary
measures to temporarily increase the cover-
age and adequacy of benefits also proved
successful, although Member States with
lower coverage and lower levels of benefits
were not generally among those introducing
such measures.

Short-time working arrangements, sup-
ported by partial unemployment benefits,
also proved successful in absorbing eco-
nomic shocks in their initial stage, although
they were not available in all countries
(ECFIN, 2013)(*%). However, not all gov-
ermments and social partners opted for
short time working arrangements during
the recession, just as many also resisted
pressures to reduce the level of employ-
ment protection on permanent contracts on
the grounds that such actions were more
likely to lead to job losses than job crea-
tion. Another explanation could also be that
the extensive use of temporary contracts
enabled firms to unilaterally reduce their
workforce without recourse to negotiations.

Evidence suggests that, in case of reces-
sions, especially if protracted, automatic
triggers of benefits and more flexible work-
ing arrangements within more stable con-
tractual arrangements could improve the
resilience of systems. The indexation of ben-
efits could also be smoothed over a longer
time period in order to better distribute
economic resources where most needed.

55. The role of social
partners: industrial relations
and minimum wages

5.5.1. Main developments
in industrial relations

The recession had a significant impact on
industrial relations in Europe. There is con-
siderable diversity in the social dialogue
practices of different Member States,
including different institutional frameworks
with different roles and capacities of the

(}3) European Commission, 2013.
Labour Market Developments in Europe,
European Economy 6, 2013.

main actors (workers’ and employers’ rep-
resentatives, as well as the state). Nonethe-
less, a number of broad developments can
be identified, corresponding to the different
phases of the recession.

The initial impact of the crisis affected the
private sector in particular. In response,
social partners — often with the help of
governments — cooperated effectively to
limit employment losses through internal
flexibility measures and short-time working
schemes, as discussed. At this stage, social
dialogue was generally recognised as a fac-
tor of resilience and adaptation (European
Commission, 201 1¢).

As the crisis deepened and widened, how-
ever, social dialogue came under increasing
strain. Diverging views emerged between
employers and their representative organi-
sations and trade unions regarding the most
effective exit strategy. Fiscal consolidation
measures gave rise to further tensions,
particularly in the public sector (European
Commission, 2013b).

While European industrial relations were in
flux even before the crisis, the crisis appears
to have increased the pace of certain devel-
opments. The decentralisation of collective
wage bargaining — a secular trend since
the 1980s — has accelerated since 2007.
In 12 Member States, the main bargaining
levels are seen to have shifted downwards,
with the company level gaining impor-
tance vis-a-vis negotiations at industry or
cross-industry level. The recentralisation
of bargaining in Belgium and Finland is a
notable exception.

Recent years have also seen important
changes in linkages between bargaining
levels, notably increased use of opening
and opt-out clauses from collective agree-
ments. At the same time, fewer agreements
were (legally) extended to cover all workers
and employers of a given level. There is also
evidence of reduced horizontal coordination
between bargaining units (a trend which did
not necessarily pre-exist).

Industrial relations are systems, whose
settings are interrelated. In this regard, it is
notable that countries under financial assis-
tance have experienced more changes than
others, in a larger number of parameters of
their systems (Eurofound, 2014b).

Since 2008, the share of European workers
covered by collective bargaining decreased
(from 669% in 2007 to 60% in 2012). The
largest drops occurred in Portugal, Greece

and Spain. Several Central and Eastern
European countries experienced decreases
from initially low levels. In continental North
West Europe, coverage remained high
and fairly stable. While national systems
appeared to converge slightly prior to the
crisis, this trend was reversed.

Countries where social dialogue is well-
established and industrial relations systems
are strong have proven most resilient during
the recent downturn. We can expect social
dialogue to play an important part in the
durable recovery of the European economy,
promoting win-win solutions and the owner-
ship of labour market reforms.

Watt (2009) also found, for example, that
there was a higher likelihood of equity
and social concerns being included in the
design of fiscal reforms packages in Mem-
ber States when trade unions were involved
in the process. In particular, as already
noted, the participation of social partners
in the design and introduction of the STW
schemes has been seen as a crucial factor
in ensuring their fast and effective imple-
mentation (Eurofound, 2010b).

5.5.2. Minimum wage
and wage-setting mechanism
developments

Minimum wages are designed to prevent
wage competition in low-paid occupations
such that wages are too low to prevent pov-
erty and social exclusion. From an economic
perspective, minimum wages can increase
labour costs and thereby reduce levels of
employment. Nevertheless, they can also
be seen as part of a broader dynamic pro-
cess that encourages firms to invest in skill
formation and on-the- job-training with a
view to raising labour productivity — and
strengthening profits.

While some economists consider that
minimum wages have adverse effects on
employment, as do price rises in any com-
petitive market, empirical evidence is mixed.
A recent review of empirical minimum wage
studies by Holmlund (2013) concluded that
minimum wages have ‘negligible employ-
ment effects despite having substantial
effects on wages’(***). Nevertheless, the
possibility that a relatively high minimum
wage involves the risk of ‘pricing out’

(*4)  Holmlund, Bertil, 2013. What do labor
market institutions do? (available
at https://ideas.repec.org/p/hhs/
uunewp/2013_023.html). Working Paper
Series (available at https://ideas.repec.
org/s/hhs/uunewp.html) 2013:23, Uppsala
University, Department of Economics.
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low-productivity workers from the labour
market should not be excluded.

In 2014, 21 Member States now have a
statutory national minimum wage. Cyprus
has one covering just six occupations, while
there are none in Austria, Denmark, Finland,
Germany, Italy or Sweden. In these countries
social partners define sector-specific mini-
mum wages through collective bargaining
agreements (which can be extended by the
government to all companies and workers
in specific sectors) or de facto minimum
wages due to extremely high collective bar-
gaining coverage, as in Austria. However,
Germany decided to gradually introduce a
statutory minimum wage of 8.5 euro per
hour from the beginning of 2015 through
to the end of 2016 in order to allow existing
collective bargaining agreements to expire.

During the recession, statutory national min-
imum wages increased in nominal terms in
almost all Member States (Chart 81) with
only Greece lowering its national statu-
tory wage. However, despite these nominal
increases, in many Member States the mini-
mum wages did not keep up with average
wage levels (Chart 82).

56. The institutional
balance to recover

and benefit from growth:
flexibility, activation and
support to prevent and tackle
long-term unemployment

Resilience can be measured in terms of
the capacity to resist and recover from
the impact of a shock. This is, however, a
particularly challenging policy given that an
effective triangular relationship between
employment protection measures, labour
market activation measures, and systems
of social support is difficult to achieve at
the best of times.

Charts 83 and 84 use an index that is a
sum of the characteristics of each Member
State in terms of EPL, activation measures
(ALMPs and activation conditionalities),
support measures (unemployment ben-
efits) and lifelong learning. Its purpose is to
provide us with an aggregate of the perfor-
mance of each Member State in terms of all
of their labour market institutions.

The two charts illustrate that in terms of
transitions out of short-term unemploy-
ment and transitions from temporary to
permanent contracts, the countries with the
highest investment in activation and sup-
port measures were those that faired the
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Chart 82: Minimum wage — % of average wage — 2013 and 2008
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crisis better. Moreover, the countries with the
highest ALMP and unemployment benefit
expenditure, which have strong job-search
requirements as part of their unemployment
benefits, with high coverage and relatively
low eligibility criteria, as well as high levels
of participation in lifelong leamning, also have
the best labour market performance(!*°).
The conclusions and results hold even when
taking 2009-13 averages for the transi-
tions. Taking the average of the transitions
from the 2005-08 period and comparing
it with the labour market institutions index
for 2007 there is also a clear positive link
between better transitions and better labour
market institutions.

During the crisis, countries with the low-
est performance, significantly reduced the

(1*)  Note: Estonia is not included in the average of
the top-performing countries despite its positive
labour market performance because only larger
Member States were taken into account in order
to try and balance with the size of the bottom
performers. Nevertheless, its inclusion does not
substantially alter the shape of the curve or
relative relationship between the curve of the
top and bottom performers.

strictness of their EPL, but did not improve
on the other dimensions that appear to
have a higher relevance (Chart 83). ALMP
spending declined a little in bottom per-
formers over the crisis, while it increased
in top performers.

Countries which combined a less strict EPL
with higher levels of activation measures
and support managed to limit the impact of
the recession on their labour market. There
are also signs that countries which chose to
improve the balance between labour market
institutions during the recession are begin-
ning to feel the benefits on their labour
market performance.

On the other hand, we find support for pre-
vious findings noting that the idea of flexi-
curity was not always followed (European
Commission, 2012f). For example, in several
Member States where EPL decreased, the
adequacy of unemployment benefits and
ALMP expenditure per person wanting to
work did not proportionately increase dur-
ing the crisis.
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Chart 83: Labour market institutions index (LMII),
average for the top and bottom labour market performers, 2012 and 2007
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Source: ALMP and UB spending data from Eurostat LMP database, Lifelong learning data from Eurostat (trng_Lfs_02), data on opinions of managers (part of
LLL component) is from IMD WCY executive survey and IMD World Competitiveness Yearbook 2012, eligibility requirements and job-search conditionalities for
unemployment benefits are from Venn (2012) and EPL index is from the OECD database.

Notes: The top and bottom LM performers are ranked according to their transitions from temporary to permanent contracts and exits from STU to employment with only
large countries used in both groups. The labour market institutions index is a composite Z-score index of EPL (permanent contracts and gap between permanent and
temporary contracts v3), ALMP (expenditure in % of GDP and activation/job search conditionalities), lifelong learning (participation rates of total population and opinions
of managers about skills from IMD WCY executive survey) and unemployment benefits (expenditure per person wanting to work in PPS, eligibility criteria and coverage).
2008 EPL values were used for 2007 due to availability of data. The EPL values were all turned into negative values so that the lowest EPL gap and lowest EPL value
for permanent contracts had the highest Z-score. The eligibility requirements (part of UB indicator) and job-search conditionalities for unemployment benefits have

only 2012 data available in both years. The UB spending for 2012 uses 2011 values, expect for EL and UK for whom 2010 values are used. The mean value in 2012
for each indicator is that of the 2007 scores in order to be able to compare the 2012 scores with those of 2007. For 2012 ALMP expenditure 2011 values used for CY,
ES, IE, LU, MT and PL, and 2010 values used for EL and UK. For EPL in 2007 for EE, LU and SI, 2008 values were used.

The social partners, through bipartite dia-
logue or tripartite relations with public
authorities, often are central actors in the
design, acceptance and successful imple-
2012 mentation of these policies. However, their
role differs widely between Member States

Chart 84: Transitions from temporary to permanent contracts (2011-12)
and from short-term unemployment to employment (2012-13)
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6. CONCLUSIONS

This chapter has taken stock of the
impact of the recession on people and
institutions, analysed the role of social
protection systems and labour market
institutions in explaining the various
levels of resilience to the crisis, and
assessed how well policy changes since
2008 are likely to help the EU to promote
a job-rich and inclusive growth as well
as being better prepared in the future.

We find that Member States have shown
different levels of resilience to the eco-
nomic shock experienced across the EU.
While employment levels have declined
and unemployment increased in most
countries, some have managed to limit
the worst effects, because of their initial
position and/or the policies implemented
in reaction to the crisis.

The design of different labour market
institutions contributed to mitigate or
exacerbate the impact of economic
shocks on employment. The effective-
ness of automatic stabilisers in sustain-
ing incomes of those directly affected
and in stabilising the economy depends
on the extent to which they provide
longer term support in the case of a pro-
longed period of weak labour demand,
while not creating disincentives to work.
At the same time, using the opportunity
of the recession to invest in skills and
ensure that they are properly used can
be crucial in helping maintain an adapta-
ble and productive workforce and speed-
ing recovery.

In terms of the short- and long-term
impacts of the recession, the following
points stand out:

The recession generated large
increases in the number of unem-
ployed, especially among some
specific groups (youth, low-skilled)
and long-term unemployment rose
in nearly all countries, and doubled
overall. The recession also impacted
negatively on job quality, notably due
to increasing involuntary part-time
and temporary employment.

The large variation across countries
in the ability to prevent long-term
unemployment (as measured by exit
rates out of short-term unemploy-
ment) reflects differences both in the
severity of economic conditions and in
the policies implemented. Supporting

the unemployed through activation,
(re)training services, quality of the
public employment services, and well-
designed income support contributed
to a faster recovery.

Activity rates continued to increase
during the recession, with fewer peo-
ple leaving the labour market than
might have been expected on past
experience of periods of high unem-
ployment. This contrasts quite signifi-
cantly with experiences in previous
recessions. It is seen to be driven by
the structural rise in participation of
women and older workers, supported
by policy measures that have not
been reversed during the recession.

Employment rates of young people
entering the labour market are cur-
rently below pre-recession levels in
most countries. This is of particular
concern given the known negative
consequences of facing unemploy-
ment early in a career, although
highly educated young people are
relatively well protected against such
scarring effects.

Many young people entered or
stayed in education, especially in
Member States where participation
had previously been low and where
youth unemployment is currently
high. However, the extent to which
this will improve their future employ-
ment and earnings opportunities will
depend on the quality of education,
which may be undermined by recent
cuts in expenditure.

Future employment growth will need
to be widely shared if it is to contribute
to reducing inequalities and prevent-
ing long-term exclusion. In the face
of declining job opportunities, people
have developed multiple strategies
for finding work, going beyond the use
of public employment services, such
as mobilising family ties and social
networks, as well as adjusting their
quantity of work (part-time, on call,
informal work, etc.).

Unemployment and economic hard-
ship has led many households to
drastically adjust their expenditure
and draw on savings, with many
moving into debt. The weakening of
social ties or the increased reliance
on informal support may undermine
integration in society and the labour

market. Moreover, the rise of social
exclusion has a very negative impact
on public trust in institutions and gov-
ernments, contributing to the political
uncertainty that already undermines
the effectiveness of policy action.

In relating the pre-crisis situation of
labour market institutions and patterns
of social expenditure to the post-cri-
sis outcomes, as well as to the policy
changes by Member States since 2008,
the following lessons can be drawn:

The development of social expendi-
ture has proved to be an important
factor in explaining the resilience
of some Member States during the
recession. Social protection expendi-
ture increased in the first phase of
the crisis, absorbing part of the shock
in most Member States, thanks to
‘automatic’ stabilisation and to ad-
hoc discretionary measures. How-
ever, as the recession has persisted,
social expenditure has started to be
cut back.

The design and operational character-
istics of welfare systems and labour
market institutions help explain dif-
fering degrees of resilience to eco-
nomic shocks across Member States.
The transmission of economic shocks
to employment and income was
smaller in those with a lower share
of temporary contracts, a greater
availability and use of short-time
working arrangements, a stronger
investment in labour market activa-
tion measures and lifelong learning,
as well as widely available unemploy-
ment benefits linked to activation,
and responsive to the economic cycle.

The relationship between employ-
ment protection legislation (EPL),
labour market activation policies and
income support changed somewhat
during the recession. The loosening
of EPL has not been so far a strong
predictor of transitions out of unem-
ployment or of general labour mar-
ket performance, signalling that the
effects of EPL reforms during peri-
ods of low labour demand may have
limited impacts and that they may
require longer than the short- and
medium-term to have an effect.

The analysis highlighted that EPL
alone cannot explain labour market
outcomes but is just one of several
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labour market institutions whose
reform may need to be utilised to
combat unemployment and a dual
labour market. Countries display-
ing the best returns to employment
from short-term unemployment
and transitions from temporary to
permanent contracts in 2012 were
those that had the most developed
and balance set of labour market
institutions. The best perform-
ers combined significantly higher
spending in ALMP, stronger acti-
vation conditionality, higher par-
ticipation in lifelong learning and
higher coverage and adequacy of
unemployment benefits than the
countries with the lowest labour
market performance. During the
crisis, countries with the lowest per-
formance reduced the strictness of
their employment protection legis-
lation, but they did not improve the
other labour market institutions.

Short-time working schemes accom-
panied by partial unemployment ben-
efits were extensively used during the
early phase of the recession and were
successful in maintaining employ-
ment and containing unemployment.

Investments in lifelong learning can
play a crucial role in both supporting a
recovery and ensuring long-run com-
petitiveness. There is a strong positive
relationship between the participation
rates of the unemployed in educa-
tion and training, and their chances
to go back to work. Even when con-
trolling for differences in education
levels, Member States with the high-
est levels of participation in lifelong
learning and whose employers value
and invest in human capital achieve

higher levels of competitiveness than
those who do not.

Faced with a prolonged recession
and the increase in long-term unem-
ployment most countries did not, or
could not, strengthen the automatic
stabilisation dimension of their wel-
fare systems, thus undermining the
effectiveness of social protection.
This argues for increasing the respon-
siveness of unemployment benefits
to the economic cycle, by allowing a
temporary increase in the duration of
benefits and a relaxation of the eligi-
bility criteria during recessions. Other
measures, such as minimum income
schemes linked to activation and a
more responsive indexation of family
benefits and pensions may also sup-
port these efforts. In times of growth,
the eligibility and duration of unem-
ployment benefits can be readjusted,
just as the pressures to increase
labour market flexibility may decrease,
in order to limit possible employment
disincentives and support the financial
sustainability of social expenditure.

The sustainability of social expendi-
ture is influenced by the structure
of its financing arrangements. The
apparent move away from financing
through social security contribution
to financing from general taxation
may open the way for a more inclu-
sive system, but the design of benefit
systems also need to be appropri-
ately adjusted.

A number of Member States are pro-
gressively moving towards a social
investment model that supports
all those who wish to participate in
the labour market by helping them

achieve their full employment poten-
tial throughout their lifetime. In this
respect, for example, expenditure
on childcare is supporting the active
participation of women in the labour
market, with countries starting from
low levels benefiting the most.

The evidence from the complex,
and mixed, experience of the Mem-
ber States during the recession has
underlined the importance of ensur-
ing balanced and purposeful reforms
of both labour market institutions and
welfare systems. It showed that, in
contrast to experiences in previous
recessions, recent policy reforms in
areas such as pensions and childcare
have helped prevent a massive with-
drawal of older workers and women
from the labour markets. It showed
the successful complementarity of
short-time working arrangements
and partial unemployment benefits
during the crisis. It also highlighted
the important role that social partners
can play in the successful design and
implementation of such schemes.

Adequate levels of social investment,
investment in lifelong learning, a greater
responsiveness of social expenditure to
the economic cycle, and integrated wel-
fare reforms supported by well-func-
tioning labour markets can contribute
to better prepare people and societies
to face any future crises, as well as pro-
vide the necessary foundations for more
productive economies and societies. In
this respect, recent efforts to stimulate
labour demand, such as the reduction of
the tax wedge and incentives to entre-
preneurship, can also serve to strengthen
the impact of reforms in pursuit of job-
rich and inclusive growth.
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ANNEX 1: EMPLOYMENT CHANGE BY JOB-WAGE QUINTILE

Chart: Employment change (%) by job-wage wage quintile in EU-28 Member States,
2011 Q2-2013 Q2 and 2012 Q2-2013 Q2
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ANNEX 2: REVIEW
OF LITERATURE ON
SCARRING EFFECTS

Impact on future employment
outcomes

According to the review of literature in
Eurofound (2012) ‘there is widespread
agreement that early labour market
experiences can have a long-term scar-
ring effect on labour market perfor-
mance both in terms of labour force
participation and future earnings’. Table
5 includes a few studies illustrating
impacts of early-career unemployment
spells on future employment opportuni-
ties of young people.

Impact on future earnings

According to Scarpetta et al (2010), most
studies find that early youth unemploy-
ment has stronger negative effects on
incomes than on future risk of unem-
ployment. Many scholars attempted to
estimate the so-called ‘wage penalty’ on
future earnings (see Table 6).

Moreover, for Sweden, Edin and Gus-
tavsson (2008) found strong evidence
of a negative relationship between work
interruptions and skills levels: a full year
of non-employment was associated with
a decline in their relative skill position
within their age group. There is a link with
the recent OECD survey on adult compe-
tencies (PIAAC) as this found that people
accumulate skills relatively quickly dur-
ing the early years of their careers (see
Chapter 2) and that the level of skills of
individuals is strongly correlated to the
accumulation of experience and the use
of skills (i.e. practice effects independent
of education levels).

Other impacts

Beyond the direct impact on the risk of
future unemployment or the wage effects,
several papers document the impact that
early-career unemployment spells can
have on other dimensions of well-being.

Finally, there are other societal conse-
quences to unemployment (and inactiv-
ity) such as the risk that if independent
housing is not affordable for young peo-
ple, they are likely to remain living with
their family and delay founding their
own family, thereby worsening demo-
graphic trends and prospects (see also
Section 3.2 on this point).

Table 5: Example of studies on scarring effects
on future employment outcomes

Paper
Skans (2011)

Gregg (2001)

Cockx and Picchio (2011)

Gregg and Tominey (2005)

Country/target group
Teenagers’ first labour
market experience and
subsequent labour market
performance of Swedish
youths graduating in the
recession years of 1991-94
Youth in the United Kingdom

Trajectories of young
Belgians after they had
remained unemployed for
nine months after leaving
school

United Kingdom

Main results

Significant scarring effects
of unemployment spells
resulting in higher risks

of unemployment up to

5 years later.

An extra three months
unemployment before age
23 led to another extra
two months out of work
(inactive or unemployed)
between ages 28 and 33.
If they remain a further
year in unemployment,
their probability of finding
a job in the following two
years falls substantially
(from 609% to 169% for men
and from 47 % to 13%

for women)but the duration
of the unemployment spell
hardly affects the quality of
subsequent employment.

It is unemployment spells
experienced early in the
career that matter, as
unemployment experienced
after the age of 33 has
much less explanatory
power for future
unemployment probability.

Table 6: Example of studies on scarring effects on future earnings

Paper
Gregg (1998)

Arulampalam (2001)

Gregg and Tominey (2005)

Country/target group
United Kingdom

British men (aged 16-58)

United Kingdom

Main results

Workers who fall
unemployed tend to work
at a lower rate of pay and
often suffer a permanent
pay reduction. This may
stem from the fact

that young people who
experience unemployment
accumulate less work
experience which is one the
determinant of wages.
Unemployment carries a
wage penalty of about
6% on re-entry into a job
and of about 149% after
three years.

There is a wage penalty
but that can be reduced

if repeated spells of
unemployment are avoided
— in other words, there
can be a strong catch-

up effects.
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Table 7: Example of studies on scarring effects on other outcomes

Paper
Bell and Blanchflower (2011)

Cutler et al (2014)

Brenner (2013)

Giuliano and Spilimbergo (2009)

Main results

Young people's health status, well-

being and job satisfaction are

impacted negatively through spells of
unemployment, although the effects are
less serious for 'older young people’, i.e.
those aged 23 or more.

Review of literature documenting that
cohorts graduating in bad times have
lower wages and poorer health for many
years after graduation, compared to those
graduating in good times.

Drawing on the 2000-10 period in

EU countries, the paper examines the
relationship between the unemployment
rate and Ischemic Heart Disease (IHD)
mortality rates and concludes that the
unemployment rate has been an important
risk factor for IHD mortality since the start
of the great recession in the EU.
Macroeconomic conditions (through
witnessing increased unemployment) have
an effect on the young generation: young
people who are aged between 17 and 25
during a recession have less confidence in
public institutions and believe that success

depends more on luck than on effort.

Causes of scarring effects:
signalling effects play a role
and call for more efforts to
provide youths with a first
employment experience quickly

The two main channels of scarring
effects of early-career unemployment
spells are associated with human capi-
tal (i.e. deterioration of skills or foregone
work experience) on the one hand, and
signalling effects (i.e. spells of unemploy-
ment give a signal of low productivity to
potential employers) on the other. Other
explanatory factors include psycho-
logical discouragement or habituation
effects, theories of job matching where
the unemployed accept poorer quality
jobs and social work norms that influ-
ence individuals’ preferences for work,
see Nilsen and Reiso (2011). In the case
of young people, the signalling effect for
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potential future employers seems to be
given a rising explanatory power in the
literature. For instance, the substantial
effects of early-career unemployment
identified by Cockx and Picchio (2011)
are caused by ‘the negative signal that
prolonged unemployment conveys to
potential recruiters’ rather than ‘depre-
ciation of human capital’. The authors
conclude that “offering employment
experience as quickly as possible is more
effective” than supply of training.

Doiron and Ggrgens (2008), in the case
of young Australians with no post-
secondary education, point to the fact
that the mere fact of being employed
matters (and conversely the mere fact
of being unemployed has a negative
impact). Ignoring these effects can lead
to underestimating the impact of labour
market policies.

While over-education may also at some
point act as a strong negative signal to
employers, Baert and Verhaest (2014)
provide evidence (based on a field
experiment in Belgium with fictitious
job applications to real vacancies) of
a large stigma effect of unemploy-
ment than over-education and argue
in favour of fast activation of unem-
ployed youth.

Education protects
from scarring effects

In their review of existing studies
in European countries, Scarpetta et
al (2010) point out that ‘the lower
the level of initial qualification, the
longer the scarring effects are likely
to last’. This finding is confirmed by
Mosthaf (2014) for Germany and by
Dolado el al. (2013) for Spain. This
is due to changing labour demand
but also to the fact that during the
recession different educational groups
compete for the same jobs and many
jobs requiring low skill levels are taken
up by tertiary graduates (Bell and
Blanchflower (2011)).

For the United Kingdom, Gregg (2001)
looked at cumulated experience of
unemployment, highlighting how it
is concentrated on a minority of the
workforce over extended periods. It
concludes that “low educational attain-
ment, ability not captured by education,
financial deprivation and behavioural
problems in childhood raise a person’s
susceptibility to unemployment”.

As the context of unemployment spells
may differ greatly, scarring effects
vary across (education) groups both
in magnitude and by the underly-
ing mechanism. Signalling effects (to
potential future employers) may play
a greater role for young people without
qualifications — while depreciation of
human capital as well as foregone work
experience could be relatively stronger
for tertiary graduates (16).

(*®)  For instance, Brunner and Kuhn (2009)
reports that the labour market conditions

at entry have smaller and less persistent
effects on the earnings of blue-collar
workers than on those of white-collar
workers. This differential effect may be
explained by the wider wage distribution that
can be found among white-collar workers.
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ANNEX 3: COPING
STRATEGIES DURING
THE RECESSION —
QUALITATIVE ANALYSIS

This project(1?’), which was launched
in July 2013 in DG EMPL, investigates
the coping strategies of individuals and
households hit by the crisis, and that as
a result of this, either lost their job, and
therefore their main source of income,
or did not manage to find a regular job
in the first place. Specifically, it seeks to
understand what happens to family and
social ties in the course of a job loss;
what individuals do to remain active;

(**)  Facing the crisis - The coping strategies
of unemployed people in Europe (2014),
available at : http://ec.europa.eu/social/main.
jsp?catld=738&langld=en&publd=7729&typ
e=2&furtherPubs=yes

and, whether individuals’ trust towards
institutions stays intact.

The project is novel in its approach, as it
goes beyond the use of traditional, quan-
titative methods, which help to describe
the economic and social situation of
individuals but oftentimes lack the abil-
ity to provide insights into the behaviour
response of individuals experiencing
hardship. Therefore, in order to uncover
the coping mechanisms for the impact
of the crisis, the project uses qualitative
research methods in addition to quantita-
tive research methods.

The main part of this qualitative research
forms a study, which consists of over
100 face-to-face interviews, conducted
with the help of national experts and the
coordination efforts of a high-level expert
using a sociological approach in seven EU

Member States (Germany, Greece, Spain,
France, Ireland, Portugal and Romania).
As such, in addition to the novelty lying in
the use of a mixed methods approach, the
project is also unique to its kind because of
its broader coverage, enabling international
comparison in times of crisis. The main
qualitative research component is then
complemented by a focus group study con-
ducted by TNS to enable a deeper insight
into coping mechanisms through group dis-
cussion, a specific quantitative research
component using EU-SILC data to analyse
the deprivation profile of households fac-
ing a severe economic shock, and a range
of EU-wide surveys (Eurobarometer, EQLS,
LFS and SHARE) to illustrate trends in dif-
ferent socioeconomic indicators.

Extracts below illustrate different aspects
of the trends reported in the core of
the chapter:

Extract 1: Informal work

Interviews with people having experienced long-term unemployment show that working in the informal economy is a matter of surviving:

‘Yeah, that's right, if you have no choice, you have no choice.. | wasn’t even receiving the RSA [earned income supplement] due to an
incomprehensible administrative hold-up, | had zero income, | mean zero, ... | was doing computer repairs out of my house, undeclared,
and | was doing undeclared odd jobs, like mowing lawns, hanging wallpaper, parqueting floors.” No 52. FR, M, 45 years

Also show that informal economy puts people into fragile situations. A women living in Athens explains how she was working in the
informal sector and was injured:

‘I'm working without insurance and they’re always late in paying me.” No 21. EL, F, 43 years

‘Last month | had an accident at work...... After 25 days, I'd reached the point where the doctor told me | could walk again, so | returned
to work, ...They said, “You better come back to work soon or else we'll find someone else.” No 21. EL, F, 43 years

Extract 2: Running into debt

Interviews with people having experienced long-term unemployment illustrate that people hit by economic hardship face
difficulties in accessing credit and find low support from banks.

Family and friends are a frequent source of loans. Respondents prefer these informal routes to formalised loan agreements,
although such loans are not always emotionally stress free. However, such solutions remain limited as sometimes friends
and family members also experience financial difficulties.

‘Sometimes | have needed to ask a pal for €20 if my money hasn’t lasted over the last few days of the month. That’s normal,
that’s okay, even though it's not great.” (DE)

Loans were taken out for two main reasons: A one-off expense, either unexpected (such as a medical expense) or more pre-
dictable (such as a loan to pay one’s taxes); and to help cover daily expenses such as paying utility bills or paying for food.

‘I borrow €50 from a friend of mine at the beginning of each month. | use the money to pay the supermarket. | give back the
money at the end of the month only to borrow it again at the beginning of the next month. | do not seem able to break from
this pattern no matter what.’ (EL, Group 3)

Respondents were generally reluctant to approach banks for loans. Some respondents also mentioned struggling with loans
that they had incurred before the crisis. There was some, but limited mention of using overdraft facilities. Banks are also not
looked upon favourably as they are seen as part of the cause of the financial crisis.

‘I went to the bank to see whether | could delay payments on my mortgage and they told me | couldn’t, | would have to find
a way to take out a loan, they didn’t make it easy for me.” (ES, Group 3)

Such situations are often reported to generate stress.

‘When someone lends you money your first reaction is relief, but later it’s just one more problem.” (FR, Group 3)
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Extract 3: Adjusting consumption

Interviews with people having experienced long-term unemployment show that people hit by economic hardship first cut expendi-
ture related to holidays and leisure activities, and this is the case whatever the country.

‘We’ve had no holidays in three or four years, maybe four or five.’

However, in countries most strongly hit by the crisis, restrictions are going much further. Restrictions in food and clothes expenditure
are reported. While in France or Germany, food deprivation is not considered an issue, this is not the case in other Member States,
where some cases of food restriction were reported in other Member States.

‘Well, it was quite tough. | mean myself and my wife might not eat for a day or two just to make sure the kids have food, that
kind of thing. [...] We've just cut everything back as much as we could. We don’t put the lights on until necessary and the same
with the heating and all that kind of stuff’ No 73. IE, M, 47 years

Energy bills are also a leverage to limit expenditures, and many individuals reported restrictions in this areas.

‘| get, when it’s really cold, | turn the heat up a little and | immediately turn it off and | wear, woollen jumpers, | wear warm
clothes, blankets, and | watch TV. So, | have no problem.” No 38. ES, F, 53 years

Lastly, keeping a car means a lot to keep employability and efforts are generally being made to keep a car in the household,
but its use is also strongly limited.

‘It is a change in a way because they were never things we had to worry about, there were never things like, you know, putting
€10 or €5 of petrol in the car. This was something | never did, | just filled it up, you know what | mean. [...] you're conscious of
what journey you’re going to make. My daughter lives in Bray which is the other side of Dublin, so you're sort of thinking, you
decide to go over to see her you've got to pay two tolls and petrol.’ No 68. IE, M 51 years

Extract 4: Pooling resources — family solidarities

The coping strategies during the great recession project illustrates that, despite the cultural differences in perceiving the role of intra-
family financial support, people have sometimes no other choice than relying on family solidarity. Among the seven Member States
investigated during the project, support from family was not perceived to a comparable extend in France or Germany compared to
southern Europe Member States. The norm of autonomy varies. Nevertheless, even in Member States where cultural norms would
tend to strengthen family solidarity, adults relying on their parents report that they do so because they have no other income support.
They also clearly say that they are living with their parents because they have no financial means to live independently.

‘I'm only 62 years old, [...] 'm not entitled to anything: neither retirement nor unemployment benefit, not even the Social Integration
Income. | am supposed to live off what?! [...] Every moming | have to expect... my mother to give me a euro (that’s the truth!) for a
coffee. Then, when I’'m out of cigarettes, | don't drink the coffee, and | say to my mother... “Mother, | need 2€ to buy something...”
No 89. PT, F, 62 years

‘They’re struggling now themselves because my mam only works three days a week, so she doesn’t get much money at all, and
my dad’s pay got cut as well, recently, so they really have no money to be going out spare; they’re struggling themselves.... So, they
would really like, they are always at me to get a job but, look, | have been trying my hardest lately and there’s nothing coming up for
me.”No 65. I[E, Woman, 22 years

Extract 5: Impact on health and access to healthcare

People hit by economic shock and unemployment often report deterioration in their health status.

In addition to increased medical needs related to economic adverse circumstances, many interviewees report difficulties in meeting
health-related expenses.

‘I am missing many teeth and | cannot make it In fact, | have several broken teeth, (..) because doing root canals, that’s worth a lot
of money that | do not possess. And, for me, man, | understand that the mouth is essential for food and for all that but I still have a
few teeth and with those | am still managing.’ No 46. ES, M, 43 years

‘I have cholesterol [...] if | take pills... if | take the pill my wife and daughters end up not eating and no, I'd rather stay without it than...
all I have is for them.” No 44. ES, M, 49 years

This adds up to greater difficulties in accessing healthcare, which might be itself reduced subsequently to cuts in expenditure.

‘There is too much discrimination in the healthcare system. Forget it if you want to go to the dentist. You need a thousand euros for
your teeth. If you need an emergency X-ray, you'll wait a month and a half. Even if you have very advanced cancer, without money,
you can’t get treatment.’ No 17. EL, F, 51 years,

However, there are large national variations in reporting such difficulties. In France and Germany very few interviewees report dif-
ficulties in paying for health-related expenses, despite many of them mentioning greater needs linked to their economic distress. In
other Member States such as Greece, Spain, Portugal or Romania, the situation is however much more frequent.
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Extract 6: Losing trust in institutions

Qualitative analysis (see Box 1) highlights that, the distrust in institutions expressed by persons unemployed for at least one
year ranges from a balanced criticism to an overall rejection.

‘We are paying for things that have nothing to do with us.” No 75.

Generally speaking, unemployed interviewees are feeling ignored by their representatives. They also share the feeling that
they pay disproportionately for economic recovery. Europe is especially seen as a major player in this feeling, together with
banks and firms:

‘I think an awful lot went wrong with this country when the government decided that they needed to look good in Europe
rather than look good to their own population | suppose.” No 71

Nevertheless, public services continue to be seen as a tool towards better lives. Cuts in public expenditure severely affect
their lives.

‘We don't trust the politicians anymore, because they have been a total disappointment. We can’t believe a thing they say
anymore. [....] There is also this downgrading of education by the government and it forces us to dig our hands into our pockets
to pay for extra classes, you know, but meanwhile we pay our taxes and are supposed to have an education system, but this
current downgrading of education is very disappointing... The State has even become our predator.’ No 34. EL, M., 55 years

In some countries strongly affected by the great recession, however, the feeling of distrust toward institutions is much more
pronounced —sometimes even violent, and embeds all types of institutions.

‘I've stopped watching the news. ... I've stopped worrying about politics. It just tells me that it’s every man for himself in life.
Let everyone tend their own garden, that’s how it is, and I've put on blinkers and just say keep on going forward because |
have a child to raise.” No 21, F, EL

‘My country simply died. My country, if it continues to be ruled by these people, by the idea of the people who are now govern-
ing, my country will die soon.” No 93, PT

Extract 7: Losing trust in the public employment services

Interviews with people having experienced long-term unemployment show that trust in public employment service is varying
across Member States. There is a general feeling ranging from mistrust to defiance.

‘| get very down. There’s days I'll just be sick of it[...] I've sent out about 500 or 600 CVs [...] | got a few interviews, but you
go to the interviews and it’s just like I've done interview techniques so it’s not a case of | don’t know what I'm doing when
I'm in there, it's just the case that you go for the job [...] and then they tell you and then OK and then it's the whole jumping
through hoops that just gets you really down.’ No 72. |E, M, 38 years
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ANNEX 4: RESCUE
PROJECT — PATTERNS
OF RESILIENCE DURING
SocIoECONOMIC CRISES
AMONG HOUSEHOLDS
IN EUROPE

As a complement to the qualitative
study above, the RESCUE project was
launched by Directorate-General for
Research and Innovation in April 2014
under the Seventh Framework Pro-
gramme (FP7-SSH).

This project has set out to explore the
coping strategies of those affected by
the crisis at household level. Some parts
of the vulnerable population, although
experiencing the same living conditions

as others, are developing resilience,
which means that they demonstrate
social, economic and cultural practices
and habits which protect them from suf-
fering and harm, and support sustainable
patterns of coping and adaption.

This resilience can consist of identity pat-
terns, knowledge, family or community
relations, and cultural and social as well
as economic practices, whether formal or
informal. Welfare states, labour markets
and economic policies form the ‘environ-
ment’ of those resilience patterns.

The RESCUE project's main questions are
directed at understanding the patterns
and dimensions of resilience at household
level in different types and variations of

European Member and neighbouring States.
The project accounts for regional varieties,
relevant internal and external conditions
and resources as well as influences on
these patterns by social, economic or labour
market policy as well as legal regulations.

RESCUE has been producing national
state-of-the-art reports and will deliver
a synthesised, comparative international
report in due course (WP 2). The period
of extensive field work, consisting mainly
of qualitative interviews with households
exposed to the effects of the crisis in
various states, is also coming to an end
soon (WP3). A key mid-term deliverable
will be a comparative typology of socio-
economic resilience practices of house-
holds in Europe.
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Chapter 2

Investing in human capital
and responding to long-term
societal challenges ()

1. INTRODUCTION

Five years after the recession hit the
European Union (EU) the prospects for
a robust labour market recovery are still
uncertain. With unemployment persis-
tently remaining above 109%, and almost
one out of four economically active
young people without a job, the current
situation not only presents a serious con-
cern for labour market policy making, but
also a long-term challenge to the social
welfare of our society.

From today’s perspective, long and per-
sistent spells of unemployment prevent
people from achieving a self-sustained
living and participating fully in society —
a situation which places strong pressure
on current labour market policies to find
solutions without further delay. However,
the urgency of today’s situation should
not divert attention from the detrimen-
tal long-term impact of unemployment.
The exclusion of people from the labour
market today means a waste of human
resources and undermines tomorrow’s
production capacity, just as human capi-
tal depreciation destroys a major part
of previous social investment. In that
sense, current labour market develop-
ments should also be seen as a difficult

(*) By Paolo Pasimeni, Jérg Peschner and
Monika Velikonja.

starting point into an era in which Europe
faces strong, partly new, challenges.
Those challenges require a shift in pol-
icy focus, with long-term human capital
formation as the central component of
social investment:

Globalisation has already led to fast
structural changes in both factor and
product markets. It bears many oppor-
tunities as it improves worldwide fac-
tor allocation and generates income to
industries engaged in both export and
import businesses. Companies exposed
to global competition have a strong
incentive to reduce inefficiencies, better
exploit innovation potential and come
to stronger productivity gains. However,
as a result of such pressure, firms also
exploit the potential of technological
progress and automation to substitute
low-profile jobs by capital (3). Apart from
substitution, outsourcing of such activi-
ties to other parts of the world in search
of competitive (cost) advantages will
continue being a wider-spread phe-
nomenon. These adjustments may
happen at the expense of social peace,
unless policies manage to implement
reforms that combine alleviating the
pressure on those most affected with
a focus on adapting the skills supply

(3)  Autor et al. (2003) argue that, in contrast

to more complex tasks, manual tasks and
those ‘following explicit rules’ face higher
risk of getting substituted by ‘computer
capital’ (p. 1279).

to the changing needs of the economy.
Globalisation should be seen as an
opportunity for stronger EU exports of
goods with high value added, and evi-
dence shows that firms tend to focus
their expansion of labour demand () on
workers with higher skills.

Demographic ageing will reinforce
the competitive pressure that the EU is
already exposed to. Other parts of the
world will mostly continue to benefit
from a demographic dividend(*) since
their working-age population will con-
tinue to expand over the next decades,
while the EU will face a sizeable workforce
decline (°). As the workforce shrinks, the
EU economy can only continue to grow
if future productivity growth becomes
a multiple of what it was in the past.
In fact, it is foreseeable that, even with
ambitious employment rate targets, pro-
ductivity growth will eventually become
the only source of potential economic
growth as employment growth turns
negative. Hence, to the extent human
capital investment helps maintain a pro-
ductive workforce, including in times of a
declining working-age population, this is
the obvious policy response to this chal-
lenge unless Europe engages in a mere
substitution of labour by capital. Given

(®)  Expansion means demand for workers where
there is a net increase of employment (not
just a substitution), see Cedefop (2012a), p. 7.

(*)  As working-age population increases,
this will help potential GDP to increase even
in the absence of shifts in the employment
rates. See Coomans (2012), p. 200.

(®)  See, for example, the European

Commission’s 2012 Ageing Report (European
Commission, 2012f), esp. p. 69.
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technological change and rapid improve-
ment in technology, investment in human
capital is a crucial condition to securing
sustainable levels of employment.

Both challenges lead to workforce short-
ages in many sectors, and the crisis has
clearly shown that high unemployment
can coincide with such shortages due to
skill mismatches. Hence, it is a dangerous
fallacy to rely on changing demographics
to relieve Europe’s labour market prob-
lems. In the absence of a demographic
dividend for economic growth, ensuring
decent prospects in standards of liv-
ing and social welfare in Europe in the
future will require better utilisation of
existing labour capacity through better

skills matching, allowing for more rapid
productivity gains.

In view of the above, this chapter explores
the role of human capital investment as
a tool for creating the skills that changing
globalised markets require. It also looks
at the economic, social and employment
implications of such investment, which
differ depending on the groups that
are targeted.

Given the EU’s demographic ageing, qual-
ified migration will be another important
element in forming and maintaining EU
human capital stock in the future. The
complex issue of migration, which is
extensively dealt with for instance in

recent Commission-OECD research (),
however, goes beyond the scope of this
chapter, which focuses on investing in the
human capital of the existing EU popula-

tion and labour force as the central issue.
(6)  The joint EU-OECD research project ‘Matching
economic migration with labour market needs’
shed light on the following key questions: what
policies and practices are needed to ensure
that economic migration and free movement
contribute to meeting the labour market
shortages that are expected to arise over the
short-to-medium term? How to ensure a better
use of migrants’ skills? What are the lessons
learnt from non-European OECD countries,
particularly in the management of labour
migration? Its findings have been published in
two reports, ‘Free Movement and Workers and
Labour Market Adjustment. Recent Experiences
from OECD Countries and the European Union’
in 2012 and ‘Matching Economic Migration
with Labour Market Needs’, (http://dx.doi.
0rg/10.1787/9789264216501-en).

Box 1: The concept of human capital

Human capital can be defined in overall terms as ‘the knowledge, skills, competencies and attributes embodied in individuals that facilitate
the creation of personal, social and economic well-being’(?) (Chart 1) — an approach that is much broader than earlier definitions that
focused essentially on the ‘productive value’ of human capital (8).

Chart 1: Human capital: the links between formation, composition and benefits

Human capital investment

Human capital categories

(formation and maintenance J (embodied in individuals) Benefits

lifelong&lifewide)

-

Individuals
Economic: employment, earnings,
professional status/career development
Non-economic: life satisfaction,
well.being, health&longevity,
individual motivation, self-confidence

Institutional
and policy framework

, (utilisation)

l

Parentlvrlg Enterprises and groups
Edu_cgtlon ~ Knowledge Economic: enterprise performance,
Training : Skills employee productivity

Informal learning ~ Competencies Non-economic: inclusion
Workplace Attributes of disadvantaged groups

Health care

Migration Sociey)

Economic: economic growth,
labour-market outcome, faster rate

of technological adoption

Non-economic: crime reduction,

informed citizens, improved civic behaviour,
willingness to cooperate, social cohesion,
health, solidarity between generations,
better parenting, lower morbidity

\_/

Sources: Developed based on CEDEFOP (2013), Boarini et al. (2012) and Heckman and Kautz (2013).

Human capital categories, except for attributes, can be described by the European Qualifications Framework (EQF) (°). Knowledge is the body
of facts, principles, theories and practices related to a field of work or study and can be theoretical and/or factual. Skills mean the ability to
apply knowledge and to use know-how to complete tasks and solve problems. In the EQF they are described as cognitive and practical (*°).

Competence means the proven ability to use knowledge, skills and personal, social and/or methodological abilities, in work or study
situations and in professional and personal development. Competence goes beyond cognitive elements and encompasses functional
aspects, interpersonal attributes and ethical values ().

()
®)

OECD (2001).

Human capital analysis has gained more interest in research since late 1950s although it appeared in the economic analysis already in the 18" century
in Adam Smith’s book The Wealth of Nation. The motive for its rebirth was the need to explain a huge residual in growth accounting and to better
understand the variance in labour incomes that was one of the largest components of income inequality in the US according to Mincer (1997). The
beginners of the human capital theory are researchers such as Becker, Schultz, Mincer or Ben-Porath.

Broad EQF approach is used for two reasons. First, EQF defined key terms to support common understanding of key concepts and, second, key terms are shared by all the EU
Member States, EEA and candidate countries participating in the EQF. Recommendation of the European Parliament and of the Council on the establishment of the European
Qualifications Framework for lifelong leaming (2008/C 111/01); European Qualifications Framework, Key Terms, http://ec.europa.eu/egf/terms_enhtm and CEDEFOP (2014).
Currently favoured typology of skills distinguishes between cognitive (e.g. reading, writing, problem solving, numeracy, IT etc.), interactive (all forms of communication
and other activities for cooperative working and engagement with customers and suppliers, including emotional and aesthetic labour) and physical skills (strength and
dexterity) according to Green (2013). Author also presents some other typologies, e.g. based on where or how the skills are used (skills according to domain of activity,
generic or occupation-specific), who pays for them and who benefits from them (firm-specific or transferable), or based on the skills’ complexity (basic skills).

CEDEFOP (2014).
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Attributes are implicitly included in the EQF via competences. They refer to an individual’'s innate abilities, such as genetics, motivation,
personality or physical, emotional and mental health (*?). The division between skills and attributes is blurred and some authors consider
attributes as skills to emphasise that, as with knowledge and skills, they can be influenced and changed over the life-cycle by the external
environment, including leaming (**).

Human capital is formed and maintained, throughout one’s lifetime, by different investments (ways) which must be of good quality and
sufficient quantity. More usual forms of human capital investment are education and training that, at younger ages, tend to be formal,
compulsory and initial, while more non-formal, voluntary and continuing in the later ages. This can be privately or publicly financed and
provided by private or public market actors. Investments in education and training are complemented by the impact of families, informal
learning, workplaces and investments in health (*). Finally, country level human capital can be formed and maintained by attracting
qualified and skilled foreign workers.

As for forming human capital, there is a growing consensus about the crucial role of human capital investment at very early ages on a
child’'s and later adult’s capacity for skill development (**). Several long-term studies have highlighted that the impact of quality childcare
on child performance can be felt many years after exposure, including during adulthood (*6).

The workplace contribution to (investment in) human capital formation and maintenance goes beyond training provided by employers. It
encompasses job content and work tasks, as well as the broader work environment determined by career prospects, working conditions
(benefits), affiliation and the learning culture of the employment contract(*). A wider range of tasks and greater complexity offer more
chances to acquire knowledge and skills. Motivation for personal and professional growth is higher if work offers promotion prospects, a
sense of belonging to a company, and salary improvements linked to responsibility and jobs’ skill requirements rather than seniority (*8).

Measuring human capital stock and returns on investment is challenging. Existing approaches are based on indicators or monetary
measures (*°). The first uses a single proxy for human capital, such as educational attainment, years of schooling, school enrolment ratios
or indicators based on assessing cognitive skills of students or adults (e.g. PISA(%°), PIAAC) (?!). Monetary measures, which have recently
become more popular, translate various dimensions of human capital into a single unit (money) using indirect/residual, cost-based or
income-based approaches. Indicators are simple to use, but are less able to capture various dimensions of human capital. Monetary
measures facilitate the comparison of human capital with physical capital and across countries, but they might hide some information.
Hence the best approach is generally seen to be to use both.

Investments in human capital generate various economic and non-economic benefits for individuals, companies and/or societies. The
most widespread and developed are estimations of the benefits for investments in education and training (early childhood, initial and
continuing, i.e. lifelong leaming) (%?). At the individual level, research shows a positive impact on wages (%*), employment and career pros-
pects, and health (*%). For firms, investment in continuous vocational training and education improve performance (increased customer
satisfaction, employees’ performance or innovation)(*). At the society or macro levels, research shows the positive economic benefits
of education and training (e.g. growth) (%). For non-economic benefits at society level, research shows a reduction in crime, development
of civic competences and better functioning of democracies (¥).

(*?) OECD (2001); Mincer (1997); Heckmann and Kautz (2013), Mumford et al. (2000).

(**)  Heckmann and Kautz (2013) recently introduced the concept of ‘character skill’ that captures personality traits, goals, motivations, and preferences. See also
explanation of ‘interactive skills’ in Green (2013).

(**)  The Commission Staff Working Document on Investing in Health (European Commission 2013f) presents how smart investments in health can lead to
better health outcomes, productivity, employability, social inclusion and the cost-efficient use of public resources.

(**)  This is mainly due to ‘self-productivity’ and ‘complementarity’ of skills. ‘Self-productivity’ means that prior skills are augmented by skills learnt at later stages,
while later investments are necessary to fully enable people’s potential (‘complementarity’ of skills). See Cunha et al. (2006); Currie and Almond (2011);
European Commission (2013a).

(*6)  See European Commission (2013a).
(*”)  European Commission (2013b); CEDEFOP (2011a); Autor and Handel (2009); Gathmann and Schonberg (2010); Green (2013); Tamilina (2012).

(*8)  See Chapters 3 ‘Workplace learning’ and 4 ‘Management and training processes that generate innovation’ in European Commission, ‘Adult and continuing
education in Europe, Using public policy to secure a growth in skills’, Publications Office of the European Union, Luxembourg, 2013c.
http://ec.europa.eu/research/social-sciences/pdf/policy_reviews/kina25943enc.pdf#view=fit&pagemode=none

(*%)  See Boarini et al. (2012) for a detailed review of methodologies, challenges in implementing them, possibilities for improving the quality of monetary
measures and overview of national initiatives in measuring the stock of human capital. Authors suggest developing experimental satellite accounts for
education to better understand how human capital is produced and the linkages between education and its non-monetary outcomes.

(%) The Programme for International Student Assessment (PISA) aims to evaluate education systems worldwide by testing the skills and knowledge of 15-year-old students in
reading, mathematics and science. It is carried out every three years and involves more than 70 economies. The latest wave was carried out in 2012. http://www.oecd.org/pisa/

(?)  The OECD’s Programme for the International Assessment of Adult Competencies (PIAAC), also known as the Survey of Adult Skills, measures the key cognitive
and various generic skills and competencies needed for individuals to participate in society and to contribute to economic prosperity. Skill proficiency in
literacy, numeracy and problem solving in technology-rich environments has been tested with the Survey. The first wave of the Survey assessed the skills of
about 166 000 adults aged 16-65 in 24 countries, of which 17 are EU Member States. http://www.oecd.org/site/piaac/

(*)  Detailed presentation and discussion of the benefits by various types of education and training and related methodological problems (like causality,
reverse causation, problem of omitted and/or unobservable variables, heterogeneity, the long-term nature of benefits) is beyond the scope of this section.
We refer interested readers to several recent publications of CEDEFOP (CEDEFOP 2013, 2011b, 2011c, 2011d, 2011e, 2011f); Card (1999); Bassanini et
al. (2005); EC-OECD seminar on Human Capital and Labour Market Performance, that was held in Brussels on 8 December 2004, available at ec.europa.
eu/social/BlobServlet?docld=1946&langld=en, Hanushek et al. (2013).

()  See overview in CEDEFOP (2013); Harmon and Walker (2001); Leuven (2006); Bassanini et al. (2005).
(**)  See overview in CEDEFOP (2013).

(%) See overview in CEDEFOP (2013); CEDEFOP (2011c, 2011d). Investments in formal job training can yield comparable returns on investments in physical
capital or schooling according to Almeida and Carneiro (2009).

(%)  See overview in CEDEFOP (2013); Sianesi and Van Reenen (2000); Gennaioli et al. (2013). Woesman (2003) even argues that existing research severely
underestimates the development effect of human capital. This is because indicators used are poor proxies of human capital (e.g. adult literacy rates, school
enrolment ratios, and average years of schooling of the working-age population). The FP7 research project (LLLIGHT in EUROPE) is investigating how
successful enterprises actively employ Lifelong Learning for their competitive advantage. The project uses Complex Problem Solving (CPS)
skills as a measure of human capital. http://www.lllightineurope.com/

(¥)  See overview in CEDEFOP (2013).
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Chart 2: Potential employment path assuming different activity scenarios, EU-28
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2. LONG-TERM
CHALLENGES
THREATENING JOB-RICH
AND INCLUSIVE GROWTH

This section considers how workforce
shrinkage and increased global compe-
tition increase the pressure to generate
higher productivity gains over future
decades. It provides evidence that there
will be no alternative to human capi-
tal investment given Europe’s need for
stronger productivity gains to generate
economic growth rates strong enough to
maintain current welfare levels.

Ageing imposes a particular challenge to
the EU. After decades in which a demo-
graphic dividend helped feed economic
growth with an increase in the work-
ing age population, the situation from
now on is liable to move into reverse.
Moreover, the shrinkage of the workforce
will materialise at a time when global
competition is expected to require more
skilled workers in many industries which
are under pressure to become more inno-
vative and productive. The obvious out-
come is fiercer global competition for
talents with human capital becoming a
decisive factor in the success or other-
wise of businesses in an increasingly glo-
balised environment. Workforce decline
could reduce employment growth, leav-
ing productivity growth as the only lever-
age to sustain economic growth and to
maintain current welfare levels.

Potential employment growth will depend
on the success of EU policies in ensur-
ing that larger shares of a shrinking
working-age population enter the labour
market. Chart 2 displays working age
population projections together with
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two scenarios of how labour force par-
ticipation could develop (low and high
activity scenario) (%®). The low activity
scenario (dashed dark curve) assumes
no further progress in the age, gender
and education-specific activity rates. By
contrast, the high activity scenario (blue
curve) suggests a quantum leap: no gen-
der gap in the age-specific activity rates
by 2030; a doubling of past success in
terms of increasing older-worker activity
rates (+20% pts. by 2030) and a further
gradual shift towards a more highly edu-
cated labour supply (activity increases
with higher education) (%). The result indi-
cates the theoretical upper limit of what
activation policies might achieve: starting
from today’s EU activity rate of around
76%, the EU would approach activity
rates of around 88% by 2032 under the
high activity scenario.

With no further progress in activation (low
activity scenario), it is clear, from Chart 2,
that the EU will see employment growth
turn negative relatively soon — around
2021. However, even using very optimistic
assumptions, EU employment growth will
be unable to follow the 19% sustainable
growth path for more than ten years. At
the latest, it would turn negative around
2032. In this purely theoretical ‘best pos-
sible’ scenario, the EU would have arrived
by 2032 at an employment rate of 889%

with no unemployed reserve.
(%®)  Analysis assumes that an annual
employment growth of 1% is achieved
from now on for as long as possible. Such

a growth rate in employment is equivalent
to the long-term trend prior to the crisis in
2008, and is also consistent with meeting
the ‘EU2020’ employment objective for

the EU by 2020. Starting with a 68%
employment rate for people aged between
20 and 64 years in 2013, the rate would be
no less than 759% in 2020.

Peschner and Fotakis (2013), pp. 10-12.

The difference between the low and high
activity scenarios constitutes the theo-
retical maximum potential (*°) of activa-
tion policies to encourage people into the
labour market. The difference is some
35 million workers (13% of working-
age population in 2040). This difference
shows the potential to defer the time
when EU employment stops growing.
Under the assumptions made, activat-
ing labour resources would extend the
policy window by ten more years — time
to implement further reforms aimed at
safeguarding higher productivity gains.
Those will be needed in the decades to
come when employment growth, due to
higher activation, would no longer con-
tribute to potential economic expansion.

Obviously this would have implications
for productivity growth in the future.
Chart 3 shows that, before the crisis,
the EU’s economy grew by an average
of around 2% each year: the sum of 1%
employment growth and 1 % productivity
growth on average. Were the economy to
continue growing at this pace in times
of negative employment growth, the EU
would have to more than double the rate
of annual productivity gains. Activation
policies, no matter how successful, would
not remove the challenge to productivity,
although they could postpone the point
in time when productivity becomes the
only source of economic growth.

(%) Breaking down this potential by educational
attainment level, it is obvious that
low-qualified people would contribute

the most to this potential as their activity
rate today is way below the average

(2013: 64% vs. 76% in EU-28 for the age
group 20-64 years). Source: Eurostat LFS
(http://epp.eurostat.ec.europa.eu/portal/page/
portal/statistics/search_database, table
|fsa_argaed).
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Chart 3: Employment and necessary productivity growth at 2% GDP growth (% p.a.), EU-28
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This implies that the EU has to obtain
much faster productivity growth rates in
the near future than it has in the past,
if the current productivity gap relative
to the EU’s main competitors (*!) is to
be closed. This may become increas-
ingly difficult to the extent the pressure
to generate higher productivity growth
rates results only in rationalisation and
capital deepening, but without suffi-
cient investment in the existing stock of
human capital.

This underlines the argument for seek-
ing to generate higher productivity
gains by investing in skills and making
physical capital investment comple-
mentary to, rather than a substitute
for, human capital accumulation. In
this respect, the evidence suggests
that there is a strong complementarity
between capital and skills in today’s
globalised production chains (*?) and
that investment, growth and pro-
ductivity rates and levels correlate
with the share of higher skills in the
labour force.

Van Ark et al. (2013).

Timmer et al. (2014); Krusell et al. (2000);

DG EMPL’s Labour Market Model incorporates
the capital-skills-complementarity, see Berger
et al. (2009), p. 3.

Demand for skilled workers will con-
tinue to increase in the EU’s strategy
to ensure higher productivity gains.
According to model projections by
Cedefop, there will be more than 80
million additional job openings in
the EU over the current decade, and
90% of these job openings will be
in medium- and high-skilled employ-
ment. Looking only at the expansion in
demand (new, rather than replacement,
jobs), Cedefop anticipates almost 20
million more high-skilled job openings,
while in the low-skilled area, expan-
sion demand will decline by almost
14 million (**). This increased demand
for higher labour skills coincides with
the continued ‘general shift towards
employment in services and the knowl-
edge economy’ (*%) with the main driv-
ers being ‘demography, globalisation,
international competition and cost
pressures’ (*°).

To conclude in these respects, global
competition and workforce shrink-
age will increase the pressure to

CEDEFOP (2012a), p. 85 (table 12).
Ibidem, p. 19.
Ibidem, p. 35.

make rapid productivity gains in the
EU a reality. Research in this chapter
shows that such strong productivity
gains must come from investment in
human capital if it is to be socially
sustainable. There is strong evidence
that competitive businesses take this
challenge very seriously and do relate
human capital concerns directly to
productivity performances (Box 2).
At the same time, productivity gains
from only substituting missing work-
ers with capital would further reduce
the national income share of work-
ers relative to capital. Investing in
human capital to meet increasing
skill requirements is therefore seen
as the socially sustainable option for
generating higher productivity growth
in line with greater investment in new
innovative technologies. The follow-
ing sections will discuss the different
options of human capital investments,
describing the policy framework and,
based on model projections, showing
its potential impact on the labour mar-
ket and the economy.
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Box 2: Human capital, competitiveness and productivity

Business surveys show how the availability of skilled labour is an important, common feature among the most competitive
EU countries (Chart 4). Results show that various strategies and investments in forming, maintaining and using human capital
are complementary and not exclusive. Educational systems that meet the needs of a competitive economy are supplemented
by companies that: actively provide training; prioritise the attraction and retention of talent; provide a quality job environ-
ment. This increases workers’ motivation and offers good general labour market conditions with productive labour relations.

What matters is having a skilled workforce at all levels — i.e. including with enough, readily available, competent senior
managers. If necessary, top competitive countries can use the pool of foreign workers for whom they represent an attrac-
tive destination. These countries also tend to better use their human capital and have high activity and employment rates.

Chart 4: Complementing various human capital strategies helps top EU competitive countries to have better
skilled workforce at all levels
Index values (0-10 index points) for respective statements — unweighted averages, 2014

Skilled labour is

readily available — EUlast 15
Health problems do not have 8 Labour relations are |-~ EU-26 average
a significant impact on companies 7 generally productive | — EU top 15

The educational system
meets the needs of
a competitive economy

Worker motivation
in companies is high

Competent senior managers

Apprenticeship is
are readily available kP P

sufficiently implemented

International experience
of senior managers
is generally significant

Employee training is
a high priority in companies

Foreign high-skilled people Attracting and retaining talents
are attracted to your country's is a priority in companies
business environment  grajn drain (well-educated and
skilled people) does not hinder
competitiveness in your economy

Sources: IMD World Competitiveness Yearbook 2014, International Institute for Management Development.

Notes: *Top EU countries include EU countries that were in 2014, according to the overall competitiveness ranking, among the top 15 competitive countries
(out of 60) and the last 15 EU countries includes those ranking in places from 46-60. **TOP_EU countries: SE, DE, DK, LU, NL, IE. *** LAST_EU countries:

IT, HY, SI, EL, RO, BG, HR. ***EU-26 (no data for MT and CY). ****Qverall ranking of the World Competitiveness Yearbook is based on four main factors:
Economic Performance; Government Efficiency; Business Efficiency and Infrastructure.
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The survey shows significant cross-country variance in how businesses assess the availability of human capital and the vari-
ous qualitative aspects associated with it. The higher the score, the stronger the agreement with the respective statement
on average in a given country. That is, the higher the score, the stronger the confidence amongst businesses concerning the
issue raised in the statement. A factor analysis of the country differences across the twelve statements in the survey reveals
two main strands of human capital strategy amongst businesses: from a productivity-related company perspective (factor 1:
Firms’ productivity), this mainly reflects the organisation’s competitive position and how it is affected by human capital; while
the workers’ perspective focusses on the individual’s endowment with skills and his/her health (factor 2: Workers’ capital).
Table 1 shows how the extracted factor correlates to the original twelve statements.

Table 1: Extracting a firm-related and a workers-related factor of human capital
Matrix of factor loadings (rotated)

Factor
Firms’ productivity Workers’ capital
Skilled labour is readily available .060 911
Labour relations are generally productive 870 195
Worker motivation in companies is high 813 484
Apprenticeship is sufficiently implemented 753 215
Employee training is a high priority in companie .898 125
Attracting and retaining talents is a priority in companies 833 229
Brain drain (well-educated and skilled people)
559 772
does not hinder competitiveness in your economy
Foreign high-skilled p?ople are‘attracted 260 281
to your country’s business environment
International experience of senior managers is generally significant 774 372
Competent senior managers are readily available 517 .790
The educational system meets the needs of a competitive economy 643 631
Health problems do not have a significant impact on companies .186 742
Principal Component Analysis, factor loadings after varimax-rotation

Source: DG EMPL calculations based on IMD World Competitiveness Yearbook 2014, International Institute for Management Development.
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The two principal components of human capital identified above explain almost 809% of the cross-country variability in the
twelve original statements. Taking these as a basis, the subsequent cluster analysis depicts how businesses in Member States
position themselves in the context of firm- and worker-related human capital concerns.

Member States are divided into four clusters with respect to their scores in the two principal components extracted. The result is shown
in Chart 5. A score of zero in each of the components is equivalent to the non-weighted average of factor scores across Member States.
The Southern/Mediterranean Member cluster combines Member States (Greece, Spain, France, Italy, Portugal, Croatia, but also the
Czech Republic and Slovenia) in which firm-productivity-related confidence plays little role in businesses’ regard for their own situation.
On the other hand, worker-related confidence (good health, skill-equipment) is clearly under-represented in Eastern Europe (Bulgaria,
Hungary, Poland, Slovakia, Latvia, Romania, Lithuania and Estonia).

In contrast, businesses in the Northern Cluster (Denmark, Finland, Sweden, the Netherlands, as well as the UK, Ireland and Belgium)
place strong emphasis on both factors, whereas organisations in the Central Cluster (Germany, Austria and Luxembourg) seem to pay
particular attention to the competitive environment (high importance of firm-related/productivity considerations).

Chart 5: Clustering Member States with relation to two Principal Components of Human Capital
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Source: DG EMPL calculations based on IMD World Competitiveness Yearbook 2014, International Institute for Management Development.

3. PoLICY AND
INSTITUTIONAL
FRAMEWORK

The following analysis seeks to demonstrate
the potential of the EU Member States to
improve their economic and labour market
outcomes, and at the same time to prepare
for the long-term challenges with a better
skilled, and more productive, workforce. In
order to reap the benefits and realise that
potential, however, the institutional and
policy framework will need to be able to pro-
vide incentives or direct support for human
capital formation, maintenance and use (*°).
This chapter sets out the institutional frame-
work for forming, maintaining and using
human capital. It presents evidence on
how countries perform on indicators from,
among others, recent PIAAC and PISA sur-
veys. It tries to give evidence on the large
extent to which the EU is currently wasting
human resources and points to a variety of
policy approaches to better activate them
while investing in higher productivity.

(*®)  See for example OECD (2012a).

3.1.
capital

Forming human

Education is one of the main channels
for human capital formation, hence it
figures among the headline targets of
the Europe 2020 strategy. This section
analyses in detail the different aspects
of policies aimed at forming and enhanc-
ing people’s capabilities. It also seeks to
identify both barriers to progress and good
practice examples.

This section cannot touch exhaustively
upon all relevant issues(*’). It limits
itself to discussing investment in forming
human capital from the existing popula-
tion, while it does not touch upon acquir-
ing human capital from outside the EU.
As it can’'t cover all levels and aspects
of education and training, it focuses
mainly on inequality aspects and early
childhood education and care (ECEC).
The access to education and educational
performance are often influenced by an
)

See European Commission (2014d):
Education and Training Monitor (2014).

individual’s (child’s) socio-demographic/
economic background. Reducing inequali-
ties in skills and education is important,
not only for reducing income inequali-
ties but also for broadening the pool
of candidates for higher education and
high-skilled jobs and, by implication, for
improving long-term labour productivity.
The focus on ECEC follows from its
potential to overcome inequalities and
its long-term importance for the future
formation of human capital (*®). For a
more detailed analysis of educational
and training systems, see the Education
and Training Monitor 2014 (European
Commission, 2014d).

3.1.1. Early childhood education
and care: double dividend

The benefits of early childhood education
and care (ECEC) are two-fold — it improves
child development and facilitates labour
activity, especially female involvement in
the labour market (*°).

(*%)
*9)

See for instance Box 1.
For more on female activity, see section 3.3.3.
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Chart 6: Higher score in math 15 year-olds who participated in ECEC
Achievement in maths by participation in pre-primary school (PISA score points, 2012)
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Source: European Commission (2013c).

Note: Data are not corrected for parental/socioeconomic background.

Chart 7: Uptake of ECEC is low among disadvantaged children in the EU
Use of formal childcare for children aged 0-2 across several breakdowns
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Research shows that high quality ECEC  social inclusion (*!) (Chart 6). Therefore,  parents, income quintiles or risk of

can improve a child’s development, par-  accessible and affordable, good quality ~ poverty, are far less likely to use such

ticularly for the most disadvantaged: it ~ ECEC can significantly contribute towards  services (Chart 7).

prevents early school leaving; improves  helping mitigate inequalities.

academic achievement and increases Inequalities in childcare among social

educational attainment (“°). This reduces  In practice, however, children from dis-  groups (described as social gradients) vary

risky behaviour later in life and supports ~ advantaged backgrounds (*?), defined  between Member States. For example, in

participation in lifelong learning and  in terms of the education level of their ~ Scandinavian countries, such as Denmark

- _ or Sweden, the use of childcare is high,

- (*1)  See Box 1 for literature review. The term i .

() The FP7 research project ‘CARE’ addresses ‘early childhood educa}tion and care’ in;ludes and the differences between the disad-
issues related to the quality, inclusiveness, ;:jm?cirizmscc?rsyfsocrh?c:lld;gz ?:ctL\:Jsee?jnot;:rth vantaged and better-off are low (see Chart
2?‘1;?3235;#0?; ':éﬁ?;;ﬁogsgq ;E:&eﬂts providing early — or pre-school — education  8). In France, Belgium and the Netherlands,

Europe. The central goal of CARE is to develop ;B‘égh‘ldéare for Wgrkmg_ pa,re”gé'l";s)s)v there is evidence of a stronger social gra-
f - - s in European Commission a)). . . . .
an evidence-based and culture-sensitive dient combined with high levels of use of

European framework of developmental goals, (*?)  Migrant background is one important ] -

quality assessment, curriculum approaches dimension of disadvantaged people. childcare services. In other Member States,
and policy measures for improving the The analysis of this specific group goes P : .
quality and effectiveness of early childhood beyond the scope of this chapter. Specific §UCh as .IrEIanq' a _Slghlflcant sodial g.rad|ent
education and care. http://ecec-care.org/ work on social gradients will deal with this. is combined with limited levels of childcare.
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Chart 8: Disadvantaged children have more access to childcare in the northern EU Member States
Use of childcare and social gradients in access to childcare across Member States (2011)

Use of formal childcare (0-2), %

Source: Social Situation Monitor for DG EMPL, work in progress.
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is a rank correlation based on income position.

Note: The social gradient based on education is a modified concentration index based on maternal education levels and the social gradient based on income

Use of formal childcare (0-2), %

The main reasons for low use of
childcare across the Member States
vary over a long duration of parental
leave (**); excessive cost of childcare; a
disincentive tax-benefit system (**) (for
lone parents or second earners); and
the quality, accessibility (e.g. proximity,
opening hours) and availability (wait-
ing list, lack of services) of childcare
(Table 2) (*°).

Improving the use of childcare at the
national level requires greater aware-
ness of the different obstacles, which
might differ across Member States. In
some of the countries currently below

Long parental leave can also be a
compensatory measure due to lack of
adequate infrastructure.

Removing or reducing distortionary income
taxes and social security contributions also
stimulates the labour market participation of
low-qualified individuals and boosts incentives
to invest in education and training for them
(see, for instance, Booth and Coles 2007).

(*)  European Commission (2013a).

the Barcelona target (), such as Slovakia,
Poland, Croatia or Estonia, the duration
of matemity leave is among the highest
in Europe. In Croatia, Romania, Latvia,
Greece and the United Kingdom, a large
share of those persons with care respon-
sibility is inactive or involuntarily works
part-time because of a lack of support
services. In other Member States, such as
Ireland, Slovakia or Malta, the high cost of
childcare associated with inactivity traps
for low earners are a major obstacle.

Difficulties in accessing quality child-
care are reported in Greece, Romania,
Slovakia, Poland, Slovenia, Italy and Spain

With Barcelona targets, the EU wanted to
provide childcare by 2010 to at least 90%
of children between 3 years of age and

the mandatory school age, and to at least
339 of children under 3 years of age. They
were set in 2002 at the Barcelona European
Council. Reaching those targets should
remove disincentives to female labour
force participation. Presidency Conclusions,
Barcelona European Council, 15&16

March 2002, http://www.consilium.europa.
eu/uedocs/cms_data/docs/pressdata/en/
ec/71025.pdf.

— problems linked to a lack of physical
access, distance, inadequate opening
hours or eligibility criteria. The Eurofound
Quality of Life Survey reports access prob-
lems due to distance or opening hours in
Greece, France, Romania, Poland and the
Czech Republic. Availability, because of
waiting lists or lack of services, can also
restrict the use of childcare. However, the
extent of such difficulties also depends
on national circumstances with the
Netherlands and Hungary both reporting
similar levels of difficulty in accessing
childcare services, even though usage of
childcare differs considerably between
these countries.

113

o
=
S
Q



http://www.consilium.europa.eu/uedocs/cms_data/docs/pressdata/en/ec/71025.pdf
http://www.consilium.europa.eu/uedocs/cms_data/docs/pressdata/en/ec/71025.pdf
http://www.consilium.europa.eu/uedocs/cms_data/docs/pressdata/en/ec/71025.pdf
ec.europa.eu/employment_social/empl_portal/publications/Esde2014/Chap2%20xls/Chap2_Chart-8.xlsx
http://ec.europa.eu/employment_social/empl_portal/publications/Esde2014/Chap2%20gif/Chart/Chap2_Chart-8.gif

EMPLOYMENT AND SOCIAL DEVELOPMENTS IN EUROPE 2014

Table 2: Use of childcare related to context indicators
P?:tl: Ig? ::E:ax Inactivity and
Use of Out-of-pocket " employmea t Involuntary | part-time work
formal childcare costs fixed- due to lack of S
childcare i .Of (lone parent, LLoE seconfi term or care services Ava'l?'t."hty {\ccess
(at least maternity full-time e.amer ) M9vnng part-time | for children and (.w aiting Cost (dlsta|.1ce, Quality
1 hour L care net cost, into full-time % of other dependents list, la'ck b
a week) (morths) % of family 'employrpent women % of persons LR L)
0-2 net income) G LTS employed | 15-64 with care
S G A] responsibilities
earings (AW)
EU-28 28 35.2 134 42.9 58 59 41 27
cz 3 43 178 10 18 61 45 51 28
SK 5 44 25.1 23.7 7 14 61 71 47 38
PL 6 49 87 18 38 61 66 51 38
BG 8 14 7.7 216 4 21 49 55 33 20
LT 8 41 9.0 36.1 5 45 53 55 29 26
HU 8 42 59 9 37 45 63 39 36
T | HR 12 20 7 81
o AT 14 28 43 459 5 16 45 43 39 21
g RO 15 29 1 89 62 74 57 47
g MT 17 16 213 289 7 3 64 78 35 29
& EE 18 41 76 248 4 15 62 71 45 24
:C_,J EL 20 6.5 53 15 72 73 78 57 63
_E IE 21 18 40.4 495 14 49 47 76 36 23
& T 21 16 25 17 58 63 37 32
Lv 23 41 135 356 6 79 59 60 45 27
DE 24 40 153 8 47 61 50 39 25
cY 26 8 24 52 36 47 33 19
UK 27 19 13.0 515 7 72 54 78 39 25
Fl 29 12 217 16 6 46 33 34 12
= PT 35 13 4.0 15.7 22 47 53 63 42 36
g ES 36 40 9.0 31 63 53 67 44 30
et Sl 38 15 123 30.1 10 55 70 74 46 35
é FR 40 40 7.5 259 16 22 72 60 50 25
% NL 46 16 57 36.6 10 7 46 65 19 14
E BE 48 12 8.2 431 10 71 60 42 35 18
o LU 48 16 10.7 9 14 60 37 35 17
_§ SE 52 37 5.0 237 18 9 28 11 26 18
< DK 67 16 7.8 89.1 11 11 37 43 32 20
Sources: Eurostat, EU-SILC 2012 (IE 2011); Fondazione Brodolini, 2013 (maternity and parental leave); Eurostat, EU-LFS 2012 (involuntary part-time

and inactivity); OECD tax-benefit model (cost of childcare); Eurofound European Quality of life survey (self-declared obstacles).

S Note: All data are for 2012, except for length of maternity leave, which is for 2013.

3.1.2. Formal education

Completion of upper secondary education
is considered to be the minimum skills
requirement for actively participating in
social and economic life(#’). In 2013, 5.5
million people left school without finishing
upper secondary education in the EU-28
with the share of early leavers being over
15% in Romania and lItaly (Chart 9)(*).

OECD (2012b).

Early school leaving is one of the Europe 2020
headline targets and it aims to reduce the share
of early school leavers to less than 10 %.
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The share exceeded 20% in Malta and
Spain, although this has decreased over
the last three years(*°). The reduction
in the number of early school leavers
over the last few years can be partially
explained by counter-cyclical education
participation. Young people may prefer
to stay in education given the limited job
possibilities in recession or slow-grow-
ing economies.

(*®)  The FP7 research project ‘RESL.eu’ (Reducing
Early School Leaving in Europe) is collecting
data on youngsters, families and schools

in nine EU countries. It aims at identifying
characteristics of youth at risk of ESL as well
as protective factors (such as social support
mechanisms, resiliency and agency of pupils,
etc.) which may encourage potential ESL
pupils to gain qualifications via alternative
learning arenas. https://www.uantwerpen.be/
en/projects/resl-eu/

In tertiary education, Italy, Romania,
Croatia, Malta, Czech Republic and
Slovakia remain far below the head-
line target, although all are improving
(Chart 10) (%9).

Educational mobility has, on average,
improved across the EU, but having low
qualified parents still has a negative
impact on the educational opportunities
of their children (Chart 11). The share of
tertiary educated young people from low
educated families is lowest in Austria,
Italy, Poland and Slovakia, while it is the
highest in Finland. Moreover, Slovakia

(*°)  The Europe 2020 headline target is that

the share of 30-34 year olds with tertiary
education attainment or equivalent should
be at least 40 9%.
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CHAPTER 2: INVESTING IN HUMAN CAPITAL AND RESPONDING TO LONG-TERM SOCIETAL CHALLENGES

Chart 9: Early school leaving: current performance and recent changes
Early school leavers is the share of people between 18-24 years
of age not in education and who have not completed upper
secondary education, EU, 2010, 2013
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Source: European Commission (2014d).

Chart 10: Tertiary education: current performance and recent changes
Share of people between 30-34 years old having
tertiary education EU, 2010, 2013
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Chart 11: Limited chances for tertiary education attainment for young
people with low-educated parents in several Member States
Educational achievement among 25-34 year-old non-students with parents
who have below upper secondary educational attainment, 2012
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Source of data: OECD (2014b).

and ltaly, together with Spain, also have
high shares of young people without
upper secondary education coming from
disadvantaged families (°%).

Completing upper secondary or tertiary
education is no guarantee, however,
that young people from disadvantaged
backgrounds (°2) will attain similar basic
skills compared to their better-off coun-
terparts, as demonstrated by the PISA
survey (Chart 12)(>3). One third of the
variation in mathematics proficiency
across the OECD in PISA is explained by
differences in the percentage of students
who attended pre-primary education for
more than one year, after accounting
for per capita GDP (*%). Some countries,
such as Estonia, Finland, Ireland and the
Netherlands, have been able to combine
high levels of student performance with
an equitable distribution of learning
opportunities as measured by PISA (>°).
Too often, and in too many countries,
however, schools reproduce existing pat-
terns of socioeconomic advantage.

Possession of basic (cognitive) skills is
important in terms of labour market
achievement with regard to maintaining
employability and achieving success-
ful transitions between jobs (*%). At the
same time, non-cognitive skills, such as:
motivation; sociability; the ability to work
with others; and job-specific or technical
skills; are also important for successful
labour market participation (°7).

More general effort is needed in order
to improve school outcomes and the lit-
eracy of pupils in the EU Member States
as demonstrated by the PISA survey
(Table A.1 in Annex). The EU as a whole
is far behind its benchmark in maths,
although the picture is more encouraging

(°!)  For more details, see section on Tackling
inequalities in the Commission Education
and Training Monitor 2014 (European
Commission 2014d).

(°*3)  In the OECD’s PISA study, a pupil's
socioeconomic status is estimated by the
index that is based on such indicators as
parental education and occupation, and
the number and type of home possessions
related to education. These are considered
proxies for wealth and the educational
resources available at home.

(°*)  The OECD PISA survey compares the outcomes

of high school students internationally in

mathematics, reading and science, as well as
so called cognitive skills, and provides valuable
information on how well prepared upper
secondary students are for the workplace,
career training or higher education.

OECD (2013b).

Schleicher (2014).

Berton et al. (2014).

See Box 1.
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Chart 12: Higher scores in skills proficiency for young people with higher socioeconomic status
Achievement in maths by socioeconomic status (PISA score points, 2012)

Source: European Commission (2013c).
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in science and reading. In comparative
terms, overall EU performance is slightly
better than the United States, but below
that of Japan.

Despite good performance and a low
share of early leavers (well below the
EU average) (see Chart 9), there are a
number of countries with an above EU
average share of low achievers in all
three fields (Croatia, Slovakia, Sweden)
or at least in particular fields (Slovenia
and Austria in reading, and Lithuania in
reading and mathematics).

PISA 2012 results show that performance
across all three areas of basic skills
correlate with each other — Members
States that show certain levels of basic
skills in one area tend to perform simi-
larly in other areas (°8). Therefore, policies
designed to tackle low achievement in
one field often converge with policies
in another.

In many countries, the proficiency
achieved at a young age strongly cor-
relates with the proficiency of the same
cohort as adults, as demonstrated by
PIAAC (Chart 13). Countries whose
cohorts performed very well in PISA also
had much better results in the Adult sur-
vey and vice versa.

Financial resources are important in
improving the quality and equity of
educational outcomes but, in high-
income countries, their allocation is
more important than their size (*°). PISA
results show that advantaged and dis-
advantaged schools tend to have similar
physical infrastructure and educational
()
(*9)

European Commission (2013c).

Oosterbeek et al. (2007), Schleicher (2014),
OECD (2013b).
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Chart 13: Vicious cycle of low performance
Mean literacy proficiency in PISA (2000) and in the Survey
of Adult Skills (2012)

Source: OECD (2013a).
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resources to those in good performing
countries, but those countries tend to pri-
oritise higher salaries for teachers over
other expenditure, such as supporting
smaller classes(®°). In low-income (°)
countries, the scale of the resources is
a more important determinant of stu-
dents’ performance.

OECD suggests that improving the qual-
ity and equity of educational outcomes
requires a combination of measures (52).
This includes promoting high-quality
teaching, especially for disadvantaged
schools and students, by encouraging
diversity and improving the employ-
ment conditions of teachers (work-
ing conditions, career and financial

OECD (2013b).

Countries with cumulative expenditure per
student below USD 50 000, like the Czech
Republic, Hungary and the Slovak Republic.
(Schleicher 2014).

Schleicher (2014).

incentives to attract and retain teachers
in disadvantaged schools, educating the
teacher educators). It also considers that
measures need to be taken in order to
prevent increases in school’s autonomy
undermining equity, by avoiding socio-
economic segregation, and investment
in pre-school care and childhood, as well
as improving the quality of schools via
student and school assessments. Finally,
measures are needed to create effec-
tive learning environments: by limiting
grade repetition; reducing early track-
ing by not placing students on separate
tracks at a very early age; continuously
supporting students; and by setting high
expectations, especially for disadvan-
taged students.
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3.2.
capital

Maintaining human

The dynamic character of human capi-
tal accumulation implies that the skills
acquired at one stage form the basis
from which further steps can be made
throughout the life-cycle (5%), with the
possibility for further accumulation or
depreciation at every stage.

Higher participation rates in education can
have a positive effect on human capital
formation, but they do not ensure that
skills obtained during education are main-
tained and used throughout the working
life. Traditional measures of human capi-
tal, as used in macroeconomic analyses,
focus essentially on length and level of
formal education, but a comprehensive
analysis of human capital needs to move
beyond this. Lifelong learning and training,
in particular, play critical roles in maintain-
ing human capital once formal education
has been completed. (54)

3.2.1. Lifelong learning and
training: complementary roles
of public and private sectors

The most competitive countries in the EU
seem to be those which invest a higher
share of GDP in education and which have
high participation in formal and non-for-
mal education and training (Chart 14) (%°).
In these countries, the private sector
seems more likely to train employees,
who then show a higher propensity to

(%%)  So called ‘self-productivity’ and
‘complementarity’ upon skills
(Cunha et al. 2006).

(%)  Beblavy and Maselli (2014) argue that the
number of low-skilled workers shouldn’t be
considered only as a stock, but also as a
flow variable, as one can become low-skilled
during working life. Kurekova et al (2013)
point to structural and institutional barriers
that can draw people into low-skillness such
as technological change, growing service
sector or educational expansion.

(®%)  In assessing the importance of training,
several measures have proved useful. They
have materialised in different indicators that
measure the efforts of public finances, private
enterprises and individuals in forming and
maintaining human capital. In particular, we
consider: total general government expenditure
on education, as a share of GDP; overall
participation rate in education and training of
the population; the percentage of employees
taking part in continuous vocational training
courses; the share of enterprises providing
training for their employees; the rate of young
people (aged 15-29) neither in employment
nor in education and training (NEET rate);
the employment rate in the country. By
normalising these indicators, with a max-min
method, in a 0-1 scale, we can compare
them directly in Chart 14. In particular, we can
compare them with the aggregates of Member
States used previously according to their level
of competitiveness as stated in the IMD World
Competitiveness Yearbook 2014 (see Box 2).

participate in continuous vocational train-
ing. Unsurprisingly, these countries also
have significantly lower NEET rates and
higher employment rates. The differences
between the most competitive and least
competitive countries can be observed.
On the input side, the biggest gaps are
in terms of participation rates and of the
percentage of private sector enterprises
investing in employee training. On the out-
come side, NEET rates and employment
rates differ greatly.

The role of the private sector in maintain-
ing human capital, by investing in voca-
tional training of employees, is particularly

relevant not only from a public finance
perspective, but also in terms of effective-
ness of the investment, as enterprises can
fine-tune and adapt training programmes
to their specific needs.

In general, training provided by the public
and private sectors can be seen as both
necessary and complementary. Chart 15
shows that countries that spend more on
education, as a share of GDP, are also
those whose firms are more engaged in
providing employee training. Moreover,
this positive relationship has been rather
stable over time, as shown by the trend
line through 1999, 2005 and 2010(%8).

Chart 14: More competitive countries are those more able to maintain
human capital

Employment
rate [LFS]
2011

NEETSs rate
15-29
(inverse scale)
[LFS]
2011

Total general government expenditures
in education, in % of GDP [COFOG] 2011

Source: Eurostat (COFOG, AES, CVTS, LFS), DG EMPL elaborations.

Notes: *Top EU countries include EU countries that were in 2014, according to the overall competitiveness
ranking, among the top 15 competitive countries (out of 60) and the last 15 EU countries includes those
ranking in places from 46-60. **TOP_EU countries: SE, DE, DK, LU, NL, IE. *** LAST_EU countries: IT, HU, SI, EL,
RO, BG, HR. ***Overall ranking of the World Competitiveness Yearbook is based on four main factors: Economic
Performance; Government Efficiency; Business Efficiency and Infrastructure. The scale O to 1 for the different
indicators is calculated by normalising their values with a standard MAX/MIN normalisation formula.

— EU last 15
- - EU-28 average
— EU top 15

Participation rate
in education
and training [AES]
Formal & non-formal
2011

Training enterprises
as % of all
enterprises [CVT] 2010

Percentage of employees (all enterprises)
participating in CVT courses [CVT] 2010

Chart 15: Public and private sector investments in human capital are
complementary and mutually reinforcing
General government expenditure on education (X-axis), as a share of GDP, and
share of enterprises providing training (Y-axis) (years 1999, 2005 and 2010)

100

Sources: COFOG and CVTS, DG EMPL elaborations.
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(%6)  See chapter 5 ‘Markets and systems of
adult education and CVET: the governance
challenge’ in European Commission, 2013b.
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The service sector has a higher share of
companies providing training for their
employees, compared to the industrial,
manufacturing or agriculture sectors.
Moreover, within the service sector, knowl-
edge-intensive industries, like ICTs and
financial services, are most likely to invest
private resources in training (*7).

The size of enterprises is also seen to be an
important factor in determining their pro-
pensity to invest in training for their employ-
ees. In general, larger companies seem
more likely to provide training in both the
most competitive and the least competitive
countries, confirming previous results (%).

From 2005 to 2010 we see an EU-wide
increase in companies providing training,
most notably in small firms (Chart 16). In
the most competitive EU countries (°°) the
increase is lower than in the least com-
petitive ones, due to the already high share
of companies providing training in 2005.
The gap between big and small compa-
nies in providing training is being reduced
at a faster pace in the least competi-
tive countries.

These trends are confirmed by the recent
3 European Company Survey(7°), which
found that some 71% of companies in
the EU provide paid time off for training
for some employees at least, although
small establishments are least likely to do
this. Experiences vary considerably across
countries, with Bulgaria, Greece, Croatia and
Lithuania being those where this is rarest, as
compared with Austria, Finland, Sweden and
the Czech Republic. In general, where paid
time off for training is provided, the training
is mainly focused on enhancing employee
skills in relation to their current job (7).

Certainly training is not the only way through
which firms can help maintain and optimise
the use of human capital. Workplace prac-
tices adopted by firms(”2) are complemen-
tary to on-the-job training (see Box 1).

An analysis of the quality of human capi-
tal, through direct measurement of skills,
can help shed some light on the relevance
of training provided by enterprises to their

(¢7)  Continuing Vocational Training Survey,

Eurostat.
Badescu et al. (2011).
As ranked by the IMD World Competitiveness

Yearbook 2014, International Institute for
Management Development.

Eurofound (2013).
Ibidem, p.5.

For instance, job latitude and employee
control and empowerment, performance
incentives etc.

(%)
(%)

(%)
()
(%)
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Chart 16: Big differences between small
and large enterprises in less competitive countries
Enterprises providing training as% of all enterprises, by size class
(2005 and 2010, EU-28, most and least competitive countries)

100
90
80
70
60
50 Big (250 or more)
Medium (50-249)
40
Small (10-49)
30
EU-28 EU-28 TOP-EU TOP-EU LAST-EU LAST-EU
(2005) (2010) (2005) (2010) (2005) (2010)

Sources: Eurostat, CVTS.

Notes: *Top EU countries include EU countries that were in 2014, according to the overall competitiveness
ranking, among the top 15 competitive countries (out of 60) and the last 15 EU countries includes those
ranking in places from 46-60. **TOP_EU countries: SE, DE, DK, LU, NL, IE. ***
EL, RO, BG, HR. ****Qverall ranking of the World Competitiveness Yearbook is based on four main factors:
Economic Performance; Government Efficiency; Business Efficiency and Infrastructure.

LAST_EU countries: IT, HU, SI,

employees. Looking at scores in numeracy,
literacy and problem-solving can provide
an overview of the quality of education
and training.

We focus on PIAAC scores for employed
people (both full-time and part-time) in
the three dimensions of numeracy, literacy
and problem-solving, and observe differ-
ences among EU countries. The share of
employer-sponsored, job-related educa-
tion and training (Eurostat, Adult Education
Survey, 2011) correlates positively with
the PIAAC scores across all three dimen-
sions (Chart 17). This might suggest that
the comparatively higher efforts done by
the employers in providing training to the
employees might contribute to these dif-
ferences. Section 3.3.1. further investigates
this stylised fact through an economet-
ric analysis.

3.2.2. Active ageing and health

The demographic challenges posed by
the combination of lower fertility rates,
longer life expectancy, and a declining
share of the working-age population cre-
ates pressures to mobilise all available
human resources (7). Since the propor-
tion of older inactive people per those
in work is rising, the contribution that
older people can make to the economy
and society becomes even more relevant
than in the past. Consequently, the stock

(*)  The next chapter (Chapter 3) will further

develop the analysis of active ageing.

of labour market skills becomes ever
more dependent on the maintenance
and updating of the existing workforce’s
skills (74), increasing the importance of
policies to ensure a healthy life and pro-
moting active ageing.

In this respect, age has a limited, but
nevertheless significant, effect on the
level of skill proficiency, as the analysis
of microdata below shows. Older adults
generally show lower proficiency in lit-
eracy, numeracy and problem solving
than younger people, but data from the
PIAAC survey also shows considerable
variation in the skill proficiency of older
people across countries. This suggests
that differences in education and labour
markets may influence adults’ capabilities
to develop and maintain skills as they age.
Moreover, the general decline in cogni-
tive skills can be mitigated, delayed or
prevented by continuous vocational train-
ing, education and lifelong learning (),
highlighting their importance in active
ageing policies.

In general, individuals with poor skills
are less likely to engage in education
and training on their own initiative, and
tend to receive less employer-sponsored
training. This applies particularly to older
workers (’®). Therefore, they need well
targeted help to escape the low-skills/
low-income trap.

(")
(%)
(%)

Desjardins and Warnke (2012).
Desjardins and Warnke (2012).
OECD (2013a).

Y
5
8
S
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Previous studies have shown an association
between higher rates of and more equal
participation in training in EU countries,
suggesting that differences in national
training systems are mainly due to(’?) their
respective capacity for training older, less
educated and less skilled workers. This is

(”7)  Badescu et al. (2011).

linked to institutions affecting the system
of incentives for engaging in adult learning
and the resources available for including
older workers in lifelong training.

A key factor for ensuring that human capi-
tal is preserved is health. A useful indica-
tor of health as a productivity/economic
factor is the Healthy Life Years (HLY)

Chart 17: More employer-sponsored training is associated indicator () (also called disability-free life
with better skilled employees expectancy), which measures the number
Employer-sponsored education and training of years that a person of a certain age is
and skills proficiency of employees likely to live without disability. Eurostat
data show that the expected length of
Numeracy healthy life in the EU has been decreasing
290 since 2010 for both females and males.
—
—
Q 285
) A prolonged decrease in the number of
< 280 ) )
& healthy life years would present an impor-
g 275 tant risk to the provision of human capital
>
2 570 and the sustainability of public expendi-
E ture. Investment in health care will conse-
o 265
g quently have to, on the one hand, preserve
s 260 human capital (supporting active ageing
© .. . .
T 255 and participation in the labour market)
E e RZ = 04344 )
2 and, on the other, prevent higher depend-
0 10 20 30 40 50 60 ency costs. The importance of health and
Employer-sponsored, job-related, education and training safety at work to promote active and
(% of tot) AES, 2011 . . 79
healthy ageing becomes evident (®).
Literacy The Europe 2020 strategy highlights the
. 295 . importance of addressing health inequali-
g 2% * ties as part of achieving the goal of inclusive
g 285 growth and poverty reduction. The evalua-
<C
% 280 tion of the European Strategy 2007-2012
& 5c on health and safety at work (2), highlighted
é 70 that several occupational and safety
X issues are age-related and demographic
[
S 265 trends make the needs of older workers,
wn
g 260 . in particular older females, a priority in the
£ 255 . immediate future. Data also show that the
3 R? = 0.2593 o
250 health status of people varies significantly
0 10 20 30 40 50 60 according to their educational level. This is
Employer-sponsored, job-related, education and training . :

(9 of tot) AES, 2011 partlt:.ularly relevant to undgrstandlng the
dual link between human capital and health;
better educated people enjoy better health

P i . ) ) )
= 290 roblem solving status, which can in tumn be linked to their
~N 288 ¢ ¢ better economic conditions. Ensuring good
o
<< e —

E 286 (®)  HLY is a functional health status measure
'g): that is increasingly used to complement the
£ o84 conventional life expectancy measures. The
= HLY measure was developed to reflect the fact
aE.- 282 that not all years of a person’s life are typically
@ lived in perfect health. Chronic disease, frailty,
‘g 280 and disability tend to become more prevalent at
3 older ages, so that a population with a higher life
5 278 expectancy may not be healthier. Indeed, a major
5 question with an aging population is whether
Lg 276 'Y increases in life expectancy will be associated
K] L 4 R? = 03546 with a greater or lesser proportion of the future
3 =0. ’ h - e
o ° 274 population spending their years living with
E o 0 10 20 30 40 50 60 QIsability. If HLYl is increasing more rapidly than
= . . . life expectancy in a population, then not only are
§,< Employer-sponsored, job-related, education and training people living longer, they are alsa living a greater
(V) (% of tot) AES, 2011 portion of their lives free of disability. Any loss in
health will, nonetheless, have important second
order effects. These will include an altered
Sources: PIAAC and Adult Education Survey, DG EMPL elaborations. pattern of resource allocation within the health-

care system, as well as wider ranging effects

on consumption and production throughout the
economy. It is important for policy-makers to be
aware of the opportunity cost (i.e. the benefits
forgone) of doing too little to prevent ill-health,
resulting in the use of limited health resources
for the diagnosis, treatment, and management of
preventable illness and injuries. The HLY is a key
indicator of health status of the European Core
Health Indicators (ECHI). More information on

the indicator is available at: http://eceuropa.eu/
health/indicators/healthy_life_years/index_enhtm

() European Commission (2013f).
(%) European Commission (2013e).
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health is thus an important precondition for
maintaining the available human capital.

3.3.  Using human capital

Research suggests that the availabil-
ity of human capital does not gener-
ate benefits, notably economic ones, if
it is left idle or under-utilised (8*) with
the quality of the national institutional
and policy frameworks being important
in this respect(®?). Examples of poor
human capital usage are reflected in evi-
dence of outcomes such as high rates of
unemployment and inactivity, especially
of women, migrants and young people;
high levels of (early) retirement; part-
time work or skill-mismatch. On the other
hand, institutions and policies such as:
active labour market policies; financial
incentives to work through tax and social
welfare systems; retirement policy of
increasing retirement age and extend-
ing working life, can all improve the uti-
lisation of human capital and thereby
indirectly support further investment in
human capital.

Moreover, use of skills in and out-
side work is the best way to maintain
and even increase them (%), as being
employed generally corresponds to bet-
ter skills (see Chart A.1 in Annex). Recent
PIAAC data allow us to shed more light
on the importance of using skills at work.
The data not only show that the potential
of highly skilled adults is not exploited
to the same extent in all countries (54),
but also stresses the role of a person’s
employment status on skill usage and
maintenance (%°).

Good utilisation of human capital cov-
ers a broad range of problems and

(1) Knowledge and skill are workers’ capabilities
for performing various tasks, and they can
be used differently. Therefore Acemoglu and
Autor (2011) argue for adding additional
variables in the models to distinguish
between skills (availability) and their use
in order to better understand the labour
market trends, and the impact of technology
on employment and earnings. Also, within
the companies, the value of its human
capital depends on its potential to contribute
to the competitive advantage of the firm.
See Lepak and Snell (1999 in Baron (2011).

(82)  See review of human capital policies in the
EU in Heckman and Jacobs (2009).

(8%)  Reder (1994).

(8)  In CZ, PL, NL and Flanders (BE) highly skilled
individuals who are out of the labour force
represented more than 2% of the total adult
population and in Fl the share was close to 4%
while the highest share of inactive highly skilled
adults is in CZ, SK, IT, and PL (more than 20%).

(®)  Various studies had already found a link between
national levels of educational attainment among
EU Member States and the level of workforce
training (Badescu et al, 2011).
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policies, which cannot all be presented
and analysed here. We decided to focus
on the importance of work intensity on
skills performance, on women and labour
segmentation and skill mismatches, as
potential key explanatory variables (%¢).

Skill proficiency is higher among those
who are active on the labour market — a
finding which may be part of a vicious
circle: the inactive part of the workforce
suffers from skill depreciation and has
lower participation in education and
training, further worsening their pros-
pects to find a job. Such a result reveals
that human capital capacity extends well
beyond the ‘stock’ accumulated during
formal education and develops through
use at work.

3.3.1. Work intensity,
the use of skills and skills
performances

The phenomenon of skill usage and its
impact on maintaining human capital
can be investigated through a series of
regression analyses using PIAAC micro-
data. We build a new variable, which
takes into account the full working his-
tory of individuals. ‘Work intensity’ can be
proxied as the total number of years a
person is paid to work, relative to his or
her age (¥). The so-defined ‘work inten-
sity’ variable has been classified into
quintiles (88). We include two variables
reflecting the use at work of those skills
which may be particularly relevant: the
frequency of ‘solving complex problems’
(of any nature) and ICT experience (59).
We then control for a number of core
socio-demographic variables: educa-
tion (highest educational attainment
achieved), age, gender, and ‘foreign
born” — a dummy variable reflecting
where the respondent was born.

(%) European Commission publishes extensively
about activation problems and policies. See
e.g. European Commission (2014g, 2012c,
2012d, 2012e).

(87) A more accurate definition of ‘work intensity’
would have been the number of years one has
worked for pay, relative to the time elapsed
since finishing formal education. However, as
many people start working long before they
finish formal education, we dropped that idea
because so-defined work intensity would often
have exceeded 100%. We have no information
on the work history after finishing education.

()  Dividing the population into five equal classes
with respect to people’s ‘work intensity’:
Class 1: Work intensity (WI) > 60%;
class 2: 48.15% < WI < 60%;
class 3: 33.33% < WI < 48.15%;
class 4: 16.67% < WI < 33.33%;
class 5: WI < 16.67 %.

(8%)  The ICT experience variable is negatively
expressed, i.e. equal to 2 if there is no
experience, otherwise it is 1.

The aim of the regression is to find evi-
dence for the human capital deprecia-
tion phenomenon, such as the impact of
skills and work intensity on PIAAC perfor-
mance, i.e. the scores in literacy, numer-
acy, and problem-solving. Tables 3 to 5
show the results of the regressions (*°)
with the respective coefficients together
with the standard error of estimation.
The higher the coefficient relative to the
standard error, the greater its statistical
significance as indicated by the stars in
the respective third column (°%).

Results for the socio-demographic controls:

- Age has a clear, negative impact
across all three disciplines. The older
people are, the poorer they perform in
literacy, numeracy and problem solv-
ing. Though cohort effects may play a
role, this is an unsustainable situation
in view of workforce ageing, which
calls for stronger investment in their
work-related qualifications and skills.

- Women score less favourably in
all disciplines.

- As expected, higher educational
attainment leads to better scores in
all disciplines.

- Being foreign-born strongly reduces
the chance of achieving high scores
in all disciplines.

Of particular relevance for our analysis
are the impact of work intensity and
the use of skills. A number of results
stand out.

- Not being exposed to ICT in one’s
working environment strongly reduces
the scores in all three disciplines. The
same is true for a low frequency of
‘solving complex problems’ at work.

- The longer someone has been working
for pay, the higher their relative per-
formance in numeracy, literacy and,
to a lesser extent, problem solving.

(®)  The number of valid cases per country
involved may be too small (ranging from
around 2.500 to around 6.000). The last
column shows the international average for
countries where the results are most reliable,
due to a higher number of observations.

(°')  Third column: * and ** refer to the coefficient if
it is (in absolute terms) greater than 1.96 and
2.576 times the standard error, resp. As the true
coefficient then lies in the middle a confidential
interval greater than 95% and 99%, resp., the
estimated sign of the coefficient is significant at
minimum 5% and 1%, resp.
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Table 3: Linear regression — Literacy

Freq. of
Age | SE | sex | s |Eduea| gp |Foreion| . | Work | | solving | o | NolCT- | oo
tion born intensity complex experience
problems
Belgium " s - o - -
-0.79 | 0.12** | -435 | 1.35* | 4.99 |027*|-35.48 | 369 075 | 115| 164 |o06 -20.06 |204
(Flanders)
Rg;ﬁgl‘ic -059 |0.17* | -369 | 1.75* | 416 |034*| -729 | 591 | 001 | 167 | o098 08 | -1053 |[258*

Denmark |-1.01 [0.07**|-154| 1.1 403 |0.18*| -37.43 | 2.46™ 158 | 079" 297 058™| -1587 |188™
Finland -1.04 | 0.1 |-038 | 1.67 | 416 |026*|-41.49 | 535" | -112 | 087 3.12 0.67*| -15.83 |263*
France -0.59 |0.08**|-148 | 1.16 | 499 | 0.2* | -25.01 | 224> | -0.11 | 0.74 1.98 046" | -15.82 16"
Ireland -041 | 009" | -529 [ 144™ | 483 |031*|-13.21 | 2.11* 128 0.83 179 059 | -1003 |221*

Italy -056 |0.13*| 262 | 21 | 398 |033*|-2346 | 411 | 234 |095*| 166 |079*| -1855 | 25*
Japan -08 |008™| 091 | 148 | 405 |02* |-31.12 |1406*| 165 [077*| 134 |061*| -1038 |187*
Korea, | ;06 |007+|-287|139°| 36 |021*|-4445|679*| 149 |063*| o038 |o048| -1013 |182*
Republic of

Netherlands | -0.94 | 0.08** | -3.02 | 1.32* | 4.25 |0.24**| -34.09 | 3.14* | -0.12 0.8 261 0.59**| -20.26 |2.23*
Norway -0.83 |0.09**| -3.97 | 1.35** | 4.35 |0.19**| -37.05 | 2.58** 1.87 097 3.23 0.7** -1961 | 226"
Poland -064 |013**| 028 | 1.86 | 436 |028"| 63 13.86 162 12 139 0.79 -1235 | 2.29*

Russian | 55| 019 | 254 | 203 | 235 |051*| -3.16 | 854 | 342 | 181 126 | 099 | -146 | 348
Federation
Ri'g;’tf{fc -0.86 |0.12**| 26 | 144 | 269 |028*| -042 | 472 | 537 |099*| 332 |058*| -646 |186*
Spain -0.64 | 0.08* | -8.09 | 1.63*| 4.06 | 02* |-2037 |263*| -141 |067*| 133 |o056*| -1499 |187*
Sweden |-099 | 0.1* |-297| 152 | 485 |023*|-40.46 |224* | 254 |109*| 305 |062*| -1526 |234*
UK(England/ | 25 | 519+ | -124 | 159 | 292 |019*| -24 |376*| 206 | 119| 274 |072*| -2096 |245+
N.Ireland) o
'”ggf;g’:al -0.73 | 0.03** | -1.76 | 0.38** | 4.03 |007**|-2425|154* | 137 [026*| 205 |016*| -1403 |055 &
Q
(W]
S

Sources: PIAAC, DG EMPL elaboration.

Notes: * Data for the Russian Federation do not cover the Moscow municipal area. ** Belgium refers only to Flanders. *** United Kingdom refers only to England
and Northern Ireland.

Table 4: Linear regression — Numeracy

Freq. of
Age | SE | sex | sp [Fdua| g (Foreion| o | Work | .. | solving | o | NolCT- | .
tion born intensity complex experience
problems
Belgium " "™ - - . -
-0.66 | 0.13* |-15.89|1.71* | 544 | 03* | -33.69 | 354 136 | 117 | 223 |066*| -2155 |207
(Flanders)
Rg;ﬁgl‘ic -0.39 |0.15* | -9.02 |2.03**| 504 | 04* | -109 | 607 | -056 | 141 | 157 | o088 | -1376 |277*

Denmark -0.7 |0.08"|-12.61|147*| 449 |022*|-3573 | 28" 234 |089*™| 316 |066™| -16.08 |2.09*
Finland -0.85 | 0.1** |-14.43|162*| 4.69 | 0.3** | -40.22 | 522" | -0.74 0.96 35 0.79*| -1558 |2.73*
France -0.55 | 0.1* |-12.02|1.46™| 6.41 |0.23*|-29.94 | 299" 141 0.94 223 0.5* -214 161*
Ireland -039 | 0.1* |-16.07| 1.5 | 511 |034*| -84 |237™ 2 1.01* 154 067*| -1698 |251*

Italy -0.72 |0.14**| -5.14 | 2.18* | 4.26 |0.35*| -14.63 | 457* 472 1.13* 249 0.88*| -2323 |283*
Japan -04 (008" | -6.68 |1.79"| 4.43 |0.22*|-32.17 |15.85* 2.09 0.96* 2.35 0.66*| -1596 |1.75*
Korea,

A -1 [008*| -5.73 |141*™| 441 |0.24*|-42.15 | 6.64* 194 0.69* 0.29 0.55 -10.55 2.1*
Republic of

Netherlands | -0.72 | 0.08** [-14.33 | 1.34** | 43 |0.24**| -36.71 | 3.32** 0.03 0.85 273 |067*| -20.39 26"
Norway -0.75 | 0.1 |-15.08 | 1.42**| 5.26 |0.21**|-4397 | 299" 3.59 1.04>| 256 |0.75*| -17.77 2.6
Poland -0.52 |0.14**| -8.49 |167**| 434 |031*|-3459 [1597*| 256 1.29* 174 0.74* | -1401 |225*

Russian | 53| 02 | 06 | 236 | 255 |058*|-10.56 | 4.45* 23 198 | 255 |096*| -448 | 312
Federation
Rselpc)‘:gllfc -0.85|0.14*| 016 | 174 | 362 | 03* | -335 | 511 | 679 |128*| 381 |069*| -1024 |194*
Spain -07 |009*| -15 | 17| 411 |021*|-18.16 289~ | 013 | 076 | 189 |063*| -1902 |178*
Sweden | -0.8 |0.11*|-1438| 14* | 561 |022*|-4326 | 25~ | 283 |115*| 283 |075*| -1349 |[239~
Umfe”lgfg)d/ -03 | 0.12*|-1165|179*| 325 |022*|-3005 | 364 | 25 133 | 344 |079*| -2343 |261*
i 2
International | g 65 | 00z |-1034 [ 041 | 455 |007*|-2756 | 163 | 208 |028"| 241 |018| -1635 |058" | [
average Q
N
Q

Sources: PIAAC, DG EMPL elaboration.

Notes: * Data for the Russian Federation do not cover the Moscow municipal area. ** Belgium refers only to Flanders. *** United Kingdom refers only to England
and Northern Ireland.
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Table 5: Linear regression — Problem solving
Freq. of
Age | SE | sex | sg |Fduea| gp |Foreign| . | Work | o | solving | S | NolCT- | o
tion born intensity complex experience
problems
Belgium "ok " - - . "
-128 |0.14* | -8.19 |1.67*| 436 |023~|-1842 | 334 -085 | 114 | 162 |059 -169 241
(Flanders)
Czech -09 |021*| -5.15 | 237*| 317 | 04> | -101 | 677 | 273 | 205 | 458 |091*| -2082 |345*
Republic
Denmark | -1.48 |0.07**| -6.03 |1.28"| 3.61 |022"|-2163 | 274" | 16 |076*| 28 |062"| -1598 |226*
Finland |-1.47 | 0.1 | -6.23 |135*| 3.97 |031*|-1566 | 491 | -248 |093*| 301 |066™| -12.16 |209*
France . . . . . . . . . . . . . .
lreland | -097 |0.11**| -7.84 [1.79**| 435 |034™| -003 | 214 | 057 |097 | 141 | 07* | -1012 |21*
Italy . . . . . . . . . . . . . .
Japan |-158|0.14*| -6.07 [199*| 362 |035*| 42 | 1555 | 351 |[126*| 33 |091™| -1644 |3.03*
Korea, | ;g1 01 |-493| 15" | 288 |031*|-3536 |1044*| 095 | o081 | 141 |064'| -587 |21
Republic of
Netherlands | -1.12 [0.08* | -545 |142*| 35 |022*|-1752 | 308 | -071 | 085 | 192 |06 | -1644 |22*
Norway |-1.46 |009*| -7.67 |1.12"| 3.84 |022*|-2251 | 286" | 165 |084*| 236 |068™| -1535 |21*
Poland | -1.33 |021**[-12.14 253" | 381 |038™| -157 | 2406 | 111 | 187 | -056 | 1.04 | -1768 | 29"
Russian | ogg|024*| 107 | 365 | 137 | 076 | -18 | 456 | 591 |286*| 271 |129'| -1198 |492*
Federation
Rsel';’l:’;‘ﬁc -098 |0.16* | -199 | 19 | 249 [039*| 089 | 744 | 317 |145°| 122 | 078 | -943 |293*
Spain . . . . . . . . . . . . . .
Sweden |-144 [0.11**| -534 |148"| 434 |024|-3023 | 229" | 077 | 101 | 303 |071*| -11.98 |[242*
Uﬁ_ff:lgﬁ;‘)d/ -1.02 |009* | -791 |167*| 257 |016™|-17.17 | 3.15* | 173 |088*| 146 |064*| -2045 |277*
' 2
'”f\:gf;;’:al -1.25 |0.04* | -5.99 |052* | 342 |009*| -127 | 24* | 101 |037*| 216 |021*| -144 |075* B
Q
(W]
S

Sources: PIAAC, DG EMPL elaboration.

Notes: * Data for the Russian Federation do not cover the Moscow municipal area. ** Belgium refers only to Flanders. *** United Kingdom refers only to England
and Northern Ireland.

. The statistical significance for ‘work- ~ 3.3.2. Utilising the potential When it comes to a better utilisation of

ing intensity’ is considerable, but less
so than skill-use as measured in the
questionnaire (%2).

These results confirm a link between peo-
ple’s work history and usage of their skills
with enhancing skills proficiency. At any
level of educational attainment, the pos-
sibility of using skills at work is associated
with a higher performance measurement
of those skills (°3). This, in tumn, has strong
implications for future labour market pros-
pects of individuals. Successful workforce
activation is therefore key, also from the
point of view of skills maintenance.

35
30 # m FTER GAP (males-females)‘
(®)  One reason could be measurement problems ER GAP (males-females) |
since skill-use variables are strongly connected 25
with work-intensity so that multi-collinearity g
problems emerge. Probably related to that 5]
problem (and the reduced number of valid 3 20
observations), the country-specific coefficients g
vary and are not all positive. Apart from that, $ 15
country differences also reflect different sectoral g
specialisations within each country, with more 10
knowledge-intensive sectors determining a higher
‘pay-off” of work to skills. All in all, the evidence 5
of a positive impact of work history on skills
proficiency across all countries is still convincing. o

The fact that our variable considers the whole
work history of the individuals, while the test
of skills proficiency are taken at one point in
time (2011 in this case), should allow for a
prudent inference of causal relations, from
being at work to having better skills.

of women in the labour market

One in four persons of working age in the
EU is inactive, and about 15% of them
have a tertiary education. This represents
a significant cost in terms of potential
human capital that is unused.

existing resources, female participation
becomes a concern. Although the female
employment rate has been increasing in
the EU, women are still less likely to work
than men with big variations across the EU
(Chart 18).In 2013, the EU-28 employment
rate for women aged 20-64 was more than

Chart 18: Men continue to be stronger integrated
in the labour market than women
Gaps between male and female full-time equivalent
employment rates (FTER) and employment rate (ER) in 2013,
women and men aged 20-64, 2013, Member States

Sources: Eurostat, DG EMPL, own calculations.

LT F LV SE BG DK PT EE SI FR HR AT DE NL ES BE CY IE UKEU28HU LU SK PL RO (Z EL IT MT

Note: FTER — full-time equivalents calculated with regard to the working time of a full-time, full-year employee.
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Chart 19: High educated women — more in population, less in employment
Employment rate gender gap in percentage points (male — female); share of female/male
with high educational attainment (% of respective population), 2013, 25-64 years
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Sources: Eurostat, DG EMPL, own calculations.

Notes: *Countries are ranked according to the decreasing share of women with high educational attainment. ** High educational attainments means short-cycle
tertiary, bachelor or equivalent, master or equivalent and doctoral or equivalent (levels 5-8).

Chart 20: Some policy mixes are better for women’s labour market integration
FTER gap (percentage points) and female employment rate (%) in the EU Member States in 2013

Female employment rate
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Sources: Eurostat, DG EMPL, own calculations.

15 20
Full-time equivalent employment rate gender gap

Note: FTER — full-time equivalents calculated with regard to the working time of a full-time, full-year employee.

12 percentage points lower than that of
men (62.5% vs 74.2%) — yet this is a sig-
nificant improvement on the 17 percentage
points gap in 2002 (58.1% vs 75.4%) (*4).

Not only are women less likely to work
than men, those who do are, on aver-
age, likely to work fewer hours than
men. When employment is measured in
full-time equivalents, the largest gaps
are in Member States where the female
employment rate is relatively high (e.g.
Austria, Belgium, The Netherlands, Ireland,
Germany and the United Kingdom)
(Chart 18). In other words, part of higher
female employment rates is a result of
greater participation in part-time work
and, to that extent, reflects less, not more,
exposure to work-related skill usage and
strong under-employment.

(**)  Over the last two decades, the employment

rate of women in the EU-15 increased by more
than ten percentage points, from 52.8% in
1995 to 63.7% in 2013. [Ifsa_ergan].

The gender employment gap is strongly
linked to family and care activities,
with prime age women being most likely
to work fewer hours or be inactive due
to family and care-related activities, and
this is only changing slowly (*°).

Indeed, the stock of female human capi-
tal is not used effectively. As for men,
for women too the likelihood of work-
ing increases with higher educational
attainment, but the employment rate
gender gap remains significant even at
the highest levels of educational attain-
ment (Chart 19). In all but four countries
(Luxembourg, Germany, Austria and the
Netherlands), a greater share of women
have higher educational attainment than
men, with the biggest differences occur-
ring in Estonia and Latvia (more than
15 pps). Despite this, the employment
rate of men exceeded that of women in

(%) European Commission (2014f).

all Member States, with the exception of
Croatia, where the rates were the same.
The Commission’s analyses (*®) reveal
that a country’s relative performance in
terms of gender-gap tends to be simi-
lar across all educational levels: e.g. low
gender gaps exist in Bulgaria, Lithuania,
Latvia, Hungary and Slovakia and high
gaps occur in Germany, Belgium, Ireland,
the United Kingdom and the Netherlands.

The analysis in the 2013 Economic and
Social Developments in Europe review
showed some distinct patterns among
Member States regarding the gender
gap in total hours worked. Only a few
Member States, mainly Nordic and Baltic
countries, have so far succeeded in
implementing a policy mix that combines
high female employment rates with a
low gender gap in total hours worked
(Chart 20).

(%) European Commission (2014f).
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Chart 21: Temporary contracts are the main typology of new jobs created in the last quarters
Employees in permanent and temporary work in the EU-28, self-employment and total employment (15-64)
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The policy mix notably includes: avail-
ability of flexible working arrange-
ments and long part-time positions
for parents; incentives to share unpaid
work within the couple; and available,
affordable, quality childcare. Some coun-
tries, such as Germany and the United
Kingdom, have a high share of working
women but with relatively short hours.
Others, such as Spain or Ireland, have a
lower female labour market participation
rate although those women who do work
tend to work longer hours.

OECD analysis reveals that closing the
gender gap reveals some great poten-
tial in terms of economic growth through
activating existing labour resources (°).
In countries such as Ireland and
Luxembourg, which have low female
activity, a convergence in activity rates
could increase the total labour force by
more than 20%. Moreover, an increase
in the working time of women would
obviously increase still further the con-
vergence in labour force intensity. The
convergence in intensity contributes
more to the increase in the total size of
the labour force in countries with a high
share of women working part-time.

Furthermore, the OECD estimates that
halving the gender labour-force partici-
pation gap could bring a 6.2% gain in
GDP across 21 EU members of the OECD
by 2030, plus a further 6.2 % gain for full
convergence. The largest gains from full
convergence are projected in countries
like Italy and Greece with large existing
gender gaps (around 209%) while the
growth potential is limited in countries
like Finland or Sweden (less than 5%).

3.3.3. Labour market
segmentation and skill
mismatches

Strong labour market segmentation (high
incidence of atypical work) and the per-
sistence of skill mismatches on the labour
market, together with a rising share of long-
term unemployment, point to the increas-
ingly structural nature of the EU’s labour
market problems and are a threat to future
welfare. They create a persistent exclusion
of ‘outsiders’ and force many people into
work that does not match their skills. The
resulting depreciation of skills will inhibit
growth for a long period of time, while at the
same time skills needs are changing, with
an increasing need for highly-skilled work-
ers. In light of the human capital shortages
to be expected, the policy focus must lie on
structural labour market reforms.

In recent years, changes in labour market
conditions and policy changes, like dereg-
ulation of non-standard work forms (°8),
have contributed to the increase in non-
standard forms of contracts and a rise in
part-time work and the use of temporary
contracts. For example, a tendency to make
more extensive use of temporary contract
was already evident before the crisis, par-
ticularly in some countries. However, tem-
porary contracts have become the main
form of new jobs created in recent quarters
(Chart 21) ().

(®)  Eichhorst, 2013.

(%) An employee is considered as having a
temporary job if employer and employee
agree that its end is determined by objective
conditions, such as a specific date, the
completion of an assignment, or the return
of an employee who is temporarily replaced.
Typical cases include: people in seasonal
employment; people engaged by an agency
or employment exchange and hired to a third

While the share of temporary contracts
in total employment is higher for women,
more recently the increase has been
faster for men.

Growing levels of atypical employment,
such as part-time work, casual work or
work on temporary contracts reflects
strong labour market segmentation and
is therefore considered to be one of the
main drivers of increasing inequality,
even in the pre-crisis period, despite
employment growth (}°°). Recent stud-
ies have also demonstrated that the
increase in non-standard work contracts
has had a negative influence on total
productivity as a result of an underin-
vestment in human capital (*°1).

In the vast majority of countries, workers
on temporary contracts are found (}°?) to
make less intensive use of their informa-
tion-processing skills and some generic
skills (e.g. task direction, influencing and
self-organising), than those in perma-
nent employment — suggesting that
the tasks carried out by workers hired
under different contractual arrange-
ments vary substantially. Such a usage
gap can potentially reduce future oppor-
tunities for temporary workers and have
a negative impact on labour productivity
of young workers if they are on tempo-
rary contracts for long periods. Moreover,
employers invest less in training of tem-
porary workers.

Therefore, tapping into existing labour
resources requires the promotion of
regular instead of atypical employment,
helping transition to permanent jobs and

(%°)  OECD (2014a).
party to perform a specific task (unless there is . o
- a written work contract of unlimited duration): (*")  Franceschi and Mariani (2014); and ISFOL (2014).
(¥7)  Thevenon et al. (2012). people with specific training contracts (Eurostat). (192)  Quintini (2014).
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reducing the share of involuntary forms
of at non-standard work contracts.

However, the spread of fixed-term con-
tracts can be seen to have encouraged
firms to adopt a short-term approach to
the management of human resources,
which overestimates the short-term
benefits of a reduction in labour costs
due to short-term flexible or temporary
contracts, and to discount the long-term
collective costs associated with reduced
human capital formation and the loss of
innovative capacity (*%%).

Atypical contracts often coincide with
people having to accept jobs below
their level of education or not matching
their skills. Skill mismatch — a differ-
ence between the skills and qualifica-
tions that are available and those which
are needed in the labour market (%4)
— especially if it is persistent, implies
real short- and long-term economic and
social losses for individuals, employers
and society. Individuals working in jobs
below their qualifications may earn less,
be more prone to change jobs and in the
long-run will be more likely to lose skills
by not using them (3°°) and become less
satisfied with their jobs.

Those with insufficient skills are less
efficient and productive in their work. In
the long-run employers are faced with
higher recruitment and turnover costs,
as well as lower productivity and reduced
competitiveness. For society as a whole,
skill mismatch reduces matching effi-
ciency and increases unemployment ().
In the long run it leads to under-invest-
ment in training, low-skills-bad-jobs-
low-wage equilibrium, and undermines
long-run growth and social inclusion (7).
Some skill mismatch is inevitable in a
dynamic economy, where skill require-
ments change as jobs are changing,

(19%) ISFOL (2014).

(104)  Skill mismatch can be quantitative and
qualitative. The first one shows differences
between aggregate labour supply and
demand. Qualitative mismatch shows
differences between individuals’ skills and
job requirements at micro level, where
individuals can have higher qualifications
and skills than required (over-qualified
or over-skilled) or lower (under-qualified
or under-skilled). For a more detailed
presentation of various forms of skill
mismatch, see European Commission
(2012a) and Flisi et al. (2014).

(105)  See evidence by results on Adults skills
survey (OECD 2013a) and Pellizzari and
Fichen (2013).

(2%6)  European Commission (2013d).

(*7)  For more details on the economic and
welfare cost of skill mismatch, see European
Commission (2012a).

Chart 22: Qualification mismatch is very high in some Member States
Average incidence of vertical mismatch (2001-11) in EU-27
countries, % of employees (aged 25-64)
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Source: European Commission (2012a).
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Notes: Over-qualified (or under-qualified) workers are those whose highest level of qualification attained
is greater than (or lower than) the qualification requirement of their occupation. The modal qualification
in each occupational group at the two-digit level is used to measure qualification requirements. The
appropriate EU-LFS weighting variable (COEFF) is used in the calculation of the modal qualification.

m Matched qualification
m Under-qualification
m Over-qualification

where labour market information is
imperfect and where education and
training systems need time to respond
to new knowledge and skill demands (1°).
However, in some EU Member States
almost half of the labour force is seen
to be mismatched, which is a huge
waste of human potential (Chart 22),
with vertical mismatch especially high
in Mediterranean countries (e.g. Greece,
Spain).

As the ageing society will require a strong
acceleration of productivity growth due
to the forthcoming workforce decline,
this waste of resources belongs to the
most serious recent socioeconomic
developments and will inevitably result
in lower growth potential unless policy
takes decisive action.

Earlier Commission research has shown
that countries with high levels of over-
qualification appear to share some
common characteristics (}%°). Already
now (before the demographic shift) they
tend to be less wealthy and have a lower
share of services in GDP. They also have

(1%8)  Even if there is today a skill match, this can
change in the future, due to technological
changes and changing job requirements, skill
depreciation and obsolescence if there is no
further training (European Commission, 2012a).

(1%%)  Those characteristics are based on observing
vertical mismatch for 2001-09. The high
over-qualification cluster includes Greece,
Italy, Portugal, Cyprus, Lithuania, Ireland and
Spain, while the medium over-qualification
cluster includes Austria, Belgium, Denmark,
Estonia, France, Luxembourg, Latvia, the
Netherlands, Sweden and the UK. See
European Commission (2012a).

low levels of public investment in edu-
cation and training and low expenditure
in labour market programmes, which
might reduce their quality and ability
to respond to changing labour market
needs. There are few jobs available for
highly educated graduates and many
business executives in these countries
consider that their educational systems
are not meeting their business needs;
enterprises provide less company train-
ing and pay less attention to human
resource management and recruitment.
Highly mismatched countries tend to
have more rigid labour markets and
higher labour market segmentation ().

Some skill mismatch is likely to continue
in the future given that, according to
forecasts by Cedefop, the demand for the
highly educated is expected to fall short
of supply, while the opposite is forecast
for the low qualified, in 2015 (}!1). Raising
awareness of the need to anticipate and
address potential mismatches in differ-
ent sectors and occupations is an impor-
tant investment into future growth, but
a reduction in skill mismatch requires

(119 See European Commission (2012a).

(*11) Cedefop, Skills forecasts, Online data
and results (April 2014) and Flisi et al.
(2014). Eurostat has recently published a
new population projection Europop 2013
that significantly changes current labour
supply estimates, especially at the national
level. Cedefop is currently working on
the evaluation of possible impacts of the
new population projections on the skills
forecasting results and will produce a new
forecast in early 2015.

S
A
3
X
o



ec.europa.eu/employment_social/empl_portal/publications/Esde2014/Chap2%20xls/Chap2_Chart-22.xlsx
http://ec.europa.eu/employment_social/empl_portal/publications/Esde2014/Chap2%20gif/Chart/Chap2_Chart-22.gif

EMPLOYMENT AND SOCIAL DEVELOPMENTS IN EUROPE 2014

policy intervention (**?) across various
policy domains, including: education and
training; employment and social security;
mobility and migration; and industrial
and regional development (113).

Education and training systems could
be more responsive to labour market
needs, equipping graduates with good
basic skills, promoting a variety of routes
for qualifications (e.g. VET), and providing
early career guidance to help students
make more informed choices. They could
also encourage adult and lifelong learn-
ing, with companies playing a bigger part
by providing more work-based training.

Employment and social policies can
improve mobility and more efficient
matching by passing social security
rules that allow easy transfer of social
security rights. Active labour market poli-
cies can help job-seekers, notably the
low-skilled, obtain relevant skills and
shorten unemployment spells, although
activation should not be led by a ‘work-
first’ approach (}'4). Good quality labour
market intermediaries, such as public
employment services (PES), which sup-
port good matches and provide neces-
sary guidance and job-counselling, play
a very important role (}*°).

Industrial and regional development poli-
cies can reduce skill mismatch, mainly
by influencing the labour demand side.
Stimulating innovation and the creation
of high-level jobs helps utilise the poten-
tial of Europe’s high-qualified workforce.
This is also achieved by supporting firms
that rely on high-skill, high-productivity
product strategies and exploiting syner-
gies between skills and high-productivity

(1) Intervention is needed due to various market
failures preventing efficient reduction of
mismatch by labour market adjustments
alone, such as the lagged nature of
skill supply relative to demand; positive
spillovers (‘externalities’) in human capital
outcomes; disincentives to investment in
training by enterprises and recruitment
deficiencies; missing insurance markets
for skill investment and intergenerational
transmission of education and training.
(European Commission, 2012a).

(*+3) Berkhout et al. (2012); European
Commission (2012a), World Economic Forum
(2014).

(*4)  According to the World Economic Forum
(2014), activation strategies should move
away from the ‘work-first’ to a ‘learn-
first’ approach and take into account
the long-term consequences of training
and placement decision on individuals’
employability and adaptability.

(*+%)  European Commission (2012a, 2013d);
World Economic Forum (2014); Berkhout et
al. (2012).
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firms by facilitating the growth of indus-
trial clusters.

Research findings tend to emphasise the
role of employers in reducing skill mis-
match (1) by offering attractive working
conditions, including performance pay,
complex job tasks and learning opportu-
nities. However, it is unrealistic to expect
all employees, notably new ones, to have
all the required skills for the available
jobs. Employers can overcome this by
becoming more involved in education
and training systems, notably by provid-
ing quality apprenticeships. Another way
to improve the match is to improve com-
panies’ human resource and recruitment
policies to attract and select talent, and
to facilitate internal labour mobility (**7).

Employers and workers have a joint
interest in investing in skills. Their rep-
resentatives (employers’ organisations
and trade unions) often combine their
(sector-specific) knowledge of the labour
market to identify skill gaps and develop
joint solutions. They may jointly develop
training curricula or organise paritarian
funds (e.g. financed through social secu-
rity contributions) to provide training. In
doing so, they overcome problems of
collective action and positive spill-overs
associated with skill investment.

4. POLICIES AND THEIR
IMPACT: EVIDENCE FROM
THE LABOUR MARKET
MODEL

This section uses DG EMPL's Labour
Market Model (LMM) to demonstrate
how different policies can help in form-
ing, maintaining and using human
capital (*'8). We show how investment
in education helps in forming human
capital. When it comes to maintaining
human capital, investment in training is
an efficient tool — particularly when it

(1¢)  World Economic Forum (2014), Cappelli
(2014), CEDEFOP (2012b).

(**)  World Economic Forum (2014), Berkhout et
al. (2012).

(18)  LMM is a general equilibrium model covering
14 EU countries and is used to show the
impact of labour market policy measures
on important internals such as employment,
unemployment, wages, but also GDP and
productivity. It has a particular focus on
the labour market, and includes a detailed
picture of the institutional surroundings in
the different countries. LMM distinguishes
eight age groups and three skill-levels (in
the sense of educational levels). It also
considers the impact of firm-training on
individual labour productivity. For more
detail, see Berger et al. (2009:2), p. 9. For a
short explanation of LMM, consult European
Commission (2010).

is embedded into a more comprehen-
sive strategy which also uses educational
investment to strengthen overall labour
productivity, and hence growth. Finally,
we may improve the usage of human
capital by helping firms to lower labour
costs in the most vulnerable segment
of the labour market. But again, policies
are most effective when they are part
of a policy package that also includes
policies supporting growth in addition to
investment in human capital.

Given the precarious labour market situ-
ation for young people in Europe, simu-
lation of policy measures in this section
concentrates on young cohorts (aged
below 24).

41. Forming HC
Investment in education —
the case of Germany

The decisive role of formal education
in human capital formation has been
confirmed by many studies. Previous
simulations using DG EMPL’s Labour
Market Model show that young people
graduating from higher educational have
better labour market outcomes leading
to higher economic growth (}1°). These
exercises show the impact of opting for
higher education although, since higher
education comes at a cost, it involves
personal choices. From an individu-
al's perspective, there is not only the
cost, which can be particularly high in
some countries, but also the question
of foregone earnings and the possibil-
ity of missing out on career opportuni-
ties during the period of study. For the
great majority, however, these costs are
typically weighed against the long-term
gains from higher education in terms of
enhanced job opportunities, higher earn-
ings, better recognition and better work-
ing conditions.

DG EMPLs model can take on board
the endogeneity of education (),
which assumes that, before starting
their careers, people decide on which
educational path to follow, namely low,
medium or high education (*2?), given

(1) European Commission (2014e), Chapter
1, Section 6.1 for Germany; Employment
and Social Developments in Europe 2013;
Peschner and Fotakis (2013), Section 4.2.1
on the example of France.

(12°)  Berger et al. (2009:1), pp. 27-28.

(*2')  According to the International Standard
Classification of Education 1997: ISCED 0-2
(low), ISCED 3-4 (medium), ISCED 5-6 (high).
See http://epp.eurostat.ec.europa.eu/cache/
ITY_SDDS/Annexes/educ_esms_an5.htm
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their respective costs(*??) and ben-
efits (12%). On this basis it is assumed, in
the traditional economic jargon, that they
pursue further education so long as the
marginal costs are lower than the mar-
ginal gains of higher education.

This endogenous educational choice is
‘switched on’ in this section — contrary
to the analyses mentioned earlier (*24).
This means that an incentive is needed
to attract more people to engage in
higher education (}#°). It is assumed that
the government spends 0.1 % of GDP on
subsidies to young people aged between
20 and 24 years if they take up tertiary
education (}?°). The measure is financed
by lump-sum taxes levied on all house-
holds and they are assumed to ‘have
no incentive effects other than shifting
income from the private to the public
sector’ (*¥7). The results are similar in all
14 countries covered by the model, but
we use Germany as a basic example.

The Europe 2020 target aims at having
40% of people aged between 30 and 34
years with tertiary education in 2020,
while Germany had set itself the national
objective of increasing to 42 % the share
of people aged between 30 and 34 years
who successfully achieve tertiary or
equivalent educational attainments by
2020 (%) — reflecting the relevance of
good quality vocational (apprenticeship)
education in Germany in providing skills
relevant for the labour market.

In 2013, the share of tertiary edu-
cated people in Germany was only
around 339% — below the EU average
of 37 9%, according to the Labour Force

Educational cost is also assumed to be a
function of individual ‘abilities’ of which
agents are assumed to have a correct
esteem.

(122)

(*2%) Itis also assumed that agents have a
perfect esteem on their individual abilities.
(*#%)  For a similar exercise based on an older
version of LMM, see Berger et al. (2009:2),

pp. 50-56.

The model assumes that the provision of
higher education is oriented towards labour
market needs and that the additional
graduates are expected to be hired at least
at the same rate as existing graduates.

(125)

(126)  Currently, this corresponds to some

EUR 2.7 bn per year and thus constitutes a
medium-sized package. Today, this amount
would be arithmetically sufficient to grant to
each student of a German university support
of around EUR 1 100 per year.

Berger et al. (2009:2), p. 9.

Unlike the general EU2020 target, Germany
includes ‘tertiary and equivalent’ education,
i.e, ISCED levels 4-6 (instead of 5-6)

into its own education-related objective

for 2020. ISCED level 4 includes
post-secondary education.

Chart 23: Positive impacts of subsidising young people
to take up higher education in Germany
Simulation with DG EMPL’s Labour Market Model: giving a subsidy to young
adults to take up tertiary education (0.1% of GDP)
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Survey (12°) (**°). The 2014 Country
Specific Recommendation (**!) urges
Germany to spend more on education
and make efforts ‘at all levels of govern-
ment to meet the target for total public
and private expenditure on education and
research of 10% of GDP by 2015, and
even more ambitious follow-up targets
should be aimed for in order to catch
up with the most innovative economies’.

Chart 23 shows the long-term, steady-
state results of the simulation. The sub-
sidy increases the net-yield resulting
from taking up high education. Those
concerned adjust to the new situation
as more of them take the step from
medium to high education. On this basis,
the share of population with tertiary
degrees would increase by 0.7% com-
pared to the baseline scenario — this is
mainly at the expense of medium-edu-
cated (-0.3%) and some low-educated
people (-0.1%).

As a result of the changing skills mix,
total employment is expected to increase
by 0.19%, but the composition changes
strongly towards the highly educated.
This has important implications for the
countries’ long-term growth perspective
since physical investment is strongly
complementary to the average skill

(1?°)  Germany had already exceeded national
set targets in 2010 with a share of 43.5%
(Federal Ministry of Economic Affairs and

Energy (2014), p. 31.

http://epp.eurostat.ec.europa.eu/portal/page/
portal/statistics/search_database (table
t2020_41).

European Commission (2014a), p. 4.

(130)

(131)

level (**?), and higher investment and bet-
ter skills improve workers’ productivity.

Hence, the changing skills composition
would be expected to trigger invest-
ment and labour productivity, which in
turn pulls up GDP by more than 0.2%.
That is, a long-term multiplier of more
than two, which would bring an economic
expansion more than twice as strong as
the initial cost of the measure — which is
a very typical finding for skill-/education-
related policy measures (**3).

4.2. Maintaining HC
Investment in training —
the case of Slovakia

Informal training plays a major role in
the acquisition of the new skills needed
to achieve higher labour productivity
growth and to limit human capital depre-
ciation over time (134).

In Slovakia training intensity is low and
‘despite government efforts to reform
vocational education and training and
subsidise jobs for young people, the youth
unemployment rate remains among
the highest in the EU’ according to the
2014 Country Specific Recommendation

(**2)  Capital intensity will be higher the stronger

skills are distributed towards higher skills:
high skills attract investment and vice versa.
See Berger et al. (2009:1), p. 33.

The strong negative impact on labour
productivity of the highly educated is
due to the expansion of high-educated
employment.

(133)

(134)  For example: Berger et al. (2009:1),

section 9.5.2; Heckman et al. (1998), HC
accumulation function on p. 3. For empirical
evidence, see the micro-data analysis in
section 2.3.1, based on the ‘PIAAC’ survey on

adult skills.
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to Slovakia(**°). Therefore, the effec-
tiveness of firm-sponsored training to
support young people is the focus of
this section.

We first simulate the effects of a Slovak
government subsidy to firms that induces
them to offer firm-sponsored training to
workers. The magnitude of the subsidy
is 0.1% of GDP, and is assumed to be
financed by lump-sum taxes levied on
all households. In order to show the
impact on different age groups, we first
assume that the subsidy focusses on all
workers. In a subsequent simulation, we
drop that assumption and focus the sub-
sidy on young workers only. Finally, in an
attempt to find the ‘optimal policy mix’,
we combine the training subsidy with a
scholarship programme to encourage a
higher take up of higher education.

Chart 24 shows the long-term results
on the Slovak economy. In effect, the
subsidy induces more firms to spend
on training, as a result of which more
workers take up training and become
more productive which, in turn, increases
demand for workers across all educa-
tional levels (1®).

Chart 25 shows that employment
increases are strongest for highly edu-
cated workers, since higher educated
people in Slovakia have a higher pro-
pensity to undergo training. As capital is
more complementary to higher educated
workers, the changing educational mix
would encourage further physical invest-
ment. As a result, GDP is 0.15% higher
than in the baseline scenario. The educa-
tional structure of the workforce plays a
major role in explaining this result.

Since young people in Slovakia are dis-
proportionally affected by unemploy-
ment, which is at a level of around
349%,we consider the impact of the
government devoting the same amount
of money (0.1% of GDP) to subsidise
firm-sponsored training only for young
workers below 25 years of age.

Chart 26 shows the resulting long-term
simulation results. The employment
effect is a little stronger than in the pre-
vious scenario because a given amount
of subsidy constitutes a relatively big
incentive to hire young workers since

(3%%)  European Commission (2014b), p. 5.

(3*6)  Similar long-term outcomes were obtained
in a previous simulation for France (Peschner
and Fotakis 2013).

Chart 24: Impacts of subsidising companies’ training in Slovakia
Simulation with DG EMPL's Labour Market Model: subsidise firm-sponsored
training in Slovakia (0.1% of GDP) — all age groups targeted
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Source: Own calculations based on DG EMPL's Labour Market Model.

Chart 25: Employment impacts of subsidising
companies’ training in Slovakia
Simulation with DG EMPL’s Labour Market Model:
subsidise firm-sponsored training in Slovakia (0.1 % of GDP)
— all age groups targeted — employment effect
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Source: Own calculations based on DG EMPL's Labour Market Model.

Chart 26: Impacts of subsidising companies’
training only for young people in Slovakia
Simulation with DG EMPLs Labour Market Model:
subsidise firm-sponsored training in Slovakia (0.1 % of GDP)
— young age groups targeted (aged 15-24 years)
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Source: Own calculations based on DG EMPL's Labour Market Model.
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Chart 27: Employment impacts of subsidising companies’ training only for young people in Slovakia
Simulation with DG EMPL’s Labour Market Model: subsidise firm-sponsored training in Slovakia (0.1 % of GDP) —
young age groups targeted (aged 15-24 years) — employment effect
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Source: Own calculations based on DG EMPL's Labour Market Model.
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Chart 28: Impacts of policy mix support to young people in Slovakia
Simulation with DG EMPL’s Labour Market Model: Policy Mix of firm subsidy
for the training of young workers (15-24 years), combined with tertiary
education scholarships for tertiary education (20-24 years), Slovakia.
Magnitude: 0.05% of GDP each
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Gross wages

their earnings are low. Firms offer higher
wages to those young workers as a result
of their increased individual productivity
and as a result of the (wage) bargain-
ing over the subsidy (**?). Higher wages
lead to youngsters staying in (low- and
medium-skilled) employment rather
than investing in higher education with
a result that, in the long term, there will
actually be more medium- and low-edu-
cated people in employment and fewer
highly educated people than before the
measure — as shown in Chart 27.

This changing educational mix would be
expected to reduce total labour productiv-
ity, even if individual labour productivity

(*¥7) The subsidy increases the rent of a firm-
worker-pair and the two parties split this
additional rent among them via higher
gross wages, see also the wage bargaining
equation in the model documentation. See
Berger et al,, (2009), Part I, p. 39.

of young people improves due to the
training, since investment growth will be
subdued as a result of the capital-skills-
complementarity described earlier.

As a result, we see stronger employment
gains than in the non-targeted scenario,
which might be seen as good news by
Slovak policy-makers in so far as the
young people’s labour market situa-
tion is seen as critical, even though this
comes at the cost of relatively moder-
ate economic expansion and decreasing
total labour productivity. Knowing how
important higher education is for stronger
investment and higher productivity, Slovak
policy-makers might, therefore, consider
combining the positive employment-
impact of a training subsidy aimed at
young people with a subsidy that encour-
ages high education — the idea being to
continue to focus on young generations,

while avoiding negative side-effects
resulting from the lower educational mix
in the training-only scenario.

Lastly, we assume that the 0.1% of GDP
is spilt into two equal parts. The first part
is invested in the firm-subsidy that targets
young people’s training as in the previous
scenario, with the second part used to
fund tertiary education scholarships for
people aged between 20 and 24 years.
As assumed previously, funding will be
through lump-sum taxes on all households.

Employment gains are similar to both
training-only scenarios above. Contrary
to the training-only-policy targeted
towards young people, the strong incen-
tive to take up tertiary education would
be expected to result in the strongest
employment gains for high-educated
people, as shown in Chart 29.

The additional supply of highly educated
people reduces their gross wages (%),
resulting in a less pronounced increase in
average wages than in the training-only
scenarios above. However, as the work-
force’s educational mix moves upwards,
the policy mix avoids a decline in total
labour productivity and would result in
strong shifts in investment, following the
complementarity between capital forma-
tion and skills. The GDP increase is much
stronger than in the training-only sce-
nario focused on the young and is even
a bit stronger than in the non-specialised
training-only scenario.

(338)  Again, this is also due to the wage-
bargaining-effect. As the subsidy is
lower than in the training-only case, so
is the additional worker-firm rent to be
spread over the two parties through wage
bargaining. See previous footnote.
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Chart 29: Employment impacts of policy mix support to young people in Slovakia
Simulation with DG EMPL’s Labour Market Model: Policy Mix of firm subsidy for the training of young workers
(15-24 years), combined with tertiary education scholarships for tertiary education (20-24 years), Slovakia.
Magnitude: 0.05% of GDP each — employment effect
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Source: Own calculations based on DG EMPL's Labour Market Model.
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43. Using HC: Labour
demand incentives to youth
employment — the case

of Italy

As hysteresis is seen to be particularly
harmful for those who become unemployed
early on in their working lives, there are
arguments in favour of including measures
that strongly encourage employers to hire
young people.

Previous analyses (**°) revealed that labour-
cost oriented policies have a strong poten-
tial to generate pronounced employment
gains, particularly among vulnerable groups
of workers, such as low-skilled, young or
low-income workers. However, these poli-
cies come at a cost in so far as they pro-
vide demand and supply-side incentives
for stronger low-skilled employment at the
expense of higher skill groups, which could
lead to lower investment and lower eco-
nomic growth in the long run.

Italy is a country where young people face
severe labour market problems as their
unemployment rate reaches 40%. In the
2014 Country Specific Recommendations,
Italy is urged to take further steps ‘in line with
the objectives of a youth guarantee’. Policy
that addresses the low youth labour market
participation appears to be ‘limited’ (:4°).

Chart 30 reproduces the long-term result
of a 0.1%-of-GDP subsidy to lower young
workers’ labour cost by lowering employ-
ers’ social contributions for the case
of Italy(**!). In contrast to the training

European Commission (2012b), section 4
and European Commission (2012a).

(*%)  European Commission (2014c), paragraph 13.

European Commission (2012b), especially
p. 277-279.

subsidy simulated for Slovakia above,
we assume that the measure is financed
by an increase in the VAT rate. This is in
order to reflect more popular strategies of
shifting the tax-burden away from labour
towards consumption. That is, we assume
tax-reform away from labour towards VAT.

As the subsidy is restricted to young work-
ers, employment gains concentrate almost
exclusively on the 15 to 24 years age
group. Compared to the situation where
the wage-cost subsidy is not restricted to a
specific age group, the overall employment
impact is substantial because the given
subsidy has a stronger relative impact
where wages are low, as is the case for
young workers. As the initial stimulus is
clearly demand-driven (decreasing labour
costs), the strong employment effect is in
fact the endogenous result of higher labour
market participation (and lower unemploy-
ment) within the group of young people.
This is because young workers’ wages shift
pronouncedly, following stronger demand.

The measure’s side effects are revealed
by Charts 30 and 31. Concentrating labour
cost subsidies to young people will change
the educational composition towards the
low-skilled — an effect already seen in the
previous section on the training subsidy.
As higher wages make employment more
attractive to young people, more of them
decide not to invest in higher education
but take up employment — remaining
medium- or low-educated. The changing
educational composition would drag down
investment (and hence GDP), following the
capital-skills-complementarity.

To avoid this side-effect on the skills-com-
position, the Italian government may decide
to split the subsidy in two parts, similarly

to the training-example for Slovakia: with
half of the 0.1% of GDP devoted to low-
ering labour costs — the other half being
spent on support for tertiary education, all
funded through higher VAT. In fact, Italy’s
share of young people aged 30 to 34 years
holding tertiary degrees is the lowest in
the EU: only 22.4% — way below the EU
average (some 389%) and the country-
specific target for the year 2020 (26%).
Hence, further efforts to increase educa-
tion attainment seem necessary, despite
recent progress.

The long-term effects of such a policy-mix
are displayed in Chart 32. Total employ-
ment shifts quite significantly, by 0.12%,
compared to the reference scenario — the
increase being twice as strong as in the
case of only reducing labour costs. On the
other hand, looking at young workers, their
employment gains are less pronounced
than in the scenario where all resources
are devoted to reducing labour costs. This
result appears logical, only half of the
0.19% of GDP is now devoted to reducing
young workers’ labour costs, whereas total
employment takes advantage of a chang-
ing educational mix when young people are
subsidised into tertiary education (where
they are assumed not to be employed).

The education-subsidy is a strong incen-
tive to take up tertiary education, so the
number of highly skilled workers increases
markedly, whereas medium-skilled
employment declines. In so far as there is
currently a shortage of skilled labour rela-
tive to supply, and a surplus of unskilled
labour relative to supply, this would boost
total labour productivity (despite strong
employment gains), as the additional com-
plementary physical investment triggers
faster GDP growth.
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Chart 30: Balancing between short- and long-term benefits and costs
of lower social security contributions for young people in Italy
Simulation with DG EMPL’s Labour Market Model: lowering employers’ social contributions
for young workers (15-24 years), Italy. Funding: VAT increases. Magnitude: 0.1 % of GDP
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Source: Own calculations based on DG EMPL's Labour Market Model.

Chart 31: Lowering social security contributions for young people in Italy increases employment
of the low-skilled at the expense of the highly skilled
Simulation with DG EMPL’s Labour Market Model: lowering employers’ social contributions for young workers
(15-24 years), Italy. Funding: VAT increases. Magnitude: 0.1 % of GDP — employment effects
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Source: Own calculations based on DG EMPL's Labour Market Model.
Chart 32: Impacts of policy mix support to young people in Italy
Simulation with DG EMPL’s Labour Market Model: lowering employers’ social contributions
for young workers (15-24 years), combined with tertiary education scholarships
for tertiary education (20-24 years), Italy. Magnitude: 0.05% of GDP each
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Source: Own calculations based on DG EMPL's Labour Market Model.
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Chart 33: Employment impacts of policy mix support to young people in Italy
Simulation with DG EMPL’s Labour Market Model: lowering employers’ social contributions for young workers
(15-24 years), combined with tertiary education scholarships for tertiary education (20-24 years), Italy.
Magnitude: 0.05% of GDP each — employment effects
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Source: Own calculations based on DG EMPL's Labour Market Model.

5. CONCLUSIONS

Demographic trends and globalisation
are considered among the major chal-
lenges that threaten a job-rich and inclu-
sive growth in the EU over the long run.
In the absence of the demographic divi-
dend from which the EU has benefited
in the past, ensuring positive prospects
for economic growth and social welfare
in Europe requires increased productivity
and a better utilisation of labour capacity.

Investment in human capital is crucial to
supporting productivity gains and ensur-
ing that future growth is both job-rich
and inclusive. Effective human capital
investment must be understood not only
in terms of forming skills through the
education and training of individuals, but
also as the creation of the policy and
institutional frameworks that can help
individuals maintain and use their skills.

This chapter has illustrated the impor-
tance of various elements of a support-
ive policy and institutional mix for the
formation of human capital, including
accessible and affordable good qual-
ity early childhood care and education,
which reduces generational transmission
of social-inequalities.

Similarly, at the other end of the initial
formation spectrum, the importance of

higher education is rapidly increasing.
Various reports suggest that demand
for better educated people will continue
to be strong in future decades, par-
ticularly for expanding businesses (142).
The analysis, including macro-model
simulation, adds to the evidence that
the supply of a highly-educated work-
force represents a necessary condition
for achieving higher productivity and
stronger economic growth. Hence recent
progress in Member States towards the
Europe 2020 objective of increasing the
share of tertiary educated people aged
30 to 34 years to 40% is encouraging.

At the same time, and especially given
the current demographic situation and
projections, the EU cannot afford to rely
solely on the supply of highly skilled
people newly entering labour markets.
As the whole society and its workforce
continues ageing and the relative con-
tribution of older people to the economy
and society increases, policy makers
must pay more attention to mobilising
and optimising existing human resources.
Maintaining human capital is mainly
dependent on provision of lifelong learn-
ing and continuous vocational training,
together with investment in health and
other policies to support longer working
lives. This chapter particularly highlights
the complementary roles of the public
and private sectors and shows how the

(*42)  For example: CEDEFOP (2012).

maintenance of human capital is decisive
in avoiding skill depreciation.

Finally, the chapter argues that stronger
supply of highly skilled workers, com-
bined with a focus on human capital
maintenance through training and
health policies, will not suffice to ensure
future sustainable and inclusive growth.
Labour market inactivity, weak labour
market attachment, skill mismatch and
underutilisation of women’s employ-
ment potential all represent a waste
of resources in the form of unused
human capital, which needs to be miti-
gated by appropriate public policies. In
particular, the changing skills profile of
our economies must be supported by
comprehensive skills-strategies to fully
realise its potential.

Integrated policy approaches targeted at
all three aspects of human capital devel-
opment — skills formation, maintenance
and use — are crucial for strengthening
EU competitiveness and for sustaining its
social welfare model. But the relationship
runs both ways, as this chapter repeat-
edly demonstrates. Functioning welfare
systems and, in particular, well-designed
social investments, are paramount if
Europe is to continue to benefit from
its main competitive advantage in the
international markets — highly skilled
and productive human capital.
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ANNEX

increased in some

change 2009-12 in percentage points, EU and EU Member States

Table A.1: Share of low achievers among young people too high in several Members States and has even

Share of low achievers in reading, maths and science among 15 year olds (PISA), benchmark less than 15%, 2012,

EU
Belgium
Bulgaria

Czech Republic
Denmark
Germany

Estonia
Ireland
Greece
Spain
France
Croatia
Italy
Cyprus
Latvia
Lithuania
Luxembourg
Hungary
Malta
Netherlands
Austria
Poland
Portugal
Romania
Slovenia
Slovakia
Finland
Sweden
UK
Japan
USA

2012
Reading

17.8
161
394
169
146
145
91
96
226
183
189
187
195
328
170
212
222
197

140
195
106
188
373
211
282
113
227
166
98
166

Evolution
2009-12
(% points)
-1.9
-15
-16
-6.2
-0.6
-4.0
-4.2
-76
13
-13
-0.9
-3.7
-15

-06
B2
-38
21

-03
-8.0
-44
12
=31
-0.1
6.0
32
53
-18
-38
-1.0

2012
Maths

221
1950
438
210
168
17.7
105
169
357
236
224
299
247
420
199
26.0
243
281

148
187
144
24.9
40.8
20.1
275
123
27.1
218
111
25.8

Evolution
2009-12
(% points)
-0.2
-0.2
-33
=15
-0.3
-0.9
-2.1
-39
54
-0.1
-0.1
-3.3
-0.2

-2.7
-0.3
04
58
14
-4.5
-6.1
12
-6.2
-0.2
6.5
45
6.0
16
-14
25

2012
Science

16.6
17.7
36.9
138
16.7
122
50
111
255
157
187
173
187
38.0
124
161
222
180

131
158
9.0
190
373
129
26.9
77
222
150
85
181

Evolution
2009-12
(% points)
-1.2
-04
-1.9
=53
0.1
-2.6
-33
-4.1
0.2
=253
-0.6
-1.2
-19

-2.3
508
-15
39

-0.1
-5.2
-4.1
25
-4.1
-19
76
17
31
0.0
0.0
-2.2

Source: EC Press release, http://europa.eu/rapid/press-release_IP-13-1198_en.htm.

Note: [1] The PISA 2012 scores are divided into six proficiency levels ranging from the lowest, level 1, to the highest, level 6. Low achievement is defined as
performance below level 2: reading (score <407.47), mathematics (score <420.07) and science (score<409.54).
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Chart A.1: Being employed generally corresponds to better skills
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Chapter 3

The tuture of work in Europe:
job quality and work organisation

for a smart, sustainable and
inclusive growth ()

1. BETTER JOBS AND
WORK ORGANISATION
YIELD A MORE
PRODUCTIVE WORKFORCE

This chapter assesses the future EU labour
market challenges and opportunities in
terms of job quality and work organisa-
tion and their likely impact on labour mar-
ket developments over the next 10 years.
It presents recent developments in job
quality and work organisation (and their
interactions) and highlights their impact
on productivity, labour market participation
and social cohesion as indicated by recent
research. It then explores how technologi-
cal progress and innovation, globalisation,
demographic change and the greening of
the economy may affect the workforce’s
potential via their impact on job quality and
work organisation. It ends by discussing
how labour market policies can help pre-
vent, cushion or correct adverse develop-
ments in job quality and work organisation
associated with those structural changes,
including issues such as polarisation and
inequality, while reinforcing positive devel-
opments. The chapter builds on the analy-
sis presented in the 2014 ESDE review (?).

Since the onset of the crisis, job creation
has been high on the agenda of policy
makers across the EU. As the signs of
an economic recovery (albeit weak and
unevenly spread across Member States)

(!) By Eric Meyermans, Teodora Tchipeva
and Bartek Lessaer, with a contribution on
work organisation by Agnés Parent-Thiron
(Eurofound) and Milos Kankaras (Eurofound).

(3)  Employment and Social Developments
in Europe 2013 Review. Chapter 1,
European Commission (2014f).

are growing, attention is turning to other
emerging challenges such as those associ-
ated to globalisation or technological pro-
gress. These may exacerbate some of the
negative developments ensuing from the
economic crisis. Such forces may render
some jobs obsolete, increase the health
and accident risks associated with certain
types of jobs or increase the pressure to
ensure employees’ availability around the
clock. They may also bring new opportuni-
ties. In this context, forward-looking policies
need to address the impact of such forces
on jobs, job quality, work organisation and
human capital formation. Policy makers
will need to monitor, prevent and correct
adverse developments, while strengthen-
ing positive ones.

The chapter is structured as follows. Sec-
tion 2 introduces the general and EU con-
cepts of job quality. It also identifies
different forms of work organisation across
the EU(®). Section 3 presents patterns
and trends in job quality across EU Mem-
ber States and highlights the link between
some dimensions of job quality and labour
productivity and labour market participa-
tion. Section 4 identifies future challenges
to job quality associated with globalisation,
technological progress and innovation,
demographic change and the greening of
the economy. Challenges include rising job
insecurity, increased polarisation, acceler-
ating skill erosion, gender inequality and
a stronger emphasis on knowledge and

(®)  Note that while the analytical framework of
this chapter makes a distinction between job
quality and working conditions, due regard is
given to the possible reinforcing interactions
between the two.

creativity. Section 5 describes different
types of work organisation, distinguish-
ing those that offer greater autonomy to
employees. It explores how work organi-
sation can foster productivity and longer
working lives and reduce both absences
and health-related costs. It discusses how
workplaces can stimulate creativity and
foster exchanges between workers, pre-
vent stress, help maintain good physical
and mental health and accommodate older
workers or those with disabilities or certain
diseases. It identifies modern management
strategies that can facilitate employees’
empowerment and are key to facing future
challenges. Section 6 concludes on how to
strengthen productivity growth and labour
market resilience via improved job quality
and increased work organisation innovation,
while ensuring that costs and benefits are
distributed equitably.

2. JOB QUALITY AND

WORK ORGANISATION:
MULTI-DIMENSIONAL

CONCEPTS

This section reviews the concepts of job
quality and work organisation. It describes
the EU concept of job quality, based on the
EU Quality of Work system of indicators,
as agreed within the Employment Com-
mittee (EMCO). In this system, indicators
are grouped in four main dimensions:
socioeconomic security; education and
training; working conditions; and work-life
and gender balance (Annex 1, Table A1.1).
The section then focuses on the EU’s four
main different forms of work organisation
that relate to employees’ performance and
labour market participation. These are:
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Discretionary Learning forms; Lean Produc-
tion forms; Tayloristic forms; and Traditional
Simple forms. See Annex 2 for a brief dis-
cussion of the methodology used to classify
different types of work organisation.

2.1.  Job quality
dimensions

Job quality is a complex and multidimen-
sional concept that has been extensively
analysed and debated by economists,
sociologists, and psychologists. Several
factors make its definition and measure-
ment a challenge.

There are a variety of perspectives on work
and jobs depending on each individual’s
work role, and the perspectives of workers
and their employers may not necessarily
always coincide. Nevertheless, from an
employer’s perspective there are several
factors that should encourage employers
to increase the quality of jobs. For exam-
ple, there is a direct link between a higher
level of skills and a firm’s productivity,
which may encourage employers to pro-
vide continuous training. Furthermore, a
physically safe and healthy working envi-
ronment reduces accidents and absences
from work and improves productivity and
output. Hence, increased job quality can
result in better quality goods and services
together with a positive impact on com-
panies’ income and welfare as a whole.

2.1.1. Job quality: ‘subjective’
and ‘objective’ concepts

It is commonplace in analytical research
to distinguish between the subjective and
objective concepts of job quality. The sub-
jective approach assumes that job quality
is the ‘utility’ a worker derives from the
job. That utility depends on job features
over which each worker has personal pref-
erences. Each worker values one feature
against another in a different way. Some
academics argue that measures of well-
being or job satisfaction can be used as
subjective indicators of job quality (4). Such
measures take the individual differences
into account as it is workers who evaluate
the positive and negative aspects of a job
and rank them(®).

However, the use of job satisfaction as
a one-dimensional measure of job quality

(%) For adiscussion, see Eurofound (2012b).

(°)  Some questions in the semi-structured
interviews of the NEUJOBS project reflect
this focus on preferences by asking ‘Which
of the following features (attributes) of your
job are more/less important to you?".
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has limitations. For instance, it may be
sensitive to each individual's aspirations
and expectations. Indeed, workers with low
aspirations or expectations often express
high job satisfaction, even when— on
the basis of measurable variables such
as earnings — they are in low-quality
jobs. Moreover, factors like one’s cultural
environment and traditions or personality
(e.g. disposition to pessimism/optimism)
can affect subjective job satisfaction.
Therefore, subjective job satisfaction is
prone to bias and can be misleading in
measuring and monitoring job quality.

Objective approaches assume that job
quality encompasses job features that
meet workers’ needs. Objective measures
of job quality are derived from a given
theory of human needs and measure
how far jobs meet those needs(®). Thus,
the objective concept of job quality is not
assessed by a one-dimensional measure
(e.g. job satisfaction) but by a set of indica-
tors measuring various dimensions associ-
ated with the job(’).

Different disciplines tend to focus on differ-
ent dimensions. Economists tend to focus
on monetary aspects such as wage levels
or working hours(8). Sociologists tend to
focus more on such factors as occupational

(5)  E.g. Maslow’s hierarchy of needs applied
to the world of work leads to a number
of key job characteristics. Similarly, Green
(2006) adapts Sen’s capability approach and
develops the idea that a ‘good job’ is one
that offers workers a high capability to do
and be things that they value.

()  Some confusion may arise regarding self-
reported variables in surveys (e.g. in the
EWCS), which sometimes are referred to
as ‘subjective’. It should be stressed that
the variables included in the EWCS refer to
‘objective’ job features; the term ‘subjective’ is
reserved for reports of feelings, perceptions,
attitudes or values. See Eurofound (2012b).

() In the standard neo-classical model, for example,
work is disutility and wages are the sole
motivation of workers. At market equilibrium
the wage level fully reflects the job quality,
and it equals the level of productivity and
compensates for the disutility of work. In the
framework of compensating wage differentials
some displeasures that arise from work are
explicitly taken into account in the utility
function (e.g. injury and occupational diseases,
commuting costs, working hours); they are fully
compensated by a wage premium because
(by assumption) workers trade off working
conditions and benefits for pay (see e.g. Rosen,
1986). In other words, ceteris paribus, workers
with similar qualifications who work under bad
working conditions are paid more by employers
to compensate for the unpleasantness of the
job. In a perfectly competitive labour market
with perfect information, as assumed in the
framework, the wage level reflects job quality.
Bustillo et al. (2012), part 5, provide an overview
of the empirical literature testing the link
between working conditions and differences in
pay. By contrast, dual labour market theorists
(e.g. Piore, 1971; Edwards, 1979) have
contended that bad job characteristics tend to
cluster so that a job that is bad in one dimension
tends to be bad in others.

status and the extent to which workers
have autonomy and control over their
jobs (e.g. Jencks et al,, 1988; Goldthorpe
and Hope, 1974; Prandy, 1990; Stewart et
al, 1980). Psychologists often emphasise
how intrinsically meaningful and challeng-
ing work is, and thus analyse a variety of
psychological measures of job satisfac-
tion such as workers’ discretion and trust
in their jobs (Guillen and Dahl, 2009; Kalle-
berg and Vaisey, 2005).

Even though different academic fields
conceptualise and measure job quality in
different ways, there is some convergence
in terms of the work features that are seen
to be crucial. Integrated insights from psy-
chology, sociology, applied economics and
other fields are enriched by considering the
workers’ point of view, notably through the
development of surveys on job satisfac-
tion and workers’ well-being (e.g. Layard,
2005).

Therefore, objective approaches to job
quality are based on a selected set of
indicators depending on the researcher’s
objectives (see Annex 1 for examples of
objective definitions of job quality). Some
researchers tend to focus on the charac-
teristics of the job (e.g. Eurofound, Euro-
pean Parliament); others include broader
indicators of the economic and labour
market environment as well as indicators
relating to the personal characteristics of
the worker (e.g. ILO ‘decent work concept’,
with indicators on child labour, social pro-
tection; UNECE concept).

Most approaches either group the multi-
tude of individual indicators into a system
of indicators, or aggregate those indicators
into a composite index. Both approaches
have advantages and disadvantages. An
aggregate index typically trades off the
ease of presentation for strong assump-
tions on the weighting attributed to each
indicator, i.e. assumptions about people’s
preferences for one job feature over
another(°). Several examples of such
aggregation and the use of composite
indices are available (Annex 1).

2.1.2. A set of job quality
indicators for policy-making
at EU level

Job quality issues were first explicitly intro-
duced into the European policy agenda at
the Lisbon Council in March 2000, which

(°)  The pros and cons of composite indices
against a system of indicators are discussed
in more detail in Annex 1.
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established the objective of ‘more and bet-
ter jobs for all’. In 2001, the Laeken Euro-
pean Council agreed to a comprehensive
framework on job quality. The resulting
concept of job quality included 10 dimen-
sions, categorised into two themes:
1) characteristics of the job/worker and
2) the wider socioeconomic and labour
market context (Annex 1). In 2013, the
EU’s Employment Committee (EMCO) Indi-
cators Group agreed upon a four-dimen-
sional concept of job quality, subdivided
into 10 further sub-dimensions, each with
several indicators (Annex 1, Table A1.1).
The indicators are drawn predominantly
from the EU Labour Force Survey (EU-
LFS), the Statistics on Income and Living
Conditions (EU-SILC) and Eurofound’s lat-
est European Working Conditions Survey
(EWCS). The four dimensions are:

1. Socioeconomic security, including
adequate earnings and job and
career security;

2. Education and training, including skills
development through life-long learn-
ing and employability;

3. Working conditions, including health and
safety at work, work intensity, auton-
omy and working practices, as well as
collective interest representation;

4. Work-life and gender balance.

Operationalising the multitude of indica-
tors to facilitate monitoring, assessment
and policy-making remains a challenging
work in progress. Through factor analy-
sis, their number has recently been com-
pressed but the list still remains long(*©).

2.2. Work organisation
can take different forms

In the ever-changing world of work,
employees’ well-being, performance and
labour market participation depend on
the organisation of work by firms. Based
on the findings of the three most recent
EWCS waves (2000, 2005 and 2010),
four broad forms of work organisation
can be identified. Table 1 describes the
main characteristics of these forms of
work organisation among private non-
agricultural establishments employing
10 or more workers (see Annex 2 for
the methodology used to underpin the
classification).

(*°)  In the table in Annex 1 these indicators are
marked ‘FACTOR indicating...(the particular
aspect of work)’.

The ‘Discretionary Learning form’
(hereafter Learning) is the first and most
prevalent type of organisation, covering
some 369% of employees in private com-
panies with 10 or more employees. They
are characterised by the highest level of
task autonomy (methods of work, speed
of work), a very high cognitive dimension
(problem solving, learning new things,
complexity of tasks), a high level of self-
assessment of quality and some autono-
mous teamwork. There is a low level of
monotonous and repetitive tasks and a low
incidence of various forms of work pace
constraints. These characteristics are simi-
lar to models of learning organisations or
the ‘adhocracy’ model of Mintzberg (1979),
and coincide with many features of the
Scandinavian sociotechnical model, notably
its emphasis on self-autonomous teams.

The ‘Lean Production form’ (hereafter
Lean) covers nearly 29% of employees.
It is characterised by a strong presence
of team work, including self-managed
teams, the highest reported use of qual-
ity norms and self-assessment of qual-
ity, the highest level of task rotation and
horizontal and norm-based constraints,
a very high level of cognitive demands
and higher levels of task autonomy. This
type of organisation displays strong learn-
ing dynamics and relies on employees’
abilities to solve problems themselves.
Work is embedded in numerous quantita-
tive and organisational pace constraints
and requires the respect of strict quality
standards, granting employees a rather
‘controlled’ autonomy in their work.

The ‘Tayloristic form’ covers about 20%
of employees. This type of work organisa-
tion displays a high level of non-autono-
mous team work, the lowest level of task
autonomy, limited cognitive demands at
work, very high levels of use of pre-defined
quality standards (and lower levels of self-
assessed quality standards) and a very
high level of pace constraints, especially
those created by limitations in the speed
of machines or production flow.

The ‘Traditional or Simple form’
of organisation covers nearly 16% of
employees. It is characterised by the low-
est incidence of work pace constraints and
the use of pre-defined or self-assessed
quality standards. Workers belonging to
this organisational form have less work
pace autonomy and generally face the
least cognitively demanding tasks, with
only a few instances of teamwork and
work rotation. In such establishments, work

organisation methods are not (strictly) cod-
ified and are largely informal, probably as
a consequence of the lower complexity of
the work tasks involved.

2.3.  Work organisation
impacts on job quality
and performance

As can be seen in Table 1, nearly two
thirds of employees in private estab-
lishments with 10 or more employees
(excluding agriculture) work in forms
of work organisation characterised by
strong learning dynamics and high prob-
lem-solving activity: the Learning and the
Lean production forms. These are often
labelled together under the heading of
High Performance Work Places — HPWS
(Appelbaum and Batt, 1993).

Though similar, Learning and Lean organi-
sations differ in a number of dimensions.
Learning organisations place additional
importance on the wholeness of tasks,
a higher level of personal autonomy and
initiative, less emphasis on strict adher-
ence to standards and more open access
to decision-making process. In contrast,
Lean organisations are more hierarchical,
and task autonomy and pace of work are
more limited and controlled. Also, Learn
organisations do not appear to compen-
sate workers fully for their increased level
of responsibility and the need to address
ongoing problem-solving activities in an
increasingly complex environment. This
may result in problems relating to personal
well-being, health or work-life balance
similar to those experienced in Tayloris-
tic organisations.

Employees working in Tayloristic and
more Traditional or Simple forms of
work organisation, which account for
around a third of all employees, have
much less task autonomy, rarely deal
with cognitively demanding tasks and
have fewer opportunities to learn new
things. Furthermore, while workers in
more Traditional and Simple forms of
work organisation face fewer quality
norms or work pace constraints, Tayloris-
tic forms of organisation are marked by
much stricter controls in both respects.

Finally, a meta-analysis of 92 studies
(Combs et al, 2006) found evidence
that HPWS enhance organisational per-
formance. These organisations are bet-
ter suited for more volatile and complex
environments, including more competi-
tive and globalised markets.
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Table 1: Work organisation variables across the classes (% of employees) — 2010
Work organisation classes
Dlscretl?nary Lean production Tayloristic Tradl.tlonal
learning or simple
Methods of work* 85.90% 64.20% 7.70% 33.70%
Autonomy in work Speed or rate of work* 88.80% 66.20% 13.80% 46.20%
Order of tasks 80.80% 62.20% 14.60% 35.70%
Learning new things* 83.40% 90.80% 37.60% 22.50%
Cognitive dimen- ) L
X Problem solving activities* 98.00% 91.50% 58.10% 46.00%
sions of work
Complexity of tasks* 74.60% 86.00% 32.20% 12.70%
Self-assessment* 83.20% 91.30% 63.40% 23.00%
Quality
Quality norms* 77.80% 97.70% 94.50% 35.40%
Monotony of tasks* 29.60% 60.60% 75.90% 52.40%
Repetitiveness
16.50% 38.20% 51.60% 24.00%
of tasks*
Task rotation* 40.20% 76.30% 46.30% 31.20%
Automatic* 8.00% 43.20% 64.00% 13.40%
Norm-based* 41.80% 77.20% 73.00% 17.70%
Work pace ) )
. Hierarchical* 28.50% 68.40% 65.90% 27.20%
constraints
Horizontal* 259.50% 86.40% 66.60% 27.00%
Direct demands from other people 62.80% 65.00% 53.10% 55.10%
With autonomy 32.46% 46.28% 16.78% 16.18%
Teamwork*
Without autonomy 24.94% 46.86% 43.72% 25.99%
From colleagues 70.49% 82.61% 65.54% 62.70%
Assistance
From hierarchy 61.06% 62.29% 47.66% 46.35%
Overall proportion of workers in the four forms
L. 36.00% 28.70% 19.50% 15.80%
of work organisation
Source: Eurofound based on EWCS (2010).
Note: Variables with an asterisk (*) have been used to identify the four main different organisation forms. Further variables are used to provide additional information.

3. THE EFFECTS

OF JOB QUALITY ON
PRODUCTIVITY, LABOUR
MARKET PARTICIPATION
AND SOCIAL COHESION

This section presents patterns and
trends in job quality based on the
EU job quality concept and selected(*!)
EU Quality of Work Indicators agreed
by the EMCO Indicators group. The
structure of this section follows the
breakdown of the EMCO job quality

(1Y) The aim of the chapter is not to review
all indicators in the EMCO list. Rather, it
reviews a selected number to illustrate main
trends and the links between job quality
and outcomes such as productivity, labour
market participation and existing inequalities
among groups. Furthermore, the high levels
of correlation between indicators within each
sub-dimension make it unnecessary to provide
a detailed analysis of all the indicators on the
EMCO list. Additional information is presented
in footnotes or in Annex 3.
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indicators into its four dimensions
(here subsections): 1) socioeconomic
security, 2) education and training,
3) working conditions and 4) work-life
and gender balance (EMCO Indicators
table in Annex 1). For each subsec-
tion, the transmission mechanism
between job quality and productivity,
labour market participation or inequal-
ity is presented.

3.1. Socioeconomic
security: synergy
of interests

3.1.1. Earnings affect
workers’ motivation and effort

Earnings from work are an important
dimension of job quality: they are the
main source of income for workers,
and affect many dimensions of work-
ers’ well-being, including better access
to goods and services or better health.

An adequate level of pay helps avoid
in-work poverty and social exclusion (*?).

The literature suggests that the level
and distribution of earnings can have a
direct impact on productivity and output.
A higher wage (above the free market
level) increases the cost of job loss for
workers and creates incentives to be
productive and not to shirk (e.g. Aker-
lof and Yellen, 1986). Alternatively, the
amount above the market level rate may
be seen by the worker as a ‘gift’, induc-
ing higher motivation, commitment and
effort. For employers, a wage above the
market level can reduce labour turnover
and thus reduce the cost of recruitment
and initial training, especially of highly
qualified workers.

(*2)  More details on brochure on in-work poverty
available at http://epp.eurostat.ec.europa.eu/
cache/ITY_OFFPUB/KS-RA-10-015/EN/KS-RA-
10-015-EN.PDF
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Workers derive job satisfaction not only
from the level of their earnings but also
from their earnings relative to those of
other workers, i.e. the distribution of earn-
ings (e.g. OECD 2014), though the effect
may be ambiguous(*®). On one hand,
a wider wage dispersion may induce work-
ers to make a stronger effort to get into
the upper wage scale, increasing individual
and overall productivity (e.g. Lazear and
Rosen, 1981). However, it may undermine
cooperation among workers, decreasing
the overall productivity level (e.g. Akerlof
and Yellen, 1990). Moreover, it may limit
the ability to pay for education and train-
ing of those in the lower brackets and
result in an under-investment in human
capital with a negative impact on the indi-
vidual's own productivity (e.g. Galor and
Zeira, 1993) and potentially that of their
co-workers (e.g. Lucas, 1988; Lloyd-Ellis,
2003). Finally, to the extent that workers
perceive they are not receiving their fair
share of the wealth they create, the call
for redistribution via taxes may increase,
with an effect on innovation and productiv-
ity growth (e.g. Alesina and Rodrik, 1994;
Alesina and Perotti, 1994; Ostry et al,
2014; Piketty 2014).

Based on the EWCS 2010, Chart 1 shows
that satisfaction with pay in 2010 was low-
est in Hungary, Lithuania, Portugal and Lat-
via, and highest in Denmark, Luxembourg
and the Netherlands (*4).

Chart 2 shows that in-work poverty was
highest in Poland, Luxembourg, Greece and
Romania in 2013, while it was among the
lowest in Finland, the Czech Republic, the
Netherlands and Denmark. The in-work at-
risk-of-poverty rate measures the share
of persons who are at work and have an

(¥*)  The literature on the determinants of subjective
well-being has focused on the relative
importance of absolute and relative earnings,
without however providing for a conclusive
answer so far. Easterlin (1974), who sparked
the debate, argued that once basic needs
have been met it is only the relative income
that matters for increasing one’s well-being.
Recent studies challenged this proposition by
arguing that the relationship between income
and life satisfaction is log-linear (Deaton and
Kahneman, 2010; Sacks et al,, 2012; Stevenson
and Wolfers, 2008 and 2013), or that there are
declining marginal returns to income in terms of
subjective well-being, from which follows that
overall welfare is a function of both absolute
income and its distribution. Most studies
that have analysed the role of relative wage
comparisons for well-being found negative
effects (Clark and Oswald, 1996; Luttmer, 2005;
Card et al, 2012) that have been typically
interpreted as status effects: the higher the
eamnings of the reference group relative to one’s
personal eamings, the lower one’s social status
and well-being.

(%) See also Annex 3, Charts A3.1 and
A3.2 for real wages adjusted for productivity
and mean monthly earnings.

equivalised disposable income below the
risk-of-poverty threshold, which is set at
609% of the national median equivalised
disposable income (after social transfers).

Chart 3 shows the distribution of earn-
ings, as measured by the Gini earn-
ings index, in 2000 and 2010 for the
Member States for which the data are
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70

60

50

40

%

30

20

10

HU LT PT LV SK BG RO EE IT FR EL SI (Z FI PL ESEU-27SE DE MT AT IE UK BE CY NL LU DK HR

Source: Eurofound, EWCS 2010, question 77b.

Note: No observation available for HR.
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available (**). On average, this indica-
tor remained fairly constant over the
period at around 0.3, but ranging from
about 0.2 (e.g. Sweden, Finland) to more
than 0.4 (e.g. Romania, Portugal) — with
a higher value indicating higher inequal-
ity. Since the beginning of the decade,
inequality has decreased substantially in
the Baltic countries and France, while it
has increased in Cyprus and ltaly.

3.1.2. Job and career security
effects on commitment,
enhanced firm-specific

skills and productivity

Job security strengthens workers’ com-
mitment and the opportunities to acquire
firm-specific skills, which in turn may
enhance individual and team perfor-
mance, with a positive impact on pro-
ductivity (e.g. Auer et al, 2005; Brown
et al, 2011)(*®). In contrast, involuntary
part-time work or long spells of inactivity/
unemployment between temporary jobs)
may erode human capital and lead to
poor mental health and low life satisfac-
tion (e.g. Green, 2011; Sverke et. al, 2006),
negatively affecting personal performance
and overall productivity. Moreover, invol-
untary part-time work or long spells of
inactivity/unemployment between tem-
porary jobs decrease the household work
intensity and increase the risk of in-work
poverty and social exclusion. Job security
may, nevertheless, induce shirking in some
circumstances if not counteracted by spe-
cific measures (e.g. Yellen, 1984; Shapiro
and Stiglitz, 1984; IchoNo and Riphahn,
2005)(Y7).

A high proportion of workers in Spain,
Greece, Portugal, Cyprus, Romania and
Slovakia are on involuntary temporary
contracts (Chart 4)(*®). Moreover, the

(**)  Earnings distribution is not to be confused
with distribution of income, wealth or
opportunities. For a comprehensive study on
the latter, see, for example, the GINI project
available at http://www.gini-research.org/
articles/home

(**)  Using macro-data covering
13 European countries between 1992 and
2002, Auer et al. (2005) report a positive
(though eventually decreasing) relationship
between job tenure and productivity. Using
micro-data from 2004, Brown et al. (2011)
show strong employee commitment decreases
the probability that labour productivity is below
the sample mean by about 10 pps.

(*”)  Note that job security need not exclude
internal job flexibility. For example,
it is possible that short-time working
arrangements adopted during an economic
downturn can have a positive impact on
long-run labour productivity to the extent
that the free time is used for skill formation.

(*¥)  Note that this chart draws from different
surveys covering data for 2013 and 2011.
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Chart 4: Involuntary temporary work and transitions from temporary
to permanent contracts
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Sources: Eurostat LFS, table Ifsa_etgar and ilc_lvhl32. Data for involuntary temporary employment is for
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Note: 15 to 64 years age group; % of total temporary workers.

(!)  Involuntary temporary work used in this subsection is based on the Eurostat concept. In particular,
employees with temporary contracts are those who declare themselves as having a fixed-term
employment contract (see below) or a job which will terminate if certain objective criteria are
met, such as completion of an assignment or return of the employee who was temporarily
replaced (for more details check the Eurostat metadata available at http://epp.eurostat.ec.europa.
eu/cache/ITY_SDDS/EN/Ifsa_esms.htm. Employees with fixed-term contracts: Following Eurostat,
the concept of fixed-term contract is only applicable to employees, not to the self-employed.

In some countries, contracts of this type are settled only in specific cases, e.g. for public-sector
jobs, apprentices or other trainees within an enterprise. Given wide institutional discrepancies,
the concepts of ‘temporary employment’ and ‘work contract of limited duration’ (or ‘permanent
employment’ and ‘work contract of unlimited duration’) describe situations which, in different
institutional contexts, may be considered similar. For the reference definitions, please consult
the EU-LFS explanatory notes at http://epp.eurostat.ec.europa.eu/statistics_explained/index.php/
EU_labour_force_survey_-_methodology#LFS_explanatory_notes

transition from temporary to permanent
contracts is particularly difficult in Spain,
Greece, Cyprus and Portugal. In contrast,
Austria, Germany, the Netherlands and
Estonia have low rates of involuntary
temporary employment and high transi-
tion rates to permanent employment ().

Temporary work needs not necessarily
be a negative job feature. If, for example,
the reason for temporary employment
of young people is that they are in edu-
cation or training (as in Germany, Aus-
tria and Denmark)(?°) or on a probation
period, then a temporary job can be seen
as a stepping stone to more stable forms
of employment. However, if upward tran-
sitions in pay level and/or contract type
are impeded and the labour market is
highly polarised, the prospects for career
advancement and perceptions about
the quality of their jobs will be poorer.
This may reduce motivation, and thus

(*)  However, there is a high gender imbalance
in transition rates to permanent contract in
Estonia (see Annex 3, Chart A3.5).

(%) In 2013, the share of employees aged
15-24 in temporary contracts due to
education or training in all temporary
employees aged 15-24 was 85 % (though
this figure is flagged as unreliable by
Eurostat), 80% and 54% in Germany,
Austria and Denmark. This percentage
remained stable between 2007 and 2013.

productivity and growth (see for instance
QECD, 2014).

Chart 5 shows the unfavourable changes
observed in the majority of the Mem-
ber States during the recent crisis (2!).
Involuntary temporary work increased
while the transition to more stable
employment contracts fell. The situation
appears to have deteriorated further in
the Southern countries (Greece, Spain,
Cyprus) and Slovakia, followed by Bul-
garia, the Czech Republic, Hungary and
Latvia. Noticeable changes are also seen
in Luxembourg and Italy (%) (*3).

Chart 6 shows a positive change in at
least one of the indicators for a limited
number of Member States (>4). In Austria,

(**)  Note that this chart draws from different

surveys covering data for 2013 and 2011.

(#)  The share of employees aged 15-24 in
temporary contracts due to education or
training in all temporary employees aged
15-24 decreased substantially in Italy (from
54% to 409%) and Luxembourg (from 52 %
to 44 %) between 2007 and 2013.

() These trends may reflect an increased
tendency of firms to use temporary
contracts to absorb more easily shocks in
product (and hence also in labour) demand
during the crisis, especially in countries
where employment protection legislation
is much stricter for permanent than for
temporary contracts.

(**)  Note that this chart draws from different
surveys covering data for 2013 and 2011.
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involuntary temporary work declined. In  the evolution of involuntary temporary  men have higher transition rates to per-
Finland and Portugal it increased slightly, ~ work and transitions by country (Annex 3,  manent contracts than women. Gender
but transitions improved. In Germany  Charts A3.3-A3.8). differences in transition rates stand out
and Lithuania, involuntary temporary in Lithuania (30 pps), Estonia (15 pps) and
work declined and transitions to more  There are significant gender inequalitiesin ~ Cyprus (18 pps) (Annex 3, Charts A3.5).
stable employment contracts became  the transition from temporary to perma- ~ Women show better transition rates than
easier. Annex 3 gives more detail about  nent contracts. In many Member States,  men in Romania and Latvia. Annex 3 also
shows how transition rates evolved dur-

Chart 5: Involuntary temporary work and transitions during crisis ing the recent crisis by gender (Annex 3,
deteriorated in some Member States Charts A3.5-A3.7). Involuntary temporary

work is also more widespread among
workers on temporary contracts who are
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g, w \ (where the gap is the highest at 60 pps),
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Note: 15 to 64 years age group; % of total temporary workers.

Chart 6: Involuntary temporary work and/or transitions during crisis
improved in some Member States
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Source: Eurostat LFS, table Ifsa_etgar and ilc_lvhl32.

Note: 15 to 64 years age group;% of total temporary workers.

Chart 7: Contribution to GINI earnings index (2010)
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(%) The low share of involuntary temporary
young workers in Germany, Austria,
Luxembourg and Denmark may be due to the
fact that many young people on temporary

Note: Gini coefficient calculated on basis of earnings of employed persons, not income. contracts in these countries are in education

or training (see footnotes 20 and 22).
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Source: WiiW (2014) using EU Structure of Earnings Survey.
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Chart 8: Participation rates in life-long learning (LLL), 2007-13
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Note: Break in series for CZ, FR, LU, LV, NL, PT and SE.

Chart 9: On-the-job training, 2010

Source: Eurofound, EWCS 2010, question 61c.

Note: No observation available for HR.
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3.2. Education

and training may
enhance employability
and productivity

The literature (e.g. Lucas, 1988;
Rebelo, 1991; Dearden et al,, 2006;
Christen et al.,, 2008) suggests that
human capital formation is directly
and positively linked to productiv-
ity and labour market participation.
Investment in education and training
leads to individual increasing returns
and generates positive spill-over
effects increasing the productivity of
co-workers(?%). Strengthening human
capital and its formation may be

(%) Endogenous growth models illustrate how
human capital accumulation increases the
growth rate (Lucas, 1988; Rebelo, 1991).
Christen et al. (2008) show that differences
in job performance between male and
female physicians were fully accounted for
by differences in their communication skills.
Dearden et al. (2006), using a dynamic
perspective on skills, show that training
which enhances skills is also associated with
higher productivity.
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crucial to strengthen European firms’
comparative advantage on interna-
tional markets in the face of increased
global competition and the knowledge
economy, as developed in section 4.
However, investing in human capital
formation through education alone is
not enough. Appropriate skill-devel-
opment and skill-anticipation policies
and working conditions (i.e. ensuring
good skills matching and the best use
of the accumulated human capital)
are crucial.

There is a wide variation between
Member States in terms of their
efforts to strengthen skill develop-
ment. Denmark, Sweden and Fin-
land perform the best across all the
selected indicators (See participation
in life-long learning (Chart 8), on-the-
job training (Chart 9) and new learning
opportunities on the job (Eurofound,
EWCS 2010, question 49f)). The
lowest participation rates on life-
long learning are found in Bulgaria,

Romania, Croatia and Greece. Spain
and ltaly perform poorly in terms of
on-the-job training. These countries
also show the poorest outcomes in
other indicators of skills develop-
ment(?’). Bulgaria, Romania, Cyprus,
and Greece also rank the lowest of all
EU Member States of the OECD in the
latest PISA test (2012)(%8). Note that
less effective training systems and an
inappropriate skill mix due to weak
training and skill-anticipation policies
can lead to lower productivity and
output and result in persistent labour
market structural problems (fragmen-
tation, polarisation).

The recent crisis has affected participa-
tion in life-long learning in around one
third of the Member States, but in dif-
ferent ways (Chart 8). Sweden, France,
Luxembourg and Portugal saw an
increase, while the United Kingdom and
Slovenia saw the highest declines (*°).
Employers may tend to increase train-
ing during a recession because training
costs, including opportunity costs (lost
productivity is less problematic when
demand is slack), are lower (e.g. Caponi
et al, 2010; Felstead et al, 2011). In
addition, difficult conditions may encour-
age employers to compete on quality
or to diversify their products, both of
which require increased training efforts
(e.g. Felstead et al,, 2011). In contrast,
a crisis can make employers reluctant to
provide training if this is seen as a finan-
cial strain with an uncertain return on

() Percentage of early school leavers (highest
shares are in Spain (23.5%), Malta (21 %),
Portugal (19%), Romania and Italy (17 %),
Bulgaria (139%); percentage of population with
at least medium computer skills (lowest shares
are in Romania (21 %), Bulgaria (29%), Greece
(419%), and Italy (44%). Data source: Eurostat,
tables [edat_lfse_14], [edat_lfse_08] and
under the link http://epp.eurostat.ec.europa.eu/
tgm/table.do?tab=table&init=1&plugin=1&1
anguage=en&pcode=tsdsc460. The data on
early school leavers refers to 2013, while data
on level of computer skills is from 2012, the
latest available at the time of drafting.

() The Member States performing best on
the PISA test in 2012 are the Netherlands,
Finland, Belgium, Germany and two new
Member States (Estonia and Poland).
More information about the PISA results
is available at http://www.oecd.org/pisa/
keyfindings/pisa-2012-results-overview.pdf

(*)  Based on data from the European Social
Survey of 19 countries over the period
2004-10, Dieckhoff (2010) found that
the odds of training in 2010 were 20%
lower than in 2004, even after controlling
for a range of employee and workplace
characteristics. However, there were country
differences: there was no significant change
in the volume of training in any of the
Nordic countries, there was an increase in
two Continental countries, and there was
a decrease in the UK and Ireland and in
some of the Eastern European countries.
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Chart 10: Participation in LLL by educational attainment,
aged 25-64, 2013 — relative difference
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Notes: Lifelong learning (LLL) measures participation rate in education and training (last 4 weeks).

The Chart shows the relative difference in the life-long learning participation rates between those

with high education and those with medium, respectively low, education. It reflects the situation of the
population (aged 25-64) engaged in formal or non-formal education and training. ‘Low’ stands for pre-
primary, primary and lower secondary education corresponding to levels 0-2 (ISCED 1997); ‘medium’
stands for upper secondary non-tertiary education corresponding to levels 3-4; and ‘high’ corresponds
to levels 5-6. *No data for ‘low’ education for 2013.

their investment (e.g. Dieckhoff, 2013;
Felstead et al, 2011; Majumdar, 2007).

The low-skilled, who are already dis-
advantaged in terms of obtaining a
job, also receive less life-long learning,
see Chart 10. The difference in partici-
pation rates between highly and lowly
educated people is the highest in Poland,
the Czech Republic, Greece, Cyprus and
Italy. It is the lowest in Denmark, Sweden,
Finland and the Netherlands.

3.3. Good working
conditions can attract

and develop human capital
and improve performance
and output

Good working conditions create the envi-
ronment to attract and develop human
capital and improve the performance of
workers. A physically safe and healthy
working environment leads to fewer
accidents and absences from work and,
hence, to lower costs (European Com-
mission, 2014; OECD, 2014; Cottini and
Lucifora, 2011; Lewis and Malecha,
2011). Furthermore, work-related stress
or negative social relations in the work-
place may lead to employees working
below their full potential, higher distrac-
tion levels or neglect of responsibilities,
and may affect career-related decisions
(Lewis and Malecha, 2011; Mather and
Lighthall, 2012). A working environment
too focussed on competition may also
generate unethical behaviour (Shleifer,
2004; Schwieren and Weichselbaumer,

2010; Gill et al, 2013; Charness et al.,
2013)(*9).

The EMCO framework distinguishes four
sub-dimensions of working conditions
and organisation: health and safety at
work; work intensity; work autonomy; and
collective interest representation(*!).

(*)  Work-related psychological disorders
and mental health problems were behind
42 9% of all early retirements of white-
collar workers in Austria in 2009 and the
main reason for long-term sick leaves in
the Netherlands (55 days on average) in
2010 (European Commission 2014 — Social
Agenda 02/2014, p. 9). High psychological
job demands, long working hours and poor
physical environment are detrimental to
the mental and physical health of workers
(e.g. increasing obesity) and can influence
the health status of the worker’s family
(Morrissey et al,, 2011; Cottini and Lucifora,
2011). Lewis and Malecha (2011) find that
negative social relations in the workplace
have detrimental effects on the productivity
of nurses. Mather and Lighthall (2012),
reviewing the literature on mental stress
and reward processing, find that overly
stressed employees are more likely to be
distracted and may neglect to adjust their
working habits after negative feedback from
their hierarchy. Halko et al. (2014), Shleifer
(2004), Schwieren and Weichselbaumer
(2010), and Gill et al. (2013) suggest that
competitive pressures at the workplace,
notably compensation-related, can lead
to greater risk-taking by men and lower
risk-taking by women (shyness to compete
for promotion and under-representation
in leading positions), and can increase
cheating, sabotage, corruption, excessive
executive pay and corporate earnings
manipulations with no or a negative effect
on productivity.

(®Y)  For the ‘working conditions’ dimension the
EMCO set of indicators relies mostly on
the EWCS questions. One should note that
while they relate to objective outcomes,
the indicators reflect people’s feelings
and perceptions about their working
environment. However, this adds valuable
information to the comprehensive picture
about the general labour market conditions.

3.3.1. Reducing health
and safety risks may increase
overall productivity

Health and safety at work can have
a direct impact on employers’ costs and
employees’ productivity, absenteeism
and job satisfaction. While the incidence
of work accidents has declined in recent
years, significant differences across dif-
ferent groups of workers can be observed.
Chart 11 shows the relative accident rate
of those with medium (alternatively high)
education to those with low education. It
can be seen that the lower the education
level, the higher the accident rate. More
generally, those with lower levels of edu-
cation are more often in jobs that present
greater risks in terms of health and safety
conditions at work(*2).

Note that important structural changes
will likely bring along new products and
production processes with potentially
unknown health and safety risks which
may need to be borne in mind, as dis-
cussed in section 4.

3.3.2. Combining work
autonomy with work intensity
can increase productivity

Work intensity (**) and work autonomy
are two important characteristics of work
organisation that can affect workers’
performance through their impact on the
level of motivation, stress and physical
and mental health. They can also impact
the labour market participation decisions
of particular groups such as older workers,
second earners with children and/or peo-
ple with disabilities. By reinforcing posi-
tive interactions between work intensity
and work autonomy, an organisation can
achieve greater effort from its employees,
thus increasing productivity and output.

(*?)  The Chart refers only to accidents rate, while in
many jobs work-related health and safety risks
are much broader, including respiratory diseases,
skin conditions, musculoskeletal disorders, etc.

(**)  Note that in this subsection ‘work intensity’
is used in line with the sociological literature
in the sense of a characteristic of work
organisation, rather than in the most narrow
sense used by Eurostat (the indicator
persons living in households with low
work intensity is defined as the number of
persons living in a household having a work
intensity below a threshold set at 0.20). The
work intensity of a household is the ratio of
the total number of months that all working-
age household members have worked during
the income reference year and the total
number of months the same household
members theoretically could have worked in
the same period. More details at http://epp.
eurostat.ec.europa.eu/statistics_explained/
index.php/Glossary:Persons_living_in_
households_with_low_work_intensity.
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Chart 11: Relative rate of accidents at work by skill level
(relative to the low-skilled), in pps
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Source: Eurostat ESAW 2009, table [hsw_acl]. ‘Low’ stands for pre-primary, primary and lower
secondary education corresponding to levels 0-2 (ISCED 1997); ‘'medium’ stands for upper secondary
non-tertiary education corresponding to levels 3-4; and ‘high’ for levels 5-6.

Chart 12: High speed at work and stress based on Eurofound data
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Source: Eurofound, EWCS 2010, question 45a and 51n.

In general, work intensity does not need
to have a negative connotation. Argu-
ments emphasising the negative effects
of work intensity on employees’ well-
being focus on “constrained” work inten-
sity, where employees have little choice
about the effort they put into their work.
Higher work intensity may be a result of
organisational policies, such as man-
agement strategies, supervisory pres-
sures or machine pacing, but may also
reflect individuals’ choice (e.g. Gallie
and Zhou, 2013). Some degree of work
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intensity is an inherent part of creative
effort, providing a challenge that ena-
bles people to develop their skills (Gallie
and Zhou, 2013).

Empirical research indicates that
the combination of high work inten-
sity and low job autonomy increases
work stress and can severely impact
employees’ physical and mental health.
Excessive workloads and unclear or
conflicting demands on the job-holder,
combined with the lack of role clarity,

lack of involvement in decision-making,
lack of influence over the job design,
poorly managed organisational change
and job insecurity, lead to psychosocial
risks and physical and mental ill health,
in particular depression, burnout and
cardiovascular diseases, and therefore
lower productivity and output (Kar-
asek and Theorell, 1990; Theorell and
Karasek, 1996; Marmot, 2004; Theorell,
2007; European Commission, 2014d;
OECD, 2014).

As Chart 12 shows, according to the
Eurofound EWCS (2010), in some
Member States (Bulgaria, Poland, Lat-
via and Lithuania) people appear not
to experience stress and do not work
at high speed nor to tight deadlines.
In contrast, in Sweden, Germany, Aus-
tria, Greece and Cyprus people work
at very high speed, to tight deadlines
and under stress. However, the level of
self-responsibility is also much higher in
the Nordic countries. Note, though, that
measuring exposure to stress across the
EU is not straightforward, since workers’
perception of stress may be affected by
cultural differences, their understanding
of the notion of stress or their propen-
sity towards admitting to stress.

Chart 13 links the three dimensions
of working conditions: work intensity,
work autonomy and the level of job
stress. The Chart shows that there are
two groups of countries that are char-
acterised by a low level of stress: one
where job control and work intensity
are low (e.g. Bulgaria and Lithuania);
and one where the ‘demands’ of the
job are high but are compensated
by a high level of self-responsibility
(e.g. the Netherlands and Denmark).
High levels of stress are experienced
in Germany, Cyprus and Austria, where
the ‘demands’ are among the highest
but levels of self-responsibility are
relatively low (**). Unsurprisingly, there
are no countries with high autonomy
and low ‘demands’.

(**)  Sweden represents an exception: even
though it is in the yellow circle, stress is
perceived to be high in Sweden regardless of
the high level of job autonomy. However, if
one looks at the separate indicators behind
the composite factor of self-responsibility,
one can see that the control over the
speed of own work (EWCS question 50c)
is remarkably low, the third lowest in the
Union. This may convey the impression of
time pressure and explain the registered
high levels of stress in the country.
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Chart 13: Work intensity, autonomy and stress
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Source: DG EMPL calculations based on the Eurofound EWCS 2010, question 45b. For explanation

of the factor “self-responsibility” and the underlying questions from the EWCS, see the source , see the
source of Chart 16. The colours of the circles show the degree of work stress (based on question 51n):
dark blue — low; light blue — high; and gray— about the average.

Box 2: Stress, happiness and productivity

In 2014, stress was the second most-reported work-related health problem in
the EU. A 2013 European opinion poll conducted by EU-OSHA (**) found that more
than half of all workers considered work-related stress to be common in their
workplace. The most common causes of work-related stress are job reorganisation
or job insecurity (72 %), hours worked or workload (66 %), being subject to unac-
ceptable behaviour such as bullying or harassment (599%), lack of support from
colleagues or superiors (57 %), lack of clarity on roles or responsibilities (52 %),
and limited possibility of managing one’s work patterns (46 %) (European Com-
mission, 2014d). In the Enterprise Survey on New and Emerging Risks (2010) (*%),
around 8 in 10 European managers expressed concern about work-related stress
in their workplaces, though less than 30 9% admitted having implemented policies
to deal with its risks. Between 50% and 60 9% of all lost working days are related
to stress and psychosocial risks.

The question of whether happiness makes people more productive occupies
economists, behavioural scientists and policy makers. The well-being of employ-
ees concerns many company managers. For example, “At Google, we know that
health, family and wellbeing are an important aspect of Googlers’ lives. We have
also noticed that employees who are happy demonstrate increased motivation
.[We] ..work to ensure that Google is ..an emotionally healthy place to work”
(Lara Harding, People Programs Manager, Google). Several studies show the link
between positive mood and productivity (Oswald et al,, 2014)(*’), between well-
being and motivation and higher capacity to solve anagrams (Erez and Isen, 2002),
and between job satisfaction and value added per hours worked in manufacturing
(Boeckerman and Ilmakunnas, 2012).

(**)  See reports in figures at https://osha.europa.eu/en/safety-health-in-figures.
(36

Results and publications available at https://osha.europa.eu/en/esener-enterprise-survey.

() Oswald et al. (2014) set up three short (five-minute) GMAT-style maths experiments on more
than 700 individuals whose mood was measured and then manipulated with video clips, snacks
and drinks. The measurements took into account negative real-life events in the previous five
years (e.g. bereavement and family illness). The study concluded that those made happier
had productivity gains of 12 %, while individuals who suffered a major real-life shock in the
preceding five years showed lower productivity.

3.3.3. Job autonomy
can boost productivity

Job control or autonomy (*8) is a core fac-
tor in determining the quality of work.
Several studies report that workers who
are free to make choices in the workplace
and are accountable for their decisions
are happier, more committed, put more
effort into their work, and are therefore
more productive and show a lower ten-
dency to quit their job (Chirkov et al,
2011 for a review; Mahdi et al, 2012;
Gellatly and Irving, 2001; Langfred and
Moye, 2004). This is especially the case
when the work is complex or requires
more creativity, though in a very routine
job, autonomy can still increase satisfac-
tion and reduce turnover (DeCarlo and
Agarwal, 1999; Finn, 2001; Liu et al,
2005; Nguyen et al,, 2003; Thompson
and Prottas, 2005). Job autonomy has
also been seen as an important factor in
moderating the impact of work intensity
(Liu et al., 2005).

Chart 14, Chart 15 and Chart 16, based
on the Eurofound EWCS (2010), show
that job autonomy is the highest in Swe-
den, Denmark, Finland and the Nether-
lands. It is the lowest in Cyprus, Greece,
Portugal and Bulgaria. Germany and Aus-
tria score among the lowest on the per-
ceptions of the level of self-responsibility
(Chart 16)(*). Gallie and Zhou (2013),
using European Social Survey data(*),
report similar country patterns that are
stable over time. The authors explain this
stability over time with the fact that job
autonomy is embedded in wider institu-
tional structures. In some countries, job
autonomy and control have been embed-
ded for many years at company as well
as national level institutions.

(*8)  Job autonomy can take different forms
depending on the country context and the
organisational culture. Organisations may
let employees set their own schedules or
choose how and where to do their work.

(*)  Germany scores low in terms of control over
the speed of own work (EWCS question 50c),
order of tasks (50a), employee consultation
on targets (51c), ability to apply own ideas
(51i) and employee involvement in improving
work organisation (51d). Austria scores
low in terms of control over speed of work,
ability to apply own ideas and involvement
in improvements of work processes.

(*°)  There are three items in the ESS that provide
a measure of job control: how much ‘the
management at your work allows you (a) to
decide how your own daily work is organised;
(b) to influence policy decisions about the
activities of the organisation; and (c) to
choose or change your pace of work’. The
items then cover not only immediate control
over the work task (task discretion), but also
people’s perceptions of wider influence over
organisational decisions.
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Chart 14: Workplace NOT dependent on the direct
control of your boss

Chart 15: Team members decide by themselves
on the division of tasks
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Source: Eurofound, EWCS 2010, question q46e.

Note: No observation available for HR.
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Source: Eurofound, EWCS 2010, question 57a.

Note: No observation available for HR.

Chart 16: Self-responsibility
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Source: DG EMPL calculations based on Eurofound EWCS 2010, compressing questions g49b — main
job involves assessing the quality of own work; g49c — solving unforeseen problems on your own;

q50a — able to choose or change your order of tasks; g50b — able to choose your methods of work;
q50c — able to choose/change your speed of work; g51c — you are consulted before targets are set for
your work; g51d — involved in improving the work organisation; g51e — you have a say in the choice of
your working partners; g51f — can take a break when you wish; q51i — able to apply your own ideas in
your work; g51o — can influence decisions that are important for your work.

3.3.4. Social dialogue

By promoting win-win solutions for
employers and workers, social dialogue(*!)
plays an important role in the improvement
of working conditions. Throughout Europe
employers’ and workers’ representatives
combine their expertise on work-related
matters to promote job quality(*?).

(*)  Social dialogue refers to discussions,
consultations, negotiations and joint actions
involving organisations representing the two
sides of industry (employers and workers).

(*2)  This section cannot exhaustively cover
all social partners’ activities at company,
sectoral, national and European level.
Rather, it focuses on a number of key
initiatives at European level. Interested
readers will find additional information
in the ‘Industrial Relations in Europe’ series
published by the European Commission
(e.g. European Commission 2010b and 2013d),
and in publications by the European Foundation
for the Improvement of Living and Working
Conditions (e.g. Eurofound 2014a).
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Workers’ and employers’ representa-
tives are uniquely well-placed to iden-
tify skill needs and promote lifelong
learning. Social partners play a key
role in European Sector Skills Coun-
cils, which are designed to anticipate
the need for skills in specific sectors
more effectively and achieve a bet-
ter match between skills and labour
market needs(*®). European social
partners have concluded a number of
skills-related autonomous agreements,
which national social partners imple-
ment in accordance with procedures and
practices specific to management and
labour in the Member States(*4).

(*)  See http://ec.europa.eu/social/main.
jsp?catld=784

(*4)  Examples include a European licence
for drivers on interoperable services
(railway sector), training standards and
European certificates (hairdressing), or core
competences for process operators and first-
line supervisors (chemical sector).

Employers and workers have a joint inter-
est in promoting safe and healthy work-
places. EU cross-industry social dialogue
led to agreements on stress and violence
at work, while EU sectoral social dialogue
led to sectors-specific agreements or cam-
paigns(*). With the support of the Euro-
pean Agency for Health and Safety at Work,
social partners at European and national
level cooperate to develop ‘Online Interac-
tive Risk Assessment’ (OiRA) tools(“6).

Europe has a rich tradition of social
dialogue on working time, contractual
arrangements and the reconciliation of
work and family life. Framework agree-
ments cover a large number of areas
from parental leave(*’) and working
time, to equal treatment between part-
time workers and full-time workers and
between fixed-term contract workers and
those on open-ended contracts(“8).

A number of EU Directives establish
minimum requirements regarding infor-
mation and consultation of workers at

(*)  For instance in the hospital sector
http://ec.europa.eu/social/main jsp?catld=521
&langld=en&agreementld=5136

(*)  These tools can help micro and small
organisations to put in place a step-by-step
risk assessment process — starting with the
identification and evaluation of workplace
risks, through to the decision-making and
implementation of preventative actions, to
monitoring and reporting.

(*7)  Established at cross-industry level, giving all
employees an individual non-transferable
right to parental leave was first signed by
European social partners in 1995, revised in
2009.

(“®)  Each of these cross-industry agreements
has been made legally binding through
Council Directives. The same applies to
a number of sectoral agreements on working
time of mobile workers, including sea
farers, mobile civil aviation staff and mobile
workers assigned to interoperable cross-
border rail services. A recent agreement
between social partners of the inland
waterways sector has been forwarded to the
Council for implementation by directive.
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company level(*®). A recent fitness
check of these directives (*°) found that
information and consultation of work-
ers at company level can contribute
to solving problems at work, engage
workers in changes in work organisa-
tion and work conditions, appease con-
flicts, promote trust and partnership,
increase job satisfaction and commit-
ment, reduce the rate at which workers
leave the company, and improve the
physical health and well-being of work-
ers. It was also found that information
and consultation has a positive impact
on staff performance and on the com-
pany’s competitiveness and reputation.

Finally, setting wages is one of the key
functions of industrial relations systems
in the EU. Despite a tendency for the
company level and individual bargaining
to gain importance, multi-employer bar-
gaining remains important in many Euro-
pean countries. Beyond the main level
of bargaining, it is important to consider
coordination of different processes, both
vertically (between different levels) and
horizontally (between units at a given
level, e.g. between companies).

While the promotion of dialogue
between management and labour is an
objective of the European Union (Article
151 TFEU), there is no single model of
social dialogue in the EU. Across Europe,
there exists a large diversity of national
industrial relations systems, which the
Union has to take into account when
promoting social dialogue at its level
(Article 152 TFEU). Industrial relations
should be considered as complex sys-
tems whose institutions interlock, which
cannot be measured along a single
dimension or in a single statistic. There
are different qualities, each with dif-
ferent effects on the regulation of the
economy and the labour market. In
whichever form, social dialogue makes
an important contribution to job qual-
ity, both directly as a key dimension of
a ‘good job’ and through its positive
impact on working conditions.

(*%)  In particular, Directives 98/59/EC
on collective redundancies,
2001/23/EC on transfers of undertakings
and 2002/14/EC on a general framework
relating to information and consultation of
workers.

(*°)  The results of the fitness check were
published on 26 July 2013 in a Commission
Staff Working Document available at
http://ec.europa.eu/social/main.jsp?langld=
en&catld=707&newsld=1942&furtherNe
ws=yes

Chart 17: Inactivity due to family responsibilities,
2007-13 (% of total inactive population)
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Source: Eurostat LFS, table [Ifsa_igar].

Note: No observation available for FR in 2013.

Chart 18: The proportion of children who are not in formal
childcare < 3 years old, 2012 (% of the population under 3 years old)
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34. Work-life and gender
balance to strengthen
participation, efficiency

and equity

3.4.1. Work-life balance
Insufficient opportunities(°!) for com-
bining work with other private and social
responsibilities may lead to higher inac-
tivity rates among certain groups of the
population (e.g. older people, persons
with family responsibilities), with poten-
tial consequences in terms of social
exclusion and greater dependence on
social protection systems.

(*)  For example, availability of easily accessible
and affordable childcare facilities, voluntary
part-time work patterns, parental leave,
adaptations for older workers or workers
with disabilities, etc.

The inactivity rate due to family respon-
sibilities is the highest in Malta, Cyprus,
Spain and Ireland (Chart 17), followed
by Luxembourg and the United King-
dom. It has decreased over time in
Spain, Cyprus, and Greece though. In
the United Kingdom, supply of child-
care facilities is around the EU aver-
age (Chart 18) but childcare costs are
high(®2). In contrast, Denmark, Sweden,
France, Estonia, the Netherlands and
Portugal have some of the lowest inac-
tivity rates due to family responsibilities
(Chart 17), as well as more readily avail-
able childcare facilities (Chart 18) and
at an affordable cost.

(*3)  The 2013 Northern Ireland Childcare

Cost survey (Dennison, 2013) shows that
a full-time childcare place (50 hours) costs
GBP 213 per week in Britain. In Northern
Ireland, childcare costs are also high, and
increased to GBP 158 per week in 2013.
Moreover, 35 9% of the nurseries in Ireland
charge the same price or even higher for

a part-time place than for a full-time one.
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Chart 19: Contribution of wage differences
between men and women to Gini index (in %)
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Source: WiiW (2014).

Notes: Using the Shapley approach, i.e. a decomposition that calculates the contribution of each
of thexexplanatory variables to the Gini index — for more details see WiiW (2014). No observation

available for DE and HR in 2002.

3.4.2. Gender balance

Gender stereotypes can lead to lower
labour market participation of women,
fewer job opportunities for women and
lower pay which, in turn, may lead to a
higher risk of social exclusion. The gen-
der pay gap is an important indicator of
persistent discrimination in the labour
market. The unadjusted gender pay
gap stood at 16.49% in 2012 in the EU
as a whole. For example, WiiW (2014),
using EU-SES data, estimates () that
in 2010 the adjusted gender pay gap
ranged from around 5% in Romania
and Bulgaria to more than 159% in Esto-
nia (Annex 3, Chart A3.11). The median
adjusted gender pay gap decreased from
13.2% in 2002 to 10.4% in 2010. The
adjusted gender wage gap has declined
over time in all except four Member
States (Lithuania, Poland, Portugal and
Slovakia).

Chart 19 shows the extent to which gen-
der pay gaps contribute to overall wage
inequality. On average, gender differences
contribute about 3% to overall inequal-
ity, though there are important cross-
country differences ranging from more
than 6% in Finland to less than 1% in
Bulgaria and Romania. The contribution
of gender differences to inequality fell
between 2002 and 2010 in all countries
except Lithuania, Poland and Portugal. The
declines were particularly large in Cyprus
(from initially around 9% in 2002 to only
3% in 2010), the Czech Republic (from

(>*)  Correcting for differences in age, education,
contract type, occupation, enterprise type
(private, public), firm size, industry and country.

initially 8% to 49% in 2010) and Italy
(from 5% in 2002 to 2% in 2010).
3.5,  Summary of findings
The literature review suggests that
higher productivity can be attained
through adequate levels of earnings;
higher job security; higher education
and life-long training, including on-the-
job training; good working conditions
— a safe and healthy working environ-
ment, an appropriate balance between
work intensity and job autonomy and
greater employee participation and
empowerment, including social dia-
logue; and better work-life and gender
balance. These can strengthen human
capital formation, including firm-
specific human capital, and increase
motivation, commitment and effort.
They can reduce accidents, absentee-
ism and stress, induce creative effort,
foster cooperation and generate posi-
tive externalities on co-workers. They
may also contribute to fostering higher
labour market participation and longer
working lives, particularly of certain
population groups (e.g. older workers,
those with family responsibilities or
disabilities), reducing dependency on
social security systems and ensuring
greater social cohesion.

EMCO indicators show that job quality
varies across EU Member States and
may have deteriorated during the crisis
in several dimensions.

In-work poverty increased in most coun-
tries during the crisis. In-work poverty is
high in Romania (due to low earnings),

Italy, Spain and Greece (due to a high
proportion of people in low work-inten-
sity households).

The crisis increased the share of invol-
untary temporary work and impeded
the transition rates to permanent con-
tracts in many Member States. There is
a high share of people on involuntar-
ily temporary contracts in Italy, Spain,
Greece, Portugal, Cyprus, Romania and
Slovakia. Transitions from temporary
to permanent contracts are difficult
in ltaly, Spain, Greece, Portugal and
Cyprus, and in most Member States are
more impeded for women than for men.
Austria, Germany, the Netherlands and
Estonia have the lowest rates of invol-
untary temporary work and high transi-
tions rates to permanent employment.

The lowest participation rates in life-long
learning are found in Bulgaria, Romania,
Croatia and Greece, while Denmark, Swe-
den and Finland have the highest par-
ticipation rates. Spain and Italy perform
rather low on on-the-job training.

Low work intensity and low autonomy
lead to low levels of perceived stress
in Bulgaria and Lithuania; high work
intensity and job autonomy gener-
ate average stress in Netherlands
and Denmark; high intensity with low
autonomy lead to high levels of stress
in Germany, Austria and Cyprus.

The unadjusted gender pay gap
stood at 16.4% in 2012 in the EU
as a whole. Inactivity rates due to
family responsibilities are the high-
est in Malta, Cyprus, Spain, Ireland
and UK, and the lowest in Denmark
and Sweden. They decreased in most
Member States during the crisis due
to increased strain on family budgets.

4. STRUCTURAL
CHANGES CAN IMPACT
ON JOB QUALITY AND
PRODUCTIVITY GROWTH

Job quality can have a direct impact on
labour productivity and labour market
participation and both are crucial to the
success of the European social market
economy. This section identifies future
challenges to job quality and labour mar-
ket outcomes (labour market participa-
tion, productivity) brought about by a
range of structural changes such as fur-
ther technological progress and innova-
tion, further globalisation, demographic
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change and the general greening of the
economy. The section assesses to what
extent labour market polices can rein-
force positive developments and prevent
or correct adverse outcomes associated
with those changes and which are to
a large extent conditioned by labour
market institutions (e.g. social dialogue
mechanisms, wage bargaining systems,
minimum wages schemes, employment
protection legislation, unemployment
insurance, active labour market policies
and life-long learning) and the business
cycle (>4).

This section starts by assessing the
extent to which further innovation in
information and communications tech-
nologies (ICT) and key enabling technolo-
gies (KETs)(**) may affect job quality. It
focus on the job quality potential of an
industrial renaissance, the role of small
and medium enterprises (SMEs) and the
risk that skill and talent biased techno-
logical progress may involve an unequal
distribution of the costs and benefits
between low and medium-skilled work-
ers and high-skilled workers. In other
words, technological progress has strong
potential to improve productivity but may
have a polarising effect in terms of job
quality, impeding further technological
progress and productivity growth and
generating inequalities.

Next, the section looks at globalisation
(associated with changes in interna-
tional trade, foreign direct investment
and labour mobility) and its potential to
increase productivity and hence earnings.
Again, costs may be incurred primarily
by the most vulnerable workers, such as
the low-skilled and employees on tem-
porary contracts. They may experience
stronger job insecurity (e.g. due to off-
shoring or relocation) and lower wages

(>*) A macroeconomic downturn may reduce job
quality through: lower job security, lower
skill formation, stronger health and safety
risks, more involuntary temporary/part-time
labour contracts, distorted work-private life
and gender balances (e.g. Eurofound, 2012a;
RWI, 2014; Tahlin, 2013; Dieckhoff, 2014;
Johnson, 2012; McGinnity and Russel, 2013;
Ravn and Sterk, 2013; Gallie, 2014).

(**)  Key enabling technologies (KETs) enable the
development of new goods and services
and the restructuring of industrial processes
needed to modernise EU industry and make
the transition to a knowledge-based and
low-carbon resource-efficient economy.
They play an important role in the R&D,
innovation and cluster strategies of many
industries. More particularly, KETs cover
micro-/nano-electronics, nanotechnology,
photonics, advanced materials, industrial
biotechnology and advanced manufacturing
technologies. See European Commission
(2012b) and HLGKET (2010).

(e.g. to compete with countries with an
abundant supply of low-skilled workers).
Such adverse outcomes may, in turn,
have negative feedback on productivity
and labour market participation if they
reduce workers’ commitment, motiva-
tion, abilities and upward job mobility.

The section then focuses on the oppor-
tunities and challenges for job quality
brought about by an ageing population
and high youth unemployment. These
developments pose some important
labour market policy challenges related
to active ageing, gender equality, work-
private life balance and discrimination,
which may have a negative impact
on employment and productivity if
they hinder the optimal allocation
of resources.

Finally, the section explores the policy
challenges and opportunities related
to job quality in the transition to a
greener economy. The shift to a green
and resource-efficient economy is
above all an opportunity to support
sustainable and high-quality employ-
ment, while contributing to the recovery
from the recent economic crisis. How-
ever, better targeting and coordination
of labour market measures and tools
are essential in order to create the nec-
essary conditions to bridge skill gaps
and overcome labour shortages, man-
age restructuring, anticipate change
and emerging health and safety risks
(especially for low-skilled manual work-
ers), and ensure gender balance. These
may have an important impact on work-
ers’ performance and participation in
the production of new green goods
and services.

4.1. The two sides of
knowledge and technology-
intensive growth

This subsection focuses on challenges
posed by technological progress on job
quality. It starts by assessing the increas-
ing importance of knowledge and crea-
tivity in the future labour market and the
risks associated with the automation of
tasks, such as jobs losses and labour
market polarisation. It investigates the
extent to which an industrial renais-
sance associated with the potential for
further innovations in ICT and KETs has
the ability to generate more and better
jobs. It looks at the role of SMEs and
the challenges they face in improving
job quality in the context of technology

innovation. It then discusses the role
of labour market policies in tempering
labour market polarisation driven by
technological progress.

4.1.1. Technology change
and innovation will change

the job landscape of the future
and can render jobs obsolete

Technological progress is a key defin-
ing factor in how goods and services
are produced and delivered to consum-
ers. The fact that production processes
are changing is by no means new, but
the speed of that change may be. It can
take decades for a new invention to be
applied, but when it is applied, changes
accelerate. The typewriter was invented
in the 1860s but was not introduced
into the office until the early 20 cen-
tury, when it joined a wave of mecha-
nisation, with Dictaphones, calculators,
mimeo machines, address machines, and
the predecessor of the computer — the
keypunch (Frey and Osborne, 2013, after
Beniger, 1986; Cortada, 2000). There are
many signs that the cumulative effect
of advancements in information shar-
ing, computing power, machine learn-
ing, machine vision and data mining will
soon accelerate the changes in terms of
the types of jobs that are needed, how
rewarding these jobs are and the requi-
site organisational arrangements.

In the not-so-distant past the switch-
board operator became obsolete due to
direct number dialling, the copy typist
gave way to personal word processing,
the bank teller was replaced by cash
machines, the travel agent fell prey to
online booking systems and many car
assembly line workers were replaced
by industrial robots. Deindustrialisation
and relocation to low-cost countries have
been shaping the economic landscape
and labour markets of the high-income
countries over the past forty or so years.
A long-term decline of heavy industries
such as mining or steel production has
been observed, while specialised high-
tech industries have been holding ground
even if employing fewer workers per out-
put (automotive manufacturing being
one of many examples).

However, current changes are expected
to have a stronger and polarising impact
on labour markets (e.g. Acemoglu and
Autor, 2010; Eurofound, 2013). Currently,
technology is changing the face of edu-
cation through online lectures classes
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and learning resources that are available
globally and often at a fraction of the
cost. Digital applications have shown the
ability to compete with and potentially
undermine various traditional service pro-
viders such as taxis or hotels (e.g. ride-
sharing app ‘Uber’ or ‘AirBnb’ flat rental
and sharing). Computerisation, typically
confined to manual and cognitive routine
tasks, is now spreading to activities that
were commonly defined as non-routine
(e.g. Autor and Dorn, 2013; Goos et al,
2009). Tasks regarded as non-routine only
a decade ago have since been computer-
ised at a rapid pace (Autor, et al., 2003;
Markoff, 2011; Frey and Osbourne, 2013).
Recent examples of how the boundary
between routine and non-routine tasks
and between automatable and non-
automatable routines will be pushed fur-
ther by technology include handwriting
recognition, machine translation and the
use of language analysis to identify gen-
eral concepts in documents(°®).

Authors speculate about the scale of
the challenge ahead if new technologies
mature and spread beyond prototypical
and experimental applications: self-
driving vehicles, health diagnostics, auto-
mated call centres and robot-assisted
remote surgery are some examples. The
impact may spread to related sectors.
For example, self-driving vehicles can
reduce drivers’ jobs and, if safer, reduce
business opportunities in the insur-
ance sector.

In some sectors, there are already pal-
pable signs of rising automation in work
spaces such as container ports, logistics
warehouses or even hospitals (e.g. robots
pulling trolleys with meals, medicines and
blood samples in hospitals (Bloss, 2011)
or climbing wind turbines much faster
than a human and inspecting the blades
100 metres above ground (Robotics-VO,
2013)).

While intellectual and knowledge work
(e.g. computer programming) is flourishing
and craftsmanship-based manual trades
remain in high demand, many middle-class
occupations, typical of the industrialised
societies of the latter half of the 20%
century, are being eroded. Programma-
ble machines are expected to take over
many routine and less routine tasks, many

(°¢)  For instance, Symantec’s Clearwell
system proved to be capable of analysing
(conceptual contents, not just words) and
sorting more than 570000 documents in
two days.

of which are performed by unskilled and
semiskilled industrial and clerical service
workers who typically occupy the middle
layers of employment. Some studies strike
an alarmist tone and argue that the pro-
cess has only just begun. Frey and Osborne
(2013) predict that 47 % of current jobs in
advanced economies like the United States
are at risk of being automated over the
next 20 years.

Further technological change is therefore
expected to have a strong and polarising
effect, affecting jobs and skill levels in
a different manner (see below). In this
context, managing the transition into
a new labour market where many jobs
succumb to automation must become
a key priority for policymakers.

4.1.2. Occupations resilient
to automation: the importance
of knowledge and creativity
(human capital) in view of
technology change

The non-routine jobs that are likely to
resist automation in the foreseeable
future are located at either the lower or
higher end of the wage and skill spec-
trum. At the lower end, there are ser-
vices such as hospitality, care, beauty,
cleaning, customer service, construction,
decorating and installation. These may
be subjected to some vocational training
and licensing in particular legal settings
but require soft skills such as empathy,
improvisation and complex decision mak-
ing. Further, they feature complex man-
ual tasks which in turn rely on specific
skills and experience. These jobs are not
suited to outsourcing since they have to
be performed on-site.

Despite their undisputed social utility,
such non-routine, manual, low- to
medium-skilled jobs often offer mod-
est remuneration with precarious job
arrangements and physically demand-
ing working conditions. Likely reasons for
this are the abundant labour supply, the
possibility of using underpaid migrant
workers and, in some cases, the threat to
relocate some part of these tasks to low-
wage countries (Standing, 2011). In this
context, there is clearly a need to step up
efforts to improve the working conditions
in these jobs and to ensure the applica-
tion of existing worker protection laws.

At the high end of non-routine and non-
automatable jobs are those consisting
of complex cognitive tasks and a high

level of professional competence, usu-
ally combined with a long and versatile
formal education (e.g. computer pro-
grammers, creative industries, engi-
neers, managers, investment bankers,
lawyers, doctors, teachers and scien-
tists). Europe has great stakes in devel-
oping the knowledge-based economy,
investing in high-end skills and assuring
optimum job conditions for knowledge
workers. Compared with low-skilled
workers, knowledge workers already
enjoy a more privileged position on
the labour market, with more favour-
able working conditions and a higher
pay. Yet, the knowledge sector is where
the highest potential for productivity
growth is likely to lie. Hence, a focus on
more efficient working arrangements
will be key to securing Europe’s position
as a hotspot of high productivity.

4.1.3. Technology change can
lead to a possible industrial
renaissance in the EU

In the recent past, increasing job losses
and the rise in job uncertainty have
affected job quality, particularly in
industry. For example, the employment
share of the industry sector in the EU as
a whole dropped from 22.1 9% in 2000 to
17.7% in 2013. At the same time, jobs in
industry typically offer a high wage level
(compared with the national average
wage): average gross wages in industry
were 10.6 % above the national average
gross wage in the EU. The drop in industry
shares and high wages are a combined
effect of: a) strong productivity growth in
industry; b) the opening of world markets
and changing business models, whereby
manufacturers outsource certain tasks
(such as logistics, marketing or legal
advice); and c) a shortage of skilled
human capital in engineering and sci-
ence which may have been aggravated
by the recent crisis that stifled access
to funds for innovation (e.g. European
Commission, 2013).

A variety of policy measures have been
implemented to temper the adverse
socioeconomic impact of delocalisation
and offshoring (e.g. Eurofound s.a.)(*’).
These initiatives have primarily been
used to accommodate the ongoing job
shift from industrial activities to other

(°7) At http://www.eurofound.europa.eu/areas/
industrialrelations/dictionary/definitions/
restructuring.htm http://www.eurofound.
europa.eu/areas/industrialrelations/
dictionary/definitions/restructuring.htm
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activities notably in the services sector
(though not necessarily associated with
higher job quality).

An important policy challenge will be to
exploit the future job growth potential
of emerging innovations in ICT and KETs,
such as bio-based products, smart vehicles,
sustainable construction and smart grids.
Where future developments are charac-
terised by a shift from mass-produced
goods and services to more customised
high-quality goods, there is strong poten-
tial for the resource-poor, skills-rich EU to
create high quality and value added jobs.

SMEs will have an important role to play in
this industrial renaissance since they are a
major source of job creation and innovation.
Workers’ performance is largely determined
by the scope with which educational systems
are complemented by in-work training (see
Chapter 2). Therefore, job training in SMEs
will be important to ensure their workers’
productivity and their international com-
petitiveness. In this context, SMEs face very
specific challenges that may reduce their
efforts to reinforce their workers’ educational
attainment. Indeed, compared to larger
firms, SMEs have fewer internal human
and financial resources for skill develop-
ment both at managerial and lower person-
nel level. Therefore, improved regulation of
credit markets and lending conditions for
SMEs is crucial to ensuring sufficient access
to credit for skill formation. Where financial
markets may fail to provide such finance,
public funding should be considered.

4.1.4. Technology change can
produce unbalanced outcomes
in the population: stronger
labour market polarisation

As discussed, there is a risk that the
skill and talent-biased industrial renais-
sance brought about by strong tech-
nological changes will sharpen the
ongoing labour market polarisation. It
is expected that further digitalisation of
economic activity, in combination with
globalisation (see below), will increase
the demand for highly skilled workers,
increasing their job security and earn-
ings, while the opposite may be observed
for low- to medium-skilled groups and
the long-term unemployed. The coming
technology change is expected to benefit
the strongest talents disproportionately,
i.e. the ‘superstars’ that create services
such as Facebook, for which there is a
very strong demand (e.g. Brynjolfsson
and McAfee, 2014).

Chart 20: Annual average change in absolute employment
by wage quintile in private sector, EU, 1998-2010 (1000)
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Such developments will reinforce ongoing
labour market polarisation in the private
sector in the EU economy (Chart 20). The
left pane of Chart 20 shows changes in
the earnings quintiles in low-tech indus-
tries and basic knowledge services,
while the right pane of Chart 20 shows
changes in the earnings quintiles in
the high-tech and knowledge intensive
services. Blue bars show the pre-crisis
period (i.e. 1995-2007), while the red
bars show the period since the onset of
the crisis (i.e. 2008-2010).

In the run-up to the crisis, the lowest
quintile within the low-tech and basic
knowledge services showed the strong-
est increase, while the highest quintile
within the high-tech and knowledge
intensive services showed the strong-
est increase. In both sectors, the other
quintiles showed more modest increases.
During the crisis, the same pattern can be
observed but in the context of employ-
ment reduction: the lowest quintile within
the low-tech and basic knowledge ser-
vices showed the weakest decrease,
while the highest quintile within the high-
tech and knowledge intensive services
showed an increase.

Uncertainties about projecting future
developments in employment and earn-
ings distribution remain. For example,
some analysts, e.g. Gordon (2014), claim
that today we are facing the first phase
of a secular stagnation as future innova-
tion will not carry the same productiv-
ity growth potential as past innovations
related to the use of power generation,
chemistry, etc,, and that the observed
changes in employment distribution
generated by information technology

will be short-lived. This view is in sharp
contrast with, for example, Brynjolfsson
and McAfee (2014) who argue that the
ongoing ‘digital revolution’ (character-
ised by exponential growth in computing
power, digital information and supply of
relatively cheap devices which leads to
new business opportunities) carries an
even stronger potential for sustainable
innovations and growth than the past
‘industrial revolution’ — though its ben-
efits will not automatically be distributed
in an equitable way.

At the same time, others, e.g. Autor
(2014), emphasise that employment
polarisation does not automatically
lead to wage polarisation since the lat-
ter is also determined by 1) degree of
complementarity (e.g. performances of
workers may improve significantly to
the extent they can be complemented
with the computing power of machines),
2) the price- and income-elasticity of
demand for services (e.g. low price elas-
ticity for intensive manual work allows
for stronger wage increases for these
service providers) and 3) elasticity of
labour supply (e.g. it usually takes more
time to form highly-skilled workers than
to train intensive manual workers).

This uncertainty requires permanent
monitoring and assessment of devel-
opments in the field of technologi-
cal progress.

4.1.5. The role of adequate
labour market policies

In this context, the potential for tech-
nology change to improve job quality
will require proactive labour market
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policies developed in synergy with other
policies(°®) to support the reallocation
of labour towards these new activities
in a secure way and in a way that ben-
efits all employees, especially the low-
skilled. For these workers, adequate
earnings could be provided in the short
to medium run by measures that have
a direct impact on wages (such as the
minimum wage paid by the employer),
hiring subsidies (paid by the taxpayer to
employer) or by social transfers or fis-
cal benefits (paid by the taxpayer to the
employee).

However, since differences in gross earn-
ings are largely driven by differences in
productivity (*°), closing the earnings
gap through nominal unit labour cost
increases(®°) may be unsustainable for
companies. In other words, to keep work-
ers with excessive labour costs (relative
to productivity) may be financially unsus-
tainable to companies, especially in the
face of increased international competi-
tion. Therefore, it is crucial immediately
to reinforce the incentives and opportu-
nities for skills formation and life-long
learning directed at the low skilled and
both inside and outside the job (Euro-
pean Commission, 2010a). These pro-
ductivity-enhancing measures should
complement the wage/income and other
targeted measures towards workers at
the lowest end of the earnings distribu-
tion (e.g. access to support services, such
as child and elderly care).

Anticipating future changes in jobs and
associated skill needs will remain a chal-
lenge, requiring a stronger collaboration
between stakeholders (including employ-
ers, employees, education providers and
skills forecasters) and better support
for job mobility including through better
information flows on job availability and

(°®)  Such as investments in innovation,
improvements in the functioning of the
Internal Market and opening up international
markets, mobilising public resources and
unlocking private funds, equipping labour
force for industrial transformations. See,
for example, ‘Industrial revolution brings
industry back to Europe’ at http://ec.europa.
eu/enterprise/initiatives/mission-growth/
index_en.htm#h2-4

(>3) At least if competition and information
flows are not distorted too much. Notable
exceptions are, for example, in ‘winner-
takes-it-all’ games where it is relative (not
absolute) productivity which determines
earnings, as is the case, for example, for
Olympic athletes or employees in the
financial sector.

(%) l.e. nominal compensation per employee
adjusted for productivity, whereby
gross wages are an important part of
compensation per employee.

the portability of social security benefits
(health, pensions).

42. Globalisation creates
opportunities but also
challenges for job quality
and productivity

This subsection looks at the potential
impact of further globalisation brought
about by the removal of barriers to free
and fair trade, foreign direct invest-
ment (FDI) and migration. These are
expected to create upward and down-
ward impacts on job quality which have
a direct impact on labour market partici-
pation and productivity, as the following
analysis shows.

4.2.1. International trade
may enhance productivity and
job quality

Further opening to world markets
strengthens countries’ ability to exploit
their comparative advantages, thereby
reinforcing their overall productivity
growth. For example, it is estimated that
a 1% increase in the openness of the
economy generates an increase of 0.6 %
in labour productivity the following year,
based on an analysis of EU trade flows
between 1996 and 2005 (e.g. European
Commission, 2007c). These increases
in productivity create the potential to
raise real wages, which is an important
determinant of job quality. In turn, these
increases in earnings may strengthen
workers’ commitment, with further posi-
tive impacts on productivity.

Production patterns will change as glo-
balisation, in combination with techno-
logical progress, will allow (large) firms
to specialise in core activities and del-
egate much of their non-core activi-
ties to global suppliers so as to reduce
production costs. For the resource-poor,
skill-rich EU this may imply a shift from
traditional manufacturing (e.g. agro-food,
steel, textiles) to more knowledge- and
technology-intensive activities (e.g. high-
tech business services, haute couture and
design, as well as industrial activities such
as computing, biotechnology and nano-
technology)(®!). These developments will
strengthen workers’ opportunities to move
to jobs of higher quality and value added
(e.g. in terms of earnings or autonomy).

(51)  For example, from 1970-2003, the
textile workforce dropped by 60% in the
G7 countries (Huwart and Verdier, 2013).

However, not all workers (especially the
low-skilled) will have the opportunity to
benefit from the opportunities created by
globalisation (in combination with tech-
nological progress). Moreover, increased
international competition from firms
located in countries with lower job quality
standards and low wages may also result
in increased job insecurity (e.g. due to off-
shoring, restructuring), poorer worker con-
ditions (e.g. in terms of maintenance of
hygiene, occupational health and safety
norms) and cuts in wage and non-wage
labour costs (e.g. severance pay, individ-
ual and collective dismissal procedures),
especially for workers performing routine
tasks in the production of tradable goods
and services. Globalisation may then have
a persistent adverse impact on job quality
in these types of activities.

Nevertheless, several policy instruments
can be used to strengthen upward job
mobility, including job-searching assis-
tance, skill formation and portability of
social security benefits (52). Job-searching
assistance is a relatively effective, low-
cost tool for smoothing the reallocation
of labour. However, as the transition to
new knowledge- and technology-inten-
sive activities poses new challenges,
awareness of job opportunities and skills
requirements by workers, employers and
employment services can be low.

Hence, European and National plat-
forms that facilitate the exchange of
information between all stakeholders
should be strengthened to improve the
effectiveness of job-searching struc-
tures. Another policy is to strengthen the
expertise and capacity of employment
services to be more proactive and to
increase their offer of re-training pro-
grammes and other relevant services.

In addition to modernising educa-
tion and training systems to meet the
emerging demand for new skills, equal
access to skills formation should be
ensured to avoid any further polarisa-
tion. Despite a strong political commit-
ment to life-long learning, only half of
all European workers underwent training
in 2010 (Eurofound, 2010). The figures
are particularly low among women,
older workers, lower-skilled workers,
workers in small companies and work-
ers on temporary contracts.

(62)  Apart from guidelines for Multinational
Enterprises that establish responsible
business conduct wherever they operate, as
is outlined in, for example, OECD (2011a).
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Improving the cross-border portability
of social security benefits and pensions,
together with better information about
rights and assistance and their enforce-
ment, can further reduce institutional
barriers to labour mobility and increase
the opportunities to exploit job quality to
the fullest extent across the EU.

Finally, particular attention will need to
be placed on the low- to medium-skilled
workers who are in a disadvantageous
position in their ability to upgrade their
skills to meet the requirements of the
new knowledge- and technology-inten-
sive activities and are employed in jobs
subject to international competition
from countries with lower job quality
standards. In such cases, just as with
technology, a combination of targeted
measures in terms of adequate earnings,
support services, targeted skill-formation
programmes and appropriate health and
safety standards is necessary.

At the same time, a level playing field
with trading partners could be assured
via, for example, the inclusion in Free
Trade Agreements of provisions cover-
ing minimum working conditions and
the enforcement of national labour
laws, with monitoring and enforcement
of labour standards, in line with existing
good practices. The ILO (2013a) reports
a substantial growth in the number of
trade agreements featuring labour-
related measures since the mid-1990s
as a result of a growing awareness of
social and employment effects of trade
liberalisation(®®). In this context, imple-
menting health and safety at work leg-
islation in the EU but also more globally
may be important (Box 3).

In total, there were 58 agreements with
labour provisions in June 2013 — almost

a quarter of the total 248 trade agreements
currently in force.

Box 3: Promoting Health and safety at work

The EU(%%) has a strong interest in health and safety at work and develops, imple-
ments and monitors EU legislation to improve occupational health and safety in
all activity sectors. EU legislation seeks to reduce the risk element associated
with particular jobs (e.g. magnetic fields), therefore protecting the health of those
workers (®°). Part of the EU awareness-raising and legal process is also to pro-
mote workers’ rights to make proposals to improve their health and safety and
to appeal to competent authorities and stop their work in the event of serious
danger. The European Commission Strategic Framework on Health and Safety at
Work 2014-20 (%°) identifies the following key challenges:

to improve the implementation of existing health and safety rules, in particular
by enhancing the capacity of micro and small enterprises to put in place effec-
tive and efficient risk prevention strategies;

to improve the prevention of work-related diseases by tackling new and emerg-
ing risks without neglecting existing risks;

to take account of the ageing of the EU’s workforce.

Actions to address these challenges include:

Consolidating national health and safety strategies through, for example, policy
coordination and mutual learning;

Practical support (technical assistance and practical tools, such as the Online
Interactive Risk Assessment tool (OiRA) that assesses sector-specific risks) to
micro and small enterprises to help them comply with health and safety rules;

Evaluatingandimproving the enforcement ability of national labourinspectorates;
Eliminating unnecessary administrative burdens associated with existing legislation;

Addressing the ageing of the European workforce and improving prevention of
work-related diseases associated with new risks such as nanomaterials, green
technology and biotechnologies;

Improving data collection and developing monitoring tools;

Reinforcing coordination with international organisations (e.g. ILO, WHO and
OECD) and partners to contribute to improving working conditions and reducing
work accidents and occupational diseases worldwide.

Supported by Committees of national experts such as the Advisory Committee on Safety and
Health at Work (ACSH), the Scientific Committee on Occupational Exposure Limits (SCOEL) or the
Senior Labour Inspectors Committee (SLIC).

For more details see Council Directive 89/391/EEC of 12 June 1989 on the introduction of measures
to encourage improvements in the safety and health of workers at work, available at http:/eur-lex.
europa.eu/legal-content/EN/ALL/?uri=CELEX:31989L0391. See also IRE (2014 — Chapter 7).

For more details, see http://ec.europa.eu/social/main.jsp?langld=en&catld=89&newsld=2053&fur
therNews=yes
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4.2.2. Labour mobility
and free movement

of services within the EU
may affect job quality

Strengthening labour mobility and free
movement of services (such as posted
workers) within the single market can
have an important impact on job quality
and productivity.

Labour mobility can have a positive
impact on job quality as it can reduce
the risk of unemployment and increase
employment opportunities in more pro-
ductive activities, thus yielding higher
earnings for the workers involved. This
is especially true for workers in sectors
that are vulnerable to ongoing structural
changes (e.g. energy-intensive industries).
Nevertheless, labour mobility within the
EU is still only taking place on a small
scale despite the considerable opportuni-
ties offered by the EU single market(%?).
This is the combined outcome of factors
such as language barriers or family con-
straints, as well as skill mismatches (such
as in the case of coal miners — ILO and
OECD, 2012). In such cases, workers tend
to remain in their countries despite poor
prospects for high quality jobs.

The free movement of services may also
have a positive impact on job quality. The
free movement of services is one of the
founding principles of the European Union
(Article 56 TFEU). The principle of the free-
dom to provide services enables a busi-
ness providing services in one Member
State to offer services on a temporary
basis in another Member State, without
having to be established. The exercise of
this right entails that companies, when
providing services in another Member
State, may need to post employees to
work temporarily in an EU country other
than the one where they are habitually
employed. Posting workers(%®) allows

(¢7) At the end of 2012, 14 million EU citizens
resided in another Member State, i.e. 2.8%
of the total EU population, up from 1.6% at
the end of 2004, but lower than the share of
non-EU nationals (49%) (European Commission,
2013b). On average the employment rate of
mobile EU citizens was 67.7% in 2012; mobile
EU citizens not in employment represent only
a limited share (European Commission, 2013b).

(%8) A ‘posted worker’ is a worker who, for a limited
period, carries out their work in the territory of
a Member State other than the Member State in
which they normally work. Posted work relates
to the free movement of services and is legally
distinct from individual migration, which relates
to the free movement of labour. For a summary
on EU legislation on posting of workers, see,
for instance, http://europa.eu/legislation_
summaries/employment_and_social_policy/
employment_rights_and_work_organisation/
c10508_enhtm

Box 4: Job quality of posted workers

The 1996 Posting of Workers Directive (*) requires Member States to ensure that
posted workers are subject to the host country’s laws, regulations or administra-
tive provisions, and generally applicable collective agreements in the construction
sector as regards a core of employment conditions, such as: applicable minimum
wages, maximum work and minimum rest periods, minimum paid annual leave,
health, safety and hygiene at work, employment terms for pregnant women and
young people, rules prohibiting child labour, and equality of treatment between
men and women. However, the Commission’s close monitoring of the implemen-
tation of the 1996 Directive found that the rules laid down by the Directive were
not always correctly applied in practice by Member States.

This led the Commission in 2012 to table a proposal for an Enforcement Directive,
aimed at providing clearer rules on posted workers and practical safeguards. A new
Enforcement Directive(?) on the posting of workers based on the Commission’s
proposal was subsequently adopted by the co-legislator in May 2014. Some of
the measures in the new Directive are: a clearer definition of posting to inhibit the
growth of letter-box companies; a list of national control measures that the Mem-
ber States may impose on posting companies; the possibility for Member States to
require the designation of a contact person within the posting company to liaise
with enforcement authorities; the option of applying an obligation to declare the
identity of the company, the number of workers, their period of posting and the
nature of services, and to keep basic documents such as employment contracts
and payslips available at the workplace. Moreover, the new Directive includes
the provision that penalties imposed on service providers in one Member State
can be enforced and recovered in another. In addition, it also introduces a limited
subcontracting liability in the construction sector. This means that posted workers
in this sector can hold the contractor in a direct subcontractor relationship liable
for any outstanding net remuneration corresponding to the minimum rates of
pay, in addition to or in place of the employer.

(!)  Directive 96/71/EC of 16 December 1996, available at http://eur-lex.europa.eu/LexUriServ/

LexUriServ.do?uri=0J:L:1997:018:0001:0006:EN:PDF

(3)  Directive 2014/67/EU of 15 May 2014, available at http://eur-lex.europa.eu/legal-content/EN/
TXT/PDF/?uri=CELEX:32014L0067&rid=1

companies to exploit their competitive
advantages across borders and to meet
temporary shortfalls in labour supply
(such as in construction and transport) (%),
while it may offer workers an opportunity
to increase their job quality. At the same
time, it may benefit European consum-
ers by increasing competition in the single
market (7).

(%) Comparable estimates of the number
of posted workers across sectors,
occupations and countries are not readily
available but some studies provide
ad-hoc estimates. For example, Idea and
ECORYS (2011), European Commission
(2011) and European Commission (2014)
(June 2014 supplement to EU Employment
and Social Situation, available at http://
ec.europa.eu/social/BlobServlet?docld=1194
5&langld=en) estimate that there are about
1 million posted in the EU, employed in the
construction, transport, telecommunications,
entertainment, repairs, maintenance and
servicing sectors, but also in specialised, high-
skilled activities such as in the IT sector.

(%) Nevertheless, the impact of current regulations
on competition is not unambiguous. For
example, Mustilli and Pelkmans (2013) identify
the imposition of, for example, a minimum
wage for posted workers as a barrier to
freedom of services in that it pre-empts
Eastern European EU workers from exploiting
their lower wages as a competitive advantage
in the internal market.

Nevertheless, the job quality of posted
workers is a policy concern. Posted work-
ers may suffer abuses such as not being
appropriately or fully paid. In addition,
one study found that only a very small
minority of foreign workers were union-
ised compared to native workers(’?). In
turn, abuses may affect the job quality of
residential workers by placing downward
pressure on their wages and working con-
ditions, with a potential negative impact
on their motivation and productivity. All in
all, the empirical evidence on the impact
of posted work on the job quality of resi-
dent workers is scant and not clear-cut,
partly due to lack of adequate data.

To counteract such adverse outcomes,
important EU measures have been put in
place to ensure that posted workers are
not deprived of the protection of basic
employment rights in the host country and
that enterprises face a level playing field
of competition (Box 4). Nevertheless, the

(") See, for example, Hansen and Andersen (2008)
for the case of Eastern European workers
working in the Danish construction sector.
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monitoring of the employment conditions
of posted workers — where relevant in
cooperation with the social partners in the
‘posting’ as well as ‘hosting’ countries —
needs to be intensified, while maintaining
a balance between the protection of work-
ers’ job quality and the cost of adminis-
trative requirements imposed on service
providers operating across borders.

43 Demographic change
calls for an innovative
approach to job quality

This subsection looks at the workplace
challenges faced by older workers, and
briefly discusses how structural changes
are expected to affect their job quality
and how policies can address present and
future challenges and improve job quality
of older workers. The section then looks
at young workers, who have seen their
unemployment rate soar to historical levels
in recent times, the challenges they face
and the policies needed to improve young
workers’ employment and avoid human
capital erosion.

An ageing population and changing fam-
ily structures (including a rising number
of one-parent families) are important
future demographic developments that
pose important challenges to EU job qual-
ity, with a direct impact on labour market
participation, productivity and growth. Job
quality (e.g. straining working conditions)
and specific characteristics of tax and ben-
efit systems (including pensions) have an
important impact on older workers’ deci-
sions regarding labour market participation
and retirement (e.g. European Commission,
2011a; Lindstrom, 2006). In addition, the
crisis has shown that young workers’
job quality can be especially vulnerable,
potentially reducing future opportunities
for employment in high-quality jobs and
thus productivity and growth. In order to
preserve the European social model, a set
of policies is needed to help older people
stay active longer, retire later and become
more productive, while ensuring that young
workers find and keep a suitable job and
use and reinforce their human capital.

43.1. More flexible work
arrangements and skill-
updating for older workers
while addressing age
discrimination

About six out of ten EU citizens perceive
that workplaces are not adapted to
the needs of people aged 54 and over,

although there are large differences across
Member States: from about 80% in Hun-
gary to below 40% in Sweden (e.g. Euro-
barometer, 2012). Work psychosocial(’?)
and physical strain is a strong push factor
to early retirement for older workers (e.g.
Bonsdorff et al., 2010; Park, 2010; Pollack,
2012). Such strains are often rooted in a
loss of control over working conditions and
a (perceived) lack of recognition of their
performance (e.g. Siegrist et al, 2007;
Oorschot and Jensen, 2009; Siegret and
Wahrendorf, 2011).

Older workers have the lowest probability
to transit to unemployment (if compared
with the other age groups), but their prob-
ability to transit from unemployment to
employment is also the lowest and their
probability to transit to inactivity is the
highest (e.g. RWI 2014). In addition to
skewed financial incentives (e.g. expected
pension income that exceeds contribu-
tions), poor career prospects may con-
tribute to such an outcome. Poor career
prospects for older workers often reflect
a lack of recognition of their experience
and expertise, which in turn discourages
the search for a better or more adequate
job. This calls for measures that strengthen
the recognition of older workers’ informally
acquired qualifications, in combination
with an enhancement of their job search
intensity (in close collaboration with public
employment services).

Furthermore, skills, especially ICT skills, are
an important driver of job opportunities
for older workers. For instance, Biagi et
al. (2011) estimate that being skilled and
using a PC at work reduced the probabil-
ity of exiting employment by 12 percent-
age points in Italy in the early 2000s. This
example illustrates that barriers to learn-
ing and training for older workers should
be lowered.

Age discrimination in the workplace is still
prevalent. For example, in 2011 one in
five people surveyed experienced or wit-
nessed age discrimination in the workplace
or when looking for work (Special Euroba-
rometer, 2012). Strong differences exist
between Member States, from almost
40% in Hungary compared to about 15%
in Ireland. Nevertheless, employees aged
54 and over are thought to be more expe-
rienced and more reliable than younger
employees (i.e., respectively 87 % and 67 %
‘more likely’).

(7?)  Such as working in a post that does not
correspond with the level of qualification.

Age discrimination and stereotyping may
push older workers to early retirement (e.g.
Gringart et al,, 2011). They may be rooted
in the perception that older workers are
more reluctant to accept organisational
change or new types of work (e.g. Taylor
and Walker, 2003). Institutional reforms
can address these forms of discrimination.
Note though that ‘age discrimination’ laws
that counteract these trends by reinforc-
ing the employment protection of older
workers may in fact reduce their hiring
opportunities by increasing firing costs (e.g.
Heywood and Siebert, 2009).

Measures to strengthen older workers’
control over their working conditions could
include the promotion of technologies that
create more flexible and safer and healthier
working conditions such as flexible working
time and teleworking. The provision of elder-
care facilities for partners may also ensure a
better balance between family and working
lives. Barriers to learning and training for
older workers should be lowered. Special
programmes (including training subsidies)
focused on updating the skills of older work-
ers, especially the low-skilled, may play an
important role. Finally, ensuring an appro-
priate balance between efforts spent and
earnings may improve their motivation,
career prospects and recognition.

43.2. Investing in young
workers’ job quality

Occupational together with geographi-
cal mobility will be key to improving job
quality in the future. In an ever-changing
economy, workers will have to become
receptive to more frequent job change
if they want to improve their job quality.
Young people have a stronger potential in
this regard. They are on average more will-
ing and able to move geographically since
they often face fewer family commitments
and are more likely to speak foreign lan-
guages and therefore adapt more quickly
to new settings.

However, young people often lack the initial
experience in professional life to kick-start
their career along a path of high-quality
jobs. Well-targeted labour market policies
that invest in young people and improve
the job quality of present and future
cohorts of young workers are crucial. Such
policies include modern apprenticeship
systems, skill development that matches
better the (short- and long-term) needs of
the labour market, and guidance. From this
perspective, it is imperative to ensure that
all young people, whether registered with
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employment services or not, receive an
offer of employment, an apprenticeship, a
traineeship or the chance to continue their
education or training within four months of
becoming unemployed or leaving formal
education — as has been stipulated in the
Youth Guarantee(”®).

In support of this, there is a need to
strengthen the capacity of the public
employment services, reform education and
training systems, and strengthen partner-
ships to reach out to inactive young people
who are not registered with the employment
services. In addition, the first experiences
should offer quality learming content and
satisfactory working conditions — as will
be promoted by the European Alliance for
Apprenticeships(”#). Furthermore, the Euro-
pean social partners’ Framework of Actions
on Youth Employment is addressing several
of the challenges related to bringing more
youth into employment. Also, as the single
market becomes more open and integrated,
there will be an increasing need for a regu-
lar, low-cost and real-time flow of informa-
tion on jobs across the EU, for young (as well
as all) workers, as is envisaged under the
European Jobs Network (EURES)(7).

Finally, persistent scarring effects affect-
ing the current cohort of young workers
will require attention to improve their job
quality in coming years.

433, Tackling persistent
gender discrimination

Women’s job quality continues to be
adversely affected by persistent forms of
discrimination. In addition to lower partici-
pation and employment rates and shorter
careers, Section 3 shows significant gender
differences in earnings in the EU: on aver-
age women earn 16% less than men per
hour of work. They also participate less in
decision-making: women account for an
average of 189% of the members of the
board of directors in the largest publicly-
listed companies (far from the 40% target
for 2020) and 3% of CEOs(’®).

(") For more details, see Council
Recommendation of 22 April 2013 on
establishing a Youth Guarantee, available
at http://eur-lex.europa.eu/legal-content/EN/
ALL/ELX_SESSIONID=INQSTntdhQbGNI1z
7P6hZ0YHvy8dS2IKN2wkn8IfRXSRNXTFL
mTL!-601289617uri=CELEX:32013H0426(01)

(") More details available at http://ec.europa.
eu/education/policy/vocational-policy/
alliance_en.htm

(7*)  For more details, see https://ec.europa.eu/
eures/page/homepage?lang=en

(®)  See for instance http://ec.europa.eu/justice/
gender-equality/files/documents/140303_
factsheet_progress_en.pdf

Chart 21: Effects of greening on health and well-being of employees
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As labour market participation, employ-
ment and retirement age are positively
linked to education levels, an increasing
share of women receiving a higher educa-
tion is expected to result in better labour
market outcomes. Nevertheless, along
with appropriate legislation and social poli-
cies (e.g. European Commission, 2014c),
addressing discrimination in general also
calls for labour market policies that focus
on the further strengthening of occupa-
tional and geographical mobility at the
European level, through strengthening job
search facilities, improving the portability
of social security rights (such as pensions,
medical care, unemployment benefits,
etc.), and the recognition of skills and
education certificates. Increased labour
mobility decreases the bargaining power
of employers and as a consequence also
their scope to discriminate (7).

44. The jobs potential
of the green economy

The greening of the economy can be
a source of employment growth, as by
increasing the efficiency of production
processes, adopting innovative solutions to
save resources and reduce pollution, devel-
oping new business models, or offering
more sustainable products and services,
companies can expand their markets

(”7)  In perfect competition and perfect information,
wage differences reflect differences in
productivity and job quality, and lower job
quality should give rise to a positive wage
premium and discrimination cannot persist
(e.g. Becker, 1957; Rosen, 1986). However,
once perfect labour mobility does not hold and
employers have an inclination to discriminate
or stigmatise, then lower wages may be paid
to the victims of discrimination (e.g. Black,
1995). The stronger the barriers to all forms of
job mobility, the more likely low job quality will
be associated with low pay, as employers can
use their bargaining position.

and create new jobs, while transforming
existing ones. In a knowledge economy,
higher resource productivity can augment
employment and allow wage increases
without reducing the profit rate on the
reduced capital stock(’®). It is estimated
that reducing the total material require-
ment of the EU economy by 249% could
boost GDP by up to 3.3%, while creating
2.8 million jobs (7).

There has been considerable job creation
in the environmental goods and services
sector (EGSS) even during the economic
crisis. Employment in the EU increased
from 3 to 4.2 million between 2002 and
2011, including by 20% during the reces-
sion years (Eurostat). This trend is expected
to continue as the EGSS sector supports
the overall greening of the economy. Take
the example of recycling. Many everyday
goods are made out of materials that can
be recycled. Recycling has introduced new
production processes to treat used materi-
als and to make new products out of old
ones. This can generate new jobs of differ-
ent levels of skills. ILO and OECD (2012)
in turn provide a review of studies point-
ing to a significant job-creation potential in
renewable energy sectors and associated
with energy-efficient buildings.

Workers expect that further greening will
have a positive impact on job quality, espe-
cially on their health (Gausas et al., 2012)
(Chart 21). Nevertheless, in a successful
transition towards a greener economy, sev-
eral downward risks for job quality in all its
dimensions may have to be considered, as
highlighted below.

(®)  http://www.unido.org/fileadmin/user_media_
upgrade/Media_center/2013/GREENBOOK pdf

(®)  http://eceuropa.eu/environment/enveco/studies_
modelling/pdf/report_macroeconomic.pdf
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44.1. Skills and training
needs in the green economy

The introduction of new products and
processes associated with greening (e.q.
improving resource efficiency, recycling
waste or preserving biodiversity) are due
to entail changes in skills requirements
and occupational profiles. Traditional
skills remain important but new tasks
are required, with increased demand
for a skilled workforce in growing eco-
industries, up-skilling of workers across
all sectors, and re-skilling of workers in
sectors vulnerable to restructuring. Work-
ers may not be fully prepared for such
tasks, or they may pose new safety and
health risks (see below). For example,
electricians are not trained to work at
extreme heights and construction work-
ers may not know how to deal with new
material or electrical hazards.

Opportunities to move to green jobs of
better quality will depend largely on
workers’ ability to upgrade their skills.
This, in turn, will require enough flexibil-
ity in educational and training schemes
to keep pace with green products and
process innovations.

Education and training systems (voca-
tional training, life-long learning pro-
grammes, on-the-job training) can
be effective tools for coping with the
demand for new skills and preventing
skill bottlenecks. Targeted bridging pro-
grammes which put low-skilled workers
on a sustainable long-term career path
(e.g. pre-vocational training schemes
providing basic skills to enter technical
training) could temper emerging inequal-
ities in job quality. E-learning through-
out the career supported by instruments
such as online libraries and interactive
tools also constitute interesting options
(e.g. Cedefop, 2010; EU-OSHA, 2013).
Anticipating future skill needs and sup-
porting the dissemination of new train-
ing opportunities, as outlined in the New
Skills for New Jobs agenda and the Euro-
pean Quality Framework for anticipation
of change and restructuring(®°), in close
cooperation with public employment
services (European Commission, 2010a
and European Commission, 2014e), are
another policy priority.

(89)  See, for example, http://ec.europa.eu/social/
main.jsp?langld=en&catld=89&newsld=201
2&furtherNews=yes

4.4.2. Anticipating change,
securing transitions

and considering new

health and safety risks

As stated, the greening of the economy
can bring along many occupational risks.
Some new tasks (e.g. accessing the exte-
rior peak of windmills (AEE, 2012)) or
products (e.g. the use of microorganisms
in the production of biofuels (Driscoll et
al., 2005)), the use of nanomaterials)
may involve risks in terms of workers’
health and safety (e.g. falls or respira-
tory illnesses). These uncertain risks are
often without monetary compensation:
for example, intensive manual workers in
waste management face strong health
and safety risks and often receive low
pay (e.g. Antonsson, 2014; EU-OSHA,
2013).

Monitoring the impact of new technolo-
gies on job quality may pose challenges,
in particular to SMEs, which may not
have the necessary resources to make
adequate assessments of new processes
and products vis-a-vis larger firms. These
have better access to financial resources
and technologies, better access to infor-
mation, internal human resources and
access to skills programmes.

These developments raise several impor-
tant challenges (which go beyond labour
market policies), including: filling the
gaps in our knowledge to make more reli-
able risk assessments; promoting tech-
nologies that reduce health and safety
hazards of intensive manual work such
as in waste management and recycling
(including collection, transport, and dis-
posal and processing); promoting product
designs that cover the whole life cycle
of products, including their recycling at
the end of their use; and integrating in
the production process an independent
assessment of the health and safety
risks associated with the introduction of
new green products or processes (e.g.
EU-OHSA, 2013).

Awareness-raising activities informing
workers of their employment rights and
obligations and upgrading their skills
to include the new “greener” forms of
materials and production methods can
substantially improve working condi-
tions and decrease safety and health
hazards. Promoting social dialogue at
industry and sector levels will be key
in this respect (e.g. European Commis-
sion, 2014e). Further strengthening

international cooperation and health and
safety more generally, via for instance,
the Green Growth Knowledge Forum (),
can also provide innovative solutions.

4.4.3. Addressing gender
stereotyping

Women are more often employed in
occupations that are seen as less closely
related to the greening of the economy
(e.g. health and social work, education
and retail), while men are more likely
to be employed in research, engineer-
ing, manufacturing and construction
of energy- and resource-saving tech-
nologies (82), requiring STEM skills. Such
activities are also often characterised
by a lack of managerial positions held
by women. While the greening of the
economy is likely to affect all sectors (for
instance via the integration of environ-
mental considerations in education and
training, or adding skill sets in retail to
advise customers on the environmental
performance), there is a risk that it may
be perceived as primarily creating more
and better jobs for men.

4.5. Strengthening job
quality to foster future
productivity growth in
the face of significant
structural changes

Ongoing structural changes are expected
to have a significant impact on job qual-
ity and workers’ performance. They can
bring along a host of opportunities for
job creation and improving job qual-
ity. This may happen through: widening
the opportunities to exploit countries’
comparative advantages through new
production processes, new products and
new markets; mitigating physical or
psychosocial barriers to labour market
participation, notably of more vulnerable
workers (e.g. older and disabled workers);
and generating greater (occupational and
geographical) labour mobility and thus
a larger choice of jobs and the opportu-
nity to perform tasks that best fit work-
ers’ abilities and preferences. This may
reinforce overall productivity growth and
earnings potential.

(81)  See the Green Growth Knowledge Forum
launched by the Green Growth Institute,
the OECD, the United Nations Environment
Programme and the World Bank, see
http://www.greengrowthknowledge.org

(82)  For example, Blanco and Rodrigues (2011)
report that 78 % of the workforce in wind
energy is male.
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However, technological change, glo-
balisation, demographic ageing and
the greening of the economy can have
significant negative implications for job
quality, including: rendering jobs obso-
lete (just below 50% according to some
authors), skill erosion, stronger job inse-
curity, longer or uncertain (e.g. zero hour
jobs) working hours, lower wages, new
and unknown health and safety risks,
and polarisation (i.e. non-equitable dis-
tribution of the gains in job quality with
low to middle skills losing out and larger
gender imbalances). These may in turn
have adverse feedback on productivity
and labour market participation.

Therefore, to realise the full potential of
the ongoing structural changes, allow
workers to benefit from the opportuni-
ties generated and correct any adverse
challenges will require relevant labour
market reforms. These should allow
workers to transit to jobs of better qual-
ity in a flexible but secure way, increas-
ing workers’ receptivity to innovations
and changes in work organisation. Given
the polarisation effects of skill-biased
technological progress in combination
with globalisation, ageing and greening,
well-targeted policies will need to ensure
that costs and benefits are more equita-
bly distributed.

These policies include(®®): implement-
ing active labour market policies such
as better profiling, job searching assis-
tance and connection between employ-
ment services; improving access to
life-long learning and on-the-job train-
ing; strengthening labour laws and social
security provisions (including portability
of benefits); eliminating gender and age

(8%)  Apart from other structural measures that
are not directly related to labour markets,
such as fragmentation of credit markets
and access of SMEs, strengthening of single
market and trans-European networks.
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stereotyping, discrimination and stig-
matisation and reducing the informal
economy; strengthening the capacity to
anticipate and assess risks to job qual-
ity structural changes and strengthen-
ing health and safety at work legislation;
promoting effective social dialogue at
all levels and with non-EU partners and
increasing employees’ empowerment
to identify improvements to job quality.
These will strengthen labour allocation
efficiency with a positive impact on pro-
ductivity and labour market participation.

5. MODERNISING WORK
ORGANISATION TO
FOSTER PRODUCTIVITY
GROWTH

This section looks at the distribution of
different types of work organisations
across sectors, occupations and Mem-
ber States, and its evolution in recent
years. It describes differences in job
quality associated with different forms
of work organisation in the EU. It then
explores how work organisation(®4) can
be shaped to increase productivity and
labour market participation under the
continuous pressure of ongoing struc-
tural changes (technological progress,
globalisation, demographic change and
the greening of the economy). It looks
at how stimulating creativity and fos-
tering exchanges between workers can
prevent stress and help maintain good
physical and mental health, while at the
same time improving productivity and
innovation capacity. It sees how special
arrangements can be implemented to
accommodate older workers, workers
with disabilities or certain diseases, and
workers with family responsibilities.

(8%)  In this chapter, work organisation refers
to processes and relationships, including
worker-worker as well as worker-
management interactions and workplace
learning.

The section then discusses future chal-
lenges with respect to workplace learn-
ing. It ends by examining how expanding
global values chains will affect work
organisation, focusing on risks related to
the global restructuring of value chains,
the virtual collaboration across time
zones and the absence of multi-layered
social dialogue.

5.1.  Work organisations
differ across sectors,
occupations and

Member States

Analysis of EWCS 2010 data shows that
work organisation varies across economic
sectors and occupational categories,
more than by company size or its age
and gender composition. Chart 22 shows
large differences in work organisation
across sectors in 2010 (8). The Learning
form is more prevalent in the financial
intermediation and public utility sectors
and the Lean form is less common in
the wholesale and retail, transport and
communication and hospitality sectors.
Chart 23 shows large differences in
work organisation across occupations
in 2010. Learning forms are especially
characteristic of the work of profession-
als, technicians and senior managers, but
also of 31% of craft workers, 20% of
plant and machine operators and 18 % of
elementary occupations. The Lean form
is more frequent for senior managers
(419%) and skilled blue-collar workers
(38%). A high proportion of blue-collar
workers are employed in Tayloristic
forms of work organisation. Service and
sale workers, clerks and unskilled work-
ers mainly work in Traditional or Simple
work organisations.

()  See section 2.2 for more details on different
forms of work organisation.
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Work organisation varies across
Member States. Chart 24 shows that
in the Netherlands, Denmark, Sweden
and Malta, half or more of the work-
ers in private companies with 10 or
more employees are employed in
Learning organisations. In contrast,

Bulgaria, Romania, Greece, Ireland, the
United Kingdom and the Czech Republic
show a very low share of workers in this
type of organisation. More than a third
of workers work in Lean organisations
in Finland, the United Kingdom, Ireland,
Estonia, Romania, Malta and Austria. In

Chart 22: Differences in work organisation across sectors
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Source: Eurofound estimates based on EWCS 2010 data.

Chart 23: Differences in work organisation across occupations
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Source: Eurofound estimates based on EWCS.

contrast, Lean organisations are least
common in the Netherlands and Greece.
Tayloristic organisations account for at
least 30 9% of employees in Hungary and
Greece, and less than 10% of workers
in Denmark, Finland and Malta. Simple
organisations are most common in
Bulgaria, Greece and Cyprus, where they
involve more than a quarter of work-
ers, and are least common in Sweden,
Estonia, Austria and Hungary.

5.2. The interaction
between work
organisation and job
quality: the importance
of Learning and Lean
Organisations

This subsection describes the inter-
action between job quality and work
organisation as two important drivers
of productivity growth (see Table 2).

Learning and Lean organisations
are associated with relatively high
job security (%) compared to Tayloris-
tic organisations, which show the low-
est levels of job security both in terms
of higher chances of losing the current
job and in terms of higher anticipated
difficulties in finding another similar
job. Learning organisations are asso-
ciated with a higher level of employ-
ability compared to Lean organisations,
probably due to the fact that training
is less firm-specific and more general.
The number of employees in Learn-
ing and Lean organisations with good
career prospects is almost two times
larger than those in Tayloristic and
Simple organisations.

Chart 24: Differences in work organisation across Member States
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(%) Longest seniority is also reported in Learning
organisations.
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Table 2: Job quality and work organisation: interactions

Discretionary Lean . .
Learning production Tl SRS
) I am well paid for the
Earnings 50.6% 44.1% 31.9% 36.0%
work | do
Job/career security
Permanent 88.4% 85.2% 79.7 % 77.9%
Employment contract )
. . Fixed term or TAW 8.3% 11.0% 16.2% 15.1%
1. Socio-economic
) Career prospects Strong career prospects 37.6% 38.7% 19.9% 22.3%
security ) A
) | might lose my job in
- Job security 14.1% 19.8% 26.0% 21.4%
the next 6 months
It's easy for me to find
- Transitions an other job with a 33.0% 29.1% 24.4% 31.7%
similar salary
2. Education On the job training On the job training 40.4% 48.6% 31.4% 23.9%
Health and safety
Repetitive hand or arm
44.8% 62.3% 74.3% 55.3%
) movements
Posture related risks » .
Tiring or painful
. 23.6% 39.7% 48.8% 289%
positions
. . Noise 16.9% 34.5% 43.0% 16.7%
- Ambient risks .
High temperature 9.0% 23.4% 26.6% 11.1%
. . Breathing in smokes,
« Chemical risks dust 16.9% 33.1% 33.2% 14.6%
us
.« Stress Direct reporting 25.5% 33.9% 30.4% 22.0%
High speed work all or
. ) . 20.7% 36.4% 45.0% 213%
AT Work intensity almost all of the time
- vorking Tight deadlines 26.5% 456% 392% 212%
conditions - :
A say in choice of
) 23.8% 255% 8.6% 8.2%
working partners
Work authonomy
Able to apply your own
. 57.8% 45.9% 16.1% 24.4%
ideas at work
You are involved in
improving the work
organization or work 48.9% 44.5% 19.0% 16.8%
) processes of your
Employee consultation o
department / organisation
You can influence deci-
sions that are important 40.6% 33.0% 10.9% 11.3%
for your work
Work-life balance
. ) Night work 5.9% 11.3% 18.6% 12.0%
- Asocial working hours i
Shift work 13.7% 28.0% 40.4% 23.0%
Not fixed starting and
R 33.5% 30.5% 23.5% 25.0%
finishing times
4. Work-life balance . Easy to take time off to
Flexible work hours . .
during working hours to
72.8% 63.5% 48.9% 52.5%
take care of personal or
family matters
L Nationality 0.8% 2.2% 2.8% 0.9%
Discrimination
Gender 1.0% 1.2% 2.3% 1.4%

4
Source: Eurofound estimates based on EWCS 2010 data.

The long-term investment in employees
of Learning organisations is supported
by compensation systems based on
the overall performance of the com-
pany (26 % of workers versus 22% in
Lean and 12% and 10% in Tayloristic
and Simple forms) and profit-sharing
schemes (6.4% of workers in Learn-
ing organisations). Payments for bad
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or dangerous working conditions are
highest in Lean organisations (around
13% of workers). Piece rate and pro-
ductivity payments are most frequent
for employees in Lean and Tayloristic
organisations (around 19 9% of workers).

Learning and Lean organisations
both report relatively high levels

of training (49% in Lean and 40%
in Learning organisations) (¥’). Never-
theless, employees in Learning and
Lean organisations also report more
frequently that the skills demands put
on them are too high.

(*)

They also report most that the training has
helped them to improve the way they work.
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Employees in Tayloristic but also Table 3: Organisational forms across EWCS waves (2000-10)

in Lean organisations report the

highest exposure to physical risk 2olEs SN Total

factors (environmental, posture- 2oL e iy
i 0 0 0 (o)
related risks, chemical risks, ambient Learning 39.1%a 40.1%a 36.8%b 38.6%
0 0 0 0
risks, dangerous substances). Employ- Lean 25.7 %a 27.2%b 28.69%c 27.2%
. — . . Tayloristic 18.6%a 18.8%a 18.3%a 18.5%

ees in Tayloristic organisations also

Simple 16.6%a 13.9%b 16.3%a 15.8%

report the highest levels of exposure
to psychosocial risks factors (violence,
fear, discrimination, stress, emotional
demands, poor leadership (%8)). Interest-
ingly, about 90% of employees report
being ‘very well’ or ‘well’ informed about
the health and safety risks associated
with their work with only small differ-
ences between organisations.

Work intensity is highest in Tayloristic and
Lean organisations and lowest in Learn-
ing organisations. Workers in Learning
and Lean organisations report the high-
est level of autonomy in terms of choos-
ing partners and in terms of applying
their own ideas. Learning organisations
are more likely to offer more sustainable
jobs in that workers are able and willing
to keep and successfully manage their
jobs until the age of 60.

There are few differences in exposure
to long working hours across organi-
sations. Workers in Learning and Lean
organisations most often report having
to work in their free time (around 11 %),
but they also report the highest level of
employee-led short-term working time
flexibility (569% of workers in Learn-
ing and 40% in Lean organisations).
Workers in Learning organisations
report the highest level of work-
life balance and satisfaction with
working conditions (85% and 90%
respectively).

The data show a decrease in the num-
ber of workers undergoing employer-
paid training in Learning organisations,
and a slight increase in employer-paid
training among Lean, Tayloristic and
Simple organisations compared to
2000 (Annex 4, Table A4.9). Neverthe-
less, in 2010 workers in both Learning
and Lean organisations were making
greater use of self-paid training than
in 2000. Workers in Simple and Tay-
loristic work organisations were
less likely to have any form of
training in 2010 than in 2000.

(%) Supportive leadership is most frequently
reported by employees in Learning and Lean
organisations, contrasting lightly the rather
negative picture of exposure to physical
and psychosocial risks in both Tayloristic
organisations.

Source: Eurofound estimates based on EWCS 2010 dataset.

Note: Subscripts denote whether difference between values across columns (from different EWCS
waves) are statistically significant at the 0.05 level. In particular, values having the same subscripts do
not differ significantly while values with different subscripts are significantly different.

s)]

5.3. Declining Learning
organisations and the move
towards Leaner forms

Table 3 shows that the proportion of
employees involved in Learning organi-
sations has been decreasing between
2005 and 2010 (down from 40.1% in
2005 to 36.8% in 2010). At the same
time, and probably as a consequence
of the decline of the number of Learn-
ing organisations, the proportion of
employees in Lean production forms of
work organisation has been increasing
significantly first between 2000 and
2005, and then also between 2005 and
2010. Tayloristic organisations remain
stable over time: 1 in 5 organisations in
Europe are structured in Tayloristic forms
of work organisation. The proportion of
Simple organisations has been decreasing
between 2000 and 2005, then increas-
ing back to 2000 levels. Such trend
developments carry downward risks in
terms of job quality and human capital
resilience — as discussed in the previ-
ous subsection.

5.3.1. Different trends
across Member States
between 2000 and 2010

Perhaps surprisingly, the overall propor-
tion of workers in Learning organisations
appears to have decreased significantly
between 2005 and 2010 (from 40.1%
to 36.8%), replaced by an increasing
number of Lean organisations, while the
number of Tayloristic organisations was
stable (1 in 5 EU organisations). However,
this general trend does not apply to each
individual Member State (Annex 4, Tables
A4.1-A4.4). Countries can be grouped in
four groups according to the develop-
ments in work organisation observed
between 2000 and 2010.

In the first group (Annex 4, Table A4.1),
Learning organisations increased either
constantly between 2000 and 2010 or
since 2005. In Latvia, Portugal and Malta
this type of organisation increased between
12% and almost 20% over the 10-year
period. Somewhat smaller increases are
seen in Romania, Lithuania and Poland.
In the Netherlands, Denmark, Cyprus and
Estonia an initial decrease in the number of
Learning organisations between 2000 and
2005 was followed by an increase in the
following five years, bringing most of these
countries back to the levels of 2000. In
the case of the Netherlands and Denmark,
these are among the highest in Europe:
609% of employees in private companies
with 10 and more employees work in
Learning organisations.

In the second group (Annex 4, Table A4.2),
Learning organisations are decreasing
while Lean organisations are increas-
ing, and these two trends are likely to
be related. This development is most
prominent in Germany, Luxembourg,
Belgium and Austria. In Germany, for
example, the difference in the proportion
of Learning and Lean organisations was
31.5 percentage points in 2000, drop-
ping to 15.8 percentage points in 2010.
A somewhat smaller drop in the propor-
tion of workers employed in Learning
organisations occurred in Slovenia, Italy
and Finland. A more complex trend is pre-
sent in Sweden and Ireland: they saw a
steep increase in Learning organisations
from 2000 to 2005, then followed by
a decrease in the later five years. Yet,
Sweden is still the EU country with the
highest proportion of employees working
in Learning organisations — two out of
three private organisations with more
than 10 employees.

In the third group (Annex 4, Table A4.3),
the general decrease in the number of
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Learning organisations is mostly coupled
with an increase in Tayloristic organisa-
tions. In France and the Czech Repub-
lic Learning organisations decreased,
replaced by an increasing proportion
of Tayloristic and Simple organisations.
On the other hand, Learning and Simple
forms of work organisation are replaced
by Lean and Tayloristic in Hungary and
Bulgaria. In Greece, Simple types of
organisations are replaced by Tayloristic.

Finally, in Slovakia, Spain and the
United Kingdom there were no sub-
stantial changes in the proportion of
the four types of organisations between
2000 and 2010 (Annex 4, Table A4.4).

5.3.2. Different trends
across economic sectors
between 2000 and 2010

Trends are also different across sec-
tors (Annex 4, Table A4.5). In the public
utilities, financial intermediation, trans-
port and communication and hospitality
sectors there was a marked increase in
the number of Learning organisations
and a decrease of Lean organisations
between 2000 and 2005, followed by the
exact opposite trend over the next five
years. For example, from 2000 to 2005,
the share of Learning organisations in
public utilities increased by more than
5 pps and the share of Lean organisa-
tions decreased by almost 10 pps. In the
following five years, the share of Learn-
ing organisations decreased by over
7 pps, compensated by a 5 pps increase
in the proportion of Lean organisations.
The retail industry changed work organi-
sation from Learning to mostly Lean and
Tayloristic organisations, with the share
of the latter increasing by almost 5 pps.
In the construction sector there was
a shift towards Lean and Tayloristic work
organisations, especially in the first five
years, though this trend appears to have
halted now. In mining and manufactur-
ing, a slight shift towards Lean organisa-
tions forms can be seen.

5.3.3. Different trends
across occupations
between 2000 and 2010

Trend developments in work organisa-
tion across occupations are also dif-
ferent (Annex 4, Table A4.6). Among
high-skilled clerical workers such as leg-
islators, managers, senior officials and
professionals, the relatively high share
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of Learning organisations decreased
substantially between 2000 and 2005,
with some reverse trend in the case
of professionals between 2005 and
2010. In contrast, Lean organisations
have become more prominent. From
2000 to 2005, an increasing share of
clerks and service and sale workers
worked in Learning organisations, but
this trend was reversed in 2005 and
the share of Lean and Tayloristic work
organisations increased. This is not
the case for technicians and associate
professionals, for whom nothing much
changed over the period, except perhaps
for some decrease in the proportion
of Tayloristic organisations. By 2010,
a higher share of low-skilled manual
workers, those working in plants,
assemblers, machine operators and
those in elementary occupations were
working in Simple organisations than
in 2000. High-skilled manual workers,
such as craft and related trade work-
ers are primarily in Lean organisations
(389% in 2010). The share has consist-
ently increased since 2000.

5.3.4. A decrease
in Learning organisations
in smaller establishments

The biggest decrease (3 pps) in the share
of workers in of Learning organisations
between 2000 and 2010 occurred in
smaller establishments, which switched
to Lean organisations and to a certain
extent also to Tayloristic organisations
(Annex 4, Table A4.7). The strongest
increase in the share of Lean organisa-
tions (6 pps) occurs in the biggest com-
panies, though in this case the increase in
the number of Lean organisations is due
to a shift from Simple (down by 5 pps)
rather than from Learning organisations.

5.3.5. Trends across
different levels of seniority

In 2010, new workers (one year or less
in a company) were less likely to find
employment in Learning organisations
and more likely to find employment in
Lean organisations, and to a smaller
extent Tayloristic organisations, com-
pared to 2005 and 2000 (Annex 4, Table
A4.8), although Learning organisations
still represent the highest share. In con-
trast, the shares across the four different
types of organisations did not change
over the period for workers with two or
more years of experience.

54. Complementing
technological innovation
with workplace innovation

Section 4 indicated how the ongoing
technology change can create new
opportunities for jobs and growth.
The interaction between knowledge,
innovation and education is seen to
be a key driver of productivity growth
in a knowledge-based economy (®°).
However, for the knowledge-based
potential to materialise, the knowledge
triangle has to be complemented by
forms of work organisation that use
workers’ human capital to their fullest
(e.g. Totterdill, 2014).

Section 4 also indicated how structural
changes can pose challenges since
the nature of knowledge work differs
markedly from routine work. In modern
knowledge-based tasks, existing work-
ing arrangements that were functional
in the manufacturing industry or cleri-
cal organisation such as vertical deci-
sion structures, Tayloristic division of
tasks, repetition of work items, low level
of autonomy, strict time management
and high levels of intrusive control, may
no longer result in higher productivity.
Success in modern knowledge-based
tasks is likely to rely more on the possi-
bility of choosing to do what one is best
at, a lack of interruptions and strong
personal motivation.

Future developments in ICT and KETs
are likely to affect work organisation
internally (e.g. generating virtual worker-
worker interactions) and externally
(e.g. greater outsourcing of tasks), while
the production of new KETs-based prod-
ucts and services may pose new occu-
pational hazards (e.g. through the use
of microorganisms), all with a potential
impact on productivity and labour market
participation (e.g. EU-OHSA, 2013).

Finally, the impact of changes in work
organisation on earnings distribution
will also be affected by firms’ human
resource policies. Indeed, if firms
encourage training they could promote
their workers at the bottom end of the
occupational or skill structure up to
higher levels, rather than hiring new
already-trained workers (e.g. Aghion
et al,, 1999).

(®%)  l.e. the so-called ‘knowledge triangle’

(see also http://ec.europa.eu/
education/policy/higher-education/
knowledge-innovation-triangle_en.htm).
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Box 5: Work organisation and earnings distribution

‘team leaders’).

Work organisation, including worker-worker and worker-employer interactions as
well as workplace learning, is also an important driver of enterprises’ productivity
and distribution of factor income (e.g. Aghion et al., 1999). As further technological
progress strengthens communication and information flows, a less hierarchical
(more organic) structure of work organisation will likely emerge. This may give
rise to fewer specialised tasks supervised by middle management, and to more
multitasking within teams. Such team work may then give rise to knowledge
and learning externalities that give an extra boost to productivity from which
all team players may benefit via higher earnings (if profits are not extracted by

However, as transaction costs decrease facilitating outsourcing, a stronger skill-
segregation between enterprises may emerge (e.g., low-skilled employment in
McDonald’s Inc. versus high-skilled employment in Google Inc.), leading to stronger
earnings parity among workers within enterprises but to stronger earnings disper-
sion between workers of different enterprises.

54.1. More autonomy

and responsibility for workers
may strengthen the EU’s
innovation capacity but also
increase polarisation

Technology change will provide oppor-
tunities to strengthen firms’ innovation
capacity. Future developments in ICT
(e.g. an expansion of cloud computing)
will increase the potential for virtual work-
places with workers who are physically
located in different places (including their
own home) interacting in real time. Such
developments may give workers more
autonomy and responsibility and allow for
better reconciliation of work and family life.
As such, these changes in work organisa-
tion may strengthen the opportunities to
make full use of existing knowledge, with
the potential to generate new knowledge
with new products and processes, or new
applications of existing knowledge. Such
developments may also strengthen labour
market participation, notably of older work-
ers and workers with disabilities or family
responsibilities, and may become the pri-
mary driver of productivity growth for the
resource-poor, skills-rich EU.

Appelbaum et al. (2011) estimate that
a positive workplace environment and prac-
tices that develop employees’ knowledge
and ability to create value may increase
productivity by 15% to 30% (taking
account of specific characteristics of indus-
tries and occupations). Therefore, it will be
important actively to engage employees in
identifying and developing solutions, while
allowing them to participate in the imple-
mentation of work innovations so that they
become more receptive to change (e.g. Tot-
terdill, 2014; Dhondt and Totterdill, 2014).

In this context, an important policy would
be to facilitate the creation of EU-wide plat-
forms that allow employees and employers
to exchange experiences in developing and
implementing solutions related to produc-
tion and work organisation. The specific
characteristics of such platforms will vary
between production entities and may take
place at European or national level. They
can promote the exchange of experiences,
help identify best practices, monitor their
implementation, assess their impact on
productivity and identify social implications.

Continuous change in work organisation
may discourage individuals from staying
in employment, especially older workers
and workers with disabilities notably if
low-skilled, and may adversely affect the
commitment of the other workers. Moreo-
ver, greater flexibility may lead to further
polarisation in the labour market with core
workers remaining/being employed under
attractive contractual arrangements (albeit
with increased work intensity (*°), and with
other workers (such as temporary contract
workers, hired self-employed or other forms
of flexible contracts) acting as a buffer to
accommodate the increased flexibility.

As stated, innovation may render tasks
obsolete and skills obsolescence may
accelerate to the extent that access to
learning opportunities is not equitably dis-
tributed, thus reinforcing ongoing polari-
sation. Technology may also make task
outsourcing easier, reducing job security,
especially for low-skilled workers. In addi-
tion, virtual workplaces are expected to
lead to more fragmented task organisa-
tion, which may have an adverse impact

(°°)  Which is not necessarily related to
a decrease of job quality, as discussed in
section 3.

on the team spirit of the workforce. The
impact of this on productivity is unclear.

While future technological developments
will create important opportunities to
improve the EU’s innovation capac-
ity, realising and benefiting from this
potential calls for workplace innovations
that depend on the consensual effort of
employees and employers. In this con-
text, future workplace change should
foster workers’ engagement, promote
social dialogue helping to align employ-
ers’ and employees’ objectives and moti-
vation, address new challenges in office
and workflow design such as information
overload and distractions, and give work-
ers more responsibilities and autonomy.
As knowledge and autonomy become
more important, more attention should be
paid to the challenges faced by Learning
organisation (as described in Section 5.3).

5.5. Fostering workers’
engagement

It is often said that ‘an organisation’s
greatest asset is its people’. But this is
only likely to be true if and when they
are committed to their job. Studies on
the current shape of modern work-
places, such as Gallup’s ‘Q12’ survey(°*)
(which, it should be noted, covers only
United States workers), suggest that
as little as one third of workers show
high engagement at work and a further
third of workers are ‘not engaged’, while
another third are ‘actively disengaged'.

Gallup’s employee engagement index is
based on worker responses to 12 pol-
icy-relevant workplace elements with
proven linkages to performance out-
comes, including: productivity; cus-
tomer service; quality; retention; safety;
and profit (Gallup 2013). Workplaces
where workers score low in that sur-
vey suffer from lower productivity, are

(°1)  The questions are:

1. Do you know what is expected of you at

work?

2. Do you have the materials and equipment

you need to do your work right?

3. At work, do you have the opportunity to do

what you do best every day?

4. In the last seven days, have you received
recognition or praise for doing good work?
Does your supervisor, or someone at work,
seem to care about you as a person?

Is there someone at work who encourages

your development?

At work, do your opinions seem to count?

Does the purpose of your organisation

make you feel your job is important?

9. Are your colleagues committed to doing
quality work?

10. Do you have a best friend at work?

11. In the last six months, has someone at
work talked to you about your progress?

12. In the last year, have you had opportunities
at work to learn and grow?

oN O wun
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less likely to create new jobs, are more
likely to be reducing their workforce
and are more likely to see employ-
ees leave.

The ‘not engaged’ are passive and less
productive; they are, in Gallup’s words,
‘sleepwalking through their workday,
putting time but not energy or passion
in their work’. Actively disengaged
employees ‘are not just unhappy at
work; they are busy acting out their
unhappiness. Every day, actively dis-
engaged workers undermine what
their engaged co-workers accomplish’
(Gallup 2013) and are a liability to the
company. They spread frustration and
demotivate colleagues. Gallup argues
that management typically responds to
low engagement with extrinsic motiva-
tion, e.g. by offering fringe benefits.
However, these cannot address the
fundamental needs of workers such as:
sense of purpose; perceived relevance
of their work; opportunity to use one’s
skills and learn new skills.

Similarly, engagement tends to dimin-
ish with educational attainment, with
a 6 percentage point difference found
between those with less than a high
school diploma (349% feel engaged
at work) and college graduates (28%
engaged). This may reflect graduates
having higher expectations that are
harder to meet following their invest-
ment in education.

Workers’ engagement seems to be
sensitive to the organisation’s size,
with Gallup’s research suggesting that
there is something unique and benefi-
cial about working in a small, tightly-
knit environment.

Their research suggests that workers of
all generations are most engaged when
they have the opportunity to do what
they do best every day. While those born
between 1981 and 2000 are particu-
larly prone to job-hopping compared to
previous generations, this characteris-
ticis clearly dependent on engagement
levels. Nearly half of those who actively
disengage want to change jobs, while
only 17 % of engaged ones do.

Findings by experimental psychologists
(Pink, 2010) offer surprising insights
into the mechanisms of motivation.
Laboratory experiments highlight the
limitations of external rewards (such as
gifts or money) as incentives for creative
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problem-solving(®?). However, studies
also show that such extrinsic motiva-
tors work when it comes to routine tasks.
In other words it appears that it is the
worker’s intrinsic motivation, curiosity
and emotional engagement that drive
performance when it comes to solving
problems and carrying out non-routine
tasks. The consequences for future work
organisation are potentially very signifi-
cant. If success in the future economy
relies on innovation and solving complex
problems, then employers will need to
foster genuine personal interest in the
work of their employees. Annex 5 pro-
vides examples that illustrate the positive
link between the mental state of knowl-
edge workers and productivity.

56. Management
strategies for
organisational efficiency:
supervision and control
versus common values

In the traditional bureaucratic indus-
trial model, management has typically
focused on designing and supervising
work processes to minimise the (intel-
lectual) effort and skill necessary for
workers to carry out their work. Taylorism
summarises this managerial ethos as the
focus on constructing work procedures
constrained to the point where work-
ers can only do the correct thing in an
economic way (Mclntyre, 1984; Jackall,
1988). It features vertical division of
labour, hierarchy, and formalised and
standardised work processes (Mintz-
berg, 1983; Wright, 1996). Traditional
management theorises that work can
be divided between those who work and
those who: plan; organise; coordinate;
and control work.

However, management methods have
evolved since changing patterns of
work organisation require other forms
of managerial intervention. Many mod-
ern professional organisations operate
in conditions where it would anyway be
difficult or even counterproductive to
organise and control behaviour. Man-
agement in modern organisations turn
to targeting behaviour indirectly, through
norms and values (e.g. Etzioni, 1964).

(®2) A classic psychological experiment from
1969 by Edward Deci (echoing pioneering
experiments on rhesus macaques by Harry
F. Harrow from 1949) showed that extrinsic
motivators (gifts) are counter-productive
in puzzle-solving tasks. The gifts distract
the subject from the task and undermine
the intrinsic motivation and the pleasure of
performing the task itself.

This is accomplished through managerial
practices such as normative control: ‘the
attempt to elicit and direct the required
efforts of members by controlling the
underlying experience, thoughts, and
feelings that guide their actions’ (Kunda,
1992). Employees then accept and adopt
as their own a corporate culture: the
norms of behaviour preferred by the
corporate organisation.

5.7. Office and
workflow design for
optimum efficiency

Efficiency in a typical modern office is
prone to the risk of distraction, informa-
tion overload and lack of control over
one’s personal space. Companies may
overlook these risks as they strive to
encourage team work through faster
work pace via heavy IT use, multitask-
ing and office design, as well as greater
control over employees.

5.7.1. The strain
of multitasking
in intellectual work

Many contemporary employers require
staff to engage in multitasking. Yet
studies have demonstrated that this
may be counterproductive. Clifford
Nass, who carried out seminal studies
on how people interact with communica-
tion technology, concluded that modern
life is overloaded with information and
that this is not conducive to remaining
focused and analytical thinking (Ophir et
al., 2009). His studies have shown that
people who frequently engaged in multi-
tasking actually score worse in perform-
ing parallel tasks.

Since the brain has very specialised
modules for different tasks, like lan-
guage processing and spatial recogni-
tion, it stands to reason that it is much
harder to perform two similar tasks
simultaneously. Driving and talking
do not use the same bits of brain but
answering an e-mail while talking on
the phone does — creating information
bottlenecks. Studies by Gloria Mark, pro-
fessor of informatics at the University of
California, have found that when people
are continually distracted from one task,
they work faster but produce (Mark et
al. 2008) less. New computer and media
‘advances’ can thus be seen as placing
new demands on cognitive processing
and particularly on attention alloca-
tion. Experiments have demonstrated
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that students solving a maths puzzle
took 409% longer — and suffered more
stress — when they were made to mul-
titask (Ophir et al., 2009).

Such a working environment saturated
with media and the resulting infor-
mation and task overload is a recent
phenomenon. Multitasking is still per-
ceived as a target that is often actively
encouraged in the corporate environ-
ment, but there is a case for serious
analysis into how progressive employers
could shape communication policies in
order to minimise the psychological bur-
den and productivity losses stemming
from multitasking.

5.7.2. The pace of work
and efficient time use
in knowledge occupations

Ergonomics of work reflect the cycli-
cal balance of intense effort and focus
with recovery and rest. Sensible time
management should take a long time
perspective. Like a long-distance run-
ner, cognitive workers tend to pace
themselves in order to achieve opti-
mum results. Productivity should then
be assessed not over a day or week
but over years or even a worker’s entire
productive life. What may appear to be
high productivity, from the employer’s
point of view, can mask hidden costs.
If a worker achieves high output in the
short term but, as a result, suffers burn-
out or illness and exits early from the
labour market, many of the costs are
ultimately borne by society at large
through the welfare system.

Knowledge work that requires intense
mental focus has been found (Hobson
and Pace-Schott., 2002) to follow a par-
ticular cycle of 90 minutes with corre-
sponding performance benefiting from
short breaks. In cognitive activities such
as assembly-line production, the break
or rest does not follow the same pattern.
Adding variety, changing the subject of
work, off-time, freedom from meetings
and rapid reaction to external demands,
being given time to reflect and think are
all factors that can help achieve a bal-
anced working day.

The need for the body and mind to
recover is clearly recognised in leg-
islation covering occupations such
as pilots and truck drivers, since the
consequences of human error due to
overwork in such areas are obvious.
A Directive also sets for all EU work-
ers minimum standards in terms of rest
periods and limits to working time(**).
Numerous studies have linked exces-
sive working hours with health risks,
including mental illnesses. Common
mental disorders, such as depression,
are an important public health concern
(Mathers, 2006; Eaton, 2008). Accord-
ing to projections by the World Health
Organisation, depressive disorders
will be the leading cause of disease
burden in high-income countries by
2030 (Mathers, (2006). In addition to
human misery, mental disorders often
result in substantial work impairment
and lost work days (Eaton, 2008; Adler,
2006; Wang, 2004; Demyttenaere et
al,, 2004).

As mentioned above, the unrestrained
and ever-increasing use of information
technology can be seen as a mixed bless-
ing. Solutions to avoid productivity-kill-
ing interruptions could include reducing
the number of alerts to a manageable
level and creating periods of a digital
down-time, devoted to deep thinking
and concentration.

Finally, productivity assessment needs
to be seen in relation to the type of job.
Jackson (2012) argues that seeking
higher productivity in a conventional way
may be counterproductive in occupations
that rely on allocating one’s time to the
service recipient. For example, chasing
productivity growth in caring profes-
sions, social work, medicine and edu-
cation according to the manufacturing
paradigm leads to degradation of the
service provided.

Finally, looking at successful companies
at the forefront of workplace innovation
suggests that taking a holistic approach
to office design can be an important
driver of productivity growth, as in the
example, albeit somewhat exceptional,
described in Box 7 in the annex.

(%)  Directive 2003/88/EC of the European
Parliament and of the Council of
4 November 2003 concerning certain
aspects of the organisation of working time.

5.8. Addressing future
challenges in the Learning
organisation

Section 5.3 suggests that Lean organisa-
tions are increasing mostly at the expense
of Learning organisations, and that these
two forms of work organisation are becom-
ing increasingly divergent. The shift to
Lean forms of work organisation may risk
eroding the performance and job quality of
European workers. Indeed, such a move is
happening when technology and globalisa-
tion emphasise the importance of knowl-
edge and the speed at which knowledge
and skills may become obsolete. Learning
rather than Lean organisations appear
better placed to exploit the opportunities
brought about by structural changes..

As a consequence, there is a need for
firms to engage in organisational learn-
ing and for workers to engage in acquiring
new competencies to strengthen the EU’s
comparative advantages in world markets.
In this context, policies should develop the
framework conditions to increase the num-
ber of Learing organisations and sup-
port the change process. Box 6 provides
some considerations on how to revert
the shift from Learning to Lean forms of
work organisation.

A coherent and holistic policy approach,
integrating policy objectives from vari-
ous policy domains such as employment,
social policy and enterprises’ competitive-
ness policies may be necessary. In addi-
tion, these processes would have to be
implemented across different levels — EU,
national, local, individual companies — and
will involve a number of actors — vari-
ous governmental bodies, social partners,
management, workers of private and pub-
lic companies acting in Europe. The number
of actors and fields of actions will require
an organised effort to create a compre-
hensive and consistent framework of
policy recommendations and initiatives at
the EU and national levels. These would
then be used for guiding and supporting
the process of change of local workplaces
by ensuring coherence of actions between
different actors and different levels to find
the optimal form of work organisation for
each (locally specific) circumstances.
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Box 6: Promoting Learning forms of work organisation

Labour market policies aimed at reducing, halting and reversing the decline in Learning organisations should:

Promote mutual learning and exchange of good practices in the design of programmes: e.g. Denmark, the Netherlands
and Sweden have been developing national initiatives and research programmes to support innovations in organisations.

Provide staff training and development, with emphasis on learning a broader skill set that enables workers to engage
with a wider range of problems, to be more able to respond to unforeseen events and to support processes of work-
place innovation.

Involve social partners (when social partners are involved in work organisation) in the initiation and streamlining of the
process of organisational change, thereby adding to its legitimacy and increasing acceptance.

Provide innovative policy instruments that help to initiate, streamline and guide the process of change and the introduction
of new, more innovative work practices. Aside from various forms of direct or indirect financial support, this could include
consultancy helpdesks or information databases with (locally relevant) good and bad examples. These would be especially
relevant to SMEs that may lack the resources for such activities compared to bigger companies.

Emphasise the synergies between workers’ well-being and companies’ performance, which may increase workers’ involve-
ment and intrinsic motivation, improving their learning and problem-solving abilities and benefiting their physical and
psychosocial state.

Assist individual workers in developing their abilities throughout their working life, via, inter alia, the provision of neces-
sary information and facilities, certain types of training or (subsidised) access to various forms of education and life-long

learning, and encouraging workers to take a more active approach to the development of their skills and abilities.

5.9. Further globalisation
brings changes to work
organisation with job
quality implications

5.9.1. Global restructuring
of value chains

Globalisation and the expansion of global
value chains is expected to have a deep
impact on work organisation, giving rise
to a stronger division of tasks (including
conception, design, production, adver-
tising and marketing) spread across the
world (Newhouse, 2007; Dedrick et al.,
2008). For workers, this means increas-
ing the need for specialisation in specific
tasks at the local level and the acquisi-
tion of skills (e.g. foreign languages and
ICT skills) related to global collaboration.
As global value chains expand, work-
ers have the opportunity to specialise
in those activities in which they have
a comparative advantage while gain-
ing more international experience and
interacting in multicultural environments.
Further specialisation and participa-
tion in networks may lead to increased
overall productivity which in turn may
increase job quality, including earnings
and learning ability (e.g. Grossman and
Rossi-Hansberg, 2006).

As global value chains expand and Euro-
pean enterprises want to remain at the
cutting-edge of innovation, employees
and their representatives may get more
involved in participative and empowering
forms of work to use their knowledge and
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experience to the fullest extent. Never-
theless, further opening to international
markets creates stronger opportunities
to off-shore activities and may increase
pressures to deregulate, which can
weaken the bargaining power of employ-
ees (as employers can use, for example,
the threat of offshoring) (°4).

5.9.2. The risk of
further polarisation

Such changes in work organisation asso-
ciated with the expansion of global value
chains will also pose risks to workers,
adding to polarisation and inequality
among workers just as seen with tech-
nology. The restructuring of global value
chains may place stronger emphasis on
unit labour costs competition. This may
lead to either lower wages or job losses
due to firm relocation to exploit differ-
ences in unit labour costs, notably in
areas with fewer job alternatives. While
this may be (partly) off-set by taking up
new activities, the risk exists that the
patterns of specialisation built up in the
past will no longer meet the require-
ments of the new tasks. This may be
of especial concern in the case of older
workers and workers with limited learn-
ing capabilities.

Furthermore, in anticipation of a further
restructuring of the global value chain,

(%) See, for instance, ILO at http://www.ilo.org/
global/research/topics/labour-standards-
and-socially-inclusive-globalisation/lang--en/
index.htm

local employers may be inclined to hire
temporary contract workers to act as
a buffer against unexpected develop-
ments further down or up the chain
(e.g. Lehndorff and Voss-Dahm, 2005).
Consequently, while workers in core
activities may gain favourable working
conditions, workers in non-core activi-
ties may see their job insecurity increase.
This may in turn affect adversely the
motivation and effort of workers who
are most affected and perpetuate their
unfavourable position.

In other words, future developments
in global value chains may imply job
losses or lower job quality (lower wages,
job insecurity), affecting primarily the
‘weakest’ workers including the low-
skilled or those on temporary contracts
(e.g. OECD, 2006).

In addition, the resilience of a global
chain is largely determined by the resil-
ience of all of its components. In that
sense, job security may be adversely
affected by events beyond the control
of local management and employees,
such as geopolitical tensions or natu-
ral disasters.

5.9.3. Working across
time zones

Expanding global value chains will also
intensify real-time collaboration across
different time zones (e.g. Stanoevska-
Slabeva, 2009). Alongside the gains in
productivity and earnings mentioned,
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such international workplaces pose work
organisational challenges. Local working
time will have to be aligned with work-
ing time in other time zones (i.e. 24-hour
reachability), resulting in more flexible
and longer working times to participate
in digital teamwork spread across differ-
ent time zones. They can also increase
stress from differences in work cultures,
mediated communication and language
barriers and the fragmentation of work
organisation, which may generate fal-
tering team dynamics and erode trust
between workers, potentially reducing
workers’ motivation and effort. Never-
theless, at the same time, they can also
reduce longer work hours or shift work,
as workers in another time zone can take
over the task.

5.10. Conclusion:
stronger employee
empowerment matters
for productivity growth

The restructuring of global supply chains
combined with technology may ben-
efit the resource-poor, skills-rich Euro-
pean Union as its skills structure may
have a comparative advantage in world
markets. Ongoing structural changes
may bring changes to work organisa-
tion that can improve job opportunities,
through greater mobility and skill match-
ing. These can in turn improve job quality
(e.g. greater autonomy, responsibility and
flexibility in the workplace, more flex-
ible working arrangements, which may
entice/maintain older workers, workers
with disabilities and those with family
responsibilities in the workplace; higher
earnings).

However, changes in organisation due
to technology and globalisation can
render skills, tasks and jobs obsolete at
a high speed (through automation and
relocation) and reduce job quality (more
flexitime and longer working hours to
fit diverse time zones). They will also
require specific skills to act in interna-
tional environments (e.g. languages and
ICT). In addition, the gains and losses
may be unequally distributed between
employees and employers (as it changes
the bargaining position) and between dif-
ferent groups of workers (low- versus
high-skilled workers) resulting in further
polarisation and inequity.

Unless such challenges are addressed,
changes in work organisation due to
technology and globalisation may carry

a severe and persistent socioeconomic
cost for individual workers and for soci-
ety as a whole (e.g. lower production
capacity, dependence on social assis-
tance). Such adverse outcomes can be
counteracted by adequate labour mar-
ket policies and improvements in work
organisation that benefit both employees
and employers and facilitate labour real-
location in a flexible but secure way.

Active labour market policies, life-long
learning (including investing in the skills
relevant to knowledge occupations and
new tasks more generally) and mod-
ern labour laws, complemented by an
increased forecasting capacity to antici-
pate, ‘locate’ the challenges and adapt
to change are important. Improving the
link between education and the needs of
enterprises that operate in different time
zones, through linguistic education and
enhanced cultural awareness, may prove
useful. The links between labour market
policies and other policies will need to
be strengthened, including in areas such
as the trans-European and international
networks for communication and collab-
oration, and international cooperation on
security (including internet transactions).

Given the ambiguous impact of expand-
ing global value chains on industrial
relations, promoting productivity and
inclusive growth may require the pro-
motion of a global social dialogue and
through it the negotiation of topics that
are of direct interest for employees’
working conditions, such as training,
health and safety and restructuring(*°).
This will contribute to ensuring a greater
acceptance of changes and that due
attention is paid to the most vulnerable
workers (the low-skilled, older workers
and workers with family responsibilities).

Under the ongoing structural changes,
strengthening the EU’s productivity
growth and labour market resilience calls
for work organisations that make full use
of workers’ knowledge potential and that
increase the quality of their jobs. In this
context, work organisations, and nota-
bly managerial structures, should be
reformed to promote higher well-being
and engagement of workers. Greater
focus should be placed on intrinsic moti-
vation of workers that feeds on the abil-
ity of using one’s skills on the job, sense

(%)  See, for instance the case of GDF Suez
launching an international social dialogue
in 2011 at http://www.eurofound.europa.eu/
eiro/2011/01/articles/eu1101011ihtm

of purpose, autonomy in managing one’s
time and control over the substance and
methods of work tasks.

More participative and empowering
forms of work organisation should be
developed to strengthen employees’
involvement in innovation implementa-
tion (and therefore understanding and
acceptance of tasks changes) and ena-
ble workers (especially the low-skilled)
to gain the abilities that enhance their
employability through life-long learning
(e.g. Totterdill, 2014). Loyalty and incen-
tives to acquire firm-specific skills should
not be adversely affected as workers will
have to show more flexibility within and
between enterprises. Otherwise, work-
place innovations may have a negative
impact on productivity, labour market
participation and job quality. Workplace
innovations should also avoid perpetu-
ating or sharpening the existing gender
segregation in the workplace (*).

Learning organisations have the poten-
tial to foster intrinsic motivation, sup-
port workers’ involvement and skill use/
development, and therefore improve
companies’ performance. Worryingly,
recent years have seen a reduction in
the number of Learning organisations
and a move towards Lean organisations.
A coherent and comprehensive policy
response to support changes in work
organisation towards more effective
and beneficial forms of work organisa-
tion would be in the mutual interest of
EU companies and their workers.

6. CONCLUSIONS

Job quality and work
organisation are high
on the EU policy agenda

Since the Lisbon Growth and Jobs
Strategy launched in 2000, the Euro-
pean Employment Strategy’s overarch-
ing objectives have encompassed not
only full employment, but also the
promotion of quality and productivity
at work. In 2001, the Laeken European
Summit agreed to a comprehensive
framework on job quality, and appro-
priate quality indicators were included in
the 2002 Employment Guidelines. With
the Europe 2020 Strategy, launched
in 2010, it also became a priority to

(%) See, for instance, http://www.genderportal.eu/
and http://www.eurofound.europa.eu/areas/
industrialrelations/dictionary/definitions/
horizontalsegregation.htm
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support workplace innovation aimed at
improving staff motivation and work-
ing conditions with a view to enhanc-
ing the EU’s innovation capability, labour
productivity and organisational perfor-
mance. In 2013, the Employment Com-
mittee Indicators Group agreed upon a
four-dimensional concept of job quality
reflecting the complexity of the concept
of job quality (1. socioeconomic secu-
rity, 2. education and training, 3. working
conditions, and 4. work-life and gender
balance).

The level of earnings, job security, the
level of education and access to life-long
training, a safe and healthy workplace,
an appropriate balance between work
intensity and job autonomy, employee
participation and empowerment and an
adequate balance between work and
private and social responsibilities, are
all job quality dimensions that can fos-
ter commitment, motivation and higher
effort and reduce absenteeism with a
direct impact on labour productivity and
labour market resilience.

Some Member States, such as Italy,
Spain, Greece, Cyprus or Portugal have
a higher share of involuntary temporary
contracts and lower transition rates to
permanent employment compared to
Austria, Germany or the Netherlands.
Denmark, Sweden and Finland have
high participation rates in life-long
learning of more than 50% or 60 %,
while Greece, Spain, Italy, Romania and
Bulgaria have participation rates that
are half or less than half of the Nor-
dic ones. High work intensity and low
autonomy leads to high levels of stress
in Germany and Austria, for example.
Inactivity rates due to family respon-
sibilities are higher in Ireland and the
United Kingdom where the availability
of child care facilities is low and/or
costs are high.

In addition, strong differences in job
quality across population groups per-
sist, especially across skills level, gen-
der and age. Such heterogeneity in job
quality may not only have an adverse
impact on social cohesion, but it may
also have a negative feedback on the
overall performance of the labour
force. For example, persistent gender
stereotyping in certain types of work
continues to prevent an optimal labour
allocation while at the same time
reducing job and earnings opportunities
of a significant part of the labour force.
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The crisis has seen the
deterioration of some
dimensions of job quality
and in work organisation

The crisis may have led to the dete-
rioration of some of the job quality
dimensions in several or most EU Mem-
ber States. For example, participation in
life-long learning went down in recent
years in about one third of the Mem-
ber States. In recent years, there has
been a downward trend from Learning
to Lean forms of work organisation.
Learning work organisations repre-
sent the newer type of work organisa-
tion that have the potential to foster
intrinsic motivation, support job qual-
ity including workers’ involvement and
skill development and use, and there-
fore improve companies’ performance.

... while ongoing structural
changes bring along
opportunities for job creation
and productivity growth ...

Further innovations in ICT and KETs
broaden the scope for job creation in
industrial activities which are often
associated with jobs of high quality
and value added and therefore earn-
ings. Technology change allows for
more flexible working arrangements
and has the potential to mitigate some
physical or psychosocial barriers which
reduce the labour market participa-
tion of certain groups such as older
workers, workers with disabilities and
those with family responsibilities and
entice them to remain in the workplace.
Technology is also likely to change the
job landscape of the future by putting
a premium on creative and knowledge
occupations and allowing for greater
autonomy, responsibility and flexibility
in the workplace.

Globalisation also has the potential
to create new quality jobs reinforc-
ing overall productivity growth and
earnings potential. Expanding global
value chains can allow further task
specialisation and higher mobility,
giving workers a larger choice of jobs
and the opportunity to perform those
tasks that best fit their abilities and
preferences. The restructuring of global
chains combined with technology may
benefit the resource-poor, skills-rich
European Union, as its skills structure
may have a comparative advantage in
world markets.

The greening of the economy through
recycling and reusing, together with the
call for energy efficiency and biotechnol-
ogy, is generating new production pro-
cesses, new products and new markets.
This has the potential to generate new
jobs at all levels of skills. As such, struc-
tural changes can generate jobs, increase
motivation and effort and therefore pro-
ductivity growth.

... but also pose important
challenges such
as polarisation ...

Technology change, globalisation, demo-
graphic ageing and the greening of
economy can have significant negative
implications. Technology change may
render an important share of tasks and
jobs obsolete at a high speed. Globalisa-
tion requires specific skills to act in inter-
national environments (e.g. languages
and ICT) which some workers lack. It may
also lead to task relocation, notably of
low-skilled routine tasks (or lower wages
as a result of the threat of relocation).
Green jobs may bring along new and
unknown health and safety risks. The
combination of technology change and
globalisation emphasises the impor-
tance of knowledge and creativity and
the need to adjust quickly to new and
complex tasks, skills that some groups
of workers lack. Therefore, low to middle
skills may see stronger job insecurity or
a worsening of their job quality: longer
working hours and higher occupational
risks but lower wages.

Therefore, in the absence of policy action,
the gains in job quality from ongoing
structural changes may be distributed
in a non-equitable way, generating
polarisation and in turn adverse feed-
back on productivity and labour mar-
ket participation.

...calling for adequate policy
responses to improve job
quality and ensure a more
equal distribution of the
benefit potential associated
with structural changes...

The analysis suggests that in addition
to correcting the current unfavourable
developments, policy makers will have
to gear up to the opportunities and face
up to the challenges posed by ongo-
ing structural changes in technology,
international trade and foreign direct
investment, demographic change and
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the greening of the economy. To reap
the full potential of ongoing structural
changes, priorities for labour market poli-
cies include:

strengthen the tools to antici-
pate and assess risks to job qual-
ity from ongoing structural changes
(via stronger partnerships between
governments, social partners and
academic researchers with a special
focus on SMEs);

promote health and safety in
the workplace in general and nota-
bly in relation to new technologies
and products (through legislation,
awareness-raising activities and
monitoring);

remove institutional barriers to
labour mobility (e.g. by strengthen-
ing cross-border portability of social
security benefits);

combat gender and age stereo-
typing, discrimination and stig-
matisation (via among others,
legislation and awareness-raising
activities and an adequate provision
of enabling and support services);

green mainstream education poli-
cies, training and skill formation (e.g.
by promoting STEM careers (¥7) for
women and to increase the number
of women in the green economy);

reduce the informal sector;

increase participation in life-long
learning and on-the-job training,

(%) STEM: Science, Technology, Engineering and
Mathematics.

potentially considering stronger and
dedicated public support to SMEs;

improve job profiling, job search
assistance and the connection
between employment services,
together with removing fiscal incen-
tives that hinder further labour mar-
ket participation;

target the most vulnerable (e.g. by
focusing on the low-skilled trapped in
poor working conditions);

promote social dialogue at all rele-
vant levels (company, sector, national
and EU).

...to promote work organisation
innovation that supports

the knowledge-based economy
of the future

For the resource-poor, skills-rich Euro-
pean Union, the strengthening of its inno-
vation capacity will be crucial in order to be
able to exploit its comparative advantages
in world markets to the fullest extent. The
analysis underlines the need to:

promote employee empowerment
(e.g. employees creating their own
team structure, employees involved
in the identification of problems and
solutions in production);

promote the exchange of experi-
ences in work organisation innovation
to help identify best practices;

monitor the implementation and
support the assessment of the impact

of the changes in work organisation
on productivity and social cohesion;

strengthen employee’s capacity to
learn including through education
and life-long learning (e.g. meet-
ing the needs of knowledge-intensive
work process with rapid technical
change);

strengthen social skills for digi-
tal workplaces spread around the
world (e.g. languages and cultural
awareness);

develop benchmarks with a view to
promoting the full exploitation of
the complementarity of educational
systems and employee in-work train-
ing to the fullest extent, especially
in SMEs;

promote social dialogue adapted
to expanding global value chains
(e.g. involving counterparts in other
countries to discuss minimum stand-
ards and conditions);

target the most vulnerable workers
(e.g. strengthening skill formation of
workers with limited learning capacity).

Finally, it is important to recognise that
the impact of job quality and work organ-
isation on productivity and social cohe-
sion is conditioned by worker, firm and
country specific conditions. Therefore,
designing and implementing measures
to correct adverse developments and to
promote positive developments will be a
complex task taking account of country,
sector and firm specificities.
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ANNEX 1: DEFINITIONS OF JOB QUALITY

EMCO indicators
Table A1.1: EMCO indicators for job quality
Dimension Sub-dimension Indicators and source Source
Mean monthly earnings in PPS, companies with
SES 2010

10 employees or more

1.1 Adequate In-work at-risk-of-poverty rate SILC

earnings Transitions by pay level - Fraction of individuals with e

1. Socio-economic

at least the same pay level as in the previous year

gif

completed at least upper secondary education
E-skills of adults - Computer skills. Persons at least
medium computer skills

security Am well paid for the work | do EWCS 2010, Q77b
Involuntary temporary employment LFS
1.2 Job and career Labour transition - employment security SILC
security Labour transition temporary to permanent SILC
Job offers good prospects for career advancement EWCS Q77c
CVT-hours per participating person CVTS 2005
CVT participation CVTS 2005
2.1 Skills Main paid job involves learning new things EWCS Q49f.
development o .
Tasks do require different skills EWCS Q54.
On-the-job training over last 12 months EWCS Q61c.
2. Education Present skills correspond well with my duties EWCS Q60.
and Participation LLL, employed LFS
training Participation LLL, unemployed LFS
Early leavers from education and training e
. (% of population)
2.2 Employability . ’
Percentage of the population aged 25-64 having LFs

Questionnaire on ICT

1
o
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Dimension

3. Working conditions

Sub-dimension

3.1 Health and safety at
work

3.2 Work intensity

3.3 Autonomy

Indicators and source
Serious accidents at work per 100000 persons
in employment
FACTOR indicating non-exposure to unhealty
environment

FACTOR indicating healthy physical conditions

Well infomed on health and safety risks
Think that health or safety is NOT at risk because of
your work
Work does NOT affect health
FACTOR indicating non-exposure to harassment,
humiliation etc.
No work when sick over last 12 months/not sick
NOT working at very high speed
NOT working to tight deadlines
Enough time to get the job done
No experiencing of stress in your work
Workpace NOT dependent on automatic speed of a
machine or movement of a product
Workpace NOT dependent on the direct control of
your boss
“Occasionally/never” interrupt a task in order to take
on an unforeseen task
FACTOR indicating self-responsibility
“Team members decide by themselves on
the division of tasks”
“Team members decide by themselves the timetable
of the work”
Union density

Source
ESAW

Questions
23a- 23 i EWCS
Questions
24a - 24e EWCS
Q30 EWCS

Q66 EWCS

Q67 EWCS
Questions 70 and
71 EWCS
Q74a EWCS
Q45a EWCS
Q45b EWCS
Q519 EWCS
Q51n EWCS

Q46d EWCS

Q46e EWCS

Q47 EWCS
Questions 49-51 EWCS

Q57a EWCS

Q57c EWCS

ICTWSS database

Collective pay agreement, share any SES 2010
“Have raised work-related problems with an
) . Q62b EWCS
3.4 Collective Interest employee representative over last 12 months”
Representation “Employee is acting as an employee representative” Q63 EWCS
“Management holds meetings in which you can
express your views about what is happening in Q64 EWCS
the organisation”
Inactivity due to family or personal responsibilities LFS
Part-time work due to family or personal LFs
responsibilities
Lacking formal care for small children: siLc
% of children <3 years not formally cared for
Employment impact of parenthood - men LFS
Employment impact of parenthood - women LFS
4.1 Work-life balance Certain possibilities to adapt working time Q39 EWCS
4. Work-life and gender Taking hour or two off to take care of personal or
Q43 EWCS

balance

4.2 Gender balance

family matters is NOT (too) difficult ... ?
FACTOR indicating no long working hours
Working hours fit with family or social commitments
outside work very well or well
“Less often/never” worked in free time in order to
meet work demands
Gender pay gap
Gender employment gap
“Immediate boss a woman”

Questions 32-36 EWCS

Q41 EWCS

Q42 EWCS

SES 2010
LFS
Q59 EWCS

gif
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Laeken Indicators of Job Quality

The Laeken indicators of job quality
include 10 dimensions, categorised into
two themes: characteristics of the job/
worker (e.g. skills, working conditions,
reconciliation between working and non-
working life, health and safety at work, job
satisfaction) and the wider socioeconomic
and labour market context (e.g. employ-
ment rates, growth in aggregate labour
demand) (%)

The Laeken indicators constitute the big-
gest attempt at that time to construct an
EU system of job quality indicators. Nev-
ertheless, there have been some critiques.
For example, both the European Com-
mission (2008) and the European Parlia-
ment (2009) recognise that this set of
indicators covers economy-wide areas not
directly related to job quality while lacking
very relevant indicators such as wages,
work intensity and some more qualitative
aspects of human capital formation(*°).

Another issue is the inclusion of gaps
(gender and age gaps). The European Par-
liament (2009) considers that in order to
reflect differences in job quality for spe-
cific groups, the way to do this is to com-
pute the variables of job quality for each
of the subgroups and then compare the
overall results between them (1),

(%)  The EU defined several specific indicators
for evaluating each dimension, except in the
case of social dialogue where no agreement
was reached. The 10 dimensions of job
quality are: intrinsic job quality; skills,
life-long learning and career development;
gender equality; health and safety
at work; flexibility and security; work
organisation and the work-life balance;
inclusion and access to the labour market;
social dialogue and worker involvement;
diversity and non-discrimination; overall
work performance. All available sources at
EU level were used (e.g. LFS, ECHS, etc.). For
more details, see http://ec.europa.eu/social/
BlobServlet?docld=2134&langld=en and
European Commission (2008).

(%) According to the EP, a good job quality index
should not include any information that
does not relate directly to the well-being of
workers because it tends to skew the results.
The European Parliament refers to several
such dimensions in the Laeken Indicators
such as access to the labour market,
overall performance and productivity and
variables measuring the quantity of jobs.
While important because it gives the general
context, according to the EP this type of
information can form part of another index
on the socioeconomic context, for example.

(1) In fact, this problem stems from the fact
that the indicators are measured only
at the aggregate level, and to deal with
distributional aspects some indicators are
measured as gaps. This problem is overcome
in the EWCS, which will be reviewed next,
which allows to compute the various
dimensions separately for men and women
(alternatively allows for breakdowns by age,
occupation).

The Laeken indicators represent a sys-
tem of indicators with no aggregation
between the different dimensions. While
this does not require any pre-judgement
on the relative importance of the differ-
ent attributes, each observer may use
their own subjective system of weighing,
emphasising the features they consider
most important.

Several other organisations, such as Euro-
found, OECD, ILO and UNECE, have also
made efforts to assess and quantify the
quality of work as reviewed in the follow-
ing paragraphs.

Eurofound: Quality of Work
and Employment

The European Foundation for the
Improvement of Living and Working Con-
ditions, Eurofound, has been working on
the measurement of the concept since
1991 in the European Working Conditions
Surveys (EWCS). The questionnaire covers
all major areas of job quality identified in
the social sciences literature.

The survey is carried out every five years
(1991, 1995, 2000, 2005, 2010). The
scope of the questionnaire as well as the
country coverage has widened substan-
tially since the first edition(*°?).

The Eurofound’s concept of work and
employment quality (see Eurofound,
2002) has four main dimensions: career
and employment security, health and
well-being, skills development, reconcili-
ation of working and non-working life.

Historically, the EWCS has not come up
with an index of job quality, but rather
with a ‘system’ of indicators on job qual-
ity. In a study based on the 5" EWCS (1?),
Eurofound presented, however, four com-
posite indices of job quality: an Earnings
index, a Working Time Index, a Career Pros-
pects Index, and an Intrinsic Job Quality

(1Y) The latest, 5" EWCS is available at:
http://www.eurofound.europa.eu/surveys/
ewcs/2010/. For more details about
the different extensions by waves, see
Eurofound (2010), p. 141.

(102)  Eurofound (2012b)

Index (1%%)(1%%). To illustrate the complex-
ity, the index of intrinsic job quality, for
example, is composed of a whole set of
indicators measuring skills and discretion;
good social environment; good physical
environment; and work intensity (1°°).

An advantage of the EWCS is that it
is well documented and harmonised.
The same questionnaire is used in all
countries, which allows cross-country
comparisons. However, because of
important changes in the questionnaire,
comparisons over time are possible only
for a core of key questions which were
retained unchanged since 1991.

One issue with the EWCS is its periodic-
ity: it is conducted every five years. Also
worth mentioning is the sample size,
which does not allow for too many lev-
els of breakdowns. Nevertheless, gender
mainstreaming has been an important
concern for recent reviews of the ques-
tionnaire, and the most recent addition
allows for breakdowns by age, gender
and occupation.

The EWCS has also been used as a basis
for development of other job quality indi-
ces/systems of indicators by other organi-
sations, for example, the EMCO indicators
list or the European Trade Union Institute
Job quality index (see below).

(*°%)  Regarding the methodology of composing
the indices, based on statistical correlations
similar items were identified and normalised,
and then grouped in a summative index.
When multiple indices are aggregated
together they were accorded equal weights,
except where it was found that the indices
had considerably different associations
with subjective well-being. The weighting
assumptions are accompanied by a sensitivity
analysis. More methodological details are
available in Chapter 2 of Eurofound (2012b).

(*°4)  Eurofound discusses the pros and cons of
producing a single job quality index. This might
be justified from a rather pure theoretical
perspective, whereby it is assumed to be a utility
associated with each job, i.e. the index is seen as
measuring that utility. One feature that makes
a single index very appealing is its tractability,
ease of presentation, and ease of cross-
country comparisons. However, this argument
is firstly not very persuasive since job quality,
as discussed above, is a multi-faceted concept.
Secondly, it risks being interpreted differently
by different users. For example, economists
will tend to think about wages, social scientists
about non-wage aspects, etc. Last but not least,
to compute such an index would require very
strong assumptions about how individuals trade
off job quality features against each other. The
choice of four indices presented by Eurofound
is something of a middle solution: they are
smaller in number and allow country rankings
in @ meaningful way; yet, they sufficiently well
portray the different aspects of job quality
without mixing them up.

(1) Table 1 in Eurofound (2012b), p. 20, gives
a brief description of the content of each index
and survey questions on which it is based.
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OECD Job quality indicator

A recent ongoing project, ‘Defining, meas-
uring and assessing job quality and its
links to labour market performance and
well-being’ within the OECD, co-funded
by the European Union, started in Sep-
tember 2013 and will run for two years.
It starts from the insights provided by
the EU flagship initiative New Skills and
Jobs in Europe, the OECD Re-assessed
Jobs Strategy and the OECD Better Life
Initiative (1°).

The new OECD framework for measur-
ing and assessing job quality considers
three dimensions of job quality that are
both important for worker well-being
and relevant for policy, and together
allow for a comprehensive assessment
of job quality.

Earnings quality refers to the extent
to which employment contributes to
the material living standards of work-

unemployment, and unemployment
insurance, which takes into account
both benefit coverage among the
unemployed and benefit generosity.

Quality of the working environment
captures non-economic aspects of
job quality and includes factors that
relate to the nature and content
of work performed, working-time
arrangements and workplace rela-
tionships. Jobs that are characterised
by a high level of job demands such
as time pressure or physical health
risk factors, combined with insuf-
ficient job resources to accomplish
job duties, such as work autonomy
and good workplace relationships,
constitute a major health risk fac-
tor for workers. Therefore, the OECD
measures the quality of the work-
ing environment by incidence of job
strain, which is a combination of high
job demands and few job resources.

indicators from data on individuals to
allow going beyond average tendencies.

Chart Al.1, Chart Al1.2 and Chart
Al.3 report the values of the three job
quality measures (earnings quality,
labour market insecurity and job strain)
for each country in the dataset.

Chart A1.4 plots the cross-country aver-
ages of different measures of job quality
for different worker characteristics. For
more details, see OECD 2014.

Overall, job quality outcomes vary sub-
stantially across OECD countries across
each of the three dimensions:

Denmark, Finland, Germany, Luxem-
bourg, the Netherlands, New Zealand,
Norway, Sweden and Switzerland are
among the best performers. These
countries do relatively well along at
least two of the three main dimen-
sions of job quality, without any

ers and their families. While the aver- ~ While the three dimensions of job quality outcomes in the bottom-10 of the
age level of earnings provides a key  are key elements of the new framework, ranking across OECD countries.
benchmark for assessing the degree  their actual measurement is flexible
to which having a job ensures good  and can be adapted according to the - Australia, Austria, Belgium, Canada,
living conditions, the way earnings are  purpose for which they are being used, the Czech Republic, France, Ireland,
distributed across the workforce also  data availability and different choices Israel, Italy, Japan, Korea, Mexico, Slo-
matters for well-being. Therefore, the  for weighting together the different venia, the United Kingdom and the
OECD measures earnings quality by  sub-components. In order to ensure that United States display average perfor-
a synthetic index that accounts for  indicators of job quality are conceptually mance. Over the three main dimen-
both the level of earnings and their  sound and relevant for policy, the frame- sions of job quality, these countries
distribution across the workforce. work provides three guiding principles. display no more than one outcome in
These are to: i) focus on outcomes expe- either the top-10 or the bottom-10 of
Labour market security captures  rienced by workers as opposed to drivers the ranking across OECD countries,
those aspects of economic security  of job quality; ii) emphasise the objec- except for Ireland and Korea where
that are related to the risk of job loss tive features of job quality; and iii) derive the picture is more mixed.

and its consequences for workers and
their families. For OECD countries,
labour market insecurity is defined in
terms of the risk of becoming unem-

Chart Al.1: Earnings quality(*)
(PPP-adjusted gross hourly earnings in USD, 2010)

ployed and its expected cost. The 30

latter depends both on the expected

duration of unemployment and the 25

degree of public unemployment insur-

ance. Labour market security is there- 20

fore defined in terms of the risk of 2 1s I I I

unemployment, which encompasses I I I I I I I I I I I

both the risk of becoming unem- 10

ployed and the expected duration of I I I I I I I I I I I I I I
- 5
(1%%)  The project is structured into seven work I I I I I I I I

packages: 1. Job quality: what does it 0

mean and how can it be measured? DK BE IE NL LW DE A SE UK FR IT AT EL ES S PT PL CZ SK EE HU LT LV
2. Measuring work-related economic security
and its determinants. 3. Measuring quality Source: OECD, Employment Outlook 2014.

of working life and its determinants. Note: Moderate inequality aversion; see OECD 2014.
4. Reassessing labour market performance
when accounting for job quality.

5. Maintenance of a permanent database
on job quality. 6. The role of policies and
institutions for job quality and employment
performance. 7. Job quality in emerging
economies.

(Y)  Earnings Quality is measured as the Harmonic Mean of the eamnings distribution in each country.
Like other types of ‘general means’, the harmonic mean can be expressed as a function of the
simple arithmetic mean and of a measure of earnings inequality. As such, it lends itself to being an
encompassing measure of earnings quality, since it captures both the average of earnings and their
distribution. See Section 2.1 in Chapter 3 of Employment Outlook 2014 for a detailed discussion.
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- Estonia, Greece, Hungary, Poland, - Youth and the unskilled face the worst other hand, is associated with weaker
Portugal, the Slovak Republic, Spain outcomes with respect to job qual- outcomes in terms of earnings and
and Turkey do relatively badly in two ity. By contrast, high-skilled workers labour market security, however, the
or all of the three main dimensions of perform well in all dimensions. For risk of job strain tends to be lower
job quality. In addition, none of these women, the picture is mixed. While among workers on part-time contracts
countries perform very well along at men tend to enjoy higher earnings, compared to the full-time workers.
least one of these dimensions. women tend to enjoy a better qual-

ity working environment. The degree  ILO Decent Work Agenda

Looking at job quality outcomes across of labour market security is similar

socio-economic groups provides new between men and women. The ILO Declaration on Social Justice for

insights into labour market inequalities a Fair Globalization, adopted in 2008,

by shedding further light on the nature - Temporary work is strongly associ-  endorses the Agenda for Decent Work,

and depth of the disadvantages faced by ated with poor job quality in all three  which includes four equally important
some population groups. dimensions. Part-time work, on the  strategic objectives: creating jobs, guar-

anteeing rights at work, extending social
protection and promoting social dia-

Chart A1.2: Labour market insecurity (*) logue, with gender equality as a cross-
(Share of previous earnings, 2010) cutting objective.

20 The same vyear, the ILO adopted
18 a comprehensive framework of Decent
16 Work Indicators to monitor progress.
14 The framework contains no country
12 rankings and no composite index, and
& 10 covers all four dimensions of Decent
8 Work. The information is derived
6 from various sources: household and
4 establishment surveys, administrative
2 records, qualitative legal framework

0 information, among others.

LU N AT F FR DE (G DK S SE PT BE UK IT IE HU PL SK EE EL ES

The framework is based on both statisti-

Source: OECD, Employment Outlook 2014. L. L )
cal indicators and qualitative informa-

Note: Labour market insecurity: unemployment risk times one minus unemployment insurance which may

be interpreted as the expected earnings loss associated with unemployment as a share of previous earnings. tion on the rights at work and the leQal

Q framework(1%’) to take cognisance of

Lg' ()  Labour market insecurity is defined as uninsured labour market risk. More specifically, it is the contextual environment in which the

§ calculated as t_he ratio of t_he probability _of becommg unemploy_ed over the probability of ﬂnd_mg progress occurs. Progress of countries
] employment, times one minus the effective rate of risk-absorption through the tax and benefits ) i

system. The latter can be viewed as the rate at which the tax and benefits system is able to is recorded in the Decent Work Country

‘replace’ workers’ earnings when they lose their job. See Section 2.2 in Chapter 3 of Employment Profiles. The ILO Manual on Decent Work

Outlook 2014 for details.

Indicators: concepts and definitions was
launched in 2012 (3%8),

Chart AL1.3: Job strain(*) (percentage of employees in strained jobs) () The statistical indicators cover the

broader economic and social context as
well as 10 thematic areas (employment

70 opportunities, adequate earnings, working
time, combining work and family life,

child and forced labour, stability and
security of work, equal opportunities, safe
work environment, social security, social
dialogue). The legal framework indicators
are divided into 21 groups, some of which
are labour administration, minimum wage,
unemployment insurance, leave (paid
annual leave, maternity and parental leave),
child and forced labour, termination of
employment, employment injury benefits,
pension, incapacity due to sickness/
invalidity, freedom of association, collective
bargaining, tripartite consultation. More
information is available at http://www.ilo.
org/integration/themes/mdw/lang--en/index.
SE IE F DK UK N BE EE LU AT DE IT & FR SK PT HI S ES P E htm, which gives access also to the specific
Decent Work Factsheets and Country Profiles
as well as the Manual on Decent Work

o Source: OECD, Employment Outlook 2014. Indicators, see next footnote.

E 1— ) i o o (%) The link to the manual is: http://www.ilo.

= (!)  Job strain is produ;ed by the lnterac'qon of hlgh job demand_s and limited job resources. org/wcmspS/groups/public/-—-dgreports/-

g Job demands require sustained physical, cognitive and emotional effort. Resources include --integration/documents/publication/

Q work autonomy, appropriate feedback, opportunities to learn and support from colleagues wems_229374.pdf, It presents a description
and managers. In the OECD Employment Outlook 2014, job strain is characterised by a set of the statistical indicators and legal
of combinations of job demands and resources that are most likely to have detrimental effects framework indicators related to the

on workers’ health (see Section 2.3 for exact definition of such combinations).

10 substantive elements of decent work.
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B. Labour market security

1529 3049 50-64 Low Medum High

Chart Al1.4: Measures of job quality by works characteristics(*)
A. Earnings quality
25 14
12
20
15
S
10
5
0
Men  Women 1529 3049 50-64 Low Medium High Men  Women
C. Incidence of job strain
25
20
15
5
10
5
0
Men  Women 1529 3049 50-64 Low  Medium High
Source: European Union Survey on Income and Living Conditions (EU-SILC), European Working Conditions Survey (Eurofound, 2010), OECD Employment Database.
Note: Country coverage: Austria, Belgium, Czech Republic, Denmark, Estonia, Finland, France, Germany, Greece, Hungary, Iceland, Ireland, Italy, Luxembourg, Netherlands,
Norway, Poland, Portugal, Slovenia, Slovak Republic, Spain, Sweden, Turkey and United Kingdom (24 countries, 23 countries excluding Iceland in Panel C).
(*)  Earnings quality and labour market insecurity data show an average for 2005-10, while job strain refers to 2010.

The ILO provides support through
integrated Decent Work Country Pro-
grammes developed in coordination with
its constituencies. These programmes
define the priorities and the targets
within national development frame-
works and aim to tackle major Decent
Work deficits towards each of the stra-
tegic objectives. The country profiles
provide an input for the Country Pro-
grammes and help spell out the targets.

There emerged synergies between the
EU and the ILO’s job quality strategies.
Implemented by the ILO with funding
from the European Union, the project
‘Monitoring and Assessing Progress on
Decent Work (MAP) (2009 to 2013)
involves joint work with government
agencies, Statistical Offices, work-
ers’ and employers’ organisations and
research institutions to strengthen
national capacity, particularly of devel-
oping and transition countries, to
self-monitor and self-assess progress
towards decent work. The project further
facilitates the identification of decent

work indicators that are relevant at the
national level, supports data collection,
and uses the collected data for an inte-
grated policy analysis of decent work.

The ILO Key Indicators
of the Labour Market (KILM)

Published every two years since 1999,
the KILM is a collection of 20 key indica-
tors of the labour market, ranging from
employment and variables relating to
employment (status, sector, hours, etc.)
to education, wages and compensation
costs, labour productivity and working
poverty. These indicators are relatively
broad, capturing the economic and
labour market situation in a country,
but provide less insight into the quality
of employment/jobs.

UNECE Task Force on
measuring quality of
employment

Since 2000, UNECE, Eurostat, the OECD
and ILO organise joint seminars on

quality of employment to share infor-
mation between international experts
and to develop a quality of employ-
ment framework. The new framework
does not seek to reconcile the existing
frameworks used in the different policy
contexts: the ILO’s Decent Work Indica-
tors Measurement Framework, the EU
Quality of Work Indicators, and the Euro-
found’s quality of work and employment
framework. Rather, it aims to provide
a ‘toolbox’ of indicators to be used for
international and national initiatives to
study quality of employment.

In 2007, under the auspices of the
Conference of European Statisticians,
a Task Force(}%°) was set up to develop
a concept for statistical measurement
of quality of employment unifying the
elements in the existing approaches.

(1%%)  The Task Force was composed of
representatives from national statistical
offices of Canada, France, Finland, Hungary,
Israel, Italy, Poland, ESTAT, Eurofound, ILO,
UNECE and the NGO Women in Informal
Employment (WIEGO).
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The 2007 Task Force created an initial
framework for measuring quality of
employment with seven dimensions and
over 50 indicators (). The framework
was implemented by nine countries by
the end of the Task Force’s term, leading
to nine pilot country reports ().

The ILO decent work concept and the
UNECE Task Force-proposed set of
indicators are designed to capture
aspects of labour markets in both
developing and developed countries,
and thus they put more emphasis on
labour rights (including no child and
forced labour) and social protection
aspects in their definitions than the
European Commission’s and Euro-
found frameworks.

In 2012, with a time frame of 2012-15,
an Expert Group on Measuring the Quality
of Employment was established within
the framework of the Conference of Euro-
pean Statisticians, with the main objec-
tive to revise the conceptual structure
and the set of indicators of the quality
of employment.

European Trade Union Institute’s
(ETUI) Job Quality index(*1?)

The ETUI started work on this issue in
2008. The job quality index (JQI) com-
prises six dimensions based on 16 indi-
cators, which in turn are drawn from
individual variables taken from differ-
ent sources(!*®). The six dimensions
are: wages, non-standard forms of
employment, working conditions, work-
ing time and work-life balance, access
to training and career advancement,
and collective interest representation
and participation.

(119) 1) safety and ethics of employment (safety at
work, child and forced labour, fair treatment
in employment); 2) income and benefits
from employment, including also non-
wage pecuniary benefits; 3) working hours
and balancing work and non-working life
(working hours, working time arrangements);
4) security of employment and social
protection; 5) social dialogue; 6) skills
development and training; 7) workplace
relationships and work motivation. For more
information see UNECE (2009).

(1) Canada, Mexico, Finland, France, Germany,
Israel, Italy, Republic of Moldova, Ukraine.
See UNECE (2010).

(*2)  ETUl is the research arm of the European
Trade Union Confederation (ETUC), the most
important representative body of workers
at EU level and a major player as a social
partner in the EU policy area of work and
employment.

(}3)  The index is based on five sources: LFS, SILC,
AMECO, EWCS and ICTWSS (the latter stands
for Database on Institutional Characteristics
of Trade Unions, Wage Setting, State
Intervention and Social Pacts).
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This index is focused on job quality from
the perspective of workers; it captures
most of the areas of job quality from
the social sciences literature.

Although the variables refer to informa-
tion measured at the level of individual
workers, job quality is computed and
reported only at national level based on
averages(1*4). Apart from a readily avail-
able gender breakdown, it is not possible
to break it down in order to analyse spe-
cific groups of workers (e.g. by occupa-
tion, type of contract).

The results are consistent with most
of the results from other indices: best
performers are the Northern countries,
and lowest values are found for East-
ern and Southern European countries.
The JQI also allows comparisons over
time for the EU-15 countries. How-
ever, caution needs to be taken as the
index is based on various data sources,
not all of which are updated with the
same periodicity.

European Job Quality Indicator:
European Parliament

The European Parliament (2009) came
up with an outline for the development
of a European Job Quality Index. The
authors suggest that the new indica-
tor should be based only on variables
that directly affect the quality of work
and employment. Ideally, it should be
constructed from individual data. They
suggest as a leading source the EWCS.
The future indicator should include the
following dimensions: work, employ-
ment, and a joint dimension for work
and employment (see European Parlia-
ment 2009).

() It is constructed by first normalising
the indicators for each dimension, then
weighting the normalised indicators within
each dimension, and then summing up
the dimensions (i.e. each dimension is
equally weighted or equally important for
the overall result of the index). As for each
composite index this method involves some
discretion in choosing the weights. The
sensitivity analysis shows however that
the results are quite stable to changing the
weights (Leschke, Watt and Finn, 2008).
The indicators are normalised by rescaling
each value to the proportion they represent
with respect to the difference between
the maximum and minimum values for
the base year, which is set to 2000 for
EU-15 and 2007 for EU-27. This system
of normalization is a widely used method
for comparing countries’ performance
(for example, in the construction of the
Human Development Index) and has the
advantage of putting each value in relation
to the best and worst cases. For more
methodological details see Leschke, Watt
and Finn, and 2012.

EU Seventh Framework
Programme

Working conditions and job quality
have been a prominent feature under
the socio-economic research pro-
grammes of the EU’s Research Frame-
work Programmes. Below, the two most
recent and relevant European research
projects on this theme are briefly pre-
sented. For a more exhaustive over-
view of recent comparative research
in Europe, see Chapter 4 ‘Toward bet-
ter job quality and working conditions:
increasing productivity and work-
related well-being’ in the European
Commission Policy Review, ‘New skills
and jobs in Europe: Pathways towards
full employment’ (1°).

NEUJOBS project

NEUJOBS is a research project financed
by the European Commission under
the Seventh Framework Programme
(FP7-SSH). Its objective is to analyse
likely future developments in the Euro-
pean labour market(s), in view of four
major transitions that are expected
to impact employment and European
societies in general (}1®).

The WP 2 (work package) called ‘Good
jobs-bad jobs, cultural attributes of
decent work in Europe’ looks at issues
of job quality. The package considers
the conceptualisation of job quality
from both the labour law perspec-
tive and the perspective of employees
through case studies and in-depth
face-to-face interviews(*'?). In contrast
to previous approaches, the NEUJOBS
project does not seek to measure job
quality nor come up with particular

(*)  Publications Office of the European
Union, Luxembourg, 2012.
http://ec.europa.eu/research/social-sciences/
pdf/new-skils-and-jobs-in-europe_en.pdf

(%) These transitions are: 1. socio-ecological
transition (a change in the patterns of
social organisation and culture, production
and consumption beyond the current
industrial model towards a more sustainable
future); 2. societal transition produced by
a combination of factors like population ageing,
low fertility rates, changing family structures,
urbanisation and growing female employment;
3. new territorial dynamics and the balance
between agglomeration and dispersion forces;
and, 4. skills (upgrading) transition and its likely
consequences for employment and (in)equality.

(**”)  The interviews are semi-structured
qualitative interviews, with many open
questions. However, they give additional
valuable information and allow taking into
account cultural aspects. There are five
groups of actors interviewed: social partners,
governments and parties, civil society
organisations, research communities, and
separately, employees.
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indicators/dimensions thereof. On
one hand, it concentrates on what is
found in the labour codes, employment
laws/guidelines, government plans,
trade union strategies, NGO agen-
das and academic works with regard
to job quality. Additionally, it tries to
understand the attitudes of employees
towards work and explain cleavages
between ‘collective’ views expressed
in the employment programmes/
labour law and those expressed by the
employees themselves.

The project has already published a
state-of-the-art report on job qual-
ity (118). The countries covered are Spain,
Hungary, Slovakia and the United King-
dom (two ‘old’ and two ‘new’ Member
States). More recently, the project fin-
ished its comparative qualitative (‘quasi-
anthropological’) research (}19), in which
it finds the mainstream ‘postmaterial-
ist" academic discourses on good jobs
(mainly obtained from quantitative sur-
veys) quite distant from the preoccupa-
tions of the workers interviewed in these
four countries. Researchers appeared
to observe a ‘retraditionalisation’ of
employment preferences (security-ori-
ented: full-time work with permanent
contracts and appropriate wages) and
found sectoral and company type fea-
tures to be more defining for job quality
than the national contexts.

(*18)  Kovacs with Hilbert, Veselkova and Virag (2012)

(1) ‘Travelling back in time? Job Quality in
Europe as seen from below’, Kovacs with
Hilbert, Veselkova and Virag (2014) —
http://www.neujobs.eu/

WALQING project: Work and Life
Quality in New and Growing
Jobs(*%9)

Funded by the European Union’s Seventh
Framework Programme (FP7-SSH) from
2009-2012 and involving 11 European
partners, the Walqing project investi-
gated the linkages between new and
expanding jobs, the conditions of work
and employment in these jobs, and the
outcomes for employees’ quality of
work and life. It did so by integrating
several analytical levels and research
paradigms. In particular, research in
Walqing is divided into three pillars:
1. Data analysis — Employment growth,
quality of work and quality of life in
Europe; 2. Stakeholder involvement
— Comparative institutional analysis
and action research; and 3. Qualitative
research — Organisational strategies,
vulnerability and individual agency.

Under the first pillar, in-depth analyses
of the most important European data
sources, such as EU-LFS, EWCS, EU-
SILC and ESQL were used to identify
‘new and growing’ jobs and to assess
the quality of jobs and life in these
growth areas, particularly with regard
to jobs with problematic working condi-
tions in the service and manufacturing
industries (*2!). Pillar 2 performed insti-
tutional analysis and action research to

(12°)  http://www.walqging.eu/index.php?id=2

(*2') Key final reports include: ‘Comparative
analysis of employment expansion and
of job characteristics in selected business
functions’, ‘Comparative analyses of job
quality in new growth jobs’, and ‘Secondary
analysis on working conditions and quality of
life’ (all available at http://www.walging.eu/
index.php?id=29).

disseminate good-practice examples
aimed at improving working conditions
beyond their national, company-spe-
cific or sectoral contexts. In particu-
lar, the approach involves interviews
with representatives of key stake-
holders about the emergence of low-
quality jobs and vulnerable groups in
the selected sectors and policy docu-
ments reviewed. It developed and dis-
seminated strategies for improving
unhealthy or dysfunctional working
conditions to foster mutual learning
and dialogue among stakeholders (122).
Pillar 3 explored the practices of work
organisation, HRM strategies, contrac-
tual relations and working conditions,
by means of 53 in-depth case studies
in companies.

The research focused on five sectors
with substantial growth potential in
quantity & quality of jobs: Commercial
Cleaning, Contract Catering, Green Con-
struction, Mobile Elderly Care and Waste
Management. Moreover, these sectors
address basic human needs and are dif-
ficult to delocalise. The main findings
and recommendations were summa-
rised in five sectoral brochures on good
working practices and social dialogue
issues (12%). This included an analysis of
particularly vulnerable groups, such as
young workers, older workers, migrants
and some groups of women (124).

(122)  See for example ‘Synthesis report on sector
specifics in stakeholder policies and quality
of work and life’, available at
http://www.walqing.eu/index.php?id=32

(*?%)  Available at: http://ww.walqing.eu/webresource

(*24)  See for example ‘Integrated report on
organisational case studies’, available at:
http://www.walqing.eu/index.php?id=34
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ANNEX 2:
ORGANISATION

OF WORK —
TECHNICAL DETAILS

Criteria for classification

Classification of work organisation is
established on the basis of 15 dimen-
sions that describe relevant and discrimi-
nating aspects of work organisation:

Two binary variables measuring

autonomy in work:

- Autonomy in choosing methods
of work;

- Autonomy in pace or rate at which
work is carried out.

Two binary variables measuring the

way quality is controlled:

- Use of precise quality standards;

- Self-assessment of the quality
of work.

Three binary variables measuring the
cognitive dimensions of work:

- Complexity of tasks;

- Learning new things in work;

- Work requires problem-solving.

Four binary variables measuring con-

straints of the pace or rate of work:

- Constraints linked to the equip-
ment speed or movement of
a product in production flow;

- Constraints relating to numerical
production or performance targets;

- Constraints due to direct control by
worker's immediate supervisors;

- Constraints resulting from depend-
ency on the work done by work-
er's colleagues.

Three binary variables measuring

degree of novelty in job tasks:

- Perceived monotony of tasks;

- Repetitiveness of tasks of less
than one minute.

- Task rotation between colleagues

A three-level variable measuring of
the use of teamwork, with catego-
ries of autonomous teamwork (team
members decide the division of tasks),
non-autonomous teamwork (manag-
ers/supervisors decide the division of
tasks) and no teamwork (1%°).

(1) In the analyses of trend data a binary
variable measuring presence of teamwork
was used, since a three-level variable was
not available in the 2000 EWCS dataset.
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Different models of work
organisation

The typology initially developed by Lor-
enz and Valeyre builds on a review of the
literature on work organisation covering
High Performance Work systems (HPWS)
(Appelbaum and Batt, 1993, 1994; Pfef-
fer, 1998; Osterman, 1994), the lean pro-
duction model (MacDuffie and Pil, 1997),
the socio-technical system (Emery and
Trist, 1960), learning organisations (Zari-
fian, 2003), Tayloristic organisations and
adhocracies (Mintzberg, 1979). This review
led to the identification of 15 dimensions
that describe relevant and discriminating
aspects of work organisation covering
autonomy in work, quality control, cogni-
tive dimensions of work, constraints of the
pace or rate of work, novelty in job tasks
and teamwork, and can be measured by
the EWCS. In the 2010 survey, the same
15 dimensions to determine the presence
and size of the four types of work organi-
sations is used.

Traditional forms of work organisation are
based on the principles of labour division,
hierarchical and centralised authority and
control. They are designed as static struc-
tures, optimised for a fixed set of external
economic, social and cultural conditions.
However, the emergence of new and uncer-
tain environments has put these traditional
work structures under increasing pressure.
As a response, new forms of work organisa-
tion have emerged that are more flexible
and more responsive to changing internal or
external circumstances. Many of these ‘new’
forms are often grouped together under
the label ‘High Performance workplaces’
(HPWP), but this group is far from being
homogeneous and covers some of the
defining characteristics of different organi-
sational forms such as the socio-technical
systems (STS), the learning organisations,
lean production, high performance work
systems and the adhocracy (Mintzberg).

Combs et al (2006), in a meta-analysis of
92 recent studies on HPWS and perfor-
mance, found evidence that HPWS enhance
organisational performance. An increase in
one standard deviation in the use of HPWS
is associated with a 4.6% increase in gross
return on assets and a 4.4 percentage-point
decrease in turnover from 184 to 14.0%.
The effect is stronger when bundles of meas-
ures are considered together rather than
individual practices. Effects sizes are larger
in manufacturing industries than in service
industries. Common to these HPWP forms
are attention to knowledge as a competitive

factor, decentralisation of decision-making
and self-managed teams, performance-
based compensation structures and rather
extensive training and strong problem-solv-
ing opportunities. However, lean and learning
forms of work organisation differ on a num-
ber of points such as:

A higher level of individual autonomy
granted to workers (higher in learning
organisations as well as in the socio-
technical models but lower in lean
production models);

A higher level of standardisation
in lean forms of work organisation
(tasks, quality standards, etc.);

A higher interdependent work struc-
ture as well as higher dependence on
technologies to set the pace of work-
ers and reliance on team work in lean
production forms;

An emphasis on workers’ autonomy
in organising and controlling the
products of their work, decreased
interdependency of work process in
learning organisations;

Attention to quality of working life is
a key driver for example in the case
of STS;

While learning in lean production
forms of organisation is mostly used
to improve the work processes and
increase productivity, learning activities
in the case of learning organisations are
seen as a critical activity for respond-
ing to unforeseen events and for the
introduction of important innovations.

In contrast to Tayloristic organisations,
which have been abundantly criticised for
their physically demanding work, repetitive
tasks and low learning opportunities, because
conception is distinct from execution, lean
production is designed to improve the overall
performance of the organisation by assigning
more autonomy to workers and their immedi-
ate managers, but with continued emphasis
on the strict quality standards, standardisa-
tion of work and procedures and with reliance
on individual performance-based pay struc-
tures. Lean forms of work organisation differ
in a number of ways from the STS in that
they promote development of more special-
ised, contextualised skills, organise work into
wider production systems (greater interde-
pendency) and provide feedback and support
that are based on the degree to which strict
performance criteria are satisfied.




CHAPTER 3: THE FUTURE OF WORK IN EUROPE: JOB QUALITY AND WORK ORGANISATION FOR A SMART, SUSTAINABLE AND INCLUSIVE GROWTH

ANNEX 3: ADDITIONAL INDICATORS RELATING TO JOB QUALITY

Socioeconomic security

Chart A3.1: Real wage level adjusted for productivity, 2013
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Source: AMECO database.

Note: Real compensation per employee adjusted for productivity.

Chart A3.2: Mean monthly earnings, PPS(?), 2010
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Source: SES, 2010.
Note: No observation available for EL, MT and HR.

(!)  The indicator of adequate earnings that has been chosen by the EMCO Indicators Group was mean monthly earnings in purchasing power standard.
It should be noted however that there are ongoing discussions, for example within the OECD, as to whether gross or net earnings are relevant for
measuring job quality, or whether earnings should be taken on an hourly or monthly basis (see chapter 3 in the 2014 OECD Employment Outlook).
Furthermore, the EMCO indicator does not consider ‘increments’ to job earnings such as health insurance, employer’s contribution to the pension scheme,
etc. which increase the socio-economic security of job holders and improve the quality of jobs.
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Job insecurity Member States, more significantly in Ire-  (Chart A3.3), while transitions to perma-

land, the United Kingdom, Luxembourg, = nent contracts worsened (Chart A3.4),
During the crisis involuntary tempo-  Denmark and some New Member States ~ most significantly in Slovakia (29 pps)
rary work increased in a number of  (Slovakia, the Czech Republic, Hungary)  and Spain (15 pps)(3?°).

(%) Transitions improved notably in Finland
(21 pps), Germany (14 pps) and Portugal
(11 pps).
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Chart A3.3: Involuntary temporary employment, 2007-13
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Source: Eurostat LFS, table Ifsa_etgar.

Chart A3.4: Transitions from temporary to permanent contract, 2007-13

Source: Eurostat, ilc_lvhI32.
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Chart A3.5: Labour transitions temporary to permanent, by gender, 2011

Source: Eurostat, ilc_lvhl32
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Source: Eurostat, ilc_lvhl32.

Chart A3.6: Labour transitions temporary to permanent, males, 2007-11
90
80 e 2007 ¢ 2011 .
70 * g
i L X 2%
60 I I
: L
50 o« o° > *—
5 > : o
40 . ses**S ’ s * .
30 . rE 2 : :
o Tiaee P .
0 et o
L@ 3
10 &% ;
*
0

T T T T T T T T T T T T T T T T T T T T T T T T T T T 1
ES FR NL PL IT ELEU-28PT LU BE F CY LV SK BG SE HU SI DE (Z AT HR RO UK LT MT EE DK IE

Notes: 2011 observation not available for IE and DK. 2007 observation not available for EU-28, HR, RO, UK and DK.

Chart A3.7: Labour transitions temporary to permanent, females, 2007-11
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Notes: 2011 observation not available for IE and DK. 2007 observation not available for EU-28, HR, RO, UK and DK.
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Chart A3.8: Involuntary temporary employment, by age, 2013
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Prospects for career
advancement

for career advancement, e.g. Romania,
Slovakia, Italy, but the relationship is
far from clear (Chart A3.9). The percep-

temporary work is the lowest(*#’). In fact,
career advancement prospects seem
to be higher in countries where jobs

In some Member States job insecurity
goes together with lower perceptions

tions are also low in Member States like
Germany and Austria where involuntary

involve more training and learning new
things (128).

(*#) " In fact the correlation between job security
and perceptions about career advancement
(as measured by EWCS question 77¢) is
negative but close to zero.

The correlation coefficient between the

two Eurofound indicators (‘Job offers good
prospects for career advancement’, on one
hand, and ‘Job involves learning new things’,
on the other) is 0.5 significant at the 1% level.

(128)
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Chart A3.9: Job offers good prospects for career advancement?
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Work-life balance
Chart A3.10: Financial distress in the EU, total and by income quartiles
Lowest income quartile long-term average
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T
§ Source: European Commission DG ECFIN, Business and Consumer Surveys (DG EMPL estimation), data non-seasonally adjusted.
Q
Notes: Three-months moving averages. Horizontal lines reflect long-term averages of financial distress for total and four income quartile households.
(g For total households, the share of adults reporting needing to draw on savings and needing to run into debt are stacked in the grey Chart area which adds
Sl to total financial distress.
Gender balance

Chart A3.11: Adjusted gender earnings differences
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Sources: WiiW (2014, Tables Al to A3) based on EU Structure of Earnings Survey data, release 2002, 2006 and 2010.
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Notes: The coefficients are taken from the full Mincer regressions estimated separately for each country. Countries are ranked according to gender wage gap
in 2010. No information on career breaks available in the dataset. Since women are more likely to take career breaks, which may negatively impact upon their
wages, a failure to control for career breaks will bias the estimates of the wage gap slightly upwards.
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ANNEX 4: TREND DEVELOPMENTS IN LEARNING ORGANISATION

Table A4.1: Trend developments across Member States — increased learning

EWCS survey wave
Country Total
2000 2005 2010
Learning 38.2%, 486%, , 57.6%, 51.1%
Lean 40.9%, 35.6%, , 29.7 %, 33.6%
Malta '
Taylorist 7.3 %a, 5 8.2%, 3.6%, 5.6%
Simple 13.6%, 7.5%, 9.1%, 9.6%
Learning 298 %a 285 %a 44.0 %b 34.4%
Lean 27.1%, 38.3%, 324%, 33.2%
Latvia \
Taylorist 14.9%, 15.6%, 10.0%, 13.4%
Simple 28.2%, 17.6%, 13.7%, 19.0%
Learning 23.8%, 26.7%, 35.2%, 27.7%
Lean 21.7%, 33.3%, 22.9%, 25.4%
Portugal
Taylorist 30.7 %, 26.0%, 26.7 %, 28.3%
Simple 23.8%, 14.0%, 15.3%, 18.6%
Learning 17.3%, 23.6%, 25.2%, 22.5%
Lean 39.1%, 40.1%, 38.8%, 39.3%
Romania
Taylorist 30.2%, 257%, , 19.6%, 24.6%
Simple 13.4%, 10.5%, 16.4%, 13.5%
Learning 596%, , 54.3%, 63.5%, 59.3%
Lean 20.5%, 22.9%, 13.8%, 19.4%
Netherlands
Taylorist 8.3%, 11.49%, 9.6%, 9.4%
Simple 11.6%, 114%, 13.1%, 119%
Learning 64.7 %, 58.4%, 61.1%, 62.1%
Lean 189%, 29.8%, 232%, 22.9%
Denmark ’
Taylorist 10.7 %, 5.0%, 6.1%, 8.0%
Simple 5.7%, 6.9%, , 9.6%, 7.1%
Learning 405%, 25.6%, 333%, , 32.7%
Lean 20.6%, , 30.1%, 20.6%, 23.5%
Cyprus '
Taylorist 15.9%, 14.7%, 22.4%, 18.4%
Simple 23.0%, 29.5%, 23.7%, 253%
Learning 40.5%, 36.0%, 38.4%, 38.6%
Lean 38.6%, 40.9%, 39.6%, 39.6%
Estonia
Taylorist 9.8%, 9.7%, 11.0%, 10.2%
Simple 11.0%, 13.4%, 11.0%, 116%
Learning 36.7%, 36.2%, 39.1%, 37.6%
Lean 254%, 33.3%, 20.9%, 258%
Poland '
Taylorist 142%, 15.0%, 19.6%, 16.7%
Simple 23.8%, 15.4%, 204%, , 19.9%
Learning 24.2%, 27.0%, 28.1%, 26.6%
Lean 19.6%, 29.6%, 30.9%, 27.1%
Lithuania
Taylorist 19.6%, 19.4%, 18.5%, 19.2%
Simple 36.6%, 24.0%, 22.5%, 27.1%

Source: Eurofound estimates based on EWCS.

Notes: Subscripts denote whether difference between values across columns (from different EWCS waves) are statistically significant at the 0.05 level.
In particular, values having the same subscripts do not differ significantly while values with different subscripts are significantly different.
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Table A4.2: Trend developments across Member States — decreasing learning, but increasing lean forms
EWCS survey wave
Country Total
2000 2005 2010
Learning 47.6%, 452%, , 416%, 44.4%
Lean 16.1%, 19.1%, 25.8%, 212%
Germany
Taylorist 16.6%, 16.2%, 15.5%, 16.0%
Simple 19.7%, 19.4%, 17.0%, 18.4%
Learning 416%, 49.3%, 34.7%, 412%
Lean 22.9%, 284%,, 33.6%, 29.1%
Luxembourg '
Taylorist 127%, 10.9%, 19.1%, 14.8%
Simple 22.9%, 11.4%, 12.6%, 14.9%
Learning 44.9%, 48.4%, 42.6%, 44.0%
Lean 18.4%, 25.1%, 29.2%, 25.7%
Belgium
Taylorist 17.0%, 11.2%, 133%_, 14.0%
Simple 19.7%, 152%, 14.9%, 163%
Learning 51.8%, 44.7%, 44.5%, 476%
Lean 24.7%, 253%, 30.4%, 26.7%
Austria
Taylorist 13.5%, 203%, 147%, 156%
Simple 9.9%, 9.7%, 10.4%, 10.0%
Learning 45.0%, 42.7%, 422%, 43.1%
Lean 21.2%, 31.8%, 30.5%, 28.1%
Slovenia
Taylorist 17.3%, 12.8%, 13.0%, 14.2%
Simple 16.5%, 12.8%, 1430%, 14.6%
Learning 41.7%, 42.5%, 40.4%, 41.4%
Lean 17.8%, 20.4%, 23.7%, 20.5%
Italy
Taylorist 20.1%, 21.0%, 14.8%, 18.4%
Simple 20.4%a 16.1 %a 21.1 %a 19.6%
Learning 44.1%, 40.9%, 43.8%, 43.0%
Lean 30.2%, 327%,, 38.6%, 333%
Finland '
Taylorist 155%, 13.9%, 8.8%, 132%
Simple 10.1%, 12.5%, 8.8%, 105%
Learning 227%, 41.2%, 22.6%, 27.7%
Lean 32.9%, , 27.7%, 37.4%, 32.7%
Ireland '
Taylorist 23.0%, 12.4%, 24.4%, 20.5%
Simple 21.4%, 18.7 %, 15.6%, 19.1%
Learning 57.0%, 73.2%, 66.5%, 64.1%
Lean 189%, 14.5%, 19.7%, 17.8%
Sweden
Taylorist 9.3%, 6.2%, 7.3%, 7.9%
Simple 14.7%, 6.2%, 6.4%, 10.2%
Source: Eurofound estimates based on EWCS.

'y Notes: Subscripts denote whether difference between values across columns (from different EWCS waves) are statistically significant at the 0.05 level.
S8 |n particular, values having the same subscripts do not differ significantly while values with different subscripts are significantly different.
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Table A4.3: Trend developments across Member States — decreasing learning,
but increasing Taylorist organisation
EWCS survey wave
Country Total
2000 2005 2010

Learning 38.0%, 43.4%, 30.6%, 35.7%
Lean 31.4%, 260%,, 24.8%, 27.2%

France '
Taylorist 16.8%, 209 %a, 3 23.5%, 20.8%
Simple 13.8%, 9.6%, 21.1%, 163%
Learning 23.3%, 25.7%, 23.4%, 24.1%
Lean 20.7%, 30.1%, 211%,, 237%

Greece '

Taylorist 20.7%, 21.9%, 28.6%, 23.4%
Simple 35.3%, 22.4%, 269%, , 28.8%
Learning 41.4%, 44.2%, 32.8%, 39.4%
Lean 13.3%, 17.2%,, 22.0%, 17.5%

Hungary '
Taylorist 23.3%, 18.5%, 31.8%, 24.6%
Simple 22.0%, 20.1%, 13.4%, 185%
Learning 23.2%, 25.5%, 11.9%, 20.6%
Lean 25.6%, 28.7%, 31.0%, 285%

Bulgaria
Taylorist 223%, 25.9%, 27.4%, 253%
Simple 289%, 19.9%, 29.6%, 256%
Learning 39.3%, 30.4%, 286%, 33.1%
Lean 26.2%, 28.3%, 27.8%, 27.4%
Czech Republic
Taylorist 19.9%, 23.5%, 23.1%, 22.0%
Simple 14.6%, 17.8%, 20.5%, 17.5%
Source: Eurofound estimates based on EWCS.

Notes: Subscripts denote whether difference between values across columns (from different EWCS waves) are statistically significant at the 0.05 level. “
In particular, values having the same subscripts do not differ significantly while values with different subscripts are significantly different. S
Table A4.4: Trend developments across Member States — No substantial changes between 2000 and 2010
EWCS survey wave
Country Total
2000 2005 2010
Learning 242 %a 328 %b 28.7 %a' 3 28.8%
Lean 312 %a 254 %a 26.9 %a 27.7%
Slovakia

Taylorist 28.1%, 25.8%, 25.1%, 26.3%

Simple 16.5%, 16.1 %a 193 %a 17.3%

Learning 25.6%, 26.9%, 27.2%, 26.4%

Lean 286 0/oa 246 %a 319 %a 28.6%

Spain

Taylorist 28.3%, 22.9%, 21.1%, 24.7%

Simple 17.5%, 257 %b 19.7 %ab 20.3%

Learning 25.9 %a 29.7 %a 27.3 %a 27.4%

Lean 40.9%, 34.1%, 37.8%, 38.0%

United Kingdom
Taylorist 19.0 %a 194 %a 20.5 %a 19.6%
Simple 14.2 0/oa 16.9 %a 145 %a 15.0%
Source: Eurofound estimates based on EWCS.

Notes: Subscripts denote whether difference between values across columns (from different EWCS waves) are statistically significant at the 0.05 level. “
In particular, values having the same subscripts do not differ significantly while values with different subscripts are significantly different. S
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Table A4.5: Trend developments across sectors

Electricity, gas, and
water supply

Financial
intermediation

Transport, storage
and communication

Hotels and

restaurants

Wholesale and retail
trade; repair of
motor vehicles and
motorcycles

Construction

Mining, quarrying,
Manufacturing

Learning
Lean
Taylorist
Simple
Learning
Lean
Taylorist
Simple
Learning
Lean
Taylorist
Simple
Learning
Lean
Taylorist
Simple
Learning
Lean
Taylorist
Simple
Learning
Lean
Taylorist
Simple
Learning
Lean
Taylorist
Simple

EWCS survey wave

2000
47.8%,
32.7%,

3.4%,
16.1%,
54.9%,
215%,

6.6%,
16.9%,
36.9%,
21.7%,
13.7%,
27.7%,
34.4%,
25.6%,
12.8%,
27.3%,
47.9%,
17.2%,
10.1%,
24.8%,
43.0%,
31.3%,
13.0%,

12.7%, ,
33.7%,
28.6%,
26.8%,
10.9%,

2005
62.4%,
23.5%,

5.7 %,

8.4%,
66.4%,
188%,

3.1%,
11.8%,
42.1%,
19.9%,
17.1%,
20.9%,
37.4%,
17.9%,
24.0%,
208%,
455%
21.3%,
10.1%,
23.0%,
32.6%,
37.2%,
19.9%,
10.4%,
32.8%,
32.1%,

26.4%,

b

8.7%,

2010
55.0%,

b

28.7%, ,
5.9%,
104%, ,
59.1%,
28.0%,
3.9%,
9.0%,
33.8%,
23.1%,
16.2%, ,
26.8%,
30.9%,
219%,

22.1%,

b

25.0%,
37.8%,
22.4%,
14.7%,
25.1%,
36.6%,
333%,,
16.2%,
13.9%,
32.9%,
33.5%,
24.7 %,
8.9%,

Total

55.9%
27.8%
5.2%
11.1%
60.0%
23.1%
4.5%
12.3%
37.1%
21.8%
15.6%
25.5%
33.7%
219%
19.8%
24.5%
43.3%
20.4%
11.9%
24.4%
37.7%
33.7%
16.1%
12.5%
33.2%
31.1%
26.0%
9.7%

&)}

Source: Eurofound estimates based on EWCS, Nace revl.

Notes: Subscripts denote whether difference between values across columns (from different EWCS waves) are statistically significant at the 0.05 level.

In particular, values having the same subscripts do not differ significantly while values with different subscripts are significantly different.
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Table A4.6: Trend developments across occupations

Occupation: 1%*-level ISCO codes
Legislators,
.g L High-skilled
senior officials .
clerical
and managers
) High-skilled
Professionals .
clerical
Technicians .
. Low-skilled
and associate .
. clerical
professionals
Low-skilled
Clerks .
clerical
Service workers
and shop and Low-skilled
market sales clerical
workers
Craft and related High-skilled
trades workers manual
Plant and
machine Low-skilled
operators and manual
assemblers
Elementary Low-skilled
occupations manual

Learning
Lean
Taylorist
Simple
Learning
Lean
Taylorist
Simple
Learning
Lean
Taylorist
Simple
Learning
Lean
Taylorist
Simple
Learning
Lean
Taylorist
Simple
Learning
Lean
Taylorist
Simple
Learning
Lean
Taylorist
Simple
Learning
Lean
Taylorist

Simple

EWCS survey wave

2000
68.5%,
26.5%,

2.3%,

2.7%,
72.5%,
17.0%,

7.1%,

3.4%,
58.9%,
23.9%,

8.0%,

9.2%,
46.5%,
19.5%,

86%,
25.4%,
35.79%,
18.1%,
12.0%,
3430,
33,10,
34.1%,
22.4%,
10.4%,
21.3%,
292%,
32.7%,
16.8%,
196%,
189%,
31.7%,
29.8%,

2005
55.6%,
36.3%,
34%,
47%, ,

61.8%,

32.1%,

2.9%,

3.2%,

57.1%,

26.5%,

10.0%,

6.4%,

50.3%,

18.3%,

9.6%,

21.8%,
43.5%,

14.7%,

10.4%,

31.4%,
31.2%,
36.3%,

25.6%,

b

b

6.8%,
17.3%,
25.8%,
39.80%,
17.0%,
26.4%,
23.3%,
29.4%,
21.0%,

2010
54.3%,
36.0%,
4.4%,
5.4%,
68.4%,
26.0%,
2.2%,
3.4%,
60.8%,
26.1%,
3.9%,
9.2%,
41.9%,
22.8%,
13.3%,
22.0%,
26.4%,
23.9%,
19.0%,
30.7%,
30.2%,
38.1%,
23.0%,

8.7%,
18.9%,
27.2%,
31.2%,
22.7 %,
18.2%,
23.5%,
33.9%,
24.4%,

b

b

b

Total

59.1%
33.1%
3.5%
4.3%
66.7 %
26.0%
3.9%
3.3%
59.3%
25.4%
6.8%
85%
46.0%
20.3%
10.6%
23.1%
34.6%
19.2%
14.1%
32.1%
31.6%
36.0%
23.5%
8.9%
19.4%
27.7%
33.9%
19.0%
21.4%
219%
31.6%
25.1%

Source: Eurofound estimates based on EWCS.

Notes: Subscripts denote whether difference between values across columns (from different EWCS waves) are statistically significant at the 0.05 level.

In particular, values having the same subscripts do not differ significantly while values with different subscripts are significantly different.
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Table A4.7: Trend developments across firm size
Number of paid EWCS survey wave
workers in local Total
establishment 2000 2005 2010

Learning 415%, 395%,, 38.3%, 39.8%
Lean 23.0%, 241%, 25.8%, 24.4%

10-49 '
Taylorist 153%, 17.7%, 16.1%,, 163%
Simple 202%, 186%, 19.8%, 196%
Learning 36.8%, 40.1%, 34.6%, 37.0%
Lean 27.1%, 287%,, 29.9%, 286%

50-499 '
Taylorist 21.0%, 19.8%, 20.4%, 20.4%
Simple 15.1%, 1139%, 15.2%, 14.0%
Learning 38.49%, 413%, 39.1%, 39.4%
Lean 28.6%, 31.2%, , 34.7 %, 31.1%

500 or over -
Taylorist 20.8%, 19.0%, 19.1%, 19.8%

Simple 12.2%, 8.5%, 7.1%, 9.7%
Source: Eurofound estimates based on EWCS.

[y Note: Subscripts denote whether difference between values across columns (from different EWCS waves) are statistically significant at the 0.05 level.
IS8 |n particular, values having the same subscripts do not differ significantly while values with different subscripts are significantly different.

Table A4.8: Trend developments across different levels of seniority
Number of EWCS survey wave
years working Total
at the company 2000 2005 2010
Learning 35.0%, 35.3%, 27.8%, 329%
Lean 23.0%, 249%,_, 26.5%, 246%
1 year or less .
Taylorist 217 %a 230 %a 24.4 %a 229%
Simple 20.3%, 16.7%, 21.3%, 19.6%
Learning 38.6%, 37.5%, 36.6%, 37.5%
Lean 25.9%, 28.4%, 28.4%, 276%
2-10 years
Taylorist 17.8%, 18.9%, 17.8%, 18.1%
Simple 17.7%, 152%, 17.2%, 168%
Learning 41.6%, 46.3%, 40.8%, 42.6%
Lean 26.8%, 26.9%, 29.9%, 279%
More than 10 years
Taylorist 17.9%, 16.4%, 16.6%, 17.1%
Simple 13.6%, 10.4%, 12.7%, 12.4%
Source: Eurofound estimates based on EWCS.

[ Notes: Subscripts denote whether difference between values across columns (from different EWCS waves) are statistically significant at the 0.05 level.
S8 |n particular, values having the same subscripts do not differ significantly while values with different subscripts are significantly different.
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Table A4.9: Trend developments across type of training

EWCS survey wave

Training Total

2000 2005 2010
Learning 50.4%, 49.7 %, 44.2%, 47.7 %
Uil =il o o7 Lean 30.9%, 3310, , 34.6%, 329%

provided by your i

Taylorist 9.6% 10.3% 11.6% 10.6%

employer a a,b b
Simple 9.1%, 6.8%, 96%, 88%
Learning 33.0%, 44.6%, 49.7%, 457%
Training paid for by Lean 18.0%, 30.8%, 32.9%, 30.2%
yourself Taylorist 25.0%, 14.2%, 9.4%, 13.2%
Simple 24.0%, 10.4%, 7.9%, 109%
Learning 38.8%, 452%, 39.1%, 413%
Lean 26.7%, 32.4%, 35.8%, 34.0%

On-the-job training

Taylorist 16.0%, 14.9%, 148%, 149%
Simple 185%, 7.5%, 10.3%, 9.8%

Source: Eurofound estimates based on EWCS.

Notes: Subscripts denote whether difference between values across columns (from different EWCS waves) are statistically significant at the 0.05 level.

4
In particular, values having the same subscripts do not differ significantly while values with different subscripts are significantly different. [S)}
Table A4.10: Second job profiles
EWCS survey wave
Second job Total
2000 2005 2010
Learning 43.2 %a 33.7 %b 36.5 %b 38.0%
Lean 29.1 %a 28.1 %a 237 %a 26.7%
Yes
Taylorist 154 %a 228 %b 22.6 %,J 20.2%
Simple 12.3%a 15'4%a,h 173 %lJ 15.1%
Source: Eurofound estimates based on EWCS.

Notes: Subscripts denote whether difference between values across columns (from different EWCS waves) are statistically significant at the 0.05 level. “
In particular, values having the same subscripts do not differ significantly while values with different subscripts are significantly different S
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ANNEX 5: COMPANIES’
WELL-BEING POLICIES
— CASE STUDIES

Many companies have recognised the
link between positive mental states of
workers and productivity on the job and
have implemented specific well-being
policies. The motivation of the these poli-
cies assumes that the benefits of hav-
ing happier workers range from fewer
interpersonal conflicts and less sick
leave to stronger identification with the
organisation or team and therefore more
prevalent ethical behaviours, a better
use of workers’ skills for creative ideas
and efficient problem-solving. Moreover,
employers who have a reputation for car-
ing for their people manage to attract
and keep talent. These companies also
manage to protect their quality workers
from unnecessary stress, fatigue and
frustration, assuring greater loyalty of
workers and greater internalisation of
corporate norms of behaviours.

AstraZeneca

AstraZeneca plc is a British-Swedish mul-
tinational pharmaceutical and biologics
company headquartered in London.

The company launched a whole package
of health and well-being initiatives ranging
from a counselling and life-management
programme, health promotion activities
and ergonomic workspace design to fit-
ness opportunities, healthy eating options
and flexibility arrangements for a better
work-life balance. The company reported
savings in the range of GBP 500000-
700000 through improved productivity
after counselling. GBP 80000 was saved
on health insurance costs for psychological
illness. Global accident and occupational
illness rates went down by 61 9%. The pro-
gramme has also served company’s image
among its staff well. 849% of employees
are proud to work for AstraZeneca and
829% would recommend the company as
a good place to work, 80% of employees
said they had enough flexibility in their job
to be able to balance work and personal
life, and 889% said AstraZeneca demon-
strated commitment to the health and
well-being of its employees.

British Gas Services

British Gas Services, Britain’s largest
energy and home services provider,
needed to reduce the level of mus-
culoskeletal disorders (MSDs), which

accounted for one third of staff absences,
to improve attendance and performance
capability at work. To that effect, back-
care workshops were introduced in 2005.
120 workshops were delivered over
a two-year period with over 1200 partici-
pants. Back-related absence was reduced
by 43% in the 2005 cohort one year
after the seminar participation. 73% of
the staff in the intervention group had
no absence up to one year after par-
ticipation. The company reported a solid
return on investment: GBP 1660 per par-
ticipating employee and GBP 31 on every
pound invested.

The British Library

The British Library, a renowned research
library based in London, developed
a corporate well-being vis