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Executive summary

The economic recovery which started in the EU in the spring of 2013 remains subdued
and recent GDP forecasts for the EU and euro area have been revised down, as a result of,
among other factors, weak domestic demand, particularly investment. In the third quarter of
2014, GDP increased by 0.3% in the EU and 0.2% in the euro area.

Against the weak macroeconomic background, employment has shown a small but
consistent growth in the EU since mid-2013, increasing by 0.3 % both in the second and in
the third quarters of 2014. In the third quarter of 2014, employment increased in the large
majority of EU Member States, including in countries with very high unemployment rates such
as Greece, Spain and Portugal. In the year to the third quarter of 2014, employment increased
by 0.9% in the EU, although developments at the EU level hide marked differences between
Member States.

In the third quarter of 2014, employment improved across the large majority of the
sectors. Employment expanded significantly in the services sectors, in particular in the
ICT, arts and entertainment sector and in the retail and wholesale sector. Employment in
industry and in the construction sector registered a moderate quarterly increase. Nevertheless,
compared to a year ago, employment decreased in the construction sector (-0.7% year-on-year
change).

Recent figures show some reduction in labour market segmentation. While over half of
the new jobs created in the year to the second quarter of 2014 continue to be temporary,
permanent contracts are on the increase, a trend which has started in the first quarter of 2014.
Also, the increase in part-time employment in the year to the second quarter of 2014 has been
accompanied by an increase in full-time employment for the second consecutive quarter, after
nine consecutive quarters of continuous deterioration.

The trend of falling unemployment rates which started in September 2013 appears to
have lost pace and nearly stopped. The EU unemployment rate was 10.0% in November
2014 (or 24.4 million people), the lowest value since February 2012, but nearly unchanged
compared to the period August to September 2014. It was stable in the euro area at 11.5%,
with 18.4 million people out of work and actively seeking a job.

The lack of a more rapid return to the pre-crisis unemployment levels appears to be driven by
a) the weak economic recovery and b) an increase in labour market participation driving up
employment but keeping also unemployment at high levels.

Despite some overall improvements in EU employment many challenges remain, undermining
the prospects of a stronger recovery in the EU labour market: human capital erosion, high
unemployment with high incidence of long-term unemployment and low employment
opportunities for youths aged 15-24 and young adults aged 25-39.

Long-term unemployment is a growing problem in the EU, although the latest data show
some modest improvements. In the second quarter of 2014, a total of 12.4 million people
(5.1% of the labour force and around half of total unemployment) had been unemployed for
more than one year, and more than half of these had been unemployed for more than two
years. Long-term unemployment rates have reached historic highs in Greece and Cyprus and,
worryingly, they are not decreasing. They seem to have stabilised in Spain and are moderately
decreasing in Portugal. It is a priority to ensure that the long-term unemployed do not become
detached from the labour market and are swiftly brought back into employment.

The unemployment rates of young people show a significant fall in the EU as a whole
and in most Member States but remains very high, at 21.9% in November 2014. Several

December 20141 5



Social Europe | “ European
EU Employment and Social Situation | Quarterly Review Commission

Member States with very high youth unemployment rates, such as Greece, Croatia and Spain,
recorded significantly lower levels compared to a year ago. However, youth unemployment is
very high and increasing in Italy. Worryingly, people aged 15-24, in particular females, appear
to be significantly exposed to labour market discouragement.

The integration of adults aged 25-39 in the labour market appears to be another
challenge. People aged 25-39 have not yet benefitted from the recent recovery. They have
been hit hard by the crisis, and recent data continues to show a contraction in the employment
for this age group, although less strong than in previous quarters.

The labour market matching in the EU paints a mixed picture. On the positive side, the
ratio of unemployed people to job hirings has fallen in the year to the second quarter of 2014,
indicating improving job prospects overall, although there are poor job opportunities in several
Member States. The job vacancy rate also increased, albeit moderately, over the year to the
second quarter of 2014 (+0.1 pp), with a higher rate recorded for services (2.1%) than for
industry and construction (1.1%). The job vacancy rates and job hiring rates remain well below
the pre-crisis levels for the majority of EU Member States (see supplement on vacancy statistics
for more details).

Labour productivity growth remained weak in the euro area as a whole, while nominal
compensation per employee growth stalled in several Member States and even contacted in
Southern Member States of the euro area. On balance, nominal unit labour cost continued
to decrease in the periphery of the euro area, while it remained subdued in core euro
area Member States - thereby strengthening ongoing deflationary pressures across the euro
area.

Weak economic recovery and challenges in the labour market impact on the modest
developments in the situation of households and individuals. The growth in household
income (GHDI) in the EU continued, but at a slower pace. The real GHDI growth slowed to
0.6% year-on-year in the second quarter of 2014, down from 0.9% in the first quarter. The
recent growth has mainly been driven by income from work as employment started to pick up,
while property income decreased. Other components saw rather minor changes, an increase in
taxes and social contributions and an increase in social benefits. Among large Member States,
household income continued to rise in France, Germany and the UK, while it fell further in Italy
and Spain.

Financial distress remained unchanged in the EU in the third quarter of 2014, below the
peak levels seen in mid-2013, but still far above the low levels of 2007. The easing in financial
distress in low-income households, observed in the first half of 2014, appears to have halted in
recent months.

Two supplements accompany this issue of the Quarterly Review.

The first supplement looks at tax reforms as an instrument to reconcile efficiency and
equity concerns. The reduction of the tax burden on labour has been an essential part of the
2014 Country-Specific Recommendations. In a context of fiscal consolidation, the policy options
recommended are the shift from taxes on labour to less growth-detrimental sources (notably,
consumption) and enhancing the fight against tax evasion and avoidance in a number of
Member States. Our analysis shows that up to 2012 (latest data available) in less than half of
the Member States the tax burden on labour decreased, while only in few Member States was
this accompanied by an increase in the tax burden in consumption. The fight against tax evasion
and avoidance can contribute positively to budgetary and employment goals, while achieving
social goals.

The second supplement analyses recent employment developments in the EU health
care and social services sector. The health and social services sector is characterised by a
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better skilled workforce than the rest of the economy but also by a higher gender pay gap,
harder working conditions and a high rate of part-time work which might lead to challenges in
attracting new workers into the sector. Nevertheless, the sector will generate an increased
number of jobs due to an ageing labour force in the sector, increased demand due to the
development of new needs driven by the demographic changes, the economic and social
consequences of the crisis, growing inequalities, technological developments or changing social
patterns. The economic and financial crisis has played a double role in relation to health and
social services: on one hand, it has shown that these services can cushion the impact of the
crisis; on the other, budget constraints have had an impact on the financing of health and social
services through significant cuts in the spending on in-kind benefits.

A tool is provided to facilitate access to regularly updated underlying data, charts and tables. Files in the
Excel format, which are now available online, make it easy to access data and import charts and tables.
Data will be refreshed shortly after their release by Eurostat - for instance unemployment will be updated at
the beginning of each month, figures based on the Labour Force Survey — LFS will be updated in mid-April,
July, October, and January. Data used in the current document are available at:
http://ec.europa.eu/employment_social/employment_analysis/quarterly/quaterly updated_charts.xlsx
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Latest labour markets and social trends in the EU28 (EA18 between brackets)

Real GDP

(% change on previous quarter, SA)
(% change on previous year, SA)
Employment growth

(% change on previous quarter, SA)
(% change on previous year, SA)
Employment rate (15-64)

(% of working-age population, NSA)

(% points change on previous year,
NSA)

Employment rate (20-64)
(% of working-age population, NSA)

(% points change on previous vyear,
NSA)

Gross disposable households
income

(% change on previous year, NSA)
Labour productivity

(% change on previous year, SA)
Nominal unit labour cost

(% change on previous year, SA)
Long-term unemployment rate
(% labour force, NSA)

(% points change on previous year,
NSA)

Unemployment rate (SA)
Total (% labour force)
Men

Women

Youth (% labour force aged 15-24)

2013Q3

0.3 (0.2)
0.2 (-0.3)

0.1 (0.0)
-0.4 (-0.7)

64.6 (63.9)

0.1 (-0.2)

68.8 (68.1)

0.0 (-0.2)

0.2 (0.1)

0.6 (0.4)

-0.2 (1.3)

5.0 (5.8)
0.4 (0.6)

2013 Nov

10.7 (11.9)
10.6 (11.8)

10.8 (12.0)

23.2 (23.9)

2013Q4

0.4 (0.2)
0.9 (0.4)

0.1 (0.0)
-0.1 (-0.4)

64.4 (63.7)

0.3 (0.0)

68.7 (67.9)

0.3 (0.0)

1.3 (1.8)

1.1 (0.8)

0.1 (1.2)

5.3 (6.2)

0.4 (0.6)

2014 Aug

10.1 (11.5)
9.9 (11.3)

10.2 (11.8)

21.7 (23.5)

2014Q1

0.4 (0.3)
1.5 (1.1)

0.2 (0.1)
0.3 (0.0)

64.0 (63.2)

0.6 (0.2)

68.4 (67.5)

0.8 (0.3)

0.9 (0.3)

1.1 (1.0)

0.9 (0.7)

5.3 (6.3)
0.1 (0.4)

2014 Sep

10.0 (11.5)
9.9 (11.3)

10.2 (11.7)

21.8 (23.5)

2014Q2

0.2 (0.1)
1.3 (0.8)

0.3 (0.3)
0.7 (0.4)

64.9 (64.0)

0.8 (0.4)

69.3 (68.3)

0.9 (0.5)

0.6 (0.1)

0.6 (0.4)

1.1 (1.0)

5.1 (6.1)

0.0 (0.2)

2014 Oct

10.1 (11.5)
9.9 (11.4)

10.2 (11.7)

21.8 (23.6)

2014Q3

0.3 (0.2)
1.3 (0.8)

0.3 (0.2)
1.0 (0.6)

NA

NA

NA

NA

NA

0.3 (0.2)

1.8 (1.1)

NA

NA

2014 Nov

10.0 (11.5)
9.9 (11.4)

10.2 (11.7)

21.9 (23.7)

Source: Eurostat; ECB Statistical Data Warehouse (labour productivity and nominal unit labour costs); DG

EMPL own calculations (GDHI).

Note: SA = seasonally adjusted NSA = non-seasonally adjusted; NA: not available.
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1. Macroeconomic and
employment
developments and
outlook

The EU economy continues to recover
though at a slow pace

Real GDP increased by 0.3% in the EU and
by 0.2% in the euro area (EA) in the third
quarter of 2014, meaning that output
growth has been positive in both regions for
six consecutive quarters. Among the larger
Member States, the performance of the
French economic activity was better-than-
expected, while Germany and Italy were in
line with expectations. Domestic demand,
especially private consumption, contributed
positively to output growth, while the
contribution from investments was neutral.
Compared with a year ago, GDP rose by
1.3% in the EU and by 0.8% in the EA.
During the third quarter of 2014, GDP in the
United States increased by 0.9% compared
with the previous quarter (+2.3% compared
to a year ago).

Chart 1: Real GDP in the EU, euro area and
US (left axis), and percentage changes over
the previous quarter (right axis)

115

index 2007=100 % change on previous
quarter ;¢

110

105

1

2

messEAlS mESEU2E mmUS 3

80 -4
Q1020304010203 04010203040102 030401 0203040102 030401020304 Q10203

2007 2008 2009 2010 2011 2012 2013 2014
Source: Eurostat, National Accounts, data

seasonally adjusted [namqg_gdp_k]
Click here to download chart.

The growth in household income also
continues but has decelerated, despite the
timid improvements in the economy and the
labour market.

On average in the EU!, the growth in the
gross disposable household income (GDHI)

! The real GDHI growth for the EU is DG EMPL
estimation, and it includes Member States for which
quarterly data based on the ESA2010 are available (13
Member States (CZ, DE, DK, EL, ES, FI, FR, IT, NL, PT,
SE, SI, UK) which account for 85% of EU GDHI). 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.

in real terms continued in the second
quarter of 2014 (+0.6% year-on-year), but
at a slower pace. Employment is also
improving, but not yet fast enough to
compensate for the years of recession.

Chart 2: Real GDP growth, real GDHI growth
and employment growth (number of
persons employed) in the EU, year-on-year
change.

a

% change on previous year
o =) o
U
1] F
.
.
j
;
\‘\

&

s ——Employment
6 GDHI
----GDP

* Q1 Q203 Q40102 Q3/04 Q102 Q3 04 Q1 02 Q3 04 Q1/02 Q3 04 Q1 G2/03 04 Q1 O2/03 Q4 01 Q2 43
2007 2008 2009 2010 2011 2012 2013 2014
Source: Eurostat, National Accounts, data non-
seasonally adjusted [namqg_gdp_k,
namg_aux_pem, nasq_nf_tr and namq_fcs_p]
(DG EMPL calculations for GDHI)
Click here to download chart.

Positive GDP growth in the large majority of
EU Member States was not enough to offset
the weak performance of some of the
largest EU economies

In the third quarter of 2014, GDP grew in all
EU Member States, with the exception of
Cyprus, Croatia, Austria and Italy. But
worryingly, in the 12 months to the third
quarter of 2014, GDP growth was well
below 2% in the largest EU economies:
Germany, Italy and France. Among the
large economies, only the UK, outside the
EA, recorded a year-on-year growth above
2%.
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Chart 3: Real GDP growth in the second
quarter of 2014 or latest data available, by
EU Member State

% change
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Source: Eurostat, National Accounts, data
seasonally adjusted [namqg_gdp_k]

Notes: Data are consistent with the EUROSTAT
press release of the 5™ of December 2014,
available here.

For IE and LU and MT data refer to the second
quarter of 2014;

The latest figures for employment and
unemployment suggest that the situation
has been improving although it will take
some time before we see a return to the
pre-crisis levels. Recent output figures do
confirm a moderate growth for the third
quarter of 2014, which may induce a slow
employment recovery and unemployment
reduction. Increasing participation rates in
the EU also partly explain the moderate
reduction in unemployment, in particular if
compared with the US, where recent sharp

decreases in unemployment have been
accompanied by a fall in labour market
participation.

The EU unemployment rate was 10.0% in
November 2014 (11.5% in the EA), down
from 10.7% in November 2013 (11.9% in
the EA). The unemployment rate in the US
was 5.8% in November 2014, down from
7.0% in November 2013.

Chart 4: Unemployment rates in the EU,
euro area, and the US.

% of labour force

[
533855783578 52R852785 %
2

2006 2007 2008 2009

Source: Eurostat, series on unemployment, data
seasonally adjusted [une_rt_m]
Click here to download chart.

Outlook

No recovery in confidence indicators (or
PMI) in the fourth quarter of 2014

In the fourth quarter of 2014, the
Commission's economic sentiment indicator
stabilised slightly above the year-low
observed in September. A modest
improvement compared to September was
seen in services, industry and construction,
while the economic sentiment worsened
among consumers and in retail.

In November 2014, the euro-area
Purchasing Managers Index (PMI)
composite output index fell to its lowest
level in 16 months, but remained above the
level which separates growth from
contraction. Results continue to differ by
Member State, with the French indicator in
contraction territory for the seventh
consecutive month. The trend in job
creation remained muted, with employment
rising only fractionally in the EA, while
falling in France and Italy.
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A modest outlook for growth this year and
next, with only a modest decline in
unemployment

Table 1 shows the most recent forecasts for
EU-28 and the EA by the Commission and
three international institutions.

Table 1: Recent forecasts for growth and
unemployment in the EU and euro area.

gr.'14 gr.'15 gr.'16] UR'14 UR'15 UR'16
euro area

IMF 0.8 1.3 NA 11.6 11.2 NA

Commission 0.8 1.1 1.7 11.6 11.3 10.8

OECD 0.8 1.1 1.7 11.4 11.1 10.8

ECB 0.8 1.0 1.5 11.6 11.2 10.9
EU-28

Commission 1.3 1.5 2.0| 10.3 10.0 9.5

Source: Diverse forecast documents; "gr." is real
GDP growth in %; "UR" is the unemployment
rate, in % of the active population. Forecasts
were published on 7 October (IMF), 5 November
(Commission), 25 November (OECD) and 4
December (ECB).

The recent forecasts concur on a modest
outlook, with euro-area GDP growth
respectively just below and just above 1%
in 2014 and 2015, accelerating to at least
1.5% in 2016. From 2016 onwards GDP
growth in the EU would be about 0.5
percentage points (pp) stronger each year,
according to the Commission autumn
forecast. Euro-area unemployment would
decline only gradually, to just below 11% in
2016 while EU unemployment would decline
to about 9.5% (Commission autumn
forecast).

According to EU Business Surveys, in the
fourth quarter of 2014, developments in
employment prospects in the different
sectors were mixed, with improvements in
services and construction and a worsening
in manufacturing.

European consumers uncertain about the
pace of the fall in unemployment

The improvement in consumers’
expectations for unemployment at EU level
has reversed since June, in line with the
movement in overall economic sentiment
(Chart 5).

Chart 5: EU consumers’ expectations for
unemployment over the next 12 months and
the unemployment rate (the scale varies)
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% of labour force balance %

——Unemployment expectations (rhs) 70

—— Unemployment expectations long

term average {rhs) &0

50
40
30

s
20

7.5

10

6.5 o

1] e b IR RISl LS gl E 4 o 1|
g3 gR83gf88d 2 3

Jul
Oct
Jan

Jul
Oct
Tan

Jul
Oct

2007 2008 2009 2010 2011 2012 2013 2014
Source: European Commission, Business and
Consumer Surveys and Eurostat, LFS, data

seasonally-adjusted [ei_bosco_m, une_rt_m]
Click here to download chart.

2. Employment in the EU
and its Member States

Employment in the EU has increased since
mid-2013

The level of employment in the EU has
increased since mid-2013, accelerating
moderately in the second and third quarter
of 2014, with a growth of 0.3%. In the year
to the third quarter of 2014, employment
grew by 0.9%. However, it is still 1.8%
lower than in the third quarter of 2008
(Chart 6).

In the euro area, employment increased by
0.2% in the third quarter of 2014, following
a 0.3% rise in the second quarter of 2014.
The level in the third quarter of 2014 was
2.9% lower than in the third quarter of
2008, but 0.2% higher than in the third
quarter of 2013.

Chart 6: Employment in the EU28 and the
euro area, 2006Q1 to 2014Q2

234000 154000
thousands persons

thousands persons
232000
152000
230000
228000
150000

226000
224000 143000

222000
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220000
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216000 ~+-EA18 (ths)

214000 142000
oL o3 ol @3 oL 03 Ol 03 Al 03 ol 03 a1 a3 @l 03 al a3 af a3

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
Source: Eurostat, National Accounts, data
seasonally -adjusted [namqg_aux_pem]

Click here to download chart.
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More jobs in most Member States in the
third quarter of 2014

In the third quarter of 2014, employment
increased in the large majority of EU
Member States. The highest quarter-on-
quarter growth were observed in MS hit
hard by the crisis, such as Greece (+1.7 %)
and Portugal (+1.4 %). Among the large
Member States, third quarter change were
positive in  Poland (4+0.5 %), Spain
(+0.3 %), the UK (+0.4 %), and Italy
(+0.4 %). Employment stagnated in France
(+0.0 %). In around two-thirds of EU
Member States employment increased in
the year to the third quarter of 2014.

Chart 7: Employment change in the second
quarter of 2014 (year-on-year change and
quarterly change) in the EU28, the Euro area
and the Member States

% change
4 2 2 1 0 1 ] 3 4 5
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Source: Eurostat, National Accounts
[namqg_aux_pem].

Notes: No recent data for BG, HR, CY, RO
Data are consistent with the EUROSTAT press

release of 12th December 2014, available here.
Click here to download chart.

Recovery in employment driven by services,
while job destruction in construction and
industry decelerates

The recovery in the EU labour market,
which started in the third quarter of 2013,
is mostly due to a regaining in employment
in the service sectors, mainly in the market
sector?, but also in the non-market sector.

Chart 8: Employment change by sector,
2008-2014, in the EU
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Click here to download chart.

In the year to the third quarter of 2014,
employment increased in all sectors, with
the exception of  Agriculture and
Construction. Employment is picking-up in
the large majority of sectors in Spain and
Portugal, but show only timid signs of
improvement in Italy and Greece. Annex 4
reports in details change in employment in
the third quarter of 2014, by 10 NACE
branches and by Member State.

2 Non-market services include in general sectors

covering general public services, non-market services of
education and research provided by general government
and private non-profit institutions, non-market services
of health provided by general government and private
non-profit institutions, domestic services and other non-
market services (Source: OECD,
http://stats.oecd.org/glossary/detail.asp?ID=1814). In
our analysis, they cover the three 1-DIGIT sectors O, P,
and Q (NACE 2.0). Sectors J, K-M, R-U, are here
considered market services.
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Chart 9: Change in employment in the third
quarter of 2014 (top axis) and number of
people employed (bottom axis), by 10 NACE
branches, in the

% change
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Source: Eurostat, National Accounts, data
seasonally adjusted (g-o-q) and non-seasonally

adjusted (y-o-y) [namqg_nacel0_e]
Click here to download chart.

Increased hiring in the first half of 2014, in
particular in services sectors

In the year to the second quarter of 2014,
the number of people starting a new job
increased by 3.8%, after a 3.2%
year-on-year increase observed in the first
quarter of 2014. Growing sectors included
the wholesale and retail trade (+5.1%),
manufacturing (+18.2%), accommodation
and food service activities (+2.9%),
administrative and support service activities
(+5.1%) and education (+3.4%). In
contrast, in the year to the second quarter
of 2014, there was a drop in the number of
people starting new jobs in the construction
sector (-4.3%). See Chart 10.
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Chart 10: Number of persons starting a new job in the second quarter of 2014, by NACE

economic activity, and year-on-year change.
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Source: Eurostat, LFS, data non-seasonally adjusted [Ifsq_egdn2] (DG EMPL calculations)

Click here to download chart.

Employment rate® in the EU and
its Member States

EU employment rate rises in the first half of
2014

The employment rate for the 20 to 64 year-
olds in the EU increased by 0.9 pp over the
year to the second quarter of 2014 (after a
year-on-year change of +0.8 pp in the first
quarter of 2014), to reach 68.8 %, 1.5 pp
lower than in 2008. The euro-area
employment rate also improved, but more
slowly (+0.5 pp over the year), to reach
68.0 % in the second quarter of 2014
(Chart 11).

3 For the employment rate section, results for the
quarter described are the average of the quarter in
question and the three previous ones in order to smooth
the seasonality effect.

Chart 11: Employment rate in the EU28, the
euro area and in Member States, second
quarter 2014
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Source: Eurostat, LFS, data non-seasonally
adjusted [Ifsi_emp_q]
Click here to download chart.
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The employment rate increased in most
Member States in the year to the second
quarter of 2014 ...

In the year to the second quarter of 2014,
the employment rate increased in 23
Member States and decreased in five. The
largest rises were recorded in Hungary
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(+3.4 pps) and Portugal (+2.6 pps), and
the most significant falls in Finland (-
0.4 pp) and the Netherlands (-0.7 pp).

. but remains below the 2008 level and
further from the Europe 2020 target in two
thirds of the Member States

Despite the recent increases, the
employment rate is still below 2008 levels
in two-thirds of the Member States. Spain,
Cyprus and Greece have been particularly
affected, with falls of 9.2 pp, 9.5 pp and
13.7 pp respectively between 2008 and the
second quarter of 2014. Over the same
period, the rate rose significantly in
Germany (+3.3 pps), Hungary (+3.3 pps)
and Malta (+6.2 pps). There is a 27 pps gap
between the highest employment rate, in
Sweden (79.9%), and the lowest, in Greece
(52.9%).

Chart 12: Change (pp) in the employment
rate (20-64) between 2008 - 2014Q2 and
2013 Q2 -2014 Q2 in the EU, the euro area
and in the Member State
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Click here to download chart.

Employment rates continued to fall among
the less educated but increased moderately
among the youngest workers in the second
quarter of 2014

The 0.8 pp year-on-year increase in the EU
employment rate observed in the second
quarter of 2014 hides marked differences
among population sub-groups, with young
people and less educated workers having
the lowest employment rates. Those aged
15 to 24 had the lowest rate (32.5%) of all
population groups in the second quarter of
2014. Nevertheless, and for the first time
since the beginning of the crisis, the
employment rate increased moderately for
young people aged 15-24 (up by 0.2 pp in
the year to the second quarter of 2014). It
increased more significantly for the ‘prime-
age’ group aged 25-54 (+0.5 pp) and
especially for those aged 55 to 64
(+1.7 pp). The employment rate among
men went up by 0.7% in the year to the
second quarter of 2014.

The employment rate decreased for the
low-skilled (-0.4 pp), while it increased for
the medium- and high-skilled, by 0.5 pp
and 0.3 pp respectively (Chart 13).
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Chart 13: EU employment rate in 2008, 2013 Q2 and 2014 Q2 by age group, gender and

education level

80 -

70 -

50 +
40 -

30 +

W 2008
W 201302
2014Q2

20 -~
Young (15-
24)

Prime age | Older (55-
(25-54) 64)

Age

en Women

Low

Medium High

Gender Education level

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

Click here to download chart.

Over half the new jobs in the second
quarter of 2014 were temporary contracts

In the year to the second quarter of 2014,
780 000 more workers (+3.2 %) were
taken on in temporary employment.
Importantly, about 500 000 new permanent
contracts were also generated (or 0.6 %
more workers over the year to the second
quarter of 2014), though still fewer than the
temporary contracts. Self-employment fell

slightly, by 0.3 % (around 100 000
workers). Starting from the first quarter of
2014, and differently from previous

quarters, employment is growing not only
for women, but also for men, showing a
more balanced employment growth picture
among genders (Chart A3.1. Chart A3.1.
Chart A3.1. Chart A3.1. in the Annex).

Chart 14: Employees in permanent and

temporary work in the EU, self-employment
and total employment (15-64 years) (1000
employees), 2007-14, year-on-year change

change on previous year (000's employees)
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Source: Eurostat, LFS, data non-seasonally
adjusted (DG EMPL calculations)
Click here to download chart.

A moderate increase in full-time work in the
second quarter of 2014

In the year to the second quarter of 2014,
the number of full-time workers in the EU
rose moderately, by 500 000 or 0.4 % (the
same rate as in the first quarter of 2014),
while the number of part-time employees
grew by 1.1 % (440 000) (Chart 14). There
has been steady growth in part-time work
in recent years, with an increase of 9.4 %
since 2008, while full-time employment has
fallen dramatically, by 5.0 %, in the same
period. Again, recent data shows a more
balanced picture among genders, contrary
to the previous quarters when employment
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increased mostly for female workers.
(Chart A3.2. in the Annex).

Chart 15: Part-time and full-time
employment in the EU (1000 employees),
2007-14, year-on-year change

o0 change on previous year (000's employees)
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Source: Eurostat, LFS, data non-seasonally

adjusted (DG EMPL calculations).
Click here to download chart.

3. Unemployment in the
EU and in Member States

The wunemployment rate in the EU is
gradually falling from a high level and may
have stabilised in the euro area

The EU unemployment rate has gradually
decreased since mid-2013, to reach a level
of 10.0 % in November 2014. The fall in
unemployment was larger in the EU
(-0.7 pp in November 2014 compared to
November 2013) than in the EA (-0.4 pp
over the same period). The euro-area
unemployment rate was 11.5%, stable
since August 2014. This represents around
half a million fewer unemployed people in
the EA compared to November 2013 (Chart
16).

With 24.4 million people out of work and
actively seeking a job in the EU, including
18.4 million in the euro area, the level of
unemployment remains high, despite the
recent positive developments.

Chart 16: Total unemployment rate in the EU
and euro area (left axis) and youth
unemployment rate (right axis): Jan 2007-
November 2014
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Source: Eurostat, series on unemployment, data
seasonally adjusted [une_rt_m]
Click here to download chart.

Unemployment rates falling in twenty-two
Member States over the year to November
2014

Large differences exist among Member
States, with the lowest rates in Austria
(4.9%) and Germany (5.0%), and the
highest in Greece (25.7% in September
2014, but -2.3 pp compared to September
2013), Spain (23.9%, but -1.9 pps
compared to November 2013) and Cyprus
(16.8%, +0.2 pp compared to November
2013). Around two fifths of EU Member
States have unemployment rates above the
EU aggregate level (10.0%).

Chart 17: Unemployment rates in the EU
Member States in November 2014 and
November 2013

Movember 2014+ Movember 2013
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Source: Eurostat, series on unemployment, data
seasonally adjusted [une_rt_m].

Note: EL, UK: September 2014,HU, EE: October
2014, LV: 2014Q3)

Click here to download chart.

Unemployment rates have decreased in
most Member States in the year to
November 2014 and, importantly, show a
decrease also in Member States hit hard by
the crisis and under tight budgetary
constraints. Rates are nevertheless still high
(Chart 18).
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Chart 18: Unemployment rates in the EU
Member States in November 2014 and the
highest and lowest rates since 2008

30
Highest since 2008
25 Lowest since 2008

4 November 2014

20 *
*
: . .
< Ak
g1 @ *
k] A
: ox‘k
* o * e ¢t L AAA
- AAA F
. TN ARk 5] L
e * ¢ ¢ o mAD - o - o
Y YL o E o a
5 &k m a h = o
< oo o 1 @

0
L
E
u
E
L
E

1

T

|
EU.
FR
IE
W
G
8
K
T
T
R
Y
ES
EL

Source: Eurostat, series on unemployment, data
seasonally adjusted [une_rt_m].

Note: EL, UK: September 2014; HU, EE: October
2014, LV: 2014Q3)

Click here to download chart.

The unemployment rate has fallen for all
population groups

In the vyear to November 2014,
unemployment fell across all population
groups, with a sharper decrease observed
among the youth population (aged 15 to
24). Nonetheless, this recent changes are
not enough to compensate for the increase
observed since 2008.

Chart 19: Change in the unemployment rate
in the EU in November 2014 since November
2013 (year-on-year change) and since 2008
change, by age and gender
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Source: Eurostat, series on unemployment, data

seasonally adjusted [une_rt_m].
Click here to download chart.

The labour market situation of young people
in the EU continues to improve

Monthly developments since mid-2013
indicate a fall in unemployment amongst
the 15 to 24 year olds. In the year to
November 2014 the youth unemployment
rate fell to 21.9% in the EU (-1.3 pps) and
to 23.7% in the EA (-0.2 pp). It decreased

in most EU Member States (year-on-year)
but increased significantly in LU (+2.9 pps),
IT (+2.5 pps) and FR (+1.8 pps). In
November 2014, unemployment affected
around 5.1 million women and men aged 15
to 24 in the EU (including 3.4 million in the
EA).

However, disparities among Member States
are large

Youth unemployment continues to vary
widely between Member States. The youth
unemployment rate ranges from less than
10% in countries little affected by labour
market deterioration (i.e. Austria, The
Netherlands and Germany), to more than
half of the active population aged 15 to 24
in Greece and Spain, where it has almost
tripled since 2008. In the large majority of
Member States it is still very close to
historically high levels.

Chart 20: Youth unemployment rates in the
EU Member States in November 2014 and
the highest and lowest rates since 2008
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Source: Eurostat, LFS. Data seasonally adjusted.
Note: EE, HU: October 2014; UK: September
2014; LV, HR, CY, RO, and SI: 2014Q3.
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Table 2: Youth unemployment rates in
November 2014 and year-on-year
percentage points changes

Youth Percentage
unemployment points change
rate (year-on -year)
ES 53.5 -1.4
EL 49.8 -7.5
HR 45.5 -2.2
IT 43.9 +2.5
cY 34.8 -5.5
PT 34.5 -1.1
SK 29.2 -4.1
FR 25.4 +1.8
EA18 23.7 -0.2
RO 23.3 -0.4
PL 23.2 -3.9
SE 23.2 -0.7
EU28 21.9 -1.3
IE 21.8 -3.9
BE 21.6 -2.0
BG 21.4 -5.6
FI 20.7 +1.0
SI 20.4 -0.3
Lv 20.3 -2.6
HU 19.8 -5.0
LU 18.4 +2.9
UK 16.3 -4.2
cz 15.6 -3.6
LT 15.5 -5.5
EE 13.9 -3.9
MT 13.5 +0.8
DK 11.4 -1.5
NL 9.7 -1.7
AT 9.4 -0.3
DE 7.4 -0.5

Source: Eurostat, LFS. Data seasonally adjusted.
Note: EE, HU: October 2014; UK: September
2014; LV, HR, CY, RO, and SI: 2014Q3.

Chart 21: Map youth unemployment rates in
the EU, in November 2014
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Source: Eurostat, LFS; Data seasonally adjusted.
Note: EE, HU: October 2014; UK: September
2014; LV, HR, CY, RO, and SI: 2014Q3.

4. Long-term
unemployment,
additional potential
labour force and
underemployment?

Long-term unemployment shows only a
modest improvement in the EU

In the second quarter of 2014, long-term
unemployment decreased by 0.2 pp
compared to the first quarter of 2014 and
reached the same level as in the second
quarter of 2013 (5.1% of the labour force).
This rate represents 12.4 million people
who have been unemployed for at least one
year. Despite this important improvement

4 Underemployment and additional potential labour force
cover the three EUROSTAT supplementary indicators to
unemployment: [1] underemployed part-time workers,
[2] persons seeking work but not immediately available
and [3] persons available for work but not seeking it
(i.e. discouraged). See:
http://epp.eurostat.ec.europa.eu/statistics_explained/in
dex.php/Underemployment_and_potential_additional_la
bour_force_statistics
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(almost half a million fewer long-term and Portugal all have a Ilong-term

unemployed than in the previous quarter),
the very long-term unemployment rate
(people in unemployment for at least two
consecutive years) does not show any
improvement and remains at its highest
level (3.1% of the labour force).

The improvement in long-term
unemployment has not been as significant
as the evolution of the total unemployment.
For this reason the share of long-term
unemployment over total unemployment
has peaked in the second quarter of 2014
and for the first time has exceeded the 50%
level (Chart 21). This may indicate some
preference for the short-term
unemployment and warrants some further
investigation and specific policy action to
tackle long-term unemployment.

Chart 22: Unemployment rate (left axis),
long-term unemployment rate (left axis)
and very long-term unemployment rate (left
axis) and the long-term unemployment as a
share of total unemployment in the EU, first
quarter of 2006 to second quarter of 2014
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adjusted (long-term unemployment rates)
[une_rt_q and une_ltu_q].

Click here to download chart.

A number of Member States registered a
significant decrease in the long-term
unemployment rate during the year to the
second quarter to 2014. For example in
Latvia, Ireland or Croatia the reduction in
long-term unemployment is above 1pp. In
general, most of the countries show a
stable or positive evolution. In contrast, the
rate of long-term unemployment is still
increasing in Greece, Italy and Cyprus.
Greece also has the highest proportion of
long-term unemployed in relation with the
total unemployment (74.4% of the total
unemployment and an additional 9.3pp
increase over the year to the second
quarter of 2014). Spain, Croatia, Slovakia

% of unemplayed

unemployment rate higher than 8%.

Chart 23: Long-term unemployment rates
and change in long-term unemployment
rates in the EU and by Member State
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All EU Member States have activity rates
above 65%, with the exception of Italy

In the second quarter of 2014, the activity
rate in the EU stood at 72.2% for the 15 to
64 year-old population, representing a total
of 243.2 million people. This represents an
increase of 0.2 pp in the year to the second
quarter of 2014 and of 1.5 pps since the
first quarter of 2008.

Variations in activity rate are small in most
Member States. Only Hungary and Croatia
showed relevant positive changes over the
year to the second quarter of 2014,
whereas it decreased more than 1.0 pp in
Estonia. In the second quarter of 2014, only
Italy registers an activity rate below 65%.
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Chart 24: The activity rate and its evolution,
by EU Member State
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Source: Eurostat, LFS, data non-seasonally
adjusted [Ifsi_act_q]
Click here to download chart.

Women and those aged 55 to 64 years
show the highest growth in activity rates

In the period between the second quarter of
2008 and the second quarter of 2014, the
activity rate increased only slightly for men
(to 78.1%, +0.3 pp), but more significantly
for women (to 66.4%, +2.8 pps), though an
important gender gap remains.

In the year to the second quarter of 2014,
the activity rate increased among all age
and skill groups, with the exception of
young people and low-skilled male (Chart
24). Those aged 55 to 64 years are the age
group with the stronger positive evolution.
This trend should be confirmed in the
following years, due to the reforms in the
pension system that go in the direction of
increasing the working life of the EU
population.

Changes are especially important for
women between 55 and 64 years, as the
result of two main forces: longer working
life and increasing women participation in
the labour market in recent years. Slovakia
and Belgium registered an increase of
around 15 pps since the second quarter of
2008.

Chart 25: Activity rate in selected groups by gender in the EU
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Click here to download chart.

Discouragement in the EU increased in the
year to the second quarter of 2014

In the second quarter of 2014 'discouraged
workers' in the EU (people available to work
but not looking for a job) represented 3.8%
of the EU labour force, a reduction of 0.2 pp
from the first quarter of 2014. This could be
the first sign of stabilisation in

discouragement following improvements in
the unemployment rate and, more recently,
in the long-term unemployment rate.
Nevertheless, the year-on-year value is still
growing (+0.2 pp).

The other main component of the potential
additional labour force, the
underemployment (those who would like to
work full-time but cannot find a full-time
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job), does not show any improvement for
the moment: it remains 4.1% of labour
force by the sixth quarter in a row.

People looking for a job but not available
(1% of labour force), remained stable over
the year to the second quarter of 2014 and
only some relevant seasonal change is
found for Finland and Sweden.

Chart 26: Unemployment rate, potential
labour force and underemployment in the
EU (scale varies)

25 2.10

%,0f labour force

[ 1.70
Q1Q2Q3/Q4Q1Q02Q3Q4Q1Q2Q304Q1Q20Q304Q1Q203/Q4Q1Q2/Q3Q4Q1 Q2

2008 2009 2010 2011 2012 2013 2014
Underemployed mmmmm Seeking but not available

mm— Discouraged Unemployment rate
Total SIU+U Ratio SIU+U/U (rhs)
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Click here to download chart.

Most Member States improved their level of
unemployment and supplementary
indicators

Twenty Member States show better rates of
unemployment and supplementary
indicators (discouraged workers,
underemployed and job seekers temporally
not available for work) in the second
quarter of 2014 than in the second quarter
of 2013. Italy (15.9% of labour force) and
Cyprus (13.6%) are the Member States
with the highest aggregate shares of
supplementary indicators while Slovenia
experienced the largest increase in the
aggregate share over the year to the
second quarter of 2014 (4+2.2 pps).
Meanwhile, Latvia (-3.1 pps) and Croatia
(-2.0 pps) registered the largest decreases
over the same period. Latvia combined this
positive evolution with a reduction in the
unemployment rate (-1.0 pp) (Chart 26).

Chart 27: Unemployment and the three
supplementary indicators of unemployment
by Member State in the first quarter of
2014, in the EU and by Member State
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Click here to download chart.

The division of Member States into those
with mainly 'discouraged people' and those
with mainly 'underemployed people' remain
unchanged in the second quarter of 2014
compared to the first quarter of 2014 (Chart
28). Italy is still the country with the
highest percentage of discouraged workers
and the most recent developments are not
optimistic (12.6% in the second quarter of
2014, +1.2 pps compared to the second
quarter of 2013). Croatia remains the
country with the second highest
discouragement level though showing a
significant improvement in the year to the
second quarter of 2014 (-2.0 pps).

In the second quarter of 2014, Cyprus has
again the highest rate of underemployment
and is the country with the highest increase
in year to the second quarter of 2014 (+2.0
pps). Latvia on the other hand show the
biggest reduction in underemployment (-1.2

pps).
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Chart 28: Labour underutilisation in EU
Member State in the first quarter of 2014
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Discouragement increased slightly across
different age gender  groups but
underemployment decreased

Young female workers (aged 15-24) are
particularly affected by underemployment
and discouragement.

Discouragement is increasing in all age
groups with the exception of older workers
(55-64 years). On the other hand,
underemployment is stable or slightly
decreasing in all age groups, especially
young women (-0.4 pp over the last year).
In Latvia discouragement among
youngsters had a strong drop (-9.5 pps)
and also in Croatia discouragement between
women aged 25-54 decreased significantly
(-3.0 pps).

Chart 29: Underemployment and potential labour force in the EU in 2014Q1, by age and sex
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5. Household income and
financial situation

The growth in disposable household income
in the EU continues in the second quarter of
2014, but at a slower pace

On average in the EU®, the growth in the
gross disposable household income (GDHI)
in real terms continued in the second
quarter of 2014, but at a slower pace
(+0.6% year-on-year, down from 0.9% in
the year to the first quarter of 2014). The
trend in household income continued to lag
GDP growth in the first two quarters of
2014. The moderation in GDHI growth
raises concerns over the sustained recovery
of household incomes, especially in view of
a sluggish economic recovery (Chart 30). A
stronger slowdown in the growth of real
GDHI was recorded in the euro area.

GDHI is driven mainly by increases in
income from work, while taxes, social
contributions and social benefits remained
stable, and income from properties declined

Over the year to the second quarter of
2014, the growth in GDHI was driven
mainly by income from work. The
compensation of both employees and self-
employed increased, in line with the recent
positive trend in employment (see Section
2), though less than in the two previous
quarters. Meanwhile, a minor increase in
taxes and social contributions, which
followed the improvement in income from
work, counterbalanced a minor increase in
social benefits. Property income decreased.
The modest developments across
components contributed to the slowdown in
the growth of GDHI.

With the economic recovery losing
momentum in the second quarter of 2014,
there is uncertainty as to whether the
recent modest improvements in household
income will be sustained.

5> The real GDHI growth for the EU is DG EMPL
estimation, and it includes Member States for which
quarterly data based on the ESA2010 are available (13
Member States (CZ, DE, DK, EL, ES, FI, FR, IT, NL, PT,
SE, SI, UK) which account for 85% of EU GDHI). 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.

The EU aggregate GDHI was supported by
development in several Member States, but
household incomes continued to decrease in
Greece, Italy and Spain

For the EU as a whole, GDHI increased
moderately in real terms over the year to
the second quarter of 2014, reflecting
developments in the largest Member States.
France, Germany and the UK continued to
see improvements in household income
which started in the second half of 2013.
The decline in Italy and the continuous
deterioration in Spain contributed heavily to
the moderation of the EU growth in GDHI in
real terms.

Greece again registered the largest GDHI
decrease in the EU, albeit smaller than the
reductions observed in 2010-2013. GDHI
increased in Finland in the Czech Republic,
the Netherlands, Portugal and Sweden
(Chart 30 for the EU and charts in Annex 1
for the euro area and selected Member
States).
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Chart 30: Growth in household income in the EU weakened despite increased income from work

as social benefits stagnated

Real GDP growth, real GDHI growth and its main components, EU, 2005-2014
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Households' financial distress remained
unchanged in the EU, below the peak
observed at the end of 2013

Financial distress®, defined as the need to
draw on savings or to run into debt to cover
current expenditures, remained unchanged
in the third quarter of 2014, below the peak
of mid-2013. There was little change
compared to the second quarter of 2014
both in the share of the households
reporting to run into debt, and those having
to draw on their savings.

Financial distress remains near to
historically high levels, well above the levels
seen in the previous decade. It currently
affects around 15% of the population. The
higher rates seen in recent years have
primarily been driven by the increasing
reliance on savings, especially since mid-
2010 (Chart 31).

Low-income households are those most
strained, although they benefitted from a
recent easing in financial distress

Financial distress for low-income
households has eased since the end of

6 See previous editions of this report. For details on
Business and Consumer Surveys, including consumer
survey's question on the current financial situation of the
households, see:
http://ec.europa.eu/economy_finance/db_indicators/sur
veys/index_en.htm

2013, but there may be signs this trend
stopped in the third quarter of 2014.
Financial distress remained stable for the
second and third income quintile groups,
and continued to decrease for the richest
households. The gap in financial distress
between low-income households and other
households, which had narrowed in the first
half of 2014, may therefore start widening
again.

Overall, around 9% of adults in low-income
households are forced to run into debt and
a further 15% must draw on savings to
cover current expenditure, compared to
respectively 4% and 11% for the total
population. This level of financial distress is
far above the long-term average, following
the rapid worsening between mid-2010 and
the end of 2013. Financial distress also
increased to levels above long-term
averages since mid-2010 in other household
income quartiles, with only the top quartile
returning to the long-term average in
recent months.
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Chart 31: Signs of easing of financial distress in the EU continue, including for low-income
households

Reported financial distress by income quartile, and components of reported financial distress
(share of adults reporting having to draw on savings and having to run into debt), EU28, 2000-
2014
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Click here to download chart.

Croatia and Ireland. However, in
comparison with 2007, financial distress for
the poorest households is higher in all

Financial distress has eased in most
Member States, but variations persist

The overall level of financial distress fell in Member States. In the third quarter of
the majority of Member States over the 2014, it affected around 10% of households
year to the third quarter of 2014. In most in the lowest income quartile in Austria and
cases, however, it remains higher than in Germany, reaching 40% of the population
2007, ranging from less than 4% in in Italy, Romania, Slovakia and Spain
Germany and Sweden to over 25% in (Chart 32).

Croatia, Cyprus, Greece and Italy. Financial
distress declined or remained stable among
households in the lowest income quartile in
most Member States, but rose markedly in
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Chart 32: Financial distress eased in most Member States, but variations persist

Reported financial distress in lowest income quartile households, EU Member States, 2007,
2013Q3 and 2014Q3
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6. Productivity, wages
and hours worked

Labour productivity growth remained weak
in the euro area ....

In the third quarter of 2014, Ilabour
productivity growth was unequally
distributed among the EU Member States
(for which the data are available).

Within the euro area as a whole, labour
productivity growth (measured as output
per person employed) remained very weak,
i.e. up by 0.2% for the second quarter in a
row (if compared with the same quarter in
2013, and neither seasonally nor working
day adjusted). Austria, Portugal and Italy
recorded a fall, while several core euro area
Member States (including Germany and
France) showed productivity growth less
than 0.5%. These adverse developments
reflect primarily weak growth in aggregate
demand. At the same time, however,
Ireland, Slovenia and, notably, Latvia
recorded productivity growth above 2% - as
their economies regained some growth
momentum (compared to the third quarter
in 2013).

Outside the euro area, with the exception of
Lithuania and to a lesser extent Sweden
and Denmark, labour productivity growth
was fairly robust, with especially strong
growth in Romania (+3.5%) and the Czech
Republic (+2.1%), followed by the United
Kingdom and Poland.

. while increases in nominal compensation
per employee were very modest, especially
in the euro area ...

Within the euro area, nominal compensation
per employee decreased in Portugal (-
2.8%), Greece (-1.8%) and to a lesser
extent also in Spain (-0.2%) in the third
quarter of 2014 (compared with the same
quarter in 2013, and neither seasonally nor
working day adjusted). While the rate of
decreases is decelerating in Greece, it is
strengthening notably in Portugal (i.e. from
-0.3% in the second quarter to -2.8% in the
third quarter).

At the same time, Belgium showed very
weak growth in nominal compensation per
employee - followed by Italy, Slovenia and
France. Nevertheless, growth in Germany
was fairly strong if compared with other
core euro area areas, i.e. up by 2.5%
compared to 1.7% in France and 1.1% in
Italy. By contrast, in Latvia and Estonia
nominal compensation per employee

increased very sharply (respectively up by
9.6 and 8.2% if compared with the third
quarter of 2013).

Outside the euro area, most Member States
(for which the data are available) recorded
growth in their nominal compensation per
employee above 2%, except for the United
Kingdom (+0.6%), Denmark (+1.4%) and
the Czech Republic (+1.8%).

. So that unit labour cost continued to
decrease in several Member States ...

In the third quarter of 2014 (if compared
with the same quarter in 2013), several
Member States of the euro area recorded a
decrease in their unit labour cost (which
measures nominal compensation per
employee adjusted for productivity, and
which is also a measure of cost-push
inflationary/deflationary pressures in the
economy). See Chart 33.

In Greece, nominal unit labour cost
decreased at a decelerating pace (down by
-2.1% in the fourth quarter, compared to -
5.2% in the second quarter), while in
Portugal downward pressures regained
growth momentum (down by -2.1% in the
third quarter compared to a 0.7 rise in the
second quarter). In both Member States it
was further decreases in nominal
compensation that was the main driver
behind this development. At the same
time, nominal unit labour cost also
continued to decrease in Slovenia while
stalling at a rate just below zero percent in
Spain and Belgium (i.e. -0.3 and -0.1%
respectively); but in Germany and Austria
nominal unit labour cost growth exceeded
2% - primarily reflecting weak productivity
growth in these Member States. By far, the
strongest growth in nominal unit labour cost
was recorded by Estonia -following a very
sharp increase in nominal compensation per
employee growth.

Outside the euro area, nominal unit labour
cost decreased in the United Kingdom and
the Czech Republic in the third quarter of
2014 (if compared with the same quarter in
2013), while it remained strong in Romania.
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Chart 33: Nominal unit labour cost and its
component, 2014Q3, year-on-year changes
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. and real unit labour cost developments
were also affected by weak price inflation.

Real unit labour cost developments showed
also a divergent pattern across Member
States (for which the data are available) in
the third quarter of 2014. The real unit
labour cost measures nominal unit labour
cost adjusted for productivity (or real
compensation per employee adjusted for
productivity) - which is also a measure of
the labour income share.

The strongest increase in real unit labour
cost is to be found in Estonia, i.e. up by
5.8% if compared with the third quarter of
2013 - mainly reflecting a sharp increase in
nominal compensation per employee in
combination with low productivity growth
and small increases in the GDP deflator).
Latvia and Slovakia recorded also notable
increase in real unit labour cost, while
increases in Germany and France were
rather modest.

Several Member States recorded a decrease
in real unit labour cost. In the United
Kingdom the decrease in real unit labour
cost was rather sharp (i.e. down by 3.2% if
compared with the third quarter of 2013),
mainly reflecting weak growth in nominal
compensation per employee and a
moderate increase in the GDP deflator
(+1.9%). Within the euro area, Portugal
recorded the sharpest decrease, down by -
2.6% (despite only a modest 0.6% increase
in the GDP deflator). In Spain, and
especially Greece, the decreases in real unit
labour cost were tempered by decreases in
the GDP deflator (Chart 34).

Chart 34: Real unit labour cost and its
component, 2014Q3, year-on-year changes
(estimates)
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Average hours worked remained robust in
the third quarter of 2014

The average weekly hours worked
(including extra hours, but excluding travel
time and main meal breaks) by full-time
employed persons remained robust in the
third quarter of 2014’. Greece (at 43.9
hours), followed by Poland and Portugal,
continued to show the highest number of
hours worked, while Finland (at 39.5
hours), followed by Hungary and Slovakia
showed the lowest number of hours worked
(Chart 35).

Chart 35: Average number of actual weekly
hours of work in main job, full-time, 2014Q3
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Number of hours

In the third quarter of 2014, the average
weekly hours worked by part-time
employed persons remained also robust.
Hours worked by part-time employed
persons was especially high in Sweden (at
24.4 hours), followed by Luxembourg and

7 For the Member States for which the data are
available. 2014Q3 observations not available for FR, HR
and RO.
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Belgium, while in Portugal (16.2 hours),
Spain and Slovakia hours worked remained
low (Chart 36).

The number of hours worked has a direct
impact on productivity per employed
person, as more hours worked generates
more output. However, the impact of an
increase in hours worked on productivity
measured per hour worked is not
unambiguous as workers' performances
may get adversely affected by increased
stress, fatigue, etc. associated with rising
hours worked.

Chart 36: Average number of actual weekly
hours of work in main job, part-time,
2014Q3
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7. Labour demand:
vacancies, labour
shortages and hiring
activity

The EU job wvacancy rate increased
moderately over the year to the second
quarter of 2014

The EU job vacancy rate® (JVR) was 1.6%
in the second quarter of 2014. Compared to
the second quarter of 2013, the JVR
increased by 0.3 pp in the EU as a whole
and by 0.2 pp in the euro area (to 1.7 %).
Malta (3.1%), Germany (2.8%), Belgium
(2.4%) and the UK (2.3 %) had the highest
JVRs in the first quarter of 2014, while
Latvia (0.4 %) had the lowest (Chart 37).

In the year to the second quarter of 2014,
the JVR rose in 16 Member States,
remained stable in 4 and fell in 8 The

8 i.e. number of job vacancies / (number of occupied

posts + number of job vacancies) * 100.

largest increases were recorded in the UK
and Cyprus (both +0.4 pp), the Czech
Republic, Germany and Luxembourg (all
+0.3 pp), while Greece and Spain saw the
biggest drops (by 1.3 pp and 0.3 pp
respectively).

At EU-28 level, the JVR remains higher in
services (2.1%) than in industry and
construction (1.1%). In the year to the
second quarter of 2014, the JVR rose
slightly in services and in
industry/construction, by 0.2 pp.

Chart 37: Job Vacancy Rates in the EU, NACE
Rev. 2 sections B to S, 2014Q2
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Click here to download chart.

The ratio of unemployed to hiring has
shrunk slightly at EU level, but job
opportunities are still scarce in some
Member States

The ratio of the number of unemployed
people to the number of hiring® fell slightly
overall, by 0.2 pp, in the year to the second
quarter of 2014. It varied between Member
States, ranging from 1.0 % in Denmark to
17.9 % in Greece (Chart 38).

9 The ratio of unemployed to job hiring indicates the
relative ease of hiring, or relative competition for jobs
among unemployed jobseekers. For more details see the
February 2014 issue of the European Vacancy Monitor.
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Chart 38: Ratio of unemployed to job hiring
in the EU and euro area and by Member
states, 2013Q2 and 2014Q2
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Source: Eurostat (Ifsq_egdn2) LFS, data non-
seasonally adjusted (DG EMPL calculations)

Job matching in the EU is still subdued

The upward shift in the EU Beveridge curve,
which has occurred in the EU since 2008
(with a higher indicator for labour shortage
for a given unemployment rate) suggests
increasing mismatches in the EU labour
markets. Recent data suggest both positive
and negative developments in relation to
the labour market matching process in the
EU. The recent developments of lower
unemployment and higher labour shortage
are equivalent to the usual move along the
Beveridge curve and confirm the recent
improvements in the job vacancy rate. At
the same time and up to the start of 2010,
the Beveridge curve has shifted upwards
relative to its general position, suggesting a
structurally worse matching process in the
EU (Chart 39). Annex 4 reports the
Beveridge curves for EU Member States.!°

10 with the exception of Ireland for which the Labour
Shortage Indicator is not available.

Chart 39: Beveridge curve for the EU
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Supplement: Towards tax reforms that reconcile
efficiency and equity concerns'!

Introduction

In recent years, which have been marked by a deep and protracted economic downturn in most
EU Member States, tax reforms were primarily focussed on fiscal consolidation. Looking forward,
it is important that Member States undertake the necessary tax reforms to boost economic
growth and employment. At the same time, it is important to take into account equity concerns
when designing these reforms. Indeed, apart from affecting aggregate demand, tax reforms
also have important direct labour market and social impacts, as they:

= affect employment, in particular through taxes on labour;

= are used to finance social protection, while people working undeclared may not be
covered by social protection;

= affect poverty and inequality.

Tax reforms should try to balance concerns of efficiency (effects on employment and growth)
and equity (effects on distribution and inclusion)*?. In an environment of constrained public
finances, tax reforms should focus on making the tax structure more growth and job-friendly,
for example through a shift from taxes which are more detrimental to growth (on labour!?) to
taxes which are less harmful to growth (consumption, green and recurrent property taxes).
When designing tax reforms, it is important to consider equity concerns. This supplement recalls
the conclusions from our previous analysis'4. It adds the recent policy recommendations on tax
shifts and elaborates on tax evasion.

Labour taxation affects employment

Labour taxation is made up of social security contributions paid by employers and workers and
personal income tax paid by workers. Labour taxes affect the demand for and supply of labour.
The effects occur through the difference between the net salary received by the worker and the
total cost of the worker to the employer: this difference is the tax wedge.

On the demand side, higher social security contributions paid by employers, with constant
wages, are a disincentive for companies to employ workers as it raises their cost. Higher
employee contributions and/or higher personal income tax, if resulting in higher gross wage
levels, can also be a disincentive to employment!®.

On the supply side, raising labour taxation, particularly in combination with benefits, can
produce a disincentive to work as workers find it less attractive to work (substitution effect).
However, at the same time it can be an incentive to work more to make the same net income
as before (income effect). Empirical evidence shows that the structure and design of tax and
benefit systems can create disincentives to work for specific groups. These include low-income
workers, single parents, second-income earners and, by extension (through pensions), older
workers.

The financing of social protection

Social protection includes expenditure on healthcare, family, unemployment and old-age. It may
be financed in two major ways: through social security contributions paid by employee and the
employer or general government taxation. The financing of social protection varies widely

1 The views expressed are the authors’ alone and do not necessarily correspond to those of the European Commission.

2 Next to other concerns, such as the effects on the (ecological) sustainability of the economy.

3 We do not look specifically at corporate taxation in this supplement.

4 See Chapter 4 of European Commission (2013).

15 Note that in a perfectly competitive labour market with flexible wages, only the total tax wedge matters: different
components of the tax wedge exert then identical effects on employment (Econpubblica (2011)).
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across Member States, with social security contributions accounting for between 20% and 30%
of total receipts in Denmark and Ireland and around 60% for most Member States (Social
Protection Committee, 2014). Social security contributions are a form of insurance payments for
employees and, to a smaller extent, self-employed, although the correspondence between
compensations for risks and payments is not straightforward.

Looking at the developments over the past years, social protection is increasingly financed by
general government contributions, due to cyclical (e.g. the decline in employment in the recent
years) and structural factors. This requires further investigations into the implications for the
financing of social protection and for the entitlement to benefits of a tax shift such as a
reduction in social security contributions compensated by an increase in consumption taxes.

Chart 40 - Trends in the financing of social protection
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Tax recommendations in the European Semester

As tax reforms are high on the European policy agenda, most Member States received a 2014
Country Specific Recommendations (CSR) on taxation. CSRs on taxation generally concern
reforming the tax system in a more growth- and employment friendly way as well as fighting
tax evasion.

A shift of the tax burden away from labour was explicitly recommended to Austria, Belgium, the
Czech Republic, Italy, Latvia, and Spain. For four out of these six countries, the
recommendation specifies a lowering of the tax burden on low-income earners (Austria, the
Czech Republic, Latvia, and Spain). Additional CSRs included labour taxation reform without
explicit mention of a tax shift: France and Germany received a recommendation to reduce the
tax burden on labour, Romania to lower the tax burden on low-and middle-income earners in a
budget-neutral way, Hungary to reduce the tax wedge on low-income earners, and the
Netherlands to reduce tax disincentives on labour. In the case of France and Germany the
recommendation also included a broadening of the tax base in other realms (in particular on
consumption).

Recommendations on the revenue side are included in many countries' CSRs. The
recommendations to seven countries called for raising revenues via property taxes (Austria, the
Czech Republic, Italy, Latvia, Lithuania, Spain, and Sweden); and to a further seven via
environmental taxes or phasing out of environmentally harmful subsidies (Belgium, the Czech
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Republic, France, Italy, Latvia, Lithuania, Spain). Six countries received a recommendation to
broaden the consumption tax base (France, Germany, Italy, Luxembourg, Portugal, and Spain),
while three countries received a recommendation calling for broadening the tax base without
further specification (Belgium, Ireland, and the UK).

Twelve countries also received a recommendation to step up the fight against tax evasion, to
improve tax compliance, to tackle the shadow economy or to address undeclared work
(Bulgaria, Croatia, Czech Republic, Hungary, Italy, Latvia, Lithuania, Malta, Poland, Portugal,
Romania, and Spain). The Country Specific Recommendation for Belgium specifically includes a
call to close tax loopholes, addressing tax avoidance

Box: Some simulation results for the impact of tax shifts

In this box, DG EMPL’s Labour Market Model (LMM)® is used to simulate the impact of a tax
shift away from labour. LMM is a dynamic computable general equilibrium model providing an
in-depth description of the labour market, distinguishing different age groups and skill levels so
that it is possible to show what role those characteristics play in determining the long-run
impact of such policy changes. LMM is a set of country-specific models, which cover 14 Member
States. Results from LMM are country-specific to the extent that they take into account the
country’s labour market structure in terms of age and skills. However, elasticities are calibrated
and are not country-specific.

The simulation assumes that the government lowers employers’ social security contributions by
an amount equivalent to 0.1% of GDP, financed by a shift in the value-added tax rate (VAT).
We consider four different scenarios:

lowering the contributions for all workers (‘all’)

concentrating the measure on low-skilled workers (‘low-skilled”)

concentrating the measure on young workers, aged 15-24 years (‘young’)

concentrating the measure on older workers, aged 55-69 years (‘older’)

AWNH

The results focus on the long-term effects (with a horizon of about 20 years), while initial
effects, not presented here, can be different. The following describes the general impact on
employment, productivity and GDP.

Table 1 - Impact of a tax shift away from labour on employment, productivity and GDP

Employment (number of workers) Labour productivity Real GDP

All low-skilled young older All low-skilled young older All low-skilled young older
Belgium 0.01% -0.01% 0.05% 0.06% 0.00% -0.03% -0.05% 0.01% 0.01% -0.07% -0.05% 0.07%
Czech Republic 0.03% 0.04%  0.08%  0.08%| 0.00% -0.04% -0.03%  0.01%| 0.03% -0.03%  0.05%  0.09%
Denmark 0.04% 0.01% 0.10% 0.05% 0.00% -0.04% -0.05% 0.01% 0.05% -0.09% -0.03% 0.07%
Germany 0.02% 0.04% 0.06% 0.02% 0.00% -0.04% -0.05% 0.01% 0.02% -0.02% -0.02% 0.04%
Spain 0.02% 0.02%  0.11% -0.01%| 0.00% -0.03% -0.06%  0.01%| 0.02% -0.07% -0.08%  0.01%
France 0.02% 0.04% 0.13% 0.04% 0.00% -0.03% -0.08% 0.01% 0.02% -0.02%  -0.03% 0.06%
Italy 0.02% 0.01% 0.07% 0.14% 0.00% -0.02% -0.03% 0.01% 0.02% -0.04% -0.03% 0.18%
Netherlands 0.02% 0.01% 0.07% 0.01% 0.00% -0.05% -0.07% 0.01% 0.03% -0.08% -0.06% 0.03%
Austria 0.02% 0.04% 0.05% 0.05% 0.00% -0.04% -0.04% 0.01% 0.02% -0.02% -0.01% 0.07%
Poland 0.02% 0.06% 0.10% 0.09% 0.00% -0.04% -0.05% 0.01% 0.02% -0.01% 0.00% 0.10%
Slovakia 0.02% 0.04% 0.05% 0.04% 0.00% -0.03% -0.02% 0.01% 0.02% -0.02% 0.02% 0.04%
Finland 0.01% 0.00% 0.11% 0.00% 0.00% -0.02%  -0.05% 0.01% 0.01% -0.06% 0.00% 0.00%
Sweden 0.01% -0.03% 0.15% 0.00% 0.00% -0.03% -0.05% 0.00% 0.01% -0.12% -0.04% 0.01%
United Kingdom 0.02% 0.03% 0.06% 0.02% 0.00% -0.04% -0.04% 0.00% 0.03% -0.03% -0.01% 0.02%
median of 14 MS 0.02% 0.02%  0.07%  0.04%| 0.00% -0.04% -0.05%  0.01%| 0.02% -0.04% -0.02%  0.05%

Source: Outcome of LMM simulations by country of a lowering of employers’ social security contributions by
an amount equivalent to 0.1% of GDP, financed by a shift in the value-added tax rate.

The simulation results confirm that the outcome of this tax-shift policy measure depends very
much on the skills composition of the workforce. As the different target groups’ characteristics
in terms of relative size, age and skills composition vary greatly across Member States, so too
do the simulation results. There is, however a general message, namely that a targeted

6 MM was developed for the European Commission, DG EMPL, by the Institute for Advanced Studies (Vienna) and the
University of St. Gallen. See also Annex 2 to Chapter 2 of European Commission (2010), ‘Employment in Europe 2010’
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measure would be more effective than a non-targeted measure in employment terms, but at the
cost of lower GDP in the case of the young and the low-skilled. This is because LMM allows for
(and emphasises a lot) the educational choice at the beginning of one's career to be
endogenous. As being low-skilled becomes relatively more attractive, more people would decide
not to invest in higher education but stay in the low-education segment.

For these two groups, given their lower productivity and wage levels, a given tax stimulus will
constitute a relatively strong positive incentive both from the demand side (lowering labour
costs) and the supply side (raising net wages). On the other hand, it is mainly low-skilled, low-
productivity employment that is produced in these scenarios. This may result in an overall
reduction in average productivity owing to a shift in the skills mix of the workforce towards
lower-skilled and hence less productive jobs.

In addition, it must be noted that additional low-skilled employment opportunities may not only
draw workers exclusively from the already existing low-skilled workforce, but may also attract
other skill groups attracted by the higher wages and better job prospects in the low-skilled
sector who might decide not to undertake the costly process of acquiring medium-level skills.

Tax shifts can stimulate employment but may have adverse social
effects

Shifting taxation away from labour is an important means of stimulating employment,
particularly for the specific groups mentioned above, and long advocated by the EU in the
European Semester.

Country-specific factors (level of progressivity, importance of tax expenditures, minimum
wages, etc.) determine the extent to which a shift from labour to consumption taxes increases
employment. Although reductions in labour taxation targeted at the most vulnerable groups
(e.g. low-skilled) are more efficient in raising employment, the increased employment will come
at the expenses of lower average productivity (European Commission, 2012 and box above).

Tax redesign calls for prudence when looking for sources to replace the lost revenues from
lower labour taxes. While value added tax, green taxes and property taxation are obvious
candidates, their increase can have immediate and unfavourable distributional effects and
hinder the goal of fighting poverty. Indeed, specific categories of people such as unemployed
and retired may not benefit from a reduction in labour taxes (European Commission, 2012).

Analysis demonstrates that tax shifts can result in trade-offs between employment and social
effects, although an appropriate design will increase the desirability of some tax shifts. For
example, the regressive effects of VAT could be mitigated by providing compensations to
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 in principle a proper taxation of
imputed rent!” can achieve both employment and social goals (European Commission, 2012).

Finally, other measures, such as the reform of tax expenditure and the fight against tax evasion
and avoidance, can positively contribute to achieving both employment and social policy goals.

Tax reforms: shifting taxes from labour to consumption

The reduction of the tax burden on labour is high up on the policy agenda of several Member
States. However, given fiscal consolidation efforts, Member State appear to have no room to
reduce the tax burden on labour without shifting the burden elsewhere (European Commission,
2014b). While green or property taxes are valuable alternatives to shift taxes to, the following
focuses on the shift to consumption taxes due to their relative prominence.

7 For instance, the taxation of imputed rent under the personal income tax base combined with a lump-sum tax credit.
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Several Member States have a very high tax burden on labour and a relatively low level of taxes
considered to be less detrimental to growth, such as on consumption, property and the
environment. A shift of taxation from labour to consumption, property and the environment has
been recommended to these Member States. Belgium, Germany, France, Italy, Latvia, Hungary,
Romania and, to a lesser extent, the Czech Republic, Austria, Finland and Sweden have been
identified as the Member States with need and potential for a tax shift (European Commission,
2014b). The first group of Member States has received a CSR on a shift of the tax burden away
from labour or on a labour taxation reform without explicit mention of a tax shift (see above).

Chart 41 - Developments in tax burdens on labour and consumption, EU28 and EA18
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Source: 'Taxation trends in the European Union, 2014'. Notes: tax burden is measured by the
implicit tax rate (on labour and consumption).

A tax shift from labour to consumption taxes was observed before the crisis. Due to the deep
economic crisis, recent increases in consumption taxes (especially VAT) were aimed at
addressing public finance concerns, not at reducing the labour tax burden!®, Several Member
States also increased labour taxes, in some cases for high income earners (while sometimes
continuing to decease the burden for low income earners): since 2008 the implicit tax rate on
labour increased by 0.6 pp in EU-28 and 1.5 pps in EA-18 up to 34.2% and 35% in 2012,
respectively (Chart 41).

8 In this supplement we measure the tax burden by the implicit tax rate. This measure expresses tax revenues of each tax
category (labour, consumption) as a share of the corresponding tax base. Implicit tax rates are less sensitive to the
economic cycle than other measures.
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Chart 42 - Trends in labour and consumption tax burden, 2008-2012, percentage points
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Notes: see footnote 7.

In around half of the Member States the tax burden on labour increased between 2008 and
2012, especially in Greece, Latvia, Ireland and Cyprus (more than 4 pps), while it decreased
particularly in Bulgaria, Sweden, Hungary and Denmark (more than 2 pps) (Chart 3). However,
since 2012 two thirds of Member States have implemented targeted cuts in labour taxation. The
tax burden on consumption decreased in most Member States between 2008 and 2012, also
due to cyclical factors (shift from more to less heavily taxed consumption goods). The reduction
of the tax burden on consumption was considerably high in Bulgaria, Cyprus, Poland (more than
2 pps), while Estonia experienced a sharp increase in the tax burden on consumption (5 pps).

The top left quadrant of Chart 42 identifies the Member States (notably Hungary) where the tax
burden on labour decreased, while the tax burden on consumption increased between 2008 and
2012. Member States in the bottom left quadrant (notably Bulgaria) the tax burden on labour
fell, as well as that on consumption. On the other hand, in Austria, Belgium, France, Latvia,
Romania, and Spain the tax burden on labour increased until 2012, although they received a
recommendation on lowering the tax burden on labour.

While these Member States did not all manage to reduce the tax burden on labour due to a lack
of fiscal space, at the same time they lose a considerable amount of taxes to the shadow
economy.
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Tax reforms: increasing revenues by fighting tax evasion

This section explores the issue of the fight against tax evasion. The aim of this analysis is to
underline the importance of this challenge. The section provides a tentative estimate of the tax
loss due to evasion. The results should be interpreted with caution as much uncertainty
surrounds the indicators used. Furthermore, it is important to stress that not all lost revenues
would be captured in a situation of full compliance as certain activities would not be carried out
if required to oblige with all legal obligations. Fighting tax evasion is not a straightforward
process and can only be expected to yield gradually increasing results over time. In this
context, fighting tax evasion may be seen as a complement, not necessarily an alternative, to
existing tax policies (i.e. labour and consumption taxation).

In several Member States a relevant share of tax revenues is lost to tax evasion. If part of these
revenues could be realised, they may be used to contribute to a variety of aims, depending on
country-specific circumstances, including strengthened public finances and support to reach the
employment and social targets in the Europe 2020 strategy. The fight against tax evasion and
avoidance is an issue that goes beyond national boundaries. The power to levy taxes is central
to the sovereignty of the Member States, which have assigned only limited competences to the
EU in this area®®. At EU level, tax policy is geared towards the smooth running of the single
market; EU efforts to pursue harmonisation in this area are therefore mainly focused on indirect
taxation. Alongside these efforts, the EU is stepping up its fight against tax evasion and
avoidance, which constitute a threat to fair competition and are the cause of a major shortfall in
tax revenues. As tax evasion does not stop at the border of the EU, measures must also look
beyond the borders of the EU in order to be effective, in co-operation with international
organisations such as the OECD and the UN.

The 2015 Annual Growth Survey states that "addressing tax fraud and tax evasion is essential
to ensure fairness and allows Member States to collect the tax revenues due to them" and
added that "broadening tax bases, simplification and enhanced transparency can also help
increase the efficiency of the tax system and improve tax compliance as well as the fight against
aggressive tax planning”.

Tax evasion and social issues are closely related. Higher levels of inequality are associated with
a higher probability of tax evasion while tax evasion affects the level of inequality and poverty.
Indeed, the probability of tax evasion is seen to vary between different income groups, with
those at the bottom and the top of the distribution having greater opportunities to evade tax
than those in the middle (European Commission, 2012). While tax evasion can be fuelled to
some extent by weak labour demand and rising levels of poverty, it undermines public finances,
social cohesion (European Commission, 2014) and may also increase inequality. In Greece, for
instance, tax evasion is estimated to increase inequality as measured by the Gini coefficient by
3 pps with respect to a situation of full compliance (Leventi et al., 2013).

The shadow economy includes those economic activities and the income derived thereof that
circumvent or avoid government regulation or taxation. A large share of the shadow economy is
undeclared work which refers to the wages that workers and businesses do not declare to evade
taxes or labour market regulation. The rest is represented by business underreporting income to
evade taxation. Estimating the size of the shadow economy, undeclared work and of their
corresponding tax loss is complex. Eurostat does not provide official estimates of the shadow
economy and estimates are scarce?’. However, CASE and CPB (2014) provide data on the VAT
gap, which is the difference, in any given year, between the VAT Collections (as recorded by
EUROSTAT) and the amount theoretically due, i.e. VTTL (VAT Total Tax Liability). The latter is
the total amount of estimated VAT payments on the basis of national accounts aggregates and
the existing structure of rates and exemptions (TAXUD, 2013)?%.

19 http://www.europarl.europa.eu/aboutparliament/en/displayFtu.htmi?ftuld=FTU_5.11.1.html

20 Including illegal activities in GDP is not a requirement of the new ESA (ESA 2010). As before, all transactions involving
mutual consent must be included in GDP, so this could cover prostitution, drugs trafficking and alcohol/tobacco smuggling.
With the introduction of ESA 2010, Member States will have to provide at a later stage new inventories showing how they
compile their national accounts, with an emphasis on the unreported economy

21 See also European Commission (2014b) on caveats on this indicator.
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Estimates of undeclared work are generally based on surveys. The special Eurobarometer
survey on undeclared work from 2007 and 2013 is the main available source at EU level.
However, these estimates tend to under-report the extent of undeclared work, partly because
irregular immigrants are underrepresented in the sample (European Commission, 2014a).

The size of the shadow economy is usually estimated with indirect methods. We report and use
possible estimates of the shadow economy based on three different methodologies. Note that
these estimates are not official estimates of the European Commission. For some Member
States only estimates from one or two methodologies are available. The three sources for the
estimates of the shadow economy are Schneider (2013), Onnis and Tirelli (forthcoming) and
OECD (2014) which are based, respectively, on the following methodologies: the Multiple
Indicators Multiple Causes model, which assumes a relationship between the unobserved
shadow economy and a set of observable variables (notably monetary ones)??; the electricity
consumption approach, and the adjustments for the non-observed economy (NOE) in National
Accounts. The first methodology is subject to significant caveats and tends to overestimate the
level of the shadow economy (European Commission, 2014). Estimates produced by these three
methods may potentially include illegal activity. However, for our measure of the non-observed
economy (NOE), we only consider the underground economy and the informal sector and
exclude illegal activities and statistical deficiencies.

Table 2 reports range estimates of the tax loss as a result of the shadow economy?® in EU
Member States, split into a part due to undeclared work and a part due to unregistered
consumption transactions. The shadow economy and tax loss estimates in this supplement are
only made for illustration purposes and should not be seen as official Commission estimates.

We estimate the tax loss due to the shadow economy by assuming that two thirds of the
shadow economy is due to undeclared work and one third by business underreporting®*.

According to Eurobarometer data, respondents who declared to carry out undeclared work were
mostly working in repairs and renovations, gardening, cleaning and, a smaller proportion,
babysitting and working as waiters (European Commission, 2014). People working in these
activities would be likely subject to a tax rate lower than the average tax rate on labour if they
declared their labour income. Moreover, if these workers declared their activity and be subject
to taxation, including social security contributions, they would be also potentially eligible for
various benefits. Therefore, we apply the average tax wedge on low-income individuals®® to the
part of the shadow economy assigned to undeclared work, which takes into account both taxes
and benefits. For the part of the shadow economy attributed to undeclared transactions
between business and consumers we apply the implicit tax rate on consumption?®.

Although business underreporting includes in principle the evasion of all types of consumption
taxes, we can compare these estimates with the data on VAT non-compliance as measured by
the VAT gap (TAXUD, 2013). Chart 4 illustrates the comparison between our estimates of the
tax lost due to tax evasion on consumption and the VAT gap estimates of CASE and CPB (2014).
For most Member States (right end of the Chart), the VAT gap is larger than our estimates. This
may be due to the fact that the actual share of business underreporting is larger than one third
(our assumption for the composition of the shadow economy between labour and consumption).
As the tax burden on consumption is generally lower than the tax wedge on low incomes, our
estimates of the total tax lost due to the shadow economy for these countries may be an
overestimate. In a few Member States, the VAT gap is smaller than the lower bound of our
estimates. Therefore, for Denmark, Estonia, Finland, Luxembourg and Portugal our estimates of
the total tax lost due to the shadow economy may be an overestimate. For the rest of the
Member States, the value estimated for the VAT gap lies between our range estimates. Again,

22 The Inter-secretariat Working Group on National Accounts (ISWGNA), in which the Commission is represented next to
other international institutes (OECD, IMF, UN, World Bank), warned users already in 2006 on “the limited value of
[Schneider's] unofficial estimates in terms of reliability and accuracy”

23 These calculations are not official estimates of the European Commission.

24 This is just a rough assumption and different assumptions will naturally lead to different outcomes.

25 The data are from the OECD/ECFIN tax benefit database (European Commission and OECD, 2014). The tax rate applied
in the calculation is the tax wedge of a two-earner couple with two children whose principal earner earns 67 per cent of the
average wage.

26 Unrecorded transaction cannot be deducted by business for VAT purposes. The implicit tax rate on consumption takes
into account the deductibility of input VAT.
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one should be aware that addressing tax evasion would not necessarily recover the entire tax
loss as additional revenue..

Table 2 - Range estimates of the potential tax loss as a result of the shadow economy as
percentage of GDP

A B C D F
Estimate Estimate Tax rate applied Tax rate applied Estimate
Shadow economy Shadow e_con‘:my ) Tax wedge low- Implicittax rate of VAT Gap % of  Total tax loss % of
labour % of GDP somumponBecil lincome households consumption % GDP GDP
GDP %
Austria 3-7 1-3 41 21 1 1-4
Belgium 3-12 1-6 49 21 1 2-7
Bulgaria** 17-21 9-11 29 22 2 7-8
Croatia* 20 10 29 20 8
Cyprus* 17 9 11 18 3
Czech Republic 4-11 2-5 34 23 2 2-5
Denmark** 89 4 34 31 1 4
Estonia* 18 9 37 26 1 9
Finland** 7-9 3-4 37 26 <1 3-5
France 4-7 2-4 45 20 1 2-4
Germany** 7-9 4 42 20 1 4-5
Greece** 11-16 5-8 43 16 3 6-8
Hungary 0-17 2-8 39 28 3 2-9
Ireland** 4-8 2-4 18 22 1 1-2
Italy 11-14 5-7 43 18 3 6-7
Latvia* 17 9 39 17 4 8
Lithuania* 19 9 39 17 4 9
Luxembourg* 6 3 23 29 <1 2
Malta* 17 8 19 19 3 5
Netherlands 1-7 0-3 32 25 <1 0-3
Poland 7-16 4-8 32 19 2 3-7
Portugal ** 12-13 6 34 18 1 5-6
Romania** 0-13 4-10 42 21 7 4-10
Slovakia 0-4 2-5 34 17 4 1-4
Slovenia** 4-16 2-8 34 23 1 2-7
Spain** 13 6-7 38 14 1 6
Sweden 2-10 1-5 39 27 1 1-5
United Kingdom 2-7 1-3 28 19 1 1-2

Source: Schneider (2013); Onnis and Tirelli (2014); OECD (2014) for the estimates of the shadow economy
in columns A and B; OECD/EC Tax-Benefits database for the tax wedge on low incomes (column C);
'Taxation trends in European Union' (2014) for the implicit tax rate on consumption (column D); CASE and
CPB (2014) for the VAT gap (column E); own calculations for the estimate of total tax loss (column F).
Notes: all data refer to 2012, with the exception of the estimates of the shadow economy from Onnis and
Tirelli (2014) which refer to 2005. The total tax lost is calculated by applying the tax wedge on low incomes
(column C) to the share of the shadow economy assumed to be due to undeclared work (two thirds of
shadow economy estimate, column A) and by applying the implicit tax rate on consumption (column D) to
the share assumed to be due to consumption (one third of shadow economy estimate, column B). The
results are reported in per cent of GDP for the estimates of the shadow economy due to undeclared work
and consumption and for the estimates of the tax loss. *The asterisk identifies countries for which only a
single estimate is available. **Two asterisks identify countries for which two of the three estimates are
available. Figures for the remaining countries are based on three shadow economy estimates.
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Chart 43 - Comparison of the estimates of the tax loss due to business underreporting
and VAT gap
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Source: see footnote of Table 1 for the minimum and maximum estimates of the tax loss
attributed to business underreporting; CASE and CPB (2014) for the VAT gap.
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Chart 44 - Estimates of the tax loss as result of the shadow economy compared to health and
education expenditure
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Sources: Own calculation using Schneider (2013); Onnis and Tirelli (2014); OECD (2014) for the estimates
of the shadow economy; CASE and CPB (2014) for the VAT gap; COFOG for education and health
expenditure.

Notes: estimates of the tax loss due to the shadow economy report the maximum and minimum of our
calculation reported in Table 1 and the VAT gap. Member States are sorted in ascending order according to
the share of the tax lost in % of GDP. Data on the VAT gap are not available for Cyprus and Croatia.

Chart 5 shows that the range estimates of the tax loss as result of the shadow economy are
potentially large in many Member States. The estimated tax loss depends on the estimated size
of the shadow economy, on the weight attrituted to the share due to undeclared work and to
business underreporting and on the level of the tax wedge on low incomes and on the implicit
tax rate on consumption/VAT in each Member State. The VAT gap could represent a lower
bound of the tax lost due to the shadow economy, as it only includes potential tax revenues
from the fight to business underporting, while undeclared work is left out.

Nonetheless, the above estimates show that the fight against tax evasion could potentially
result in a collection of extra tax revenues. Although the fight against tax evasion is not easy,
collecting one tenth of the estimated tax loss could yield around 0.4-0.6% of GDP, according to
the estimated reported in Table 2.

Fighting tax evasion is vital as the additional tax revenues could be used for:
= consolidation purposes (as for the increase in tax revenues);

= employment purposes (by reducing the tax wedge on labour);
= social purposes (by using these revenues to finance social expenditure);

depending on the urgency of needs of Member States (in view of the state of public finances,
their tax burden on labour and their social needs). Indeed, the fight against tax evasion with the
aim of collecting fiscal revenue formed part of the Economic Adjustment Programmes for
Greece, Portugal and Cyprus, which were aimed at supporting fiscal consolidation (see for
example ECFIN Occasional Papers 192, 202, or 209).
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Chart 45 - Actual and potential tax revenues and social expenditure
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Source: COFOG for social spending [gov_a_exp]; ‘Taxation trends in Europe’ for VAT and direct tax
revenues; for the estimates of the potential tax revenues from the shadow economy see notes to Table 2.

Chart 6 shows the contribution of potential extra tax revenues from the shadow economy, on
top of the revenues from personal income taxes, social security contributions and VAT, in
matching social expenditure (health, education and social protection). In a context in which
social protection, expenditure for health and investments in education are being cut in several
Member States (European Commission, forthcoming; 2013), the fight against the shadow
economy would enhance the revenues from personal income taxes, social security contributions
and VAT, which could potentially support social spending expenditure.

Conclusions

The high taxation on labour may be an obstacle to job creation. Reducing it, and preferably
shifting the burden to other sources of taxation such as consumption, is an essential part of the
2014 Country Specific Recommendations. At the same time, the implications of such a tax shift
for the financing of social protection and for the policy goal of decreasing poverty call for a well-
considered approach. From an integrated employment and social policy point of view, an
appropriate design will increase the desirability of tax shifts.

The fight against tax evasion can also contribute positively to both employment and social policy
goals. The fight against tax evasion may help increase government revenues, which, if realised,
can contribute to a variety of aims including strengthened public finances and employment and
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social policy goals. Indeed, fourteen of the 2014 Country Specific Recommendations call for
fighting tax evasion.

While Eurostat is working alongside Member States on improving statistics on the informal
economy, official data are not currently available. An estimate of the tax loss due to the
shadow economy (tax evasion) may be obtained by applying ad-hoc tax rates to the estimates
of the components of the shadow economy for each Member State. Using three different
sources for the estimates of the shadow economy, it is suggested that the tax loss is potentially
large in many Member States.
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Supplement: Health and social services from an
employment and economic perspective

Introduction

This supplement provides an overview of relevant data and information showing the importance
of health and social services in the European economy. It updates the supplement published in
2012, and analyses the developments in this sector since 2008, with a special focus on most
recent developments, from 2011 to 2013.

Health and social services?” are a fundamental part of social protection systems as they cover
different types of risks which an individual can face during his or her life course. They play a
pivotal role in ensuring effective and efficient social protection by promoting social inclusion and
reducing the risk of poverty and inequalities as well as improving social cohesion. To achieve
these goals, the quality, access, coverage, and affordability of social services are essential.

The Social Investment Package (SIP) published in February 2013%% emphasises the important
role social services, highlighting that social services represent a smart and sustainable
investment in that they do not only assist people but also have a preventive, activating and
enabling function if well-designed.

The supplement is organised as follows. The first part of the analysis (Section 2) documents the
fact that health and social services is a dynamic sector that constitutes a significant source of
job creation in large parts of the EU and brings important added value to the economy. Section
3 highlights some of the structural challenges faced by the sector due to the particular
characteristics of its jobs and its workforce. Section 4 deals with some of the difficulties of
delivering adequate social services under the cross pressures from severe budget constraints
and growing demand.

The statistical analysis in this text draws on data provided by EUROSTAT, notably the Labour
Force Survey (LFS), but also the European System of Integrated Social Protection Statistics
(ESSPROS), the European Union Statistics on Income and Living Conditions (EU-SILC) and the
European Population Projections 2013 (EUROPOP2013). The LFS data covers 'human health and
social work sector' that is composed of human health, residential care and social work
activities.?®

27 The term "social services" covers a large variety of services such as, for instance, early childhood

education and care (ECEC, also known as childcare), long-term care for the elderly and for people with
disabilities, social assistance, social housing, training and employment services. See also Communication on
"Implementing the Community Lisbon programme: Social services of general interest in the European
Union" (COM (2006) 177 of 26 April 2006).

2 See Commission Communication "Towards Social Investment for Growth and Cohesion - including
implementing the European Social Fund 2014-2020" (COM (2013) 83 final of 20.02.2013).

29 Definitions provided by the Statistical Classification of Economic Activities (NACE) under Rev. 2. In a more
detailed breakdown of economic activities, Human health (Q86) includes Hospital activities, Medical and
dental practice activities, and other human health activities. Residential care (Q87) includes Residential
nursing activities, Residential care activities for mental retardation, mental health and substance abuse,
Residential care activities for the elderly and disabled, and Other residential care activities. Social work
activities (Q88) include Social work activities without accommodation, Social work activities without
accommodation for the elderly and disabled, and Other social work activities without accommodation.

December 2014 | 50



Social Europe | m European
EU Employment and Social Situation | Quarterly Review Commission

1.1 Recent trends

e The number of workers in health and social services has increased steadily in recent
years including during the economic crisis, when employment was decreasing in other
sectors.

e The increase in employment is not shared equally across Member States, with some
Member States showing an increase of over 20% and a few a fall in employment.

e In some Member States, employment in the health and social services sector is mainly
concentrated on health services suggesting room for further employment
developments in social work.

e The sector has an important economic weight counting for 7% of the total economic

From 2008 to 2013, total employment in the EU fell by 2.9% among the working-age group
(15-64), leading to a net destruction of 6.3 million jobs. These developments were, however,
not uniform across all sectors. The human health and social work sector performed relatively
better than the rest of the economy. In 2013, the number of workers in this sector aged
between 15 and 64 stood at 22.8 million, i.e. 10.7% of the total in all sectors. Unlike in the total
economy, the number of workers in this sector had been steadily growing, and showed an
increase even during the crisis years, amounting to a net creation of 1.3 million jobs between
2009 and 2013 (Chart 1).

Chart 1: Employment changes by sector EU28, 15-64 year olds. Human health and social work,
and other sectors, 2009-2013, changes on previous year in thousands.
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The EU average, however, masks significant differences between Member States (Chart 2).
From 2008 to 2013, the highest growth in employment in the human health and social work
sector was recorded in Luxemburg, Malta and Portugal (by over 20 per cent). On the other
hand, employment in this sector fell in Greece (by 10%), Lithuania, Bulgaria (both by roughly 4
per cent), Denmark, Sweden and the Netherlands (by less than 2%).
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Chart 2: Employment growth of 15-64 year olds in human health and social work compared to
other sectors, 2008 to 2013.
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Chart 3 shows the share of employment in the human health and social work sector in the 28
Member States. The share is the highest in the Nordic Member States (Denmark, Finland and
Sweden) and the Netherlands, with between 15% and 19% of total employment, constant
compared to 2011). Lower, but still above the EU average of 10.5%, are Belgium, the UK,
France, Ireland and Germany. In 2013, the share of employment in the human health and social
work sectors was the lowest (below 5% of total employment) in Romania, Cyprus, Bulgaria and
Latvia. It was only slightly higher in Poland, Estonia, Greece and Slovenia (not higher than 6%).
The Health and Social Services sector is composed of Human health, residential care and social
work (see footnote 29 for a breakdown of the classification). In some Member States, such as
Greece, Latvia, Cyprus and Romania, more than 80% of the employment in the health and
social services is in human health activities because its other components are small. In contrast,
in Member States such as Denmark, Finland and the Netherlands, residential care and social
work are larger and thus employment is more equally spread across the three sub-sectors.
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Chart 3: Share of employment in human health and social work sectors on total employment (in
per cent, 2013).
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In addition to being an important source of job creation, the health and social services sector
has an important economic weight, as it generates around 7% of the total economic output in
the EU-28 and appears to have suffered from the crisis, as Chart 4 shows.

Chart 4: Evolution of output (gross value added) in all sectors vs. health and social work, 2000-
2012, EU (25 countries, HR, IE, MT missing). 2008=100.
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1.2 Structural features and challenges of the health and social
services sector

e The workforce in the health and social services is mainly female; with women
representing 78% of all employment in the sector.

e 81% of the newly created jobs in the sector are occupied by women.
e The difference in earnings between men and women is higher than in other sectors.

e Workers in the health and social services sector are on average better skilled
compared to the average in other sectors.

e Part-time work is more common in this sector than in the whole economy and the
share of part-time work in the sector increased during the crisis.

The health and social services sector is confronted with several challenges. Its workforce is
overwhelmingly female but facing and important gender pay gap. The workforce is ageing at a
faster pace than the rest of the sectors. There are large imbalances in skill levels and working
patterns and recruitment and retention are conditioned by demanding working conditions. These
challenges are analysed in this section.

1.2.1 Gender bias

The workforce in health and social services is largely made up of women who in the EU make up
nearly 78% of total employment in the sector (i.e. amounting to 17.9 million women in 2013
working in this sector). 81 per cent of the net 1.8 million new jobs created in the sector
between 2008 and 2013 are occupied by women.

Chart 5: Employment changes in all sectors vs. health and social work, 2008-2013, in thousands.
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Source: DG EMPL calculations based on Eurostat National Accounts.

The share of female employment in the human health and social work sector has been stable at
around 78% in the period between 2008 and 2013. The largest increases in the period 2008-
2013 were registered in Member States where the sectoral female employment share is among
the lowest in the EU, such as Malta and Cyprus. On the other hand, the sectoral female
employment share decreased slightly in Member States with an initially high share of women
working in the sector, such as Estonia, Finland, Lithuania and Latvia (Chart 6).
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Chart 6: Female employment share in total employment in human health and social work sector,
in per cent, 2008 and 2013.
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In the EU, in 2013, female workers constituted the large majority of the workforce in residential
care (80.9%) and social work activities (83.7% of the workforce in the sector).Compared to
their EU counterparts, female workers are less represented in the human health activities in
some countries such as Malta, Greece, Italy, Luxembourg and Cyprus.

Chart 7: Female employment share in total employment in human health and social work sectors,
in per cent, 2013.
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Apart from this uneven gender balance, Chart 8 shows that in many Member States the
difference in hourly earnings between men and women working in the health and social services
sector is higher than in the whole economy. The difference between the (unadjusted) gender
pay gap in the human health and social work sector and that in the whole economy is the
largest in Italy (20.6 percentage points, pps), Cyprus, (19.0 pps), Bulgaria (16.1 pps), Poland
(14.2 pps), and Portugal (14.0 pps).3°

3% The unadjusted Gender Pay Gap represents the difference between average gross hourly earnings of male
paid employees and of female paid employees as a percentage of average gross hourly earnings of male
paid employees. Unadjusted means that it is not adjusted to individual characteristics that may explain part
of the earnings difference (i.e. education, numbers of hours worked, sector of activity etc.).
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On the other hand, in some Member States (Denmark and Sweden) the gender pay gap is
actually smaller in this sector than in the whole economy. In Hungary, there is no significant
difference.

Chart 8: Unadjusted gender pay gap in human health and social work and in total economy,
2013.
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1.2.2 Ageing of the workforce

The vast majority of the people working in human health and social work sector belong to the
age group 25-49 years. However, the share of people above 50 years working in this sector
increased from approximately 27% to 32% between 2008 and 2013 in the EU-28 (Chart 9),
most likely due to demographic trends, which shows that the workforce in this sector is ageing.
That it has been ageing faster than the workforce in the rest of the economy suggests, on the
one hand, that this sector might have been an important source of employment of older
workers, but also that for various reasons (i.e. regulation or employment constraints due to the
crisis) there might be non-negligible barriers to entry for younger cohorts.

Chart 9: Employment shares in human health and social work by age group, 2008 and 2013, EU-
28.
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Between 2008 and 2013, the sharpest increases in the share of older people working in the
human health and social work sector were registered in Belgium, Germany, France, Austria,
Denmark and Malta (above 1.5 pps), and in Bulgaria, the UK, Italy and Poland (above 1 pp).
The Netherlands, Denmark and Spain recorded the biggest declines in the share of younger
workers in this sector (Chart 10).

Chart 10: Change in employment rates in human health and social work by age group, 2008-
2013, EU-28.
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The male workforce in the health and social services sector is generally older than the female
workforce (33.2% of the male workers belong to the 50-64 age group compared to 29.3% of
the female workers in the same age group, while only 6.8% of male workers in the sector
belong to the 15-24 age group compared to 7.9% of the female workers in the same age
group). A probable partial explanation for this is the gender difference in occupations. Men are
overrepresented in those occupations that require longer education and training: the proportion
of men in the sector who are doctors is larger (19 per cent) than the proportion of women in the
sector who are (6 per cent); while women are overrepresented in nursing and personal care (43
per cent of women hold these occupations against 22 per cent of men).

1.2.3 Skill-level

Workers in the human health and social work sector often have a medium (upper secondary and
post-secondary non-tertiary education) or a high level of education (tertiary education).
Compared to the average in the EU economy, employees in this sector are better skilled. This
holds true in all Member States, except Luxembourg and to a lesser extent in France. In 2013,
at EU level, 42% of employees in this sector held a degree in higher or tertiary education,
against 33% in the total of the EU economy (Chart 11). This can be explained by the specialised
training requirements in the sector. All doctors have tertiary education and in many countries
also nurses do. In addition, there are high education requirements for managers, social
assistants, etc.

Chart 11 shows the share of high-skilled workers by occupation in the human health and social
work sector and in the whole economy. The difference between the share of high-skilled labour
in the human health and social work sector and in the whole economy is the largest in Bulgaria,
Italy and Estonia (around 20 to 25 pps). On the other hand, the difference is the smallest in
France, Finland and Belgium (around 4 pps). It is negative in France and Luxembourg (-1.9 pps
and -14.2 pps respectively).
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Chart 11: Share of high-skilled employees in human health and social work versus the whole
economy, EU-28, 2013, in per cent.
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Addressing skills mismatches in the health sector is important: over-skilled workers may cause
possible inefficiencies in health service delivery and waste of human capital, causing job
dissatisfaction and turnover, while under-skilled workers raise concerns about quality of care
and patient safety. Drawing on data from PIACC3' and the European Working Conditions
Survey®?, a 2013 OECD analysis concludes that there is considerable skills mismatch in the
health sector. This makes initial education and training in the health sector an important area
for action and there is a need for better allocation of skills and tasks across the spectrum of
health professions.

1.2.4 Working patterns

Part-time work is a common feature in the human health and social work sector, as 32% of
persons employed in this sector work under this regime. As recalled in the ESDE 2012
fluctuations in the number of jobs in the EU since the crisis have been driven mainly by part-
time work. Part-time employment accounted for a significant share of the overall expansion in
employment in the EU since 2000 and its growth was uninterrupted by the crisis. While the total
employment figure contracted between 2008 and 2013, and the number of full-time workers
shrank by 6.3 million, the number of part-timers increased by 2.1 million. Between 2008 and
2013, part-time work gained more ground at global level (in all sectors, its prevalence rose from
18.1% to 20.3%). I also increased in human health and social work, from 31.3 to 32.3% (Chart
12).

31 2011-2012 Programme for the Assessment of Adult Competencies, OECD
32 2010 European Working Conditions Survey, Eurofound
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Chart 12: Share of part-time employees in human health and social work sector versus the whole
economy, 2008, 2011 and 2013, EU-28, in per cent.
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As Chart 13 shows, the Netherlands clearly dominates the ranking of Member States in terms of
the percentage of part-time workers in all sectors (over 50% in 2013), and in the human health
and social work sector in particular (above 77%). With a few exceptions (such as Portugal,
Greece and Croatia), corresponding to those countries having very low percentages of part-time
workers both generally and in the human health and social work sector, all other Member States
showed, in 2013, a higher share of part-time workers in this sector than in the whole economy.
At EU level, the gap between the human health and social work sector and the whole economy
was 12 pps in 2013. The most significant gaps (more than 20 pps) were noted in the
Netherlands (27 pps), Luxembourg and Belgium.

Chart 13: Share of part-time workers in the human health and social work sector versus the
whole economy, 2013, in per cent.
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The percentage of employees working on temporary contracts is roughly equal between the
human health and social work sector and the whole economy, at around 13.7% (Chart 14). This
type of work proved to be a major adjustment variable for companies as temporary contracts
have been the most reactive segment of the labour market since the onset of the crisis. At the
level of the whole economy, the share of temporary employees in the total number of
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employees which stood at 14.1% in 2007, had fallen to 13.7% by 2013. In the human health
and social work sector the share of employees with temporary contracts fell slightly, from 14.2
to 13.7% in the five years to 2013.

Chart 14: Share of employees aged 15-64 with temporary contracts in human health and social
work sector versus the whole economy, 2008, 2011 and 2013, EU-28, in per cent.
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Chart 15 highlights the country-to-country differences in the share of employees under
temporary contracts. While these percentages are rather close in most Member States between
human health and social work on the one hand, and all sectors on the other hand, some major
gaps arise in certain countries. In Poland, Cyprus, Italy, the Netherlands, Hungary and Slovakia,
the share of temporary contracts is significantly lower in the human health and social work
sector than on average, while for example in Finland and Spain it is significantly higher.

Chart 15: Share of employees with temporary contracts in all sectors and in human health and
social work activities, 2013 in per cent
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As Chart 16 shows, at EU level, full-time workers in the human health and social work sector
tend to work fewer hours than in the whole economy on average: in 2013, 40 hours per week
for full-time workers against 41.5 hours in the whole economy. The picture is reversed for part-
time workers where more hours are worked in the human health and social work sector (22
hours) than in the whole economy (19.9 hours). This has not changed much since 2008. Full-
time workers in this sector work most hours in Austria, Slovakia and Malta (more than 42 hours
per week) and fewest hours in Denmark and Italy (below 38 hours per week). On the other
hand, part-time workers work most hours in Sweden, Belgium and France (between 24 and 27
hours per week) and fewest hours in Greece, Portugal and Croatia (less than 19.5 hours per
week).

Chart 16: Average number of usual weekly hours of work for full-time workers, in human health
and social work sector compared to the whole economy, 2013
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Chart 17: Average number of usual weekly hours of work for part-time workers, in human health
and social work sector compared to the whole economy, 2013
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BOX 1: Working conditions and job quality in the human health, residential care and social
work sectors: main findings from the 5" European Working Conditions Survey (Prepared by
EUROFOUND)

The fifth European Working Conditions Survey was carried out among almost 44,000 workers
in 34 European countries, including 2,271 workers in the human health sector, 543 workers
in the residential care sector and 875 workers in the social work sectors.

Structural characteristics

The three sectors are female dominated. Although the proportion of workers who reported
having a female boss (60%) was much higher than in the EU28 as a whole (29%), it still
falls well short of the percentage of female employees (75%). Part-time work is relatively
prevalent in all three sectors, with levels of part-time work being highest in the social work
sector, where 28% of men and 50% of women work part-time compared to 13% and 38%
respectively in the EU28 as a whole. The proportion of employees aged 50 and older was
above average in the residential care and social work sector (31% in both sectors and 27%
in the EU28).

Working conditions

Relatively few workers in the three sectors reported to have experienced a decrease in their
income or working hours since the economic crisis and the majority of workers reported no
change in income or working hours. However, the proportions of reported increase in
working hours and income in all three sectors were higher than the corresponding EU28
averages. Reorganisation and restructuring were more prevalent in the human health sector
than in the other two sectors and the EU28 as a whole.

Workers in the care sectors work fewer hours than the EU28 average (34 to 35 hours in
contrast to 38 in the EU28). Nevertheless, a relatively high proportion of female employees
in the residential care sector (32%) and of male employees in the health care sector (40%)
report to prefer working fewer hours than currently. Reversely, workers in the social work
sector (18%) and men in the residential care sector (18%) reported a higher preference for
working more hours than currently in comparison to the EU28 as a whole (14%).

Among men in all three sectors and also among women in the residential care sector working
atypical hours is much more prevalent than in the EU28 as a whole. Similarly, men in all
three sectors are relatively likely to experience irregular working hours. Consequently, a
relatively large proportion of men working in the health care and social work sector report a
poor work-life balance. However, this difference is not found in the residential care sector,
and women in the social work sector even report better work-life balance than the EU28
average.

Teamwork, particularly autonomous teamwork, is relatively prevalent in all three sectors.
Similarly, the proportion of workers in the sectors rotating tasks is higher than in the EU28
as a whole. In all three sectors roughly half of the workers reported that their skills
correspond well with their duties. In the social work and in the health care sector around
20% and in the residential care sector 16% of the workers stated that they need further
training, exceeding levels in the EU28 as a whole (13%). The difference in the proportion of
‘under-skilled’ is most pronounced for micro-workplaces (1-9 employees). Interestingly,
employees in the three sectors also more frequently reported that they received employer-
paid training in the last 12 months than the EU28 average.
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Physical environment

Workers in the health care sector reported the highest level of exposure to biological and
chemical risks among all sectors in the EU28 and workers in the residential care sector had
also a relatively high level of exposure to biological and chemical risks. On the other hand,
the levels of exposure to ambient risks are relatively low in all three sectors and exposure to
posture related risks only in the social work sector. Workers in the three sectors also
reported to be better informed about the risks than the average EU28 worker.

Job Quality

Job quality is considered a characteristic of the job rather than the worker, and to capture it
four dimensions are distinguished: earnings; working time quality (e.g. duration, scheduling,
discretion over working time and short-term flexibility); prospects (e.g. job security, career
progression and contract quality); and intrinsic job quality (e.g. skills and discretion, good
social environment, good physical environment and work intensity; for more information see
here). Workers in the health and residential care sectors had lower scores on working time
quality than workers in the EU28 as a whole.

Job quality

Earnings
80

Working time
quality

Prospects

= Health care
= Residential care

Social work

Intrinsic job quality EU28

Note: Scores on all four indicators range from 0 to 100. Controlled for structural characteristics (age,
gender, workplace size, education level and country)

However, workers in the health care sector also had better job prospects. Employees in the
social work sector, on the other hand, reported better intrinsic job quality, lower earnings
and poorer job prospects than the average EU28 worker.

More information on working conditions and job quality can be found in the Report *‘Working
conditions and job quality: Comparing sectors in Europe’ and in the corresponding ‘Sectoral
information sheets’. An overview of case studies exploring policy initiatives to improve the
quality and thereby attractiveness of jobs in the sector can be found here.
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1.3 Main challenges in addressing the demand for health and social
services

e The ageing of the population is a key driver in the demand for health and social
services thus representing an opportunity to create new jobs.

e Member States spend the biggest share of their social on in-cash benefits rather than
on in-kind benefits.

e The spending on social protection decreased during the crisis mainly on in-kind
benefits.

e The ageing of the population as well as an increased demand for complex needs has
put an increased pressure on public finances.

¢ Maintaining a balance between adequate and quality supply of health and social
services and containing public budgets remains a challenge for public authorities.

1.3.1 A growing demand for health and social services

Ceteris Paribus (i.e. without a change in ill-health patterns), the ageing of the European
population will continue to be a key driver of the growing demand for health and social services.
The relative size and share of old (aged 65 and more) and very old (aged 80 and more)
population is growing fast. The size and share of very old is growing at a faster pace than any
other age segment of the EU’s population. In the EU28, between 2013 and 2060, the population
aged 65+ is projected to increase from 92.2 to 149 million, while the population aged 80+ is
projected to increase from 25.6 to 63.8 million. The share of those aged 80 years or above in
the EU-28's population is projected to more than double between 2013 and 2080.33

The old-age dependency ratio®* measures the level of financial support given by the working-
age population to the older cohorts of the population. The old-age dependency ratio for the EU-
28 was 27.5 % on 1 January 2013, and is projected to almost double to 50.0 % by 2055 (Chart
18).

Chart 18: Old age dependency ratio (65+ to 15-64 year olds) for EU28, 2013 to 2080.
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Source: DG EMPL calculations based on Eurostat EUROPOP2013

33 For details see:
http://epp.eurostat.ec.europa.eu/statistics_explained/index.php/Population_structure_and_ageing

34 The old-age-dependency ratio is the ratio of the number of elderly people at an age when they are
generally economically inactive (i.e. aged 65 and over), compared to the number of people of working age
(i.e. 15-64 years old).
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Chart 19 shows that in absolute terms the highest increases in the share of the older population
between 2013 and 2063 are expected in Slovakia, Poland and Portugal. However, in relative
terms older population is projected to grow the most in Slovakia, Poland, Cyprus and Portugal.

Chart 19: Old age dependency ratio (65+ to 15-64 year olds) by Member State 2013, and
projections for 2038 and 2063
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Ageing can bring with it new patterns of morbidity (multiple chronic diseases, disability and
dependency) spread over a long period of time. Evidence shows that the need and demand for
health care and social services is strongly and positively correlated with age: health deteriorates
with age and correspondingly, the demand for health and social services increases with age.*®
This means that due to the ageing of the population, there will be greater pressure to provide
more and substantially different care and social services in the future than it is currently the
case.

The "caring dependency ratio" shows how difficult or easy is for a person in the age-group 45-
64 (where the peak on the provision of caring time is generally observed) to take care of those
who are 65+ or 80+. The ratio of those 65 years old and over to those aged between 45 and 64
years old is projected to almost double by 2060, while the ratio of the 80+ to the 45-64
increases from 17.8 in 2010 to 51.3 in 2060, i.e. a bit less than tripling.3®

While the demand for long-term care services for the elderly will substantially increase, the
availability of informal carers (family, friends and other relatives) may be further limited by the
changing family structures, more equal gender participation in the labour market and the
increased workforce mobility. The decrease in the number of informal carers may in turn lead to
a marked rise in the demand for formal care, which will further increase the trend towards
employment growth in health and social services.?’

The growth in the demand for social services will also reflect other deep-rooted trends in the
European economies and societies resulting from changes in gender roles and family structures
(e.g. an increase in single households, increased participation of women in the labour market),
from more flexible labour markets as well as from technological change and globalisation. Due

35 Joint Report prepared by the European Commission and the Economic Policy Committee (AWG), The 2009
Ageing Report: economic and budgetary projections for the EU-27 Member States (2008-2060), February
20009.

% Lipszyc, B, Sail, E. and Xavier, A. (2012), Long-term care: need, use and expenditure in the EU-27,
European Economy, Economic Papers 469, November 2012.

37 See also the report “Adequate social protection for long-term care needs in an ageing society - Report
jointly prepared by the Social Protection Committee and the European Commission, 2014
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to these trends, the demand for social services is becoming more complex: an increasing
number of people will require efficient services adapted to diversified needs and choices.

Thus, a higher demand for formal health and social services is likely to act as a driver for
increasing labour demand.

1.3.2 Developments in expenditure on health and social services
Recent developments

Expenditure on social protection is mainly financed from public budgets. It can be disaggregated
into cash benefits and benefits in-kind. Cash benefits include pensions, maternity payments,
sick and parental leave, family allowances and unemployment benefits. Benefits in-kind, i.e.
benefits granted in the form of goods and services, encompass health care services, social
assistance and services such as childcare and care for the elderly and disabled. While only part
of the spending on cash benefits is intended for the consumption of social services, practically
all the spending on benefits in kind finances social services. Therefore, the rest of this section
will refer interchangeably to benefits in kind and health and social services.

In the EU in 2012, social protection expenditure reached 28.4% of GDP. Of this, 10.1 pps were
spent on benefits in kind and 18.3 pps were spent on benefits provided in cash (Chart 21).38
Usually, Member States that in total spend a higher proportion of their GDP on social protection
tend to provide a larger share of social protection benefits in kind. The largest share of GDP
(10% or more) was dedicated to benefits in kind in Ireland, Sweden, Denmark, the Netherlands,
UK, France, Finland and Germany. On the other side of the spectrum were Latvia, Poland,
Romania, Estonia and Cyprus that spent less than 5% of GDP on social protection benefits in
kind.

Chart 20: Social protection spending on cash and in-kind benefits as % GDP, 2012
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Chart 21 shows the average annual change in real expenditure on social protection benefits in
kind in two periods (2007-2010, and 2011-2012). In the first period, the highest average
annual growth of real social protection benefits in kind was recorded in Romania, Ireland, and
Bulgaria (10-15% per year). On the other hand, a decrease in social protection benefits in kind
was recorded in Hungary (by 0.7% per year).

In the second period, when public budgets got under big pressure, real spending on social
protection benefits in kind decreased in 23 Member States. The largest decrease (by 5% or
more per year) was recorded in Greece, Romania, Portugal, and. In Greece and Portugal, in
particular, the main driver was falling health care and sickness benefits.

38 For a more detailed description of social protection spending in the EU, e.g. with the dimension of
spending functions, see the 2012 Employment and Social Developments in Europe Annual report (ESDE)
2012 report (http://ec.europa.eu/social/BlobServiet?docld=9604&langld=en).
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On the other hand, in Ireland, spending increased significantly (by 7%), with health care and
sickness benefits being the main driver.

Chart 21: Change in expenditure on social protection benefits, 2007-2010 average annual
change (top panel) and 2010-2012 average annual change (bottom panel), by function
(percentage change in national currencies deflated by HICP)
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Future expenditure developments

The ageing of the population coupled with the ageing of the workforce and with the ‘elder
ageing’ (i.e. the rapid increase in the number of people aged 80 and over), or so-called "triple
ageing" phenomenon, will have marked implications for health and social services expenditure.

If age-disease patterns remain unchanged, public expenditure levels will increase in line with
population ageing. According to the 2012 EPC/EC projections, public expenditure on health in
the EU-27 will increase by 1.4 pp of GDP by 2060 due to population ageing, i.e. a 20% increase
with respect to 2010 spending, from 7.1% to 8.5% of GDP. This increase will range from around
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0.5% of GDP in Cyprus and Latvia to 3.2% of GDP in Malta, with most Member States
registering increases in public health expenditure between 1 and 2 pps of GDP (Chart 22).

Chart 22: Current (2011) and projected (2011-2060) public expenditure on health
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Source: Source: 2012 Ageing Report, Fiscal Sustainability Report 2012, European Commission, own
calculations.
Notes: The ranking of the countries deviates from the ranking in the Ageing Report, as the 2011 data has
been updated for some countries according to data availability. Data for Croatia includes the projection of
long-term care spending based on national sources, as no separate projection for health care and long-term
care is available. No risk scenario is available for HR either.
Data excludes spending for long-term nursing care (HC.3 category of the system of health accounts).

According to the 2012 Ageing Report, public expenditure on long-term care (LTC) will rise at a
higher rate than GDP growth: public spending on LTC is expected to increase by 1.5 pps of GDP
due to ageing-related factors even if one accounts for some improvements in disability status of
the population (the so-called "AWG reference scenario"). This corresponds to a potential
increase from 1.9 % of GDP in the EU in 2011 to 3.4% of GDP in 2060. The projected
expenditure increase in LTC represents on average more than 40% of the total age-related
increase in public spending till 2060.%°

Chart 23: Public expenditure on long-term care as % of GDP, 2011-2060
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This variation of the projected changes in public expenditure on long-term care reflects the
current situation of formal care provision. In those where the public expenditure on long-term

3 European Commission (2014), Identifying fiscal sustainability challenges in the areas of pensions, health
care and long-term care policies, DG ECFIN Occasional Papers nr. 201.
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care and its projected increase are low (below 1% by 2060) - such as Cyprus, Latvia and
Bulgaria - reflect a situation where long-term care needs are to a large extent met by informal
carers (family, friends, relatives or other informal carers). By contrast in Member States where
the public expenditure on long-term care is above the EU-28 average and is projected to more
than double by 2060 - such as in the Netherlands, Belgium, Finland or France - the elderly
population currently relies and is assumed to rely more on the formal care providers. Changes
in household composition, gender patterns and family relations towards smaller households and
a greater participation of women in the labour market may change the current provision pattern
in countries were informal provision is now widespread.

1.3.3 Unmet needs

The rising public expectations regarding the quality, accessibility and affordability of health and
social services and the context of pressure on public budgets due to the crisis has increased the
challenge on some Member States to reach adequate levels of spending on health and social
services while for others, the challenge remains to keep adequate levels of spending to ensure
quality services.

Poor health or lack of access to health care are important dimensions of social exclusion. The
impact of the crisis on them is more difficult to capture, but they are likely to have long-term
detrimental impacts on the population if not tackled.

The indicator of 'unmet need for care'® is here used to monitor access to healthcare. In the
EU27%, on average, after a period improvement between 2008 and 2010 (which started already
in 2007) the situation has worsened between 2010 and 2012 (latest data available). Access to
healthcare appears to be particularly problematic in Latvia, Romania, Poland, Estonia, Bulgaria,
Greece, and Italy, all these countries where 5% of more of the population in 2012 reported an
unmet need for care. Between 2010 and 2012, the situation worsened considerably in Greece
and Estonia (Chart 25).

Charts 24-26 show also the developments for the EU Member States by income quintiles.
Between 2010 and 2008, at the EU27 level, the situation worsened among all income quintiles,
with access to healthcare being particularly a concern for the poorest income group.

“® This indicator is defined as the share of the population perceiving an unmet need for medical examination
or treatment for different reasons. The reasons considered in this analysis are: [i] could not afford to, [ii]
waiting list, [iii] too far to travel.

*! The EU27 average is here used for consistence with the previous waves of EU-SILC (2008 and 2010).
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Chart 24: Unmet need for health indicator, by income quintiles in MS with total over 5 per cent, 2008, 2010, 2012
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Chart 25: Unmet need for health indicator, by income quintiles in MS with total between 2 and 5 per cent, 2008, 2010, 2012
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Chart 26: Unmet need for health indicator, by income quintiles in MS with total under 2 per cent, 2008, 2010, 2012
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1.4 Conclusions

Health and social services play an important role in EU economies and societies. They play a pivotal
role in ensuring effective and efficient social protection by promoting social inclusion and reducing
the risk of poverty and inequalities as well as by improving social cohesion. They also generate many
of the newly created jobs and are a source of new jobs in the years to come. Nevertheless, in some
Member States, social services are underdeveloped and access to health and social services could be
improved.

The economic and financial crisis has played a double role in relation to health and social services:
on one side, it has shown that these services can cushion the impact of the crisis. On the other,
budget constraints had an impact on the financing of health and social services through significant
cuts in the spending on in-kind benefits.

The health and social services sector is characterised by a better skilled workforce than the rest of
the economy but also by a higher gender pay gap, harder working conditions, in particular with
respect ot working time, and a high rate of part-time work which might lead to challenges in
attracting new workers into the sector. Nevertheless, the sector will generate an increased number
of jobs due to ageing labour force in the sector, increased demand due to the development of new
needs driven by the demographic changes, the economic and social consequences of the crisis,
growing inequalities, technological developments or changing social patterns.

Strategies to develop the job potential in the sector of health and social services should focus on
creating more secure, quality and better paid jobs in order to fulfil the growing demand. This could
be done through the development of more efficient learning and training schemes, in order to
acquire, certify and recognise qualifications, better career prospects and job security, better pay and
working conditions.

December 2014 | 73



Social Europe
EU Employment and Social Situation | Quarterly Review

“ European
Commission

December 2014 | 74



Social Europe
EU Employment and Social Situation | Quarterly Review

“ European
Commission

Annex 1: Real GDP growth, real GDHI growth and its main
components and employment growth for the EU, euro
area and available EU Member States

The real GDHI growth is DG EMPL estimation. The nominal GDHI is converted into real GDHI by
deflating with the deflator (price index) of household final consumption expenditure. The results
cover the EA18 and selected Member States for which quarterly data based on the ESA2010 are

available (12 Member States). Data non-seasonally adjusted.

Line chart: change in total employment (million), bars: change by type of employment (million).

Source: Eurostat, National Accounts [nasq_10_nf_tr, namqg_10_gdp and namqg_10_pe] (DG EMPL

calculations).

Summary of Member States' recent developments:

e Continuous increase: CZ since 2014Q1, DE since 2013Q2, FR since 2013Q4, NL

since 2013Q4, PT since 2013Q4, SE continuous growth, UK stable or increase since
mid-2013

¢ Increase in 2014Q2: FI - irregular changes since mid-2011,
e Stable in 2014Q2: SI after broad declines since 2008,
e Decline in 2014Q2: IT after three periods of year-on-year growth,

e Continuous decline: EL since mid-2009 (but the decline significantly smaller than

in 2009-2013), ES since the beginning of 2010 despite signs of improvement in
2013Q4
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Annex 2: Real GDP growth, real GDHI growth,
employment growth and unemployment rates in the EU,
euro area and EU Member States

Line chart - left axis: year-on-year percentage change in real GDP, real GDHI (where available) and
employment (non-seasonally adjusted). Bar chart - right axis: unemployment rate (seasonally-
adjusted).

Source: Eurostat, National Accounts and Labour Force Survey [namq_10_gdp, and namqg_10_pe and

une_rt_q].
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Annex 3: Contribution to employment change in the EU

- Permanent and temporary employees by gender

- Full time and part-time employment by gender

- By age

Line chart: change in total employment (million). Bars: change in employment by type (million).
Data non-seasonally adjusted.

Source: Eurostat, Labour Force Survey.

Chart A3.1. Change in employment: permanent/ temporary employees by gender and self-
employment, EU28
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Chart A3.2. Change in employment: full-time/ part-time employment by gender, EU28
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Annex 4: Employment growth by sectors in the euro
area and by EU Member States

The third quarter of 2014 (2014Q3)

Top chart: employment change by 10 branches (%); quarter-on-quarter (seasonally-adjusted) and year-on-

year (non-s

easonally adjusted). Bottom chart: Persons employed by sectors (1000).

Source: Eurostat, National Accounts.

List of 10 branches (based on NACE revision 2.0)
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Annex 5: Beveridge curves, by Member State

UR = unemployment rate (%). LSI = labour shortage indicator, derived from EU business survey results (%
of manufacturing firms pointing to labour shortage as a factor limiting production).

Note: no chart for Ireland as the LSI for this country is not available.

Source: Eurostat, LFS and European Commission, EU Business and Consumer Surveys [une_rt_q,
ei_bsin_qg_r2]. Data seasonally adjusted.
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