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Executive summary

Employment in the European Union (EU) has continued to grow at a steady pace and in
most sectors. There has been an increase in the average number of hours worked and,
for the first time since the third quarter of 2011, there was a small increase in the
number of full-time contracts. Youth unemployment rates have decreased in most EU
Member States and financial distress is continuing to ease, now also for the lowest
income groups. In contrast, the gradual fall in unemployment rates observed since mid-
2013 may have halted, as of June, and unemployment rates still remain close to
historically high levels. Addressing long-term and very long-term unemployment is a
major challenge in the context of the EU labour market recovery. The long-term
unemployed make-up a significant share of total unemployment in the EU and - although
stable at the EU level - the long-term unemployment rate is increasing in those Member
States where it is already very high. It remains the case that much of the job creation is
associated with the continuous increase in part-time and temporary contracts. The EU's
tentative recovery appears to have lost some momentum and, therefore, future
developments in employment remain uncertain. This highlights the importance of
continued policy intervention to support the macro-economic and employment recovery
in the EU and to improve the social situation of the population.

The economic recovery which started in the EU in the spring of 2013 remains fragile and
appears to have lost some momentum. Forecasts for 2014 and 2015 have recently been revised
downwards, in particular for the euro area (EA). In the second quarter of 2014 GDP remained
stable in the EA and increased moderately (+0.2%) in the EU. Output growth in the EA in
particular, was pulled down by the weak performance of the three main economies: Germany,
France and Italy.

Employment has grown steadily in the EU since mid-2013, increasing by 0.2 % in the first
quarter and 0.3 % in the second quarter of 2014. In the second quarter of 2014, employment
increased in the large majority of EU Member States, including in countries with very high
unemployment rates such as Spain and Portugal. The employment situation appears to have
stabilised in Greece. In the year to the second quarter of 2014 employment increased by 0.7%
in the EU, although developments at the EU level hide marked differences between Member
States.

Employment has improved across the large majority of the sectors, with a significant
increase in the services sectors. Importantly, employment is growing in those sectors which
employ the majority (around 65%) of the workers in the EU, namely wholesale, public
administration, health care and social services and industry. Employment in the construction
sector also registered a moderate increase in the second quarter of 2014, but was nonetheless
at a lower level than a year earlier (-0.5% year-on-year change).

The increase in EU employment observed in the year to the first quarter of 2014 (+0.6%) could
be seen as the combined outcome of three main factors. First, more than half of the annual
increase was attributable to an increase in temporary contracts (+2.6%). Second, part-
time work, which never declined throughout the crisis, had, continued to increase (+0.9%).
Finally, and for the first time in the EU since the third quarter of 2011, there was an increase
in the number of people working full time (+0.3%), equivalent to around 500.000 more
people (mainly women aged 40-64) working full time.

The trend of falling unemployment rates appears to have lost pace and nearly
stabilised. The EU unemployment rate was 10.2% in August 2014 (or 24.6 million people), the
lowest value since February 2012. It was stable in the euro area at 11.5%, with 18.326 million
people out of work and actively seeking a job. It is likely to be quite some time before
unemployment returns to the pre-crisis level, especially given the weak economic growth and
the increasing labour market participation currently seen in Europe. In the first quarter of 2014,
the activity rate for people aged 15-64 in the EU was 72.1%, a rate 0.5 percent points (pp)
higher than one year ago, and 1.8 pp higher than in 2008. In the year to the first quarter of
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2014 there was a moderate increase in the activity rate in the EU among all groups (by age,
gender and skill level), with the exception of young people and the low-skilled.

Long-term unemployment is a growing problem in the EU. Addressing long-term
unemployment is an increasingly difficult challenge. Being out of work for an extended period
reduces individuals' general and sector-specific skills and increases the probability of their
becoming discouraged and looking less actively for jobs. In the first quarter of 2014, a total of
12.9 million people (5.3% of the labour force) had been unemployed for at least 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 Spain and worryingly they are
not decreasing. It is therefore a priority to ensure that the long-term unemployed do not
become detached from the labour market and are swiftly brought back into employment.

Labour market developments in the EU paint a mixed picture. The latest developments in
the labour market have brought some good news: the ratio of people unemployed to the job
hiring has fallen in the year to the first quarter of 2014, indicating improving job prospects
overall, but there is still evidence of poor job opportunities in some Member States. The job
vacancy rate also increased 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%).
Nevertheless, recent data indicate both positive and negative developments in the matching
process in the EU labour market. The recent fall in unemployment and increase in the indicator
of labour shortage is equivalent to the usual move along the Beveridge curve and confirms the
development suggested by the higher job vacancy rate. At the same time, however, the
Beveridge curve has shifted upwards, compared to its typical position up to the start of 2010,
suggesting that the matching process has worsened in the EU labour market.

The unemployment rate of young people shows a significant fall in most EU Member
States. At 21.6%, in August 2014, the EU unemployment rate for those aged 15 to 24 was more
than twice the overall unemployment rate in the EU. Several of the Member States with very
high youth unemployment rates recorded significantly lower levels compared to a year ago.
Nevertheless, youth unemployment is very high and increasing in Italy. Youth unemployment
rates in the EU range from around 10% or less in Member States less affected by labour market
deterioration (e.g. Austria and Germany) to more than half of the young people active in the
labour market in countries such as Greece and Spain, where youth unemployment is now nearly
three times higher than in 2008.

The employment rate of young people nevertheless declined from 37% in 2008 to 32%
in the first quarter of 2014. More than 40% of young employees were on a temporary contract,
3.5 times more than amongst prime-age adults (25-54 years old), and nearly a quarter of
young people work part-time, up from less than 20% in 2008. It should be noted that the
decline in employment cannot be explained by more young people going into education, as the
rate of young people not in education, employment or training (NEET) increased from 11% in
2008 to nearly 13% in 2010-2014.

The growth in gross disposable household income (GDHI) in the EU has also slowed in
the first quarter of 2014, with a year-on-year increase for this quarter of 0.4%. Recent growth
in GDHI has been driven by increases in income from work resulting from the growth in
employment. In contrast, income from property has stagnated, taxes and social contributions
have increased and social benefits have remained stable (as it usually happens in periods of
increasing employment). Among large Member States, household income continued to rise in
Germany and the UK, while it fell in Italy, Poland and Spain, contributing to the overall more
moderated overall growth in GDHI in real terms.

Financial distress continued to ease in the EU in the second quarter of 2014, falling below
the levels seen in mid-2013. More importantly, financial distress has finally eased for low-
income households. This reflects a fall in the share of the population reporting the need to run
into debt, while the share of households reporting that they had to draw on their savings
remained stable.

Growth in labour productivity slowed in the EU in the second quarter of 2014, mainly
as a result of weak output growth. Growth in nominal unit labour cost, which affects
domestic prices and international competitiveness, remained subdued in the euro area as a
whole, primarily reflecting weak growth in compensation per employee. Nevertheless, notable
differences between Member States in the euro area remain, with Cyprus and Greece recording
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sharp contractions and Estonia a significant increase. Growth in real unit labour cost (which is
also a measure of the labour income share) regained growth momentum in the euro area and in
the EU as a whole, with Spain showing some increase after several years of persistent
decreases.

Overall, while recent data continue to show some positive and very welcome labour market
developments, the economic recovery remains fragile, giving grounds for caution for the future.

Two supplements accompany this issue of the Quarterly Review.

The first supplement gives an overview of the level of human capital endowment in the EU
from the skills’ perspective and provides information about the skills proficiency of various
socio-demographic groups across EU Member States. Developing relevant skills, activating the
existing skills supply and putting skills to effective use are essential in order for economies to be
able to increase productivity, improve international competitiveness and generate sustainable
and inclusive economic growth. The results show that the best performing countries in the EU
(Finland, Sweden and the Netherlands) are too few in number and too small to improve overall
EU results. The average scores of the six largest EU countries, representing more than two
thirds of the total EU population, are behind those of some of the EU's main competitors (Japan,
Canada, Korea and even the US in literacy). Recent research by the OECD! and the European
Commission? shows that not only formal education, but also training received and skills acquired
during the working life improve an individual’s chances of having a job and influence the quality
of the job itself. Skills proficiency, beyond that acquired through initial education, is positively
and independently associated with the individual’s probability of participating in the labour
market, being employed, having higher wages and showing better social outcomes.! Work
history also has a particularly strong impact on person’s level of skills. Those who have been in
paid work for most of their working life perform better in tests than those who have been
unemployed for considerable periods of time.2

The second supplement reviews and discusses a set of indicators of welfare and
inequalities, in order to provide a more comprehensive measure of societies' growth that
encompasses not only economic performance but also progress in other important dimensions
of sustainable and inclusive growth. Specifically, the supplement examines developments in
GDP per capita, average household income, median household income, as well as inequality and
inequality-adjusted GDP per capita growth across the EU. Income indicators improved across
the EU during the pre-crisis period of economic expansion. Nonetheless, economic growth did
not benefit all households equally and did not contribute to the reduction of inequality in all
Member States. The economic crisis then saw GDP per capita and household incomes decline
across the EU, and in many Member States they have not yet returned to the pre-crisis levels.
In view of the increasing complexity of the information presented by these indicators and the
increasingly divergent situation seen across the EU, analysis for selected Member States has
also been included in the supplement.

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

! Quintini, G. (2014), “Skills at Work: How Skills and their Use Matter in the Labour Market”, OECD Social, Employment and
Migration Working Papers, No. 158, OECD Publishing. http://dx.doi.org/10.1787/5jz44fdfjm7j-en
2 "Employment and Social Developments in Europe 2014" (Annual ESDE Review, forthcoming 2014)
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Latest labour markets and social trends in the EU28 (EA18)
2013Q2 2013Q3 2013Q4 2014Q1 2014Q2
Real GDP
(% change on previous quarter, SA) 0.4 (0.3) 0.3 (0.1) 0.4 (0.3) 0.3 (0.2) 0.2 (0.0)
(% change on previous year, NSA) 0.1 (-0.5) 0.6 (0.1) 0.8 (0.5) 1.5 (0.9) 1.3 (0.5)
Employment growth
(% change on previous quarter, SA) 0.0 (-0.1) 0.1 (0.0) 0.2 (0.1) 0.2 (0.1) 0.3 (0.2)
(% change on previous year, NSA) -0.5(-1.0)  -0.3(-0.7) 0.0 (-0.4) 0.6 (0.1) 0.7 (0.4)
Employment rate (15-64)
(% change on previous year, NSA) -0.1 (-0.4) 0.1(-0.2) 0.3 (0.0) 0.7 (0.2) NA
Employment rate (20-64)
(0/0 change on previous quarter, SA) 68.4 (678) 68.8 (681) 68.7 (679) 68.4 (675) NA
(% change on previous year, NSA) -0.2 (-0.2)  0.0(-0.2) 0.3 (0.0) 0.8 (0.3) NA
Gross disposable households
income
(% change on previous year, NSA) -0.8 (-1.1) -0.1 (-0.3) 0.8 (0.8) 0.4 (0.2) NA
Labour productivity
(% change on previous year, SA) 0.4 (0.5) 0.5 (0.5) 1.1 (0.9) 0.9 (0.8) 0.4 (0.2)
Nominal unit labour cost
(% change on previous year, SA) 0.7 (1.2) -0.3 (1.2) -0.3 (0.7) 1.0 (0.4) 1.1 (0.9)
Long-term unemployment rate
(% labour force, NSA) 5.1 (5.9) 5.0 (5.8) 5.3 (6.2) 5.3 (6.3) NA
(% change on previous year, NSA) 0.5 (0.7) 0.1 (0.6) 0.1 (0.6) 0.2 (0.3) NA
2013 Aug 2014 May 2014 Jun 2014 Jul 2014 Aug

Unemployment rate (SA)
Total (% labour force) 10.8 (12.0)  10.3 (11.6) 10.2 (11.5)  10.2 (11.5)  10.1 (11.5)
Men 10.8 (11.9)  10.2 (11.5) 10.1 (11.4)  10.1(11.4)  10.0 (11.2)
Women 10.8 (12.0)  10.4 (11.8) 10.3 (11.7)  10.3(11.7)  10.3 (11.7)
Youth (% labour force aged 15-24) 23.5(23.9) 22.0(23.3) 21.9 (23.2) 21.7 (23.2) 21.6 (23.3)

Source: Eurostat, DG EMPL own calculations.
Note: SA = seasonally adjusted NSA = non-seasonally adjusted; NA: not available.
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1. Macroeconomic and
employment
developments and
outlook

The tentative recovery in the EU comes to a
halt

The tentative recovery that began in the EU
in the spring of 2013 appears to have lost
some momentum. In the second quarter of
2014 GDP remained stable in the euro area
(EA) and increased only moderately
(+0.2%) in the European Union (EU) as a
whole. Economic activity in the EA was
pulled down by the weak performance of
the three largest economies: Germany,
France and Italy. In the year to the second
quarter of 2014, GDP rose by 1.2% in the
EU and by 0.7% in the EA.

A growing divergence is emerging between
the major world economies. Whilst the solid
recovery continues in the United States
(US), growth remained subdued in the EU,
particularly in the euro area.® Europe is still
failing to make significant progress in
closing the economic divide with the US. In
the second quarter of 2014, GDP increased
in the US by 1.0% on the previous quarter,
and by 2.5% compared with the same
quarter of 2013 (Chart 1).

Chart 1: Real GDP in the EU, euro area and
US (left axis), and percentage changes over
the previous quarter (right axis)
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Source: Eurostat, National Accounts, data seasonally
adjusted [namqg_gdp_k]

Click here to download chart.

3 For more details see: OECD Interim Economic

Assessment, available at:
http://www.oecd.org/eco/outlook/economicoutlook.htm

% change

Weak growth in Europe could undermine
the weak recovery in the labour market, as
growth in household income also slows.
Contrary to the previous quarter where —
for the first time since 2011 — GDP,
household income and employment all saw
steady growth, data for the second quarter
of 2014 paint a less optimistic picture.
While the upward trend in employment
continued, with the number of people
employed growing at an increasing pace,
GDP growth has decelerated,* as has the
growth in the gross disposable household
income (GDHI). GDHI growth weakened in
real terms in the first quarter of 2014. The
growth rate over the year to the first
quarter of 2014 was 0.4% (compared to a
year-on-year change of 0.8% in the
previous quarter).

Chart 2: Real GDP growth, real GDHI growth
and employment growth (number of
persons employed) in the EU, year-on-year
change.
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Source: Eurostat, National Accounts, data non-
seasonally adjusted [namqg_gdp_k, namqg_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 in some of the
largest EU economies

GDP growth in the second quarter of 2014
was again positive in the large majority of
EU Member States. Among the largest EU
economies, the UK  (+0.8%), the
Netherlands (+0.5%) and Spain (4+0.6%)
experienced relatively significant growth
compared to the first quarter of 2014.

4 The real GDHI growth for the EU is DG EMPL
estimation, and it does not include Member States for
which quarterly data are missing (11 Member States).
The nominal GDHI is converted into real GDHI by
deflating with the deflator (price index) of household
final consumption expenditure. The real GDHI growth is
a weighted average of real GDHI growth in Member
States.
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However, the growth in GDP in most EU
Member States was not enough to offset
the weak economic performance of their
larger peers.

The fall in GDP in Germany (-0.2%), the
first quarterly contraction in over a year,
was mostly driven by foreign trade, and a
decline in investments in construction. No
growth was seen in the French economy for
the second quarter in a row, whilst in Italy
GDP fell by 0.2%, following a decline of
0.1% in the first quarter of 2014.

Of the Member States for which data are
available for the second quarter of 2014,
Malta (+1.3%), Latvia, Slovenia (both
+1.0%), Lithuania, Hungary and the UK (all
+0.8%) recorded the highest GDP growth
compared with the previous quarter.
Romania (-1.0%), Denmark and Cyprus
(both  -0.3%), Germany and Italy
(both  -0.2%) registered the Ilargest
decreases.’

5 We have not commented on data for Greece as they
are non-seasonally adjusted or for Ireland as they refer
to 2014Q1.

Chart 3: Real GDP growth in the second
quarter of 2014 or according to the latest
data available, by EU Member State
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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 September 2014, available here

For IE and LU data refer to the first quarter of 2014; for
HR no recent data available for quarter changes.

The trend of falling unemployment that
began in summer 2013 in the EU and in
autumn 2013 in the euro area also appears
to have lost pace and nearly stabilised. The
EU unemployment rate was 10.1% in
August 2014, the Ilowest value since
February 2012. It was stable in the euro
area at the same level of June and July
2014, i.e. 11.5%. At this pace, it is likely to
be some time before we see a return to the
pre-crisis levels, especially given that recent
GDP figures confirm a weak growth for the
second quarter of 2014. Instead, in the US
the unemployment rate was 6.2% in July
2014, down from 7.3% (-1.1 pp) in July
2013.
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Chart 4: Unemployment rates in the EU,
euro area, and the US.
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Source: Eurostat, series on unemployment, data
seasonally adjusted [une_rt_m]

Click here to download chart.

Outlook

Third-quarter  setback in confidence
indicators and Purchasing Managers Index

The Commission's economic sentiment
indicator fell in the third quarter of 2014,
returning (in August) to the level seen in
January of this year. This fall was broad-
based across sectors, except  for
construction, where sentiment continued its
steady recovery from a low level.

Similarly, the euro-area Purchasing
Managers Index (PMI) composite output
index fell to its lowest level of the year, but
remained clearly above the level which
separates growth from contraction. As was
the case for the sentiment indicators, the
drop in PMI was more marked in
manufacturing than in the service sector,
probably due to the greater vulnerability of
the former to the uncertainty linked to
increasing geopolitical tensions in the
Ukraine and the Middle East.

Disappointing second-quarter data affect
GDP outlook for the remainder of 2014, but
the outlook for unemployment remains
unchanged

Table 1 shows the most recent forecasts
issued for the EU and the euro area by the

European Commission and three
international institutions: the Organisation
for Economic Co-operation and

Development (OECD), the European Central
Bank (ECB), and the International Monetary
Fund (IMF).

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

EU-28
Institute date gr.'14 gr.'15[ UR'14 UR'L5
IMF 24-Jul NA NA NA NA
Commission | 05-May 1.6 2.0 10.5 10.1
OECD 15-Sep NA NA NA NA
ECB 05-Sep NA NA NA NA
euro area
Institute date gr. '14 gr.'15| UR'14 UR'15
IMF 24-]ul 1.1 1.5 NA NA
Commission 05-May 1.2 1.7 11.8 11.4
OECD 15-Sep 0.8 1.1 NA NA
ECB 05-Sep 0.9 1.6 11.6 11.2

Source: Diverse forecast documents; "gr." is real GDP
growth in %; "UR" is the unemployment rate, in % of
the active population. Forecasts were published on 5
May (Commission), 15 September (OECD), 25 July (IMF)
and 5 September (ECB).

Of the most recent forecasts, those issued
by the ECB and the OECD take into account
the disappointing second-quarter GDP data
and this is reflected in the lower projected
GDP growth for the euro-area for 2014 and
2015. The OECD significantly downgraded
its growth outlook for the euro area for both
2014 (by 0.4 pp) and 2015 (by 0.6 pp). The
ECB is, however, slightly more optimistic
than the Commission on the euro-area
unemployment outlook.

According to EU Business Surveys, in the
second quarter of 2014, employment
prospects in the different sectors
(manufacturing, services and construction)
improved compared to the previous quarter.
Monthly developments in employment
prospects have however been quite erratic,
which could again be linked to increasing
geopolitical tensions.

European consumers unsure about the pace
of the fall in unemployment

The improvement previously seen in
consumers’ expectations for unemployment
at EU level has slightly reversed since June,
in line with the movement in overall
economic sentiment (Chart 5).
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Chart 5: EU consumers’ expectations for
unemployment over the next 12 months and
the unemployment rate (the scale varies)

Source: European Commlssmn Busmess 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 been increasing

since mid-2013

The growth in employment seen in the EU

since mid-2013 continued with an increase
of 0.3% in the second quarter of 2014. This

follows growth of 0.2% in the first quarter,

and brings the increase over the year to the

second quarter of 2014 to 0.7%.

Despite
the recent improvements, employment in
the EU remains 2.1 % lower than the level

seen in the second quarter of 2008 (Chart

6).

In the euro area, employment increased by

0.2 %
following an increase of +0.1 %
previous quarter. Euro-area employment in
the second quarter of 2014 was 0.4 %
higher than a vyear earlier, but s
nonetheless 3.3 % lower than in the second
quarter of 2008.

Chart 6: Employment in the EU28 and the
euro area, 2006Q1 to 2014Q2
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Source: Eurostat, National Accounts, data seasonally -
adjusted [namq_aux_pem]

Click here to download chart.

in the second quarter of 2014,
in the
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Employment increased in a large majority of
Member States in the second quarter of
2014

In the second quarter of 2014 employment
increased in the large majority of EU
Member States. A total of 20 Member
States saw a positive change over the
quarter (compared to 16 in the previous
quarter), three saw no change, and two
Member States experienced a fall in
employment levels (data were available
for 25 Member States). In the year to the
second quarter of 2014, employment
increased in 20 Member States, with
particularly strong growth seen in Hungary
(+3.1 %), the UK (+2.7 %) and Malta
(+2.6 %).

Of the larger Member States, the change in
employment in the second quarter of 2014
was positive in Spain (+0.7 %), the UK
(+0.5 %), Poland (+0.5%), and Italy
(+0.2 %), but France saw a third
consecutive quarter of stagnation (+0.0%).
Estonia (+1.2%) and Portugal (4+0.9%)
recorded the largest quarter-on-quarter
changes (Chart 7).

Over the year to the second quarter of
2014, employment decreased in Cyprus
(-1.4%), Estonia (-1.2%), Italy (-0.9%),
Finland (-0.7%) and Greece (-0.5%).
Nevertheless, recent developments are
more positive, as in all these countries, with
the exception of Cyprus, employment in the
second quarter of 2014 has increased
compared to a quarter earlier (Chart 7).
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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
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Source: Eurostat, National Accounts [namq_aux_pem].
Notes: Data are consistent with the EUROSTAT press
release of 12th September 2014, available here. No
recent data for RO, due to ongoing revisions following
changes in the census.

Quarterly change: For LU and LT data refer to 2014 q1;
no data for HR, and SI.

Yearly change: For IT, LU and LT data refer to 2014 q1;
no data for HR.

Click here to download chart.

Employment increases in the majority of the
sectors

Employment improved in all sectors of the
economy in the second quarter of 2014,
with the exception of financial services and
agriculture, with the largest increases seen
in the wholesale and retail sector (+0.5%),
in the scientific and professional sector
(+0.5%) and in industry (+0.4%). In the
year to the first quarter of 2014,
employment increased particularly strongly
in the service sectors. Furthermore,
employment is increasing in those sectors
which employ the majority (around 65%) of
workers in the EU, such as wholesale and
retail (+1.2% year-on-year), public
administration, health care and social
services (+1.0%, year-on-year), and

Industry (4+0.3%, year-on-year). Annex 4
reports change in employment, by 10 NACE
branches and by Member State.

Chart 8: Change in employment in the
second quarter of 2014 (top axis) and
number of people employed (bottom axis),
by 10 NACE branches, in the EU

% change
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Source: Eurostat, National Accounts, data seasonally
adjusted (g-0-q) and non-seasonally adjusted (y-o-y)
[namqg_nacel0_e]

Click here to download chart.

The number of people starting a new job in
the first quarter of 2014 was 3.1 % higher
than in the same quarter of a year earlier.
Over the vyear, the number of people
starting a new job increased in
manufacturing (+13 %), administrative and
support  service activities (+11.4%),
construction (+5.3 %), education (+4.5 %)
and accommodation and food service
activities (+1.6 %). In the year to the first
quarter of 2014 the number of people
starting a new job declined in the human
health and social work activities sector
(-1.9%) (Chart 9).
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Chart 9: Number of persons starting a new job in the first quarter of 2014, by NACE economic

activity, and year-on-year change.
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Click here to download chart.

Employment rate® in the EU and
its Member States

EU employment rate increases in the first
quarter of 2014

The EU employment rate for the 20-64
years age group increased by 0.8 pp over
the year to the first quarter of 2014, to
reach 68.6% (compared to the year-on-
year change of +0.2 pp in the previous
quarter). The employment rate was 1.8 pp
lower than in 2008. The employment rate
has also increased in the EA, but at a slower
pace (+0.3 pp over the year to the first
quarter of 2013) to reach a level of 67.8%
(Chart 10).

8 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 10: Employment rate in the EU28, the
euro area and in Member States, first
quarter 2014
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Source: Eurostat, LFS, data non-seasonally adjusted
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Click here to download chart.

Employment rate has increased in three
fourth of the EU Member States...

In the year to the first quarter of 2014, the
employment rate increased in 21 Member
States and decreased in six. The largest
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increases were recorded in Croatia
(+4.9 pp), Hungary (+4.5 pp) and Portugal
(+2.2 pp), while the most significant falls
occurred in Cyprus (-1.2pp) and the
Netherlands (-1.0 pp) (Chart 11).

Chart 11: Change (pp) in the employment
rate (20-64) between 2008 - 2014Q1 and
2013 Q1 -2014 Q1 in the EU, the euro area
and in the Member State
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Source: Eurostat, LFS, data non-seasonally
adjusted [Ifsi_emp_q]

Click here to download chart.

...but remains below the 2008 level and
Europe 2020 target in three quarters of the
Member States

Despite  the recent increases, the
employment rate is still below the levels
seen in 2008 in three quarters of EU
Member States. Spain, Cyprus and Greece
have been particularly affected, with falls in
their respective employment rates of
9.8 pp, 10.3 pp and 14.0 pp between 2008
and the first quarter of 2014. During the
same period, the employment rate
increased significantly in Germany (+2.9
pp), Hungary (+3.9pp) and Malta (+6.0 pp)
(Chart 11). There is a gap of around 27 pp
between the highest employment rate in
Sweden (79.8%) and the lowest in Greece
(53.1%).

Falling employment rates among the
youngest and male workers stabilised in the
first quarter of 2014

The vyear-on-year increase in the EU
employment rate of 0.8 pp reflects a
various developments for different
population. The fall in the employment rate
amongst young people aged 15-24
stabilised (+0.0 pp), whilst the employment
rate for the prime-age group (aged 25-54,
+0.5 pp), and especially for older age
groups (aged 55-64, +1.9 pp), increased.
The employment rate of those aged 15-24
(31.5%) remains the lowest among all
population groups in the first quarter of
2014. When only those aged 20-24 are
considered it rises to 47%. The employment
rate amongst men recorded a positive
evolution (+0.7 %) in the year to the first
quarter of 2014. The employment rate of
low-skilled people decreased (-0.5 pp,
year-on-year) while that of the medium-
skilled increased (+0.6 pp) over the year to
the first quarter of 2014 (Chart 12).
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Chart 12: EU employment rate in 2008, 2013 Q1 and 2014 Q1 by age group, gender and

education level

High

90 -
m 2008
80 1 m 201301
70 | 201401
60 -
50 -
40 -
30 -
20 -
Young(lS Prime age | Older (55- Women ow Medium
24) (25-54) 64)
Age Gender Education level

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

Click here to download chart.

Over half of the growth in employment
attributable to the increasing use of
temporary contracts

In the year to the first quarter of 2014,
temporary employment increased by 2.6 %,
equivalent to 600000 workers. Temporary
contracts outnumbered permanent
contracts, the latter recording an increase
of 0.2 % over the year to the first quarter
2014, equivalent to 240 000 more workers
on permanent contracts. Self-employment
also increased, with a year-on-year increase
of 0.9% or 270000 self-employed workers
(Chart 13).

Chart 13: Employees in permanent and

temporary work in the EU, self-employment
and total employment (15-64 years) (1000
employees), 2006-14, year-on-year change
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Source: Eurostat, LFS, data non-seasonally adjusted
(DG EMPL calculations)
Click here to download chart.

Full-time work increases for the first time
since 2011

For the first time since 2011 the number of
full-time workers (on permanent or
temporary contract) in the EU increased by
+0.3% in the year to the first quarter of
2014, equivalent to 495 000 new full-time
workers. The number of employees working
part-time also increased (+0.9% in the
year to the first quarter of 2014, equivalent
to 370000 new part-timer workers). Part-
time work in the EU has increased by 8.8 %
since 2008, while full-time employment
decreased by 3.5% (Chart 14).

Chart 14: Part-time and full-time
employment in the EU (1000 employees),
2006-14, year-on-year change
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Source: Eurostat, LFS, data non-seasonally adjusted
(DG EMPL calculations).
Click here to download chart.
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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 been
gradually decreasing since mid-2013, to
reach a level of 10.1 % in August 2014. The
fall in unemployment was larger in the EU
(-0.7 pp in August 2014 compared to the
same month of previous year) than in the
EA (-0.2 pp over the same period). It was
11.5% in the euro area, so at the same
level as June and July 2014, which
represents 1.75 million fewer unemployed
people in the EA as compared to a year
earlier (Chart 15).

With 24.6 million people out of work and
actively seeking a job in the EU, including
18.3 million in the euro area, the level of
unemployment remains high, despite the
recent positive developments.

Chart 15: Total unemployment rate in the EU
and euro area (left axis) and youth
unemployment rate (right axis): Jan 2007-
Aug 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 22 Member
States over the year to August 2014

Over the vyear to August 2014, the
unemployment rate fell in 22 Member
States and increased in four. The most
significant decreases were seen in Hungary
(7.8 %, -2.4 pp), Portugal (14%, -2.1 pp)
and Spain  (24.4%, -1.7 pp). The
unemployment rate increased in France
(10.7%, +0.3 pp) and Finland (9.2%,
+0.5 pp). Over the past three months
unemployment has decreased in 21 Member
States (Chart 16 and Chart 17).

Chart 16: Unemployment rates in the EU
Member States in August 2014 and August
2013

% of labour farce .
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Source: Eurostat, series on unemployment, data
seasonally adjusted [une_rt_m].

Note: EE ,HU (2014M07) EL , UK,LV (2014M06)
Click here to download chart.

Chart 17: Unemployment rates in the EU
Member States in August 2014 and the
highest and lowest rates since 2008.
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Source: Eurostat, series on unemployment, data
seasonally adjusted [une_rt_m].

Note: EE, HU: July 2014; EL, UK: June 2014; LV:
2014Q2.

Click here to download chart.

The unemployment rate has fallen for all
population groups

In the year to August 2014 unemployment
decreased among all population sub-groups,
with the rate for young people (aged 15-24)
falling by 1.9 pp and that for people over 25
by 0.6 pp. A larger decrease was seen in
the unemployment rate for men (-0.8 pp)
than for women (-0.6 pp). Nonetheless, this
recent changes are not enough to
compensate for the increase seen since
2008 (Chart 18).
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Chart 18: Change in the unemployment rate
in the EU in August 2014, since August 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.

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

Long-term unemployment shows signs of
stabilisation in the EU

In the first quarter of 2014, long-term
unemployment in the EU remains at the
same level as in the last quarter of 2013,
i.e. 5.3% of the labour force (+0.1 pp
compared to the first quarter of 2013).
Around 12.9 million people have been
unemployed for at least one year. The very
long-term unemployment rate (people in
unemployment for at least two consecutive
years) also remained stable over the
quarter (at 3.1% of the labour force, an
increase of 0.2 pp on the first quarter of
2013). The very long-term unemployment
thus represented around 60% of total long-
term unemployment (Chart 19).

7 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

Chart 19: 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 first quarter of 2014
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Source: Eurostat, LFS; data seasonally adjusted
(unemployment rate) and non-seasonally adjusted
(long-term unemployment rates) [une_rt_q and
une_ltu_q].

Click here to download chart.

Long-term unemployment rate stable in
most of the Member States

Long-term unemployment rates appear to
have stabilised in the majority of EU
Member States but continue to increase in
countries where they are already high, such
as Greece, Spain, Italy and Cyprus. In the
year to the first quarter of 2014, Cyprus
saw the largest increase (+2.0 pp), while
long-term unemployment rates are at
historically high levels in Greece (19.6%,
year-on-year change of +1.9) and Spain
(13.6%, +0.9 pp). In contrast, long-term
unemployment fell in Latvia (-1.8 pp),
Croatia (-1.2 pp) and Ireland (-1.1 pp).
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Chart 20: Long-term unemployment rates
and change in long-term unemployment
rates in the EU and by Member State
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Activity rate is increasing in the EU and
converging among Member States

In the first quarter of 2014, the activity rate
in the EU stood at 72.1% for the 15 to 64
year-old population, representing a total of
242.5 million people. This represents an
increase of 0.5 pp over the year from the
first quarter of 2013 and of 1.8 pp since the
first quarter of 2008. Over the year to the
first quarter of 2014, the activity rate
remained stable in most Member States,
with significant increases seen in Croatia
(+6.9 pp), Hungary (+2.4 pp) and
Luxembourg (+1.8 pp). Only Estonia and
Denmark, both countries with activity rates
well above the EU average, recorded
significant decreases (around 1.0 pp).

In Italy, Romania and Malta the activity rate
remains below 65% and significantly below
that of other Member States. It is
interesting to note that the low overall
activity rates in these three countries are

associated with low female activity rates -
the lowest activity rates in the EU.

Chart 21: The activity rate and its evolution,
by EU Member State
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Activity rate decreasing for low-skilled and
young people

In the period between the first quarter of
2008 and the first quarter of 2014, the
activity rate increased only slightly for men
(to 77.9%, +0.4 pp), but more significantly
for women (to 66.3%, +3.1 pp).

In the year to the first quarter of 2014, the
activity rate has slightly increased among
all age and skill groups, with the exception
of young people and the low-skilled (Chart
22). The participation of these two groups
in the labour market has fallen since the
beginning of the crisis (with the exception
of low-skilled women, for whom it has
increased by 0.5 pp). The participation rate
has increased especially for older workers,
probably as a consequence of the pension
reforms and increases in statutory
retirement ages introduced in many EU
Member States. The total activity rate is
peaking well above the pre-crisis level,
especially for women (+9.8 pp for women
and +6.2 pp for men).
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Chart 22: Activity rate in selected groups by gender in the EU
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Click here to download chart.

Discouragement in the EU increased last
year

In the first quarter of 2014 'discouraged
workers' in the EU (people available to work
but not looking for a job) represented 4.0%
of the EU labour force (0.1 pp more than in
the last quarter of 2013 and 0.2 pp more
than in the first quarter of 2013). The
constant increase in long-term
unemployment since the start of the crisis
in 2008 may have contributed to this
phenomenon. Given that long-term
unemployed people typically find it more
difficult to re-enter the labour market, they
have a higher probability of remaining on
the margins of the labour force when the
economy picks up again.

The potential additional labour force
consists of both discouraged workers and
those who would like to work full-time, but
cannot find a full-time job for economic
reasons (underemployed), and those who
are temporally not available to work. Both
underemployed (4.1% of labour force) and
people looking for a job but not available
(1% of labour force), remained stable over
the year to the first quarter of 2014.
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Chart 23: Unemployment rate, potential
labour force and underemployment in the
EU (the scale varies)
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Click here to download chart.

Italy (16.1% of labour force) and Cyprus
(14.1%) are the Member States with the
highest aggregate shares of discouraged
workers, underemployed and job seekers
temporally not available for work. Cyprus
saw the largest increase in the aggregate
share over the year to the first quarter of
2014 (+3.1 pp). Meanwhile, Croatia (-3.0
pp) and Hungary (-2.3 pp) recorded the
largest decreases over the same period.
Hungary in particular has been able to
combine this improvement with a significant
reduction in the unemployment rate (-3.0
pp) (Chart 24).
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Chart 24: 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 of
discouraged and those where it consists
mainly of underemployed people has
remained fairly stable in the first quarter of
2014, compared to the previous one (Chart
25).

Italy is still the country with the highest
percentage of discouraged workers and the
most recent developments are nhot
encouraging (12.8% in the first quarter of
2014, +1.0 pp compared to the first quarter
of 2013). Slovenia also saw a significant
increase in discouragement, with its rate
doubling over the year to the first quarter of
2014 (from 1.7% to 3.5%), although it
continues to have one of the lowest rates in
the EU. The highest rate of
underemployment is found in Cyprus, with
the worst rate among Member States (8.1%
in the first quarter of 2014), where there
has been a marked recent increase (+2.3
pp over the last year, and +1.1 pp only
over the last quarter).

People seeking but not available to work is
a small group in most of the countries,
compared with the number of those who

are discouraged or underemployed.
Exceptions to this are Sweden and Finland
— where they represented 2.4% and 4.5%
of the labour force respectively in the first
quarter 2014.

Chart 25: Labour underutilisation in EU
Member State in the first quarter of 2014
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Click here to download chart.

Discouragement increased among the
youngest but underemployment decreased

Young female workers (aged 15-2) are
particularly affected by underemployment
and discouragement. Discouragement is
increasing in all age groups with the
exception of workers aged 55-64, with a
notable increase seen in the rate among
young women (+0.5 pp over the last year).
On the other hand, young workers are
suffering less from underemployment.
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Chart 26: Underemployment and potential labour force in the EU in 2014Q1, by age and sex
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Main messages on regional labour markets from the 6th Report on
economic, social and territorial cohesion

The crisis has heavily affected labour markets across the EU and increased regional disparities.
The employment rate grew by about 4.0 pp between 2000 and 2008 for the age group 20-64,
but dropped by 2.0 pp between 2008 and 2013 (see table below). Less developed and transition
regions were more affected by the crisis: their employment rates dropped by 3.0 pp between
2008 and 2013. More developed regions were more resilient, their employment rate decreased
by only 1.4 pp

The employment rate is significantly higher in more developed and transition regions than in less
developed regions, respectively 72% and 65% of the population aged 20-64 against the 61 % in
less developed regions. The regions of Aland (FI), Stockholm (SE) and Freiburg (DE), registered
in 2013 the highest employment rate in Europe, with 86%, 83% and 82%, well above the 75%
Europe 2020 target (map in Chart 27). One in three of the more developed regions have
reached their national 2020 employment target, compared to one in six transition regions and
only one in sixty less developed regions. Not all regions, however, need to reach the national
target as a strong performance in one region can compensate for lower performance in another.
Big disparities in employment opportunities however do create pressure for people to move from
its own region to another region or country.

The unemployment rate has grown dramatically since the crisis in many regions (map in Chart
28). Unemployment rates increased by more than 10 pp in regions in Northern Greece and
Southern Spain. Increases were also high in the regions of Italy, Portugal and Bulgaria. On the
other hand, regional labour markets have performed well in all of Germany. The number of
unemployed has dropped in all German regions.

For more analysis of regional labour market, poverty and migration, please read the new 6th
report on economic, social and territorial cohesion.

http://ec.europa.eu/regional_policy/cohesion_report

Published in July 2014 it is available in a paper copy, pdf and e-book. It is available in 6
languages and all other EU languages will follow in before the end of the year.

Employment rate of those aged 20-64, EU-28 regions, 2000-2013

More - Less

developed VI developed B
Employment rate population
aged 20-64, 2013 72.0 65.1 61.1 68.3
% point change 2008 - 2013 -1.4 -2.9 -2.7 -1.9
% point change 2000 - 2008 4.1 4.6 2.4 3.7

@ More Developed regions (GDP > 90% of EU-27 average); Transition regions (GDP 75% to 90%
of EU-27 average); Less Developed regions (GDP < 75% of EU-27 average).
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5. Household income and
financial situation

Growth in household income in the EU
weakened...

On average in the EU8, growth in the gross
disposable household income (GDHI) in real
terms weakened by the first quarter of 2014
(+0.4% vyear-on-year), suspending hopes
that the recovery seen as of late 2013
would be sustained (Chart 29). A similar
slowdown in the growth of real GDHI was
also recorded in the euro area. The first
quarter of 2014 saw the trend in household
income deviating from that of the general
economic recovery. GDHI grew much less
than GDP.

... despite increases in income from work as
taxes and social contributions increased and
social benefits stagnated

Over the year to the first quarter of 2014,
growth in GDHI was driven mainly by
income from work. The compensation of
both employees and self-employed
increased, in line with the recent trends in
the labour markets. Employment has
started to increase notably in service
sectors and there was a slowdown in job
destruction in the sectors worst hit by the
crisis, e.g. industry (Chart 8 in Section 2).
Meanwhile, taxes and social contributions
further increased and social benefits
remained stable, in line with the improved
situation in the labour market. Income from
property stagnated. All of this contributed
to the slowdown in the growth of GDHI.
Indeed, the increase in income from work is
still weak (low compared to rises seen
before 2008) and therefore cannot fully
compensate for the negative impact of the
tax-benefit system and the stagnation of
income from property.

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

8 The real GDHI growth for the EU is DG EMPL
estimation, and it does not include Member States for
which quarterly data are missing (11 Member States).
The nominal GDHI is converted into real GDHI by
deflating with the deflator (price index) of household
final consumption expenditure. The real GDHI growth is
a weighted average of real GDHI growth in Member
States.

The EU aggregate GDHI was supported by
Germany and the UK, but household income
stagnated or worsened in many other
Member States

For the EU as a whole, GDHI increased only
marginally in real terms over the year to
the first quarter of 2014. Of the larger
Member States, Germany and the UK
continued to see improvements in
household income, while declines in Italy,
Poland and Spain contributed negatively to
the moderation of the EU growth in GDHI in
real terms.

With the exception of the Czech Republic
and Sweden, where increases in GDHI were
recorded, household income mainly fell or
remained stable in the remaining Member
States. GDHI continued to decline in
Portugal, remained stable in Finland,
declined for the first time in Romania, after
a year of growth, and declined or stabilised
in Finland, Italy, Slovenia and Spain after
having previously  shown signs  of
improvement (Chart 29 for the EU and
charts in Annex 1 for the euro area and
selected Member States).
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Chart 29: 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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Note: GDHI EU aggregate for Member States for which data are available, GDP for EU28.

Click here to download chart.

Households' financial distress has eased in
the EU after peaking at the end of 2013

Financial distress®, or the need to draw on
savings or to run into debt, continued to
ease in the second quarter of 2014,
reaching a level below that seen in mid-
2013. This change was driven by a fall in
the share of the population reporting that
they needed to run into debt, while the
share reporting that their households had to
draw on their savings remained stable.

It is still not clear whether the share of
households suffering financial distress will
continue to fall. Financial distress remains
near to historically high levels, well above
the levels seen in the previous decade, and
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 30).

° 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

Low-income households appear to have
benefitted from recent easing of financial
distress, but they remain in the most
strained financial situation

Financial distress has finally eased for low-
income households, while it remained stable
or slightly deteriorated for higher income
groups. As a result, the gap in financial
distress between low-income households
and other households has narrowed in the
first half of 2014.

Nevertheless, 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 4% and 11%, respectively for
the total population. This level of financial
distress, because of the worsening between
mid-2010 and end of 2013, is far above the
long-term average. Financial distress has
also increased since mid-2010 in other
household income quartiles, reaching levels
above long-term averages but has returned
to near the long-term average for the top
quartile.
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Chart 30: 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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Source: European Commission DG ECFIN, Business and Consumer Surveys (DG EMPL calculations), data non-seasonally

adjusted.

Note: Three-months moving averages. Horizontal lines show the long-term averages for financial distress for the population
as a whole and for households in the four income quartiles. The overall share of adults reporting having to draw on savings
and having to run into debt are shown respectively by the light grey and dark grey, which together represent total financial

distress.
Click here to download chart.

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

The level of financial distress for households
in all quartiles combined fell over the year
to the second quarter of 2014 in the
majority of the Member States. In most,
however, it remains higher than in 2007,
ranging from less than 5% in Germany,
Luxembourg and Sweden to over 25% in
Croatia, Greece, Italy and Portugal.
Financial distress declined or remained
stable among households in the lowest

income quartile in most Member States, but
rose markedly in Luxembourg and Spain.
Financial distress increased for the poorest
households in all Member States after 2007,
and currently affects from around 10% of
households in the lowest income quartile in
Austria, Germany and Luxembourg to 40%
in Italy, Romania and Slovakia and Spain
(Chart 31).
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Chart 31: Financial distress eased in most Member States, but variations persist
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Click here to download chart.
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6. Productivity, wages
and hours worked

Labour productivity growth slowed down
across the EU, especially in the euro area

Labour productivity grew by 0.6% in the EU
as a whole in the second quarter of 2014 (if
compared with the same quarter in 2013
and not seasonally adjusted) - down from
about 0.9% in the previous three months.
Meanwhile, labour productivity growth
stalled in the euro area, i.e. down from
about 0.9% in the previous three months to
0.0% in the second quarter of 2014. In
general, these developments reflect the
slower growth in output than in
employment growth (Chart 32).

In the euro area (for the Member States for
which data are available at the time of
writing), Estonia showed by far the
strongest growth, with an increase in labour
productivity of 3.9% compared to 1.0% in
the first quarter of 2014. Labour
productivity continued to contract in
Cyprus, down by -0.8% (compared to -0.4%
in the previous quarter), as well as in
Austria, down by -0.5% (compared to -1.0%
in the previous quarter). In Greece
productivity growth rebounded to 0.2%
after having contracted by -0.6% the
previous quarter. In Spain, France and
Sweden productivity growth slowed down to
0.1% (all down from 0.8% in the first
quarter of 2014).

Outside the euro area, there was also
notable variation in growth across Member
States. In the Czech Republic (+2.6%),
Lithuania (+2.4%) and Romania (with a
provisional estimate of +4.5%) productivity
growth was fairly robust. Denmark,
however, recorded a significant decrease in
the growth rate, with yearly growth falling
to -0.9% (compared to a year-on-year
increase of 0.4% in the first quarter of
2014).

Chart 32: Labour productivity, nominal
compensation per employee and nominal
unit labour cost
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Source: Eurostat (namg_aux-ulc)
Note: Data not seasonally adjusted

Growth in compensation per employee
remained subdued in the euro area

In the EU as a whole, compensation per
employee grew by 2.6% over the year to
the second quarter of 2014 (not seasonally
adjusted) - up from 1.7% in the first
quarter of 2014. In the EA, however,
growth in compensation per employee
remained weak, at 1.1% compared to 1.2%
the previous quarter (Chart 32).

Amongst euro-area Member States, Greece
(-4.8%) and Cyprus (-5.1%) continued to
see sharp decreases in compensation per
employee, while Spain (+0.2%) recorded a
modest increase. Estonia (+8.8%) recorded
by far the strongest increase in
compensation per employee, followed by
Slovakia (+4.1%) and Malta (+3.9%). In
contrast, in Belgium (+1.1%) and France
(1.7%), growth remained modest.

Outside the euro area, Lithuania (+6.5%)
saw very strong growth in compensation
per employee over the year to the second
quarter of 2014, followed by Romania
(+3.5%), the Czech Republic (3.5%),
Sweden (+2.9%), and Hungary (2.7%).

Nominal unit labour cost regained growth
momentum in the European Union, but
remained subdued in the euro area

Nominal unit labour cost (which measures
compensation per employee adjusted for
productivity and thus affects both domestic
prices and international competitiveness)
increased by 2.0% in the EU as a whole
over the year to the second quarter of 2014
(non-seasonally adjusted), and by 1.1% in
the euro area over the same time period.
The slower growth seen in the euro area is
the result of weak growth in compensation
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per employee without any growth in
productivity (Chart 32).

Growth in  nominal unit labour cost
continues to vary across the euro-area
Member States. Estonia (+4.7% over the
year to the second quarter of 2014)
recorded a fairly large increase, while
growth also accelerated in Malta (3.6%
year-on-year growth in the second quarter
up from 0.9% the previous quarter), and
Slovakia (3.0% vyear-on-year growth in the
second quarter up from 1.8% in the first
quarter), while it slowed in Austria (at 2.7%
in the second quarter, down from 3.4% in
the first quarter). At the same time,
nominal unit labour cost continued to
decrease rapidly in Greece (-5.0%) and
Cyprus (-4.3%), while in Spain nominal unit
labour cost growth began to rise again —
albeit at a modest +0.1%. Amongst the
other euro-area Member States, nominal
unit labour cost growth was especially weak
in Belgium (0.3%).

These asymmetric developments in nominal
unit labour cost may help to correct
competitiveness and external imbalances,
but may also pose risks of triggering
deflationary  pressures, both at the
individual Member States level and for the
euro area as a whole.

Outside the euro area, Lithuania (+4.0%
over the year to the second quarter of
2014) and Sweden (+2.8%) saw the
strongest growth in nominal unit labour
cost, followed by Hungary (+1.9%) and
Denmark (+1.8%), while Bulgaria (+0.8%)
and the Czech Republic (+0.9%) recorded
more moderate growth. Nominal unit labour
cost fell by 1.0% in Romania, reflecting
strong productivity growth.

Real unit labour cost

After four quarters of successive decreases,
real unit labour cost (which measures real
wages relative to productivity or the labour
income share) started to increase again in
the EU as a whole (+0.5% over the year to
the second quarter of 2014) and the euro
area (+0.3% over the same period) —
primarily reflecting a stronger increase in
nominal unit labour costs than in prices
(Chart 33).

Lithuania (+3.8%) and Slovakia (+3.7%)
recorded the largest increases, followed by
Estonia (+2.8%) and Malta (+2.3%).
Modest increases were seen in Hungary
(+0.3%) and Sweden (+0.9%). In Spain,

where real unit labour cost had been on a
declining trend since the first quarter of
2010 (with the exception of the fourth
quarter of 2013), there was a return to
growth with an increase of 0.5% over the
year to the second quarter of 2014. Real
unit labour cost, continued to fall in
Romania (provisionally estimated at -4.8%),
Greece (-2.8%), Cyprus (-2.9%) the Czech
Republic (-1.5%) and Belgium (-0.4%).

Chart 33: Real unit labour cost — Second
quarter of 2014 (year-on-year change)
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Source: Eurostat (namg_aux-ulc)
Note: Not seasonable adjusted data

The number of hours worked remained
fairly stable on average

In the first quarter of 2014 (the latest
quarter for which data are available for all
Member States), full-time workers in
Greece worked the most hours a week on
average in their main job (41.9 hours),
followed by workers in the Portugal (41.6
hours), Austria (41.5 hours), Germany
(41.4 hours) and the United Kingdom (41.3
hours). The least hours worked by full time
workers is recorded in Finland (38.4 hours),
followed by Sweden (39.6 hours) and
Denmark (39.3 hours). Amongst part-time
workers, those in Sweden and Belgium
worked the longest hours, both on average
working 23.4 hours a week, closely followed
by workers in Romania (23.3 hours) and
France (22.3 hours). The least hours
worked by part-time workers is recorded in
Portugal (15.1 hours), followed by Cyprus
(17.9 hours), and Spain (18.2 hours) (Chart
34).

Most Member States for which the data are
available recorded a fall in the number of
hours worked by full-time workers over the
year to the second quarter of 2014, with
the exception of Ireland and the
Netherlands. For part-time workers the
picture is more mixed, with the largest
decrease in hours seen in Denmark and the
largest increase in Germany.
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Chart 34: Hours worked - Full- and part-
time - first quarter of 2014
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7. Labour demand:
vacancies, labour
shortages and hiring
activity

The ratio of unemployed to job hiring has
fallen, but still shows low job opportunities
in some Member States

The ratio of unemployed to job hiring'® has
fallen by 0.2 pp over the year to the first
quarter of 2014, indicating improving job
prospects overall. This ratio continues to
vary between Member States ranging from
1.2 in Denmark to 19.0 in Greece in the
first quarter 2014 (Chart 35).

Chart 35: Ratio of unemployed to job hiring
in the EU and euro area and by Member
states, 2013Q1 and 2014Q1
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Source: Eurostat (Ifsq_egdn2) LFS, data non-seasonally
adjusted (DG EMPL calculations)

10 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.

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

The EU’s job vacancy rate!! (JVR) was
1.6%'? in the second quarter of 2014, an
increase of 0.1 pp on the rate recorded for
the second quarter of 2013. The rate in the
EA increased by 0.2 pp to 1.7 %.

The job vacancy rate was higher in the
second quarter of 2014 than a year earlier
in 15 Member states, remained stable in
four and was lower in seven (data available
for 26 Member states!®). Germany (2.8%),
Belgium (2.4%) and the UK (2.3%) had the
highest JVR in the second quarter of 2014,
while Latvia (0.4%) had the lowest (Chart
36).

At the EU level, the JVR remains higher in
services (2.1%) than in industry and
construction (1.1%). Over the year to the
second quarter 2014, the JVR in both
services and ‘industry-construction’ rose by
0.2 pp.

Chart 36: Job Vacancy Rates in the EU, NACE
Rev. 2 sections B to S, 2014Q2
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Source: Eurostat, Job Vacancy Statistics, data non-
seasonally adjusted [jvs_q_nace2]

DK: Only sections B to N covered. FR, IT: Section O not
included, FR, IT, MT: Only business units with 10 or
more employees covered, EL: 2013Q2 figures. PL:
2013Q3 figures.

Click here to download chart.

...while the job matching process 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

1 JVR = number of job vacancies / (number of occupied
posts + number of job vacancies) * 100

12 % 2006Q1 to 2008Q4: JVR for total of NACE Rev. 1.1.
From 2009Q1: JVR for sections B to S of NACE Rev2 -
Industry, construction and services.

3 Data not available in 2014 g2 for Greece and Poland.
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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 37). Annex 4 reports the
Beveridge curves for all EU Member
States.'*

Chart 37: Beveridge curve for the EU

12 Labour shortage indicator
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Source: Eurostat [ei_bsin_q_r2, une_rt_qg, une_rt_m].
Note: 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).

4 With the exception of Ireland for which the Labour
Shortage Indicator is not available.
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Table 2: Youth unemployment rates in
Europe in August 2014 and year-on-year

8. Labour market and changes.
social situation for youth
Youth Percentage
This issue of the quarterly review describes unemployment points change
in more detail the labour market and social rate (year-on-year)
situation for young people.
ES 53.7 -2.2

The labour market situation of young people EL 51.5 7.3
in the EU continues to improve IT 44.2 +3.6
Monthly developments since mid-2013 HR 43.9 -7.8
indicate a fall in unemployment amongst cYy 37.1 2.8
the 15-24 age group (see also section 3, PT 35.6 -1.5
Chart 18). Other labour market indicators SK 29.9 -3.5
have also continued to stabilise by the first IE 25.2 -1.0
quarter of 2014 (Chart 40). RO 24.3 +0.6
In the year to August 2014 the youth FR 24.0 -0.4
unemployment rate fell to 21.6% in the EU BE 23.3 +0.6
(-1.9 pp) and to 23.3% in the EA (-0.6 pp). EA18 23.3 -0.6
It decreased in most EU Member States PL 22.8 -4.9
(year-on-year) but increased significantly in BG 22.2 -5.6
Italy (+3.6 pp) (Table 2). In August 2014, Lv 21.8 -0.2
unemployment affected 5.0 million women SE 21.6 -2.1
and men aged 15-24 in the EU (including EU28 21.6 -1.9
3.3 million in the EA). LT 21.5 -0.2

] o HU 20.9 -6.6
However, disparities among Member States FI 19.8 0.2
are large sI 19.2 -4.3
Youth unemployment continues to vary cz 16.6 -2.8
widely between Member States. The youth UK 16.1 5.2
unemployment rate ranges from less than LU 15.5 +0.3
10% in countries little affected by labour EE 12.7 -4.0
market deterioration (i.e. Austria and MT 12.7 -0.2
Germany), to more than half of the active DK 12.5 15
population aged 15-24 in Greece and Spain, NL 10.1 1.3
where it has almost tripled since 2008. In AT 8.2 1.0
the large majority of Member States it is DE 7.6 -0.2
still very close to historically high levels

Source: Eurostat, series on unemployment. Data
(Chart 38). seasonally adjusted.

B Note: see note Chart 38
Chart 38: Youth unemployment rates in the

EU Member States in August 2014 and the
highest and lowest rates since 2008.
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Chart 39: Youth unemployment rates in
Europe, August 2014
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Administrative: © EuroGeographics © UN-FAO © Turkstat

Eurostat. senes on unemployment. Data seasonally-adjusted

Source: Eurostat, series on unemployment; Data
seasonally adjusted.
Note: See note chart 38

Young people, face many challenges in the
labour market...

By the first quarter of 2014,'° 32% of
young people (aged 15-24) in the EU had a
job, down from 37% five years earlier.
Among young people aged 20-24, this share
fell from 54% to 48% over the same period
(Chart 40). Overall, the change in
employment of young people continues to
contribute negatively to the change in total
employment (Chart A3.3 in Annex 3).
Moreover, young people often hold jobs on
temporary or part-time basis. Over 40% of
young employees have temporary jobs, 3.5
times more than amongst prime-age adults.
Nearly 25% of young people work part-
time, up from less than 20% in 2008.

. with high unemployment and NEET also
among young persons aged 25-29

By the first quarter of 2014,
unemployment affected 10% of all young
people aged 15-24 in the EU
(unemployment-to-population  ratio), up
from 7% five years earlier, but unchanged
compared to the previous year. Overall,

5 Average of four quarters 2013g1-2014q1
16 Average of four quarters 2013g1-2014q1

13% of young people were neither in
employment nor in education or training
(NEET) in 2013. People aged 25-29 who
often enter the labour market after
graduation also suffer from a similar lack of
job opportunities. In 2013, their
unemployment ratio was 12%, and the
NEET rate was 20%. Differences between
the unemployment rates and the
unemployment ratios reflect disparities in
the activity levels of young people in
different Member States.

At EU level, 58 % of those aged 15-24 were
inactive by the first quarter of 20147, with
variations among Member States of
between 30 % and nearly 75%. In nine out
of 10 cases (88%) this was because of
enrolment in education. High
unemployment rates of young people in
Spain and especially in Greece and Croatia,
and low rates in Austria, Germany and the
Netherlands partially reflect differences in
labour market participation (higher in the
latter group), including in the employment
of young people. Consequently, the
disparities between the unemployment rate
and the unemployment-to-population ratio
are the highest in the first group and lowest
in the second one. This results in there
being less variation among Member States
in the unemployment-to-population ratio
than in the unemployment rate (Chart 41).

17 Average of four quarters 2013g1-2014q1
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Chart 40: The labour market for youth has
stabilised, but it remains much weaker than
prior to the downturn

Employment rate (% of pop 20-24),
employment rate, unemployment ratio and
NEET rate (% of pop 15-24) and
unemployment rate (% of labour force 15-
24) in the EU, 2009-2014
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Source: Eurostat, EU LFS, (DG EMPL calculations,
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Chart 41: Inactivity contributes to
divergence in youth unemployment
measures among Member States

Unemployment rate and unemployment
ratio for the EU, EA and Member States,
2013 Q1 and 2014 Q1
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Source: Eurostat, EU LFS, (DG EMPL calculations,
average of 4 quarters to quarters to Q1)

13% of young people are not in
employment, education or training (NEET)

Nearly 70% of young people in the EU were
in education in the first quarter of 2014.18
Nonetheless, the share of young people not
in employment, education, or training
increased from around 11% in 2008, to
nearly 13% in 2010, and has since has
stabilised around this level. There are
considerable disparities among Member
States, with rates ranging from less than
5% in Luxembourg and the Netherlands to
over 20% in southern Europe. The NEET
rate is falling in the Baltic States and
Ireland (Chart 42).

18 Average of four quarters 2013g1-2014q1
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Chart 42: The share of young people not in
education or employment varies among
Member States and remains higher than
before the downturn in most of them

NEET rate for the EU and Member States,
2014Q1 and lowest and highest values since
2008
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Source: Eurostat, EU LFS, data non-seasonally adjusted
(DG EMPL calculations, average of 4 quarters to quarters
to Q1)
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Supplements to the EU Employment and Social Situation Quarterly
Review

S1. Human capital availability across the EU — skills perspective

S2. Towards a better measurement of welfare and inequalities
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Supplement: Human capital availability across the EU
— skills perspective

Developing relevant skills, activating the existing skills supply and using skills effectively are
crucial for making economies more productive and internationally competitive and for
stimulating sustainable, inclusive economic growth.!® International competitiveness country
rankings show that the most competitive countries tend to have a better educated and more
skilled population/workforce than less competitive ones.?° This supplement will focus [i] on the
impact of skills beyond those acquired through initial education on individual's outcomes in the
labour market and [ii] on the impact of work history on person's level of skill. The latter will be
extensively analysed in the forthcoming (2014) Employment and Social Developments in Europe
2014.

Direct ways of measuring skills, like the OECD’s Programme for the International Assessment of
Adult Competencies (PIAAC), also known as the Survey of Adult Skills,?! complement the
indirect ways of doing so based on educational attainment.?? PIAAC provides comparable and
valuable information on skills which was not previously available. This information sheds some
light on the differences in human capital availability across the EU and its main partners.
Although an important one, education is not the only way of acquiring skills. They are also
acquired by working and doing other activities throughout the course of one’s life.?

This article gives an overview of the availability of human capital®* in the EU from the skills
perspective by providing information about skills proficiency across various socio-demographic
groups. Skills proficiency, beyond the skills acquired through initial education, is shown to be
positively and independently associated with the individual’s probability of participating in the
labour market, being employed and having higher wages and better social outcomes.?®> An
individual who had 46 more score points than another in literacy proficiency, was on average
20% more likely to be active and 10% more likely to be employed and could expect on average
a 7% increase in his hourly wage.?® Improving the skills proficiency of poorly skilled groups
should allow them obtain some of those benefits.

19 See OECD (2012).

20 See for example The Global Competitiveness Report by the World Economic Forum:
http://www.weforum.org/issues/global-competitiveness or the IMD World Competitiveness Yearbook
http://www.imd.org/wcc/news-wcy-ranking/. Skills can improve competitiveness and contribute to economic growth and
productivity per capita, but countries with higher per capita income have more resources to invest in developing them.

2! see box for a short explanation of the survey.

22 OECD (2013a).

23 The 2014 edition of the Commission’s Employment and Social Developments (Chapter 2, ESDE 2014 forthcoming) in
Europe Report contains a regression analysis of PIAAC microdata showing how work intensity, exposure to ICT work and
the regular exercise of relevant skills tend to improve proficiency in key cognitive skills. Simple correlations confirm the
importance of exposure to several relevant tasks. For example, the numeracy and literacy scores tend to correlate
positively in all countries with ‘Skill use at work’ variables like the frequency of * ICT use for mail’, *... for spreadsheets’, ...
for Word’, to ‘solve complex problems at work’, or to ‘use or calculate fractions or percentages’. The results for the use of
skills in everyday life are similar. For example, the frequency of ‘reading newspapers or magazines’ or ‘reading books’
correlates positively with the literacy and numeracy score.

2% Human capital can be defined in overall terms as ‘the knowledge, skills, competencies and attributes embodied in
individuals that facilitate the creation of personal, social and economic well-being.” (OECD 2001). See also short summary
on the concept of human capital in the forthcoming Chapter 2 of 2014 ESDE report.

25 OECD (2013b), Hanushek et al (2013), Quintini (2014), Dinis da Costa et al (2014).

26 46 score points represent an increase of one standard deviation in an individual's literacy proficiency. Results for labour
activity were adjusted for gender, age, marital status and foreign-born status and refered to adults not in formal education.
The link between proficiency in literacy and labour market participation was not statistically significant in the Czech
Republic, the Netherlands, Italy, Spain, Cyprus, Korea and Japan. In estimating wage impacts, the wage distribution was
trimmed to eliminate the 1%t and 99" percentiles and the data sample included only employees. Results were adjusted for
gender, age, marital status, foreign-born status and tenure. Years of education/level of qualification are still important,
independent and more stronger determinant of wages than skills proficiency. For more details see OECD (2013b).
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PIAAC — Measuring key cognitive and various generic skills and
competencies

The Survey of Adult Skills measures the key cognitive and various generic skills and
competencies needed for individuals to participate in society and contribute to economic
growth. It directly tests proficiency in broadly transferable (generic) literacy, numeracy and
problem-solving skills in technology-rich environments.? Literacy refers to the reading of
written texts® and the ability to understand evaluate and use them in various life situations.
Numeracy is the ability to access, use, interpret and communicate mathematical information
and ideas. Problem solving in technology-rich environments is defined as the ability to use
digital technology, communication tools and networks for completing practical tasks, getting
information or communicating with others.

The results are measured on a scale from 0 to 500 points, divided into different proficiency
levels. The more proficient they are, the more easily respondents deal with complex textual and
mathematical information and master a broader range of technologies; the more successfully
they complete tasks in different contexts (e.g. work-related, personal) and apply various
strategies (e.g. not only accessing and identifying but also interpreting, evaluating, analysing
or communicating). Six proficiency levels are defined for literacy and numeracy (levels 1
(lowest performance) to 5 (highest performance), plus levels below level 1). The results for
problem solving in technology-rich environments are divided in four levels for respondents
participating in computer-based (levels 1 to 3, plus levels below level 1). There are two extra
groups for those with no previous computer experience and for those who failed the core ICT
test.

The survey also collects information on the use of information and communication technologies
at work and in everyday life, and on the exercise of several generic skills individuals need in
their work. Respondents were also asked if their skills and qualifications match their work
requirements.

The first part of the survey assessed the skills of about 166000 adults aged 16-65 in 24
countries. Of these, 17 are EU Member States (EU-17 in this supplement), representing about
83 % of the EU-28 population.©

@ The survey did not directly assess inter- and intra-personal skills, personal attitudes or subject-specific skills (e.g. specific
vocational or professional skills, company-specific skills and knowledge) or competencies. For more information about the
survey methodology and definitions, see OECD (2013a) and OECD (2013b).

®The survey did not test speaking, listening or writing.

¢ The first round of data collection covered 22 OECD countries: Australia, Austria, Belgium (Flanders), Canada, the Czech
Republic, Denmark, Estonia, Finland, France, Germany, Ireland, Italy, Japan, Korea, the Netherlands, Norway, Poland, the
Slovak Republic, Spain, Sweden, the United Kingdom (England and Northern Ireland) and the United States, plus two
partner countries, Cyprus and the Russian Federation. The data collection took place between August 2011 and March
2012. The second round covered nine additional countries: Greece, Slovenia, Lithuania, New Zealand, Chile, Indonesia,
Israel, Singapore and Turkey. Data are being collected in 2014 and the results are expected in May 2016.

Many Member States have a poorly skilled population

The EU is falling behind its competitors with regard to the skills proficiency of its adult
population. Mean average scores for six large EU countries (Germany, the UK
(England/Northern Ireland), Poland, France, Italy and Spain), representing more than two thirds
of the total EU population (70%), show that EU skills and competencies levels in the 25-64 age
group fall far short of those of its large competitors (Chart 1).2” The population of the three EU
countries with the highest average literacy scores (Finland, the Netherlands, Sweden)
represented only 6% of the total EU population in 2013, while the population of the countries
with the lowest average scores (Poland, France, Italy, Spain) represented around one third of
the total population.

2’ See Table Al in the annex for a detailed overview of each country and age group.
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Chart 1: The top-ranking EU countries are too few and too small to improve overall EU results
compared to those of other world economies

Mean literacy proficiency scores, for age groups and groups of countries
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Notes: ®Top- and bottom-ranking EU countries based on the mean score of 25-64 year olds being statistically significantly
different from the EU average. ®Top-ranking EU: FI, NL, SE (only three countries with around 10 points above the EU
average). ‘EU-17 average. °Big six EU: DE, UK (England/Northern Ireland), PL, FR, IT, ES. ®Bottom-ranking EU: PL, FR, IT,
ES — all countries scored statistically significantly below the EU average. ‘Countries are ranked according to the descending
mean score of the 25-64 age group. 9Data for the Russian Federation (RF) do not cover the Moscow municipal area.

Source: Survey of Adult Skills 2012 (PIAAC).

The skills proficiency of the younger generation (16-24) is in general higher, with some
exceptions like the UK (England/Northern Ireland) and Cyprus within the EU and Norway outside
it. In contrast, the skills proficiency of young people in Korea was improved a lot by increasing
the educational attainment rate over a relatively short period of time. This has resulted in age-
related differences in skills proficiency. The skills proficiency of young people in the bottom-
ranking EU countries is higher, but there are still major differences between countries in the EU.
The results for numeracy and problem-solving skills, given in the annex (Chart A1 and Chart
A2), are relatively similar.

On average, top-ranking EU countries have a lower proportion of poorly skilled, and a higher
proportion of highly skilled, adults. The opposite is the case in the bottom-ranking EU countries
(Chart 2). For example, in Italy and Spain almost 30 % of adults (25-65 years old) perform at or
below the lowest level of proficiency in literacy and numeracy. Less than 5% of Italian and
Spanish adults are at the top literacy and numeracy levels (levels 4 and 5). Many of the
countries in the bottom-ranking EU group had high proportion of early school leavers in previous
decades. In 1996 the proportion of early school leavers was around 31 % in Spain and Italy and
19% in Ireland, while it was below 8% in Sweden and around 11% in Finland, two of the top-
ranking EU countries. Outside the EU, the US also scored poorly. Nevertheless, even top-
ranking EU countries have significant skills weaknesses, with around 10 % of adults proficient
only at or below level 1 in literacy or numeracy.?® The proportion of poorly skilled young people
is lower in comparison to adults, with the exception of Norway, the Russian Federation and the
UK (England/Northern Ireland). This shows that there has been an improvement in equipping
young people with basic skills, but there are similar differences in proficiency between countries
to those in the case of adults.

28 See Chart A3 in the annex for numeracy results.
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Chart 2: Better performing countries have on average a lower proportion of poorly skilled, and a
higher proportion of highly skilled, adults

Percentage of population by proficiency levels in literacy, for each age group and country
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Note: ®Data presented according to the ascending proportion of 25-65 year olds at level 1 and below it. *The EU-17 average
is weighted according to population. “Data for the Russian Federation (RF) do not cover the Moscow municipal area. “The
difference to 100 % is literacy-related non-response.

Source: Survey of Adult Skills 2012 (PIAAC).

Computer and ICT skills in general are more important than ever for labour market activity and
social inclusion. Results show that in the great majority of all countries at least 10 % of adults
lack the most elementary computer skills (proportion of adults in the failed ICT/no computer
experience group on Chart 3). Around 20% or more of the adult population in Italy, Poland,
Slovakia and Spain have no ICT experience, or lack the basic skills needed to use such
technology for many everyday tasks. These countries also have the highest proportion of young
people lacking basic computer and ICT skills (more than 59%). This is also the case in Japan and
Korea. The Nordic countries, Netherlands and the UK (England/Northern Ireland) have been
more successful than other countries in creating an environment in which most adults have
computer experience. As a result, only a small proportion of adults in these countries score
poorly in this area (less than 5%).

Chart 3: Need to strengthen computer and ICT skills across the EU

Percentage of population by proficiency levels in problem solving in technology-rich environments, for each
age group and country
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Note: “Data presented according to the ascending proportion of 25-65 year olds in the ‘failed/no experience’ category. The
‘no computer experience’ group includes adults who reported having no previous computer experience, while ‘failed core
ICT' includes those who had previous computer experience but failed the core ICT test. Both groups did the paper-based
version of the test, which did not include problem solving in a technology-rich environment. »Opted out’ of doing the
computer-based test includes adults who chose to do the paper-based test — which did not include problem solving in a
technology-rich environment — despite having some previous computer experience. °Differences to 100% are missing
because test was not taken. This module was not used in Spain, France, Cyprus and Italy. “The EU-13 average is weighted
according to population. It includes EU countries participating in the survey, except for Spain, France, Cyprus and Italy
where module was not used. ®Data for the Russian Federation (RF) do not cover the Moscow municipal area.

Source: Survey of Adult Skills 2012 (PIAAC).
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Many of those with poor computer or general ICT skills are inactive. Of those who have no
computer experience or failed the core ICT test, 42 % are inactive (8% unemployed), compared
to 17 % of the most skilled individuals (4% unemployed). In Finland, Belgium (Flanders) and
the Czech Republic every second person with no core computer skills is inactive. Adults with no
computer experience also have lower mean literacy and numeracy scores than those with
computer experience. They are also more often among groups at a disadvantage on the labour
market (older people, immigrants, poorly educated people) or they do less skilled work.?° This
increases their inactivity. At the same time, their inactivity diminishes their opportunities for
developing skills in all areas, including ICT.3°

Groups with poor skills: who are they and how do they differ across
the Member States?

Skills proficiency is on average lower among groups usually at a disadvantage on the labour
market, like older people, immigrants, poorly educated people or people from disadvantaged
social backgrounds. Skills proficiency varies greatly among them across countries however. This
suggests that the national situation has a major impact on the skills proficiency of
disadvantaged groups. This is because it determines the quantity and quality of initial education
and the possibilities of maintaining and using the skills acquired throughout one’s life by
investing in training, lifelong learning and the use of skills at work.

Proficiency in literacy, numeracy and problem solving in technology-rich environments is closely
related to age. Younger age groups tend to have higher levels of proficiency than older ones,
with considerable variety in the results across the EU Member States (Chart 4).

Chart 4: Literacy proficiency decreases with age but is affected by more than just biological
ageing

Literacy proficiency by age, adjusted according to socio-demographic characteristics
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Source of data: Table B3.17 in OECD (2013b).

2% Differences in computer experience between different categories are striking. For example, almost two thirds of adults
without upper secondary education have no computer experience. Only around one third of those with upper secondary
education have no computer experience and only 4 % of those with tertiary education have no computer experience. The
proportion of adults with no computer experience is the highest among those with semi-skilled blue-collar jobs and those
born in the country in question, whose language of origin is the same as that of the survey assessment. Similar patterns
can be observed across a large majority of countries (OECD 2013b).

30 The survey shows that prime-age and older workers spend more time using ICT at work than outside work. The opposite
is the case for younger workers.
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A proficiency gap between younger and older groups, in favour of younger groups, can indicate
an increase in the quantity and quality of education over time. Biological ageing and training
and working opportunities to maintain and use skills acquired throughout one’s life also play a
part. Some countries have wider skills proficiency gaps than others. The literacy proficiency gap
can be wide in countries with a high average mean score (e.g. Finland) and in countries with a
low average mean score (e.g. Germany and France). A narrow proficiency gap in countries with
a mean score below the EU average is probably related more to the lack of improvement in the
quantity and quality of education than to the availability of good lifelong learning opportunities
and training (e.g. Italy).

The gap between the old and the young is especially marked in problem solving in technology-
rich environments. On average, 51 % of people aged 16-24 scored at level 2 or higher on
problem solving in technology-rich environments. Very few adults aged 55-65 in any country
scored at level 2 or 3 in this area.

Young people aged 16-24 who are not in education, employment or training (NEET) are at risk
of poor skills development. On average, this group’s odds of scoring at level 2 or below on the
literacy scale are nearly three times those of young people who remain in education. Their
probability of scoring at low levels ranges from five times higher than in Germany and Italy, to
three times higher in Poland and two times higher in Estonia (Chart 5). Young people who
participated in education and training in the recent past and those who work are at less risk of
poor skills development, but are still more likely to score at low levels than those who are in
education.

Chart 5: High risk of poor skills development for young people not in education, employment or
training

Adjusted odds ratios of 16-24 year olds scoring at or below proficiency level 2 on the literacy scale,
according to education and work status, with the reference group in education only
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Note: ®The chart shows only estimates based on a sample of more than 30 or one statistically different from the reference
group. There are no significant odds ratios for Austria, Denmark, Ireland, Belgium (Flanders), Finland, Sweden and Cyprus.
b0dds ratios are adjusted depending on age, gender, type of occupation and immigrant status. “Sample smaller than 30 for
the Netherlands. YSample smaller than 30 for Italy and the Netherlands, results not statistically significantly different from
those for the reference group for Estonia, Spain and Poland. ‘Results not statistically significantly different from those for
the reference group for Italy and Slovakia.

Source of data: Table A3.11 (L) in OECD (2013b).

On average, immigrants are less proficient in literacy, numeracy and problem solving in
technology-rich environments than adults born in the country in question. The mean literacy
proficiency of immigrant adults is lowest in Belgium (Flanders), France and Denmark, and
highest in Slovakia, the Czech Republic and the Netherlands, and immigrant women are more
likely to be less proficient than men.3!

31 The results for numeracy are quite similar to those for literacy. This could be because good language skills are required
to understand and answer the questions in the survey. Scores are based on a multiple linear regression model that takes
account of differences associated with the following variables: age, gender, education, immigration and language
background, socio-economic background and type of occupation (OECD 2013b).
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An OECD study on migrants, supported by the Commission,3? compared the skills proficiency of
immigrants from EU and non-EU countries. The results show that on average, the literacy and
numeracy scores of EU immigrants are closer to those of people born in the country in question,
in particular in Austria, Ireland and the UK (England/Northern Ireland) (Chart 6). Differences
between natives and EU immigrants are bigger in the Netherlands and Sweden. This can be due
to the composition of the EU migrant groups, the complexity of the host country’s language and
the small proportion of migrants who speak it when migrating.>3

Chart 6: Immigrants are a heterogeneous group - so are their skills

Differences in literacy proficiency between migrants and natives, by EU/non-EU origin, score point difference

B 2R SRS - B VI NN S SR T R L F ¥

STEEEETETETEETE]

-50 ——
-60 ——

Note: ® Data presented according to the descending difference between EU-immigrants and natives. "The sample includes
people aged 16-65. The coefficients presented are from separate regressions including controls for age, gender, level of
education and level of parental education. °Difference between EU immigrants and natives in the US and AT is not
statistically significant (at 10 % level).

Source: Bonfanti and Xenogiani (2014).

Adults’ familiarity with, and ease in using, the language most widely used in the society in
question explains a lot about differences in proficiency. PIAAC results can be low for immigrants
because they are not tested in their own language. The mean proficiency scores of adults born
outside the country in question, who have a good knowledge of the assessment language,3* are
on average higher than those of foreign-language immigrants.

In the case of most countries the length of time spent living in the host country makes a
significant difference, because it takes time to integrate. In general, adults who have lived over
five years in the host country score significantly higher than those who have lived in the same
country for less time. Differences in skills (literacy) proficiency between immigrants and natives
are smaller in the case of immigrants who have a host-country qualification. These have a lot to
do with differences in the quality of education across countries. The PIAAC survey showed that
educational attainment is an imperfect measure of skills, especially for immigrants.

While proficiency in the language of the host country is important for labour market integration,
this may not always be the case. For example, an ICT engineer who speaks English can work in
a highly skilled job in Sweden, the Netherlands or Germany without having a good knowledge of
the host country language.

The results show the difference between skills and qualifications and that more education
alone is no guarantee of a better skilled workforce. Skills proficiency on average increases with
higher educational attainment, but the level of skills varies considerably among individuals
within and across education levels. In and across countries, many people with secondary
education as their highest level of educational attainment outperform adults with a university
degree. The literacy proficiency gap between those with tertiary education and those whose

32 Bonfanti and Xenogiani (2014).
33 Bonfanti and Xenogiani (2014).
34 Called the ‘foreign-born and native language’ group.
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education level is lower than upper secondary is high in Belgian (Flanders), France and Ireland
(more than 40 points). It is low in Cyprus, Estonia and Italy (less than 30 points).3”

The extent to which the skills proficiency of graduates with similar educational qualifications
varies between countries is striking. For example, adults with upper secondary education in
Japan and the Netherlands scored 40 more points than those in Poland. There are similar
differences at tertiary level.

Adults who have completed high school in Finland, the Netherlands, Sweden, Japan and
Australia scored higher in literacy proficiency on average than university graduates in Estonia,
France, Italy, Poland, Slovakia, Spain, Cyprus, Korea, the USA and Canada. Adults whose
education level is lower than upper secondary in Finland, the Netherlands, Sweden, Australia
and Japan scored better than those with upper secondary education in Estonia, France, Italy,
Poland, Cyprus, Spain, Germany, Korea, Canada and the US.3® There are also such differences
among subgroups, such as young people (16-29 year olds). The reasons for this include
differences in the quality of education and the possibilities for adults to continue developing
their skills after completing formal (initial) education.

The literacy gap between adults from socio-economically disadvantaged backgrounds®’
and adults with more educated parents (Chart 7) is very wide in the UK (England/Northern
Ireland), Slovakia and Poland. It is narrower in Estonia and Cyprus.

Chart 7: The education level of parents can have a major effect on the skills proficiency of
children...

Literacy proficiency of 16-65 year olds by socio-economic background and by country, adjusted
according to socio-demographic characteristics

® Gap in mean score {Having at least one parent with tertiary education minus neither parent with upper secondary level)

25

20 | ‘ ‘ | |
‘\@ & F & * & < g N & I o & N F o & e N
)

>
&
&

Difference in the mean score (points)
- m
=1 o

w

&
o
Ka

Notes: ?Data are based on a multiple linear regression model that takes account of differences associated with the following
variables: age, gender, education, immigration and language background, socio-economic background and type of
occupation. PAll differences are statistically significant.

Source of data: Table B3.17 in OECD (2013b).

35 Results adjusted according to socio-demographic characteristics. Table B3.17(L) in OECD (2013b).

% pata adjusted to take into account socio-demographic characteristics: age, gender, immigration and language
background, socio-economic background and type of occupation.

% In the survey, socio-economic background is determined in terms of parents’ educational attainment. If both parents
have low levels of educational attainment, adults are regarded as coming from socio-economically disadvantaged
backgrounds.
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Comparing the 16-24 and 25-44 age groups, the link between socio-economic background and
literacy proficiency is weaker for the younger group in Slovakia, Poland, Germany, France,
Sweden, Spain, Ireland, the Netherlands, the USA, Canada and Korea. It is stronger in Finland,
Denmark, Estonia, Belgium (Flanders) and Australia (Chart 8). One reason for this could be that
the proficiency levels of adults from a disadvantaged background can improve over time.
Another reason could be that in countries with a higher socio-economic gradient for younger
adults than for prime-age adults, opportunities for young people from disadvantaged families to
get a good education and acquire useful skills have diminished over time.3® Cyprus, the
Netherlands, Ireland, Spain, Sweden, Japan and Korea have the weakest link between socio-
economic background and literacy proficiency among young people (16-24). The link is
strongest in Slovakia, the UK (England/Northern Ireland), Poland, the Czech Republic and
Germany.

Chart 8: ...and the impact varies across age groups

The slope of the socio-economic gradient for literacy proficiency, by age groups and by country
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Note: The slope of the socio-economic gradient is based on the trend line connecting mean scores for each level of parents’
educational attainment. High values show that there is a strong link between socio-economic background - measured in
terms of parents’ educational attainment - and literacy proficiency.

Source of data: Table A3.8L in OECD (2013b).

Cumulative disadvantages

The combination of poor initial education and the lack of opportunities to further improve skills
can become a vicious circle in which poor proficiency leads to fewer opportunities to further
develop proficiency.?®

Foreign-language immigrants from disadvantaged backgrounds are nearly seven times
more likely than non-immigrants from advantaged backgrounds to score at level 2 or below on
the literacy scale. Non-immigrants from disadvantaged backgrounds are about 1.5 times more
likely than non-immigrants from advantaged backgrounds to score at level 2. On average about
40% of foreign-language immigrants come from a socio-economically disadvantaged
background, but the proportion varies from low proportions in some countries with few
immigrants to as much as 60% in Spain.

Adults who have low levels of education, whose parents also have low levels of education
(below upper secondary education), are on average nearly five times as likely to get low literacy

38 This is worth exploring in more detail, but it is beyond the scope of this article to do so.
3° The data sources are Table A3.12 (L) and Table A3.17 in OECD (2013b).
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scores as adults with parents who have higher levels of education. This is most likely in the US
and the UK (England/Northern Ireland) and least likely in Estonia and Finland. These adults are
the least likely to participate in any form of adult education and training.

Adults from socio-economically disadvantaged backgrounds with at least upper secondary
education are still about twice as likely to get low literacy scores as adults from advantaged
backgrounds with at least upper secondary education.

Another important transmission channel of cumulative disadvantages is explained by the impact
of work intensity and the use of skills on skills proficiency. A more elaborated analysis
performed in the ESDE Report 2014 (Chapter 2) shows that work history has a particularly
strong impact on the level of skills. Those who have been in paid work for most of their working
life perform better than those who have been unemployed for considerable periods of time. The
longer individuals have been in paid work, the higher their relative performance in numeracy,
literacy and, to a lesser extent, problem solving.

One more year of paid work per year of age produces a PIAAC score between one and two
points higher, in all dimensions of skills proficiency. This holds true after controlling for age, sex,
country of origin, and educational attainment level. Moreover, this is also controlled for
variables which describe the relevant individual work environment (having specific ICT-
experience, being exposed to tasks which involve complex problem solving).*

This analysis confirms the strong link between people's work history and their skills proficiency.
At any level of educational attainment, the possibility of using skills at work is associated with a
higher performance. This, in turn, has strong implications for future labour market prospects of
individuals, generating cumulative (dis)advantages.
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Annex

Table A1: Summary for each country of proficiency scores in key information-processing skills,

2012

Mean proficiency scores of 16-24 and 25-65 year olds in literacy, numeracy and problem solving
in technology-rich environments

Literacy Numeracy Problem solving®

16-24 25-65 16-24 25-65 16-24 25-65
EU-17 (Literacy
and
numeracy)/ 277.6 269.2 271.2 267.72 294.1 278.97
EU-13 (problem
solving)
AT 277.7 267.9 279.3 274.23 294.2 281.41
BE(FL) 285.0 273.7 282.8 279.94 298.9 276.78
CcYy 267.1 269.3 264.2 264.75
cz 280.5 272.7 278.0 275.29 296.7 279.46
DK 276.1 269.7 273.1 279.36 293.5 280.69
EE 287.1 273.5 278.5 271.94 293.3 272.71
FI 296.7 285.7 284.8 281.71 302.9 286.02
FR 275.0 259.4 263.4 252.27
DE 278.9 268.1 275.1 271.08 294.8 279.75
IE 270.6 265.7 257.9 255.11 285.7 274.18
IT 260.8 248.7 251.3 246.42
NL 294.6 281.8 285.4 279.31 300.1 283.33
PL 281.5 263.8 268.6 257.87 286.8 270.27
SK 276.0 273.4 278.0 275.34 286.8 279.24
ES 263.9 250.2 255.2 244.56
SE 282.8 278.4 278.2 279.24 301.9 284.21
UK(England/No
rthern Ireland) 265.7 273.9 256.5 262.85 287.8 278.51
CA 275.7 272.8 268.3 264.61 293.8 279.52
JP 299.4 295.7 283.2 288.99 299.9 292.82
KO 292.9 268.5 280.9 259.91 303.5 277.10
NO 275.0 279.2 270.9 279.96 295.7 284.18
RF€ 274.0 275.5 272.5 269.38 282.8 274.21
us 271.5 269.4 249.4 253.60 285.2 275.48

Notes: ?Mean score statistically significantly different from EU-17 average (EU-13 for problem solving (above average in
green, below average in red)). °Problem solving was not tested in Spain, France, Cyprus and Italy. ‘Data for the Russian

Federation (RF) do not cover the Moscow municipal area.

Source: Survey of Adult Skills 2012 (PIAAC).
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Chart Al: Mean numeracy proficiency scores, by age group and group of countries
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Notes: ®Top- and bottom-ranking EU countries based on the mean score of 25-64 year olds being statistically significantly
different from the EU average. °Top-ranking EU: FI, NL, SE, BE (Flanders), DK (only five countries with around 10 points
more than the EU average). °Big six EU: DE, UK (England/Northern Ireland), PL, FR, IT, ES. YBottom-ranking EU: IE, PL, FR,
IT, ES, UK (England/Northern Ireland) — all countries scored statistically significantly below the EU average. “Countries are
ranked according to the descending mean score of the 25-64 age group. Data for the Russian Federation (RF) do not cover
the Moscow municipal area.

Source: Survey of Adult Skills 2012 (PIAAC).
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Chart A2: Mean problem-solving proficiency scores, by age group and group of countries
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Notes: ®Top- and bottom-ranking EU countries based on the mean score of 25-64 year olds being statistically significantly
different from the EU average. "Top-ranking EU: FI, NL, SE. “EU average without FR, IT, ES, CY. No average for big six EU
countries because three (FR, ES, IT) are missing. ®Bottom-ranking EU: IE, PL, EE. Countries are ranked according to the
descending mean score of the 25-64 age group. 'Data for the Russian Federation (RF) do not cover the Moscow municipal
area. 9The EU-13 EU countries participating in the survey, except for Spain, France, Cyprus and Italy where module was not

used.

Source: Survey of Adult Skills 2012 (PIAAC).

Chart A3: Percentage of population by proficiency levels in numeracy, for each age group and

each country
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Note: ®Data presented according to the ascending proportion of 25-65 year olds at level 1 and below it. °The EU-17 average
is weighted according to population. ‘Data for the Russian Federation (RF) do not cover the Moscow municipal area. “The

difference to 100 % is literacy-related non-response.

Source: Survey of Adult Skills 2012 (PIAAC).
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Supplement 2: Towards a better measurement of
welfare and inequalities

1. Introduction

This supplement briefly reviews a set of indicators that complement Gross Domestic Product
(GDP) growth. They provide a more comprehensive measure of growth in society,
encompassing not only macro-economic performance but also progress in other important
aspects of sustainable and inclusive growth. Building on the chapter on Indicators of inclusive
growth to complement GDP growth of ESDE 2013,** which contributed to the ‘Beyond GDP’
debate,*? this supplement updates some of the ESDE analysis and examines social aspects and
distributional trends since the first half of the 2000s. First, it sketches the situation across the
EU and then looks at selected Member States.

GDP is the most widespread measure of macro-economic performance. In order to reflect
progress in our societies more broadly, it needs to be complemented by measures of
environmental sustainability and social progress. The limitations of GDP as a measure of key
societal goals such as well-being and sustainable development are widely recognised,** notably
in the report by Stiglitz et al. (2009).** At political level, the ‘Europe 2020’ strategy, which is
based on a vision of smart, sustainable and inclusive growth*®, acknowledges that
improvements brought about by economic growth ought to be distributed widely and fairly to all
individuals in society. In the global arena, discussion is now underway to set up a new post-
2015 framework for sustainable development, where goals that are supported by indicators
other than GDP, including a focus on social cohesion, would help direct policies towards more
inclusive and sustainable growth.*®

A set of indicators is reviewed here which complement GDP per capita growth as a measure of
the socio-economic progress of societies. They focus on distributional measures in particular.
These indicators cover growth in average and median household income, including for specific
income quintiles, as well as inequality indicators and inequality-adjusted growth in GDP per
capita.

2. Developments across the EU

The EU is undergoing a rather fragile economic recovery. The economy expanded in all Member
States from 2000 until the pre-crisis peaks in 2007/2008.*” The effects of the double-dip crisis
have sometimes been severe, and economic activity remains below peak levels in many Member
States.*®

2.1 GDP per capita as a measure of the standard of living in a society

Growth in real GDP per capita is often used to measure improvements in average living
standards in a society, the rationale being that all citizens benefit from their country’s increased
output (or bear its losses). It shows the extent to which the total growth in the production of

41 European Commission (2013), ‘Employment and Social Developments in Europe 2013’, Chapter 7: Indicators of inclusive
growth to complement GDP growth’ http://ec.europa.eu/social/main.jsp?catld=738&langIld=en&publd=7684.

42 European Commission (2009), ‘GDP and beyond: Measuring progress in a changing world’, Communication from the
Commission to the Council and the European Parliament, COM(2009) 433 final.

43 For review, see van den Bergh, J. (2009), ‘The GDP Paradox’, Journal of Economic Psychology, 30: pp. 117-35.

44 Stiglitz, J., Sen, A., Fitoussi, J-P. (2009), ‘Report by the Commission on the Measurement of Economic Performance and
Social Progress’.

%5 The European 2020 Strategy is about delivering growth that is: smart, through more effective investments in education,
research and innovation; sustainable, thanks to a decisive move towards a low-carbon economy; and inclusive, with a
strong emphasis on job creation and poverty reduction. The strategy is focused on five ambitious goals in the areas of
employment, innovation, education, poverty reduction and climate/energy. See
http://ec.europa.eu/europe2020/index_en.htm.

46 See Millennium Development Goals at www.un.org/millenniumgoals/beyond2015-news.shtml.

47 Member States reached a pre-crisis peak in 2007 (DK EE EL ES FI FR IE IT LU LV PT SE UK) or 2008 (AT BE BG CY CZ DE
HR HU LT MT NL PL RO SI SK).

48 See the recurrent part of the ESSQR for latest developments in GDP.
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goods and services (additional wealth) is shared by the population, and the potential for
improving each individual’s well-being through an increase in GDP.

Real GDP per capita is calculated as the ratio of real GDP to the average population of a
specific year (as reflected by the European system of National Accounts). Real GDP is the
result of removing price changes from one year to another, thus allowing for comparisons
based on the volume, rather than the nominal value, of goods and services produced.

Real GDP per capita gives a measure of average real income in the country. It is not, however,
a comprehensive measure of economic welfare. For example, it does not include most unpaid
household work and does not take account of the negative effects of economic activity, such
as environmental degradation. GDP per capita does not measure the effective distribution of
the existing wealth a country is able to generate.

Real GDP and real GDP per capita improved in all EU Member States between 2000 and 2007-
2008, when the crisis began. Real GDP per capita growth was particularly high in some of the
new Member States (BG, EE, LT, LV, RO and SK) between 2000 and 2007/2008 (Chart 1).

As a result of the economic crisis, real GDP dropped (-5% in 2009 in the EU) and kept declining
for many EU Member States up until 2013 and 2014, with particularly negative impact on the
living standards of the EU population.*® In 2012°°, the GDP per capita for most Member States
was still lower than in 2007-2008. These were the countries that suffered from the double-dip
recession or where the initial recession was extremely severe. In particular, GDP per capita has
continually declined since the beginning of the crisis in Cyprus and, most markedly, in Greece
(Chart 2).

2.2 (Adjusted) gross disposable household income per capita as a
measure of the welfare of households

GDP per capita mainly reflects the level of economic activity, but it does not measure what
individuals actually accrue, since not all the wealth created in a country accrues to households.>!
In this context, household disposable income can better describe the welfare situation of
households. Gross®? disposable household income (GDHI) mainly comprises income from work,
social transfers, property income and other transfers, and is net of taxes. In addition to GDHI,
populations benefit from in-kind services that governments provide (e.g. education, health and
social security services). GHDI is then adjusted to include these items to produce adjusted
GDHI. Adjusted GDHI can be considered as a more extensive measure of the welfare of
households.

Real gross disposable household income per capita (measured by National Accounts) is
calculated as the ratio of real gross disposable income of households and non-profit
institutions serving households (NPISH) to the average population of a specific year. (Gross)
disposable household income (GDHI) comprises payments to employees, revenues of the
self-employed, net property income, net social benefits, net social contributions, and net
other current transfers; it is net of current taxes on income and wealth. Gross means that
income is calculated before deducting the consumption of fixed capital. Real GDHI is deflated
by the price index of household final consumption expenditure, measured in national
currency. Adjusted GDHI includes in-kind services that the government provides, i.e.
education, health and social security services.

4 The population has grown in the post crisis-period in most Member States, except BG, DE, EE, EL, HR, HU, LT, LV, PT,
RO and SK.

502012 is selected due to GDHI availability. See the recurrent part of the ESSQR for latest developments in GDP.

51 In the EU around 65% of the national income accrues to households and non-profit institutions serving the household
sector, and this share varies over time. The rest of the income accrues to non-financial corporations, financial corporations
and general government.

52 In National Accounts, ‘gross’ refers to items calculated before deducting the consumption of fixed capital and ‘net’ refers
to items calculated after this deduction.

September2014 | 54



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

Economic growth had contributed to improvements in the economic situation and welfare of
households in all Member States between 2000 and 2007-2008. However, growth in both real
GDHI per capita and real adjusted GDHI per capita was slower than in real GDP per capita in
one third of Member States. In general, social transfers in kind (included in adjusted GDHI)
made some contribution to the growth in GHDI with the exception of Latvia (Chart 1).

The size of the adjustment of household income to the economic shock varied across countries
depending on the size of the economic crisis, its impact on employment and on the adjustment
of taxes and transfers. The functioning of automatic stabilisers and the impact of stimulus
packages protected household income during the early phase of the crisis, but these were
eroded in the second phase of the crisis.>® By 2012, many of the Member States that had
registered a decline still had a household disposable income level that was lower than that of
2007-2008. Real GDHI per capita (and real adjusted GDHI per capita) sometimes declined more
strongly than real GDP per capita after the onset of the crisis, with large differences observed in
EL, ES, HU, LV and RO. Conversely, in some countries, such as DK, FI and LU, household
incomes were maintained during the crisis in spite of significant declines in GDP per capita.

The contribution of in-kind services to household income during the crisis varied across the EU.
They were generally similar Among Members States with growing or stable household income,
GDHI and adjusted GDHI per capita growth were generally similar. In some Member States
(notably EE, IE, NL and SI), the provision of in-kind services appears to have limited the decline
in household income. By contrast, expenditure on in-kind services declined in some other
Member States (notably in HU, LV and PT) compounding the decline in GDHI (Chart 2).

53 European Commission (2013), ‘Employment and Social Developments in Europe 2013, Chapter 6: Efficiency and
effectiveness of social expenditure in the crisis’ .
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Chart 1: Growth in GDP per capita, GDHI per capita and adjusted (incl. in-kind services) GDHI
per capita in EU Member States before the onset of the crisis, 2000 to 2007/2008

GDP, GDHI and adjusted GDHI per capita grew in real terms until 2007/2008 in all Member
States. In one third of Member States, growth in GDHI/adjusted GDHI was slower than in GDP.
Growth in adjusted GDHI was similar to or higher than GDHI (except for LV).
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Chart 2: Growth in GDP per capita, GDHI per capita and adjusted (incl. in-kind services) GDHI
per capita in EU Member States after the onset of the crisis, 2007/2008 - 2012

In 2012, GDP per capita and GDHI per capita have not returned to pre-crisis levels in most
Member States. GDHI per capita deteriorated more than GDP per capita in some countries.
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2.3 Median equivalised disposable household income as a measure of
the living standards of a 'typical’ individual

While providing a better view of households’ welfare, the GDHI per capita indicator (just as the
GDP per capita) still refers to average incomes and therefore masks distributional differences.
The first step in overcoming this and analysing how available resources are distributed across
individuals or households is to look at the disposable income of the median individual,®* as this
is not affected by extreme values at the top of the income distribution. The disposable income
of households includes income from work, social transfers, property income and other transfers,
and is net of taxes. It is equivalised to take into account household size and structure. Median
disposable equivalised household income better reflects progress in the middle of the income
distribution.

Real median equivalised disposable household income is a measure based on the EU-
SILC survey. Disposable household income is the total income of all household members
(income of employees and the self-employed and the social benefits of all individuals, plus
household’s investments and social benefits, after tax and other deductions) that is available
for spending or saving. These components are broadly similar to the components of GDHI;
however differences in income exist in National Accounts in EU-SILC. It is equivalised in
following way: total disposable income is divided by the number of ‘equivalent adults’ (sum
of weights of each member according to their age, using the ‘modified OECD equivalence
scale’ — 1.0 for the first adult, 0.5 for the second and each subsequent person aged 14 and
over, 0.3 for each child aged under 14), and then attributed equally to each member of the
household. Median is the amount of income that divides the equivalised disposable
household income distribution into two equal groups, half having income above that amount,
and half having income below that amount. Real median equalised disposable household
income is adjusted by inflation (HICP).

Real median equivalised disposable household income is a measure of the living standards of
a ‘typical’ member of society, but it does not take account of income in kind.

Real median equivalised disposable household income for each income quintile measures
living standards at different parts of distribution, including at the bottom and the top.

In line with economic developments, the real median disposable equivalised household income
expanded in all Member States between 2005 and 2007-2008.>° This was especially the case in
some of the new Member States (BG, EE LV, LT, PL SK), where the cumulative growth in
median income exceeded the already very high cumulative growth in GDP per capita in that
period (Chart 3).

As a result of economic deterioration and employment losses, increases in unemployment and
long-term unemployment, equivalised median income has declined in nearly all Member States
at some point since the onset of the crisis. By 2011 it had still not reached the level of 2007-
2008 in most countries. In particular, real median income declined significantly in EL, IE, LT, LV
and ES, exceeding by far the decline in GDP per capita (Chart 4).

2.3.1 Median equivalised disposable household income per quintile, including
measures of living standards at the 'bottom’ and 'top’

It is also important to examine developments in the different parts of the income distribution, in
particular at the bottom and at the top of the distribution, in order to have a better picture of
the sharing of the benefits of economic growth (and likewise the distributional impact of a
recession). The comparative analysis across the EU is complex. Section 3 will analyse real
growth in median income per quintile for selected Member States.

54 An income level where half of all individuals are above it, and half below.
552005 is selected due to SILC data availability, which differs for EU Member States.
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Chart 3: Growth in GDP per capita and median income in EU Member States before the onset of
the crisis, 2005 to 2007/2008

GDP per capita and median income grew in real terms until 2007/2008 in all Member States;
however in some Member States growth in median income was slower than in GDP.
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Source: Eurostat, EU-SILC (DG EMPL calculations).

Note: Pre-crisis peak: 2007 (DK EE EL ES FI FR IE IT LU LV PT SE UK), 2008 (AT BE BG CY CZ DE HR HU LT MT NL PL RO
SI SK). Countries grouped by difference in median-GDP and sorted by GDP within the group. Median income: deflated by
inflation (HICP); years refer to income years not survey years; EU27 instead of EU28 for 2005-2008, DE and RO 2006
instead of 2005, no data for FR and HR.

Chart 4: Growth in GDP per capita and median income in EU Member States after the onset of the
crisis, 2007/2008 to 2011

In 2011, GDP per capita and median income have not returned to pre-crisis levels in most
Member States. Median income deteriorated more than GDP per capita in some countries.
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Source: Eurostat, EU-SILC (DG EMPL calculations).

Note: Pre-crisis peak: 2007 (DK EE EL ES FI FR IE IT LU LV PT SE UK), 2008 (AT BE BG CY CZ DE HR HU LT MT NL PL RO
SI SK). GDP 2012-2014 available but 2011 selected to compare with median income. Countries grouped by difference in
median-GDP, sorted by GDP within the group. Median income: deflated by inflation (HICP); years refer to income years not
survey years; AT and UK 2010 instead of 2011.
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2.4 Standard indicators of income inequality

Inequality in income distribution is captured by several well-established measures.>® Deciding
which indicator to use depends on which particular aspects of the differences in the income
distribution are considered the most important, e.g. the gap between the income received by
the top quintile compared to that received by the bottom quintile (S80/S520), or that of the top
10% compared to that of the bottom 40 % (Palma ratio), or the extent to which the distribution
of income among individuals differs from a perfectly equal distribution (Gini coefficient). Section
3 will analyse some of the inequality measures for selected Member States.

The Gini coefficient measures the extent to which the distribution of equivalised disposable
income of individuals deviates from a perfectly equal distribution. A Gini index of zero
represents perfect equality and 1 (or 100 %), perfect inequality. It is relatively insensitive to
the tails of the income distribution, being more sensitive to changes around the mode,
making it relatively robust as regards problems associated with the reliability of extreme
values.

The S80/S20 ratio (or the income quintile share ratio) is the ratio of total income
received by the 20% of the population with the highest income (the top quintile) to that
received by the 20% of the population with the lowest income (the bottom quintile). If
S80/S20 is equal to x, the implication is that the average income of the richest 20 % of the
population is x times higher than the average income of the poorest 20%. This ratio
represents an effective way to measure the distance between the extremes of a distribution.
However, it ignores the information on income and income dispersion between the 20th and
the 80th percentiles, which constitutes the majority of the population. The presence of
extreme income values, belonging to either the upper or the lower tail of the income
distribution, could produce a high value of the ratio even if the inter-quintile range 80/20 is
fairly equitable.

The Palma ratio (top 10 % /bottom 40 %) is the ratio of the top 10 % of the population’s
share of income divided by the poorest 40 % of the population’s share of income. It is based
on the observation that, in countries at quite different income levels, the five ‘middle’ deciles
(5 to 9) tend to capture around 50 % of national income. However, the other half of national
income is shared between the richest 10% and the poorest 40 %, but the share held by each
varies considerably across countries. It may be a more relevant measure of inequality for
poverty reduction policy as it is intuitively easier to understand than the Gini. For a given,
high Palma value, it is clear that raising the share of national income of the poorest 40 %
and/or reducing the share of the top 10 % narrows the gap.

2.4.1 Gap between the top quintile compared to the bottom quintile —
S80/S20 ratio

Country income inequality is commonly measured by the distance between the extremes of the
income distribution — the income quintile share ratio S80/S20 (see box). Analysis of the
S80/S20 shows a very mixed picture concerning recent developments in inequality across EU
Member States between 2005 and 2011. Some countries (BE, DE, HU, LT, LV, PL, PT, RO and
SK) experienced a trend toward greater equality of the income distribution; however the
S80/S20 has increased since 2008 in HU. By contrast, in some countries (BG, CY, DK, EL and
ES) the S80/S20 has increased since 2005, though it has been stable in DK since 2008. In a few
others (SI, IE, EE, IT) inequality appears to have increased since 2008 after decreasing between
2005 and 2008. For the remaining countries there was little change in the income ratio or no
decline below the 2005 level.

56 Se Chapter 7 of ESDE 2013.
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Chart 5: Income quintile S80/S20 ratio in 2005, 2008 and 2011

S80/S20 shows a mixed picture of recent developments in inequality across the EU.
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Source: Eurostat, EU-SILC (DG EMPL calculations).

Note: Years refer to income years not survey years. Countries grouped by difference 2005-2011, and sorted by S80/S20
within the group. EU27 instead of EU28 for 2005 and 2008, DE and RO 2006 instead of 2005, FR 2007 instead of 2005, AT
and UK 2010 instead of 2011.

Chart 6: Growth in GDP per capita and S80/S20 in EU Member States before the onset of the
crisis, 2005 to 2007/2008

GDP per capita grew in real terms until 2007/2008 in all Member States. S80/S20 declined or
remained unchanged in most Member States, and increased in a few countries.
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Source: Eurostat, EU-SILC (DG EMPL calculations).

Note: Pre-crisis peak: 2007 (DK EE EL ES FI FR IE IT LU LV PT SE UK), 2008 (AT BE BG CY CZ DE HR HU LT MT NL PL RO
SI SK). Countries grouped by difference in S80/S20-GDP, and sorted by GDP within the group. S80/S20: deflated by
inflation (HICP); years refer to income years not survey years; EU27 instead of EU28 for 2005-2008, DE and RO 2006
instead of 2005, no data for FR and HR.
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Chart 7: Growth in GDP per capita and in the S80/S20 in EU Member States after the onset of the
crisis, 2007/2008 to 2011

In 2011, GDP per capita has not returned to pre-crisis levels in most Member States. The
S80/S20 increased significantly in some Member States.
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Source: Eurostat, EU-SILC (DG EMPL calculations).

Note: Pre-crisis peak: 2007 (DK EE EL ES FI FR IE IT LU LV PT SE UK), 2008 (AT BE BG CY CZ DE HR HU LT MT NL PL RO
SI SK). GDP 2012-2014 available but 2011 selected to compare with S80/S20. Countries grouped by difference in S80/S20-
GDP, and sorted by GDP within the group. S80/S20: years refer to income years not survey years; AT and UK 2010 instead
of 2011.

2.5 Inequality-adjusted growth

Distributional variations in income across the population can be taken into account by adjusting
GDP per capita data, or any other income variable. The most commonly used distributionally-
sensitive measures of national income are those developed by Sen, Atkinson and Jenkins.>’

For instance, inequality-adjusted GDP per capita (i.e. adjusted by the factor 1-Gini) enables a
comparison to be made across countries in terms of the real per capita incomes of the first 70 %
of the population.

Inequality-adjusted (1-Gini) GDP per capita is adjusted by the Sen index with the factor
(1-Gini). Since a higher inequality implies a lower (1-Gini), this penalises regions or
countries with higher inequalities, i.e. income is adjusted downwards if inequality measured
by the Gini is high. The inequality-discounted GDP per capita (i.e. adjusted by the factor 1-
Gini) can be interpreted as a measure of the relative per capita income of the first 70% of a
nation’s population, and as such is a measure of the income of the ‘vast majority’ of the
population.

Both real GDP per capita and inequality-adjusted GDP per capita grew between 2005 and
2007/2008 in all Member States. In some Member States, however, inequality-adjusted GDP
per capita grew faster, in some slower and in some at a similar pace (Chart 8).

By 2011, most Member States still had an inequality-adjusted GDP per capita that was lower
than that of 2007-2008, in response to the economic shock. However, the gap in growth
between GDP per capita and inequality-adjusted GDP per capita varied across the EU. The
largest differences in the decline in real inequality-adjusted GDP per capita and real GDP per
capita were registered in HR and ES. Interestingly, some countries (LV, NL, PT and RO)
managed to decrease inequality (Chart 9).

57 See Chapter 7 of ESDE 2013.
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Chart 8: Growth in GDP per capita and inequality (1-Gini)-adjusted GDP per capita growth in EU
Member States before the onset of the crisis, 2005 to 2007/2008

GDP per capita and inequality-adjusted GDP per capita grew in real terms before 2007/2008 in
all Member States; however in some Member States, growth in inequality-adjusted GDP per
capita was slower.
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Source: Eurostat, National Accounts and EU-SILC (DG EMPL calculations).

Note: Pre-crisis peak: 2007 (DK EE EL ES FI FR IE IT LU LV PT SE UK), 2008 (AT BE BG CY CZ DE HR HU LT MT NL PL RO
SI SK). GDP (1-Gini) adjusted: years refer to income years not survey years; EU27 instead of EU28 for 2005-2008, DE and
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Chart 9: Growth in GDP per capita and inequality (1-Gini)-adjusted GDP per capita in EU Member
States after the onset of the crisis, 2007/2008 to 2011

In 2011, GDP per capita and inequality-adjusted GDP per capita have not returned to pre-crisis
levels in most Member States. Deterioration in inequality-adjusted GDP per capita was greater
than in some countries.
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Source: Eurostat, National Accounts (DG EMPL calculations).

Note: Pre-crisis peak: 2007 (DK EE EL ES FI FR IE IT LU LV PT SE UK), 2008 (AT BE BG CY CZ DE HR HU LT MT NL PL RO
SI SK). GDP 2012-2014 available but 2011 selected to compare with GDP (1-Gini) adjusted. GDP (1-Gini) adjusted: years
refer to income years not survey years; AT and UK 2010 instead of 2011.
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3. Developments in selected Member States

Overall, the analysis of ‘beyond GDP’ indicators reveals a mixed picture across the EU and
across indicators. The relationship between economic growth, household income and inequality
is a complex one, given different country features. In particular, the timing and depth of the
recession, and subsequent adjustments in total household income and changes in income
distribution, vary across Member States. This section examines the situation in selected Member
States, while the annex contains charts for the remaining ones.
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France

The French economy contracted strongly in 2009, has not recovered. and GDP stagnated in the
first half of 2014. Real GDP per capita has been in decline —due partly to population growth, and
remains below the pre-crisis level.

The effect of the economic shock on household income was initially well contained. Real GDHI
per capita has been increasing (even in 2009 when employment contracted but social benefits and
wages increased and taxes decreased®®), only declining sharply in 2012. Social transfers in kind
(included in adjusted GDHI) have also been increasing over the years and have added to household
income (panel a).

Median individual income improved slightly, following an improvement in disposable household
income in 2009 despite the recession. Real median equivalised disposable household income
remains slightly higher than in 2007, despite a large decline in 2010.

However, the incomes of poorer individuals have deteriorated considerably. Incomes® in the first
and second quintiles have declined in real terms, and incomes in the bottom quintile in particular
remain much lower than in 2007. By contrast, real incomes of wealthier individuals have remained
above (for the fourth income quintile) or around the 2007 (the fifth top income quintile) level
(panel b).

Inequalities increased slightly in 2010, but less compared to other Member States. The Gini rose
above 30%, the S80/S20 reached 4.6, and the Palma ratio exceeded 1.1%°(panel c). Inequality-
adjusted (1-Gini) real growth for GDP per capita had a similar pattern to real GDP per capita
growth until 2009, but fell below it in 2010 (panel d).

Nevertheless, the changes in GDHI per capita, median income and inequality indicators for France
are low compared to changes in other Member States.

Chart 10: Indicators for France
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Source: Eurostat, National Accounts, EU-SILC; OECD (DG EMPL calculations).
2007 =100 as a reference year for the analysis, because of EU-SILC data availability. SILC income years not survey years.
GDHI deflated by price index of household final consumption expenditure; median incomes deflated by inflation (HICP).

58 See the annex in the recurrent part of the ESSQR for quarterly developments in GDHI.
5% More precisely, median incomes of each quintile are analysed.
50 OECD estimates of GINI and S80/S20 are lower than Eurostat ones for 2007-2010 but higher for 2011.
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Germany

The German economy contracted very strongly in 2009 wiping out the progress made since mid-
2000. It had recovered well by 2011 but economic output recently saw a decline. GDP per capita
has followed the same path (since changes in population have been negligible) — it recovered and
remained higher than in 2006, only stagnating since the beginning of 2013.

The effect of the economic shock in 2009 on household income was well contained. Real GDHI
per capita has almost constantly been on an upward trend (remaining stable in 2009 due to limited
employment redundancies and an increase in social benefits®!). Social transfers in kind (included in
real adjusted GDHI) have been increasing continuously, gaining especially in 2009, and have added
to household income (panel a).

The evolution of median individual income has been more modest than that of the economy. Real
median equivalised disposable household income remains very close to the level observed in 2006.

Looking at the distribution tails, Germany has seen some cumulative improvement in the incomes
of the poorest individuals measured by real income®? in the first quintile and a stagnation of
incomes of the 20 % richest individuals (panel b).

Inequalities have largely been declining since 2006.%% In 2011, the Gini fell by 2 points to below
30 %, the S80/S20 went down to 4.3, and the Palma ratio stood at 1.1 (panel c). Progress made in
reducing inequality resulted in the inequality adjusted (1-Gini) real growth for GDP per capita being
higher than the unadjusted figures since 2008 (panel d).

Overall, developments in the ‘GDP and beyond’ measures in Germany have recently been better
than in other Member States.

Chart 11: Indicators for Germany
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Source: Eurostat, National Accounts, EU-SILC; OECD (DG EMPL calculations).
2006 =100 as a reference year for the analysis, because of EU-SILC data availability. SILC income years not survey years.
GDHI deflated by price index of household final consumption expenditure; median incomes deflated by inflation (HICP).

61 See the annex in the recurrent part of the ESSQR for quarterly developments in GDHI.

52 More precisely, median incomes of each quintile are analysed.

3 However, OECD estimates of GINI and S80/S20 are lower than those of Eurostat for 2006-2010 but higher for 2011, implying
an increase in inequality in 2011.
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Greece

The Greek economy grew more than that of most other Member States until 2007, but then went
into a severe recession. GDP per capita has followed the same path (since changes in population
have been negligible) — it has been in decline and remains much below the pre-crisis peak,
receding to the 2000 level.

The effect of the economic shock on household income has been severe. Between 2004 and
2007, household income improved faster than the economy, but since then real GDHI per capita,
has been in continuous decline, which has been particularly strong since 2010 (when cuts in social
benefits accompanied large declines in income from work®"). Social transfers in kind have also been
cut sharply since 2010, and adjusted GDHI per capita has declined at the same pace as GDHI to
the 2000 level (panel a).

Median individual income has tracked economic and total income growth, although the positive
changes were smaller and negative ones larger. Real median equivalised disposable household
income generally improved from 2003 to 2009, but all progress was wiped out in 2010 and 2011.

Incomes of the poorest individuals have suffered the most. Real income®® in the bottom quintile
has declined the most and remains 30 points lower than in 2003. Real incomes of individuals in
other quintile groups have also declined, but not as much, and remain 20 points lower than in 2003
(panel b).

Inequalities have increased since 2010. The Gini rose to nearly 35%, the S80/S20 reached 6.6,
up 1 point on 2009, while the Palma ratio remained stable at 1.3% (panel c). Inequality-adjusted
(1-Gini) real growth for GDP per capita followed a similar pattern to real GDP per capita growth
until 2009, and started to drop below it in 2010-2011 (panel d).

Overall, economic developments and decreases in GDHI per capita and median income in Greece,
along with the recent increase in inequality, have been the most severe in the EU.

Chart 12: Indicators for Greece
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Source: Eurostat, National Accounts, EU-SILC; OECD (DG EMPL calculations).

2003 =100 as a reference year for the analysis, because of EU-SILC data availability. SILC income years not survey years.
GDHI deflated by price index of household final consumption expenditure; median incomes deflated by inflation (HICP).

64 See the annex in the recurrent part of the ESSQR for quarterly developments in GDHI.

55 More precisely, median incomes of each quintile are analysed.

66 OECD estimates of GINI and S80/S20 are similar to those of Eurostat for 2003-2010 but lower for 2011.
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Italy

The economy grew less than that of many other Member States until 2007, and up until now, Italy
has been experiencing a double-dip recession. The decline in GDP per capita has been even
greater, partially due to population growth, and real GDP per capita has receded to the mid-90
level.

The effect of the economic shock on household income has been severe. After a period of modest
improvement up to 2007, real GDHI per capita has been on a continuous decline (due to cuts in
income from work and in property incomes, despite large support in the form of social benefits in
2008-201067). Social transfers in kind have been cut back since 2007, and adjusted GDHI per
capita declined slightly faster than GDHI, to the lowest level since data became available (panel a).

Median individual income has tracked economic and total income growth, although there were
more positive changes (as measured by the EU-SILC). Median equivalised disposable household
income generally improved until 2007 in real terms, but the subsequent declines wiped out all
progress that had been made since data became available.

Incomes of poorer individuals have greatly deteriorated. Real income®® in the bottom quintile
deteriorated the most and remains much lower than in 2007, erasing any notable progress made
since 2003. However, real incomes of most wealthy individuals, which had not been evolving fast in
the pre-crisis level, also declined (panel b).

Inequalities between the richest and the poorest have increased since 2010. The Gini rose slightly
to 32.5% and the Palma ratio remained stable at 1.2, but the S80/S20 reached 5.7, up 0.5 point
on 2007°° (panel c). Progress was made in reducing inequality, resulting in the inequality adjusted
(1-Gini) real growth for GDP per capita being higher than for unadjusted figures until 2007, but
recent increases in the Gini have brought both the downward curves closer together (panel d).

Overall, economic developments and decreases in GDHI per capita and median income in Italy
have been one of the worst in the EU, and inequality has returned to mid-2000 level.

67 See the annex in the recurrent part of the ESSQR for quarterly developments in GDHI.
58 More precisely, median incomes of each quintile are analysed.
6% OECD estimates of GINI and S80/S20 are similar to those of Eurostat ones.
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Chart 13: Indicators for Italy
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Source: Eurostat, National Accounts, EU-SILC; OECD (DG EMPL calculations).

b) Median income growth within quintiles
- cumulative growth in real terms
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2003 =100 as a reference year for the analysis, because of EU-SILC data availability. SILC income years not survey years.
GDHI deflated by price index of household final consumption expenditure; median incomes deflated by inflation (HICP).
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Portugal

The economy grew less than that of many other Member States until 2007, and it is uncertain
whether Portugal is out of the double-dip recession. GDP per capita has followed the same path
(since changes in population have been negligible) — it receded to the level of the late 90s.

The effect of the economic shock on household income was initially well contained, only
becoming severe in the second phase of the recession. After a period of slow improvement until
2007, real GDHI per capita has been in continuous decline (due to large cuts in income from
work7°). Social transfers in kind have been cut sharply since 2010, and adjusted GDHI per capita
has receded to 2000 levels (panel a).

Median individual income has tracked economic and total income growth, although there were
more positive changes (as measured by the EU-SILC). Real median equivalised disposable
household income generally improved until 2009, but subsequent declines have erased progress.

The incomes of poorer individuals and in other quintiles except the top one have improved
considerably until 2009, before steep declines in 2010-2011. Nevertheless, incomes’?! in all but the
top quintile remain higher than or at similar level as in 2004 in real terms. Real incomes of most
wealthy individuals have generally declined (panel b).

Inequalities had generally been in decline between 2004 and 2009,”2 and remained unchanged
since then, but are still among the highest in the EU. The Gini went down from 38% to 34 %, the
S80/520 went down from 7 to just above 5.5, while the Palma ratio went down to 1.4 (panel c).
Progress in reducing inequality has resulted in the inequality adjusted (1-Gini) real growth for GDP
per capita being higher than for unadjusted figures (panel d).

Overall, cumulative decreases in GDHI per capita and median income in Portugal have been
moderate compared to other Member States, but inequality remains among the highest in the EU.

Chart 14: Indicators for Portugal
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Source: Eurostat, National Accounts, EU-SILC; OECD (DG EMPL calculations).
2004 =100 as a reference year for the analysis, because of EU-SILC data availability. SILC income years not survey years.
GDHI deflated by price index of household final consumption expenditure; median incomes deflated by inflation (HICP).

70 See the annex in the recurrent part of the ESSQR for quarterly developments in GDHI.
7! More precisely, median incomes of each quintile are analysed.
72 OECD estimates of GINI and S80/S20 are similar to those of Eurostat ones.

September 2014 | 69



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

Spain

The Spanish economy went through a strong double-dip recession, wiping out the progress
made since mid-2000, but there have been signs of recovery since mid-2013. Real GDP per
capita, on an upward trend until 2009, has been declining more strongly since 2008, partially
due to population growth, receding to 2002-2003 levels.

The effect of the economic shock on household income was initially well contained. Real GDHI
per capita increased initially (even in 2009 when employment contracted and income from work
decreased but social benefits increased and taxes decreased’?), but has declined sharply since
2010, to early 2000 levels. Social transfers in kind (included in the adjusted GDHI) also
increased over the years, especially in 2009, adding to household income, but have declined
sharply since 2010 (panel a).

Median individual income has largely tracked economic and total income growth, although
positive changes were smaller and it declined earlier. Real median equivalised disposable
household income generally improved until 2007, but subsequent declines wiped out any
improvement by 2011, bringing it to a level not observed since data became available.

Incomes of the poorest individuals have suffered the most. Real incomes’ in the first and
second quintiles have declined the most and remain almost 20 and 10 points lower than in
2003. Real median incomes of individuals in richer quintile groups have also declined, but not as
much and are no lower than in 2003 (panel b).

Inequalities surged in 2009 and are the highest in the EU. The Gini rose to 35 %, the S80/S520
reached 7.2, up 1.5 points on 2008, while the Palma ratio remained more stable at 1.3”° (panel
c). Inequality-adjusted (1-Gini) real growth for GDP per capita increased slightly more slowly
than real GDP per capita growth until 2007, but started to deteriorated faster in 2009 (panel d).

Overall, economic developments and decreases in GDHI per capita and median income in Spain
have recently been among the most severe, and inequality is the worst in the EU.

73 See the annex in the recurrent part of the ESSQR for quarterly developments in GDHI.
74 More precisely, median incomes of each quintile are analysed.
75 OECD estimates of GINI and S80/S20 are lower than those of Eurostat ones for 2007-2011.
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Chart 15: Indicators for Spain
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Annex 1: Real GDP growth, real GDHI growth and its
main components for selected Member States

Source: Eurostat, National Accounts. Data non-seasonally adjusted.

Summary of Member States' recent developments:
e Continuous increase: DE since 2013Q2, SE continuous growth, UK since 2013Q4
e Increase in 2014Q1: CZ after declines since mid-2011

e Increase in 2013Q4: FR after stable previous quarters, NL after declines since
mid-2011

e Stable in 2014Q1: FI broadly stable since mid-2011
e Stable in 2013Q4: IE declines from mid-2012 - mid-2012

e Decline in 2014Q1: IT after declines since 2008 despite improvement in 2013Q4,
PL first strong decline since mid-2011, RO after stable previous quarters, SI after
declines since 2008 despite improvement in 2013Q4

e Continuous decline: CZ since mid-2011, EL since mid-2009, ES since the
beginning of 2010 despite signs of stability in 2013Q4, PT since 2013Q2
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Annex 2: Real GDP growth, employment growth and
unemployment rates in the EU Member States

Left axis: year-on-year percentage change of real GDP, GDHI (where available) and number of
employees. Right axis: unemployment rate.

Source: Eurostat, Labour Force Survey and National Accounts. Data non-seasonally adjusted.
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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

Source: Eurostat, Labour Force Survey. Data non-seasonally adjusted.

Chart A3.1. Change in employment: self-employed, and permanent/ temporary employees by
gender, EU28

change on previous year (million)
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Chart A3.2. Change in employment: full-time/ part-time employment by gender, EU28

change on previous year (million)
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Chart A3.3 Change in employment: by age, EU28
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Annex 4: Employment growth by sectors in the euro
area and by EU Member States

Top chart: employment change in the second quarter of 2014 (2014Q2) by10 branches (%); quarter-on-
quarter (SA) and year-on-year (NSA)

Bottom chart: Persons employed by sectors (1000) in the second quarter of 2014

Source: Eurostat, National Accounts.

List of 10 branches (based on NACE revision 2.0)

A Agriculture, forestry and fishing

B-E Industry (except construction)

F Construction

Gtol Wholesale and retail trade, transport, accommodation and food service activities

J Information and communication

K Financial and insurance activities

L Real estate activities

Mto N Professional, scientific and technical activities; administrative and support service activities

OtoQ Public administration, defence, education, human health and social work activities

R to U Arts, gntgrtainment ar.ld recreation; other service activities; activities of household and extra-territorial
organizations and bodies
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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
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Annex 6: Selected research

This section presents some relevant recent research results at EU level. European Research
financed or carried out by the EU, European bodies or agencies closely linked with employment
and social affairs or international organisations contribute to this achievement. This section is
certainly not exhaustive. Degree of completion of the research projects as well as direct
relevance to the issues developed in this report are the main criteria used for the selection of
the presented results. The contents of this section do not necessarily reflect the position or
opinion of the European Commission.

Conventional and Insidious Macroeconomic Balance-Sheet Crises

This paper describes the anatomy of two types of balance-sheet macroeconomic crises.
Conventional balance-sheet crises are triggered by external imbalances and balance sheet
vulnerabilities. They typically occur after capital inflows have led to a substantial build-up of
foreign currency exposure. Insidious crises are triggered by internal imbalances and balance
sheet vulnerabilities. They occur in high-growth economies when an initially equilibrating shift in
relative prices and resources and credit in favour of the non-trade sector overshoots
equilibrium. The paper argues that policymakers are now better able to forestall conventional
crises, but they are much less capable of early detection and avoidance of insidious crises.

An International Monetary Fund research paper

See: http://www.imf.org/external/pubs/ft/wp/2014/wp14160.pdf

Rebalancing in the Euro Area and Cyclicality of Current Account Adjustments

The paper examines progress with the external rebalancing of euro area deficit countries.
Relative prices are adjusting at different pace across countries and with different compositions
of wage cuts and labor shedding. There is so far limited evidence of resource re-allocation from
non-tradable to tradable sectors, while improved export performance is still dependent on
external demand from the rest of world. Current account adjustments have taken place,
reflecting structural changes but also cyclical forces, suggesting that part of the improvements
may unwind when cyclical conditions improve. Looking ahead, relying only on relative price
adjustments (which adversely affects demand) to rebalance the euro area could prove very
challenging. Structural reforms will play an important role in the reallocation of resources to the
tradable sector and the associated relative price adjustment, while boosting non-price and price
competitiveness.

An International Monetary Fund research paper

See: http://www.imf.org/external/pubs/ft/wp/2014/wp14130.pdf

Global growth to slow as wage inequality rises over coming decades, says Policy
Challenges for the Next Fifty Years

This paper identifies and analyses some key challenges that OECD and partner economies may
face over the coming 50 years if underlying global trends relating to growth, trade, inequality
and environmental pressures prevail.

An OECD publication

See: http://www.keepeek.com/Digital-Asset-Management/oecd/economics/policy-challenges-
for-the-next-50-years_5jz18gs5fckf-en#pagel

Matching Economic Migration with Labour Market Needs

This publication gathers the papers presented at the "OECD-EU dialogue on mobility and
international migration: matching economic migration with labour market needs" (Brussels, 24-
25 February 2014), a conference jointly organised by the European Commission and the OECD.
It provides new evidence on the role that international migration has played in Europe and in
selected other OECD countries over the past decade in terms of labour force; educational
attainment; and occupational changes. It analyses the availability and use of migrants’ skills
based on an in-depth literature review as well as new data analyses for Europe and the United
States, Canada and the OECD as a whole, taking advantage of the International Survey of Adult
Skills = PIAAC. Finally, several chapters discuss the potential role of international migration in
meeting current and future labour market needs in Europe, in the United States and in the
European Union. This work shows that although migration can make an important contribution
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to labour force growth, its role in counterbalancing the effects of population ageing will depend
on the capacity of countries to match labour needs to migrants’ characteristics.

An OECD publication

See:http://www.oecd-
ilibrary.org/docserver/download/8114141e.pdf?expires=1412183365&id=id&accname=0id0318
278&checksum=30062D1720B52AD2FOEAD10A8B0O0E6C7

FLOWS - Impact of local welfare systems on female labour force participation and
social cohesion

The overall policy aim of this policy brief based on the research findings for the theme
"Women'’s Decision Making" is to develop recommendations for governments and other relevant
actors to improve the employment prospects of women. Using focus groups it explored (1) the
decision making of working mothers with pre-school children and the role of local childcare in
facilitating their labour force participation; and (2) the responsiveness of working women to the
care needs of a dependent elderly relative and its implications for their labour force
participation.

Impact of local welfare systems on female labour force participation (FLOWS) — A FP7 project
See:http://ec.europa.eu/research/social-sciences/pdf/policy briefs/flows-policy brief-
wp6.pdf#view=fit&pagemode=none

Occupational profiles in working conditions: Identification of groups with multiple
disadvantages

Job quality indexes are constructed on the basis of such aspects of working conditions as
earnings, prospects, working time, and intrinsic job quality (which includes skills, autonomy, the
social environment, physical risks and work intensity). Occupations where job quality is
consistently low are labelled ‘occupations with multiple disadvantages’, where conditions are
such that it is difficult for people to stay in these jobs. This report uses data from the fifth
European Working Conditions Survey to identify such occupations. It finds that workers in mid-
skilled manual and low-skilled occupations do quite poorly when it comes to earnings, prospects
and intrinsic job quality, and they report relatively low levels of both physical and mental well-
being. However, their working time quality is generally good. In contrast, workers in high-skilled
occupations do relatively well on almost all job quality indicators, except working time.

A Eurofound report

See: http://www.eurofound.europa.eu/publications/htmlifiles/ef1413.htm

Effective Corporate Taxation, Tax Incidence and Tax Reforms: Evidence from OECD
Countries

The present study provides estimates of the Effective Marginal Tax Rates (EMTRs) for a sample
of 17 OECD countries and 11 manufacturing sectors in a single framework encompassing
capital, labour and energy taxes. Our cross-country/cross-sector approach allows us comparing
the incentives provided by the tax systems and gauging the effects of tax changes taking
explicitly into account the possible substitution between factors as well as their tax incidence.
Our results suggest that the OECD tax systems provide different incentives for manufacturing
activity across countries and that tax systems are relatively neutral with respect to the sectoral
composition of manufacturing activities. The impact of potential tax increases on firms’ activity
is found to be most attenuated when shifted towards consumers and/or employees rather than
energy consumption and/or capital investors. These results are robust to alternative hypotheses
regarding the tax incidence parameters, elasticity of substitution between factors and mark-up
on final prices. In addition, policy strategies favouring tax increases on energy consumption and
lowering taxes on labour can substantially reduce the EMTRs and thus vyield substantial
efficiency gains for firms. These reforms should in some instances be ambitious enough to
produce desired effects on firms’ EMTRs, however.

A Directorate-General for Taxation and Customs Union working paper
See:http://ec.europa.eu/taxation_customs/resources/documents/taxation/gen_info/economic_a
nalysis/tax_papers/taxation_paper_45.pdf
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Skills and Youth Report

This report draws on the OECD’s international Survey of Adult Skills to shed light on how
different skills contribute to two key labour market outcomes for young people (16 to 29): the
risk of not being in employment nor in education or training and, if in work, the level of hourly
wages. The skills areas covered include: educational attainment; information-processing skills
(literacy, numeracy, and problem solving in technology rich environments); generic skills (the
ability to organise one’s own work or influence that of others, to work in a team and to solve
complex problems); and skills specific to fields of study and training. The report also assesses
the extent to which employers make the best use of young people’s skills in the labour market
and identifies those skills areas most prone to mismatches between what workers can do and
what their job demands. Finally, the report identifies the main policy levers that are most likely
to influence the way in which employers recognise and reward their employees’ skills. This
provides new insights to policy makers, strengthening previous findings based chiefly on returns
to education.

Chapter 5 of the OECD Employment Outlook 2014 report

See: http://www.oecd-ilibrary.org/employment/oecd-employment-outlook-2014_empl_outlook-
2014-en

Far from frozen: Creative Strategies of Young People in Disadvantaged Circumstances
What do children and young people think about education? Possible answers to this question are
elaborated in this book, which portrays and illustrates how young people from different
European countries view and experience education. The book is based on a collection of essays
that students were asked to write as part of an international research project funded by the
European Commission’s 7th Framework Programme. The project “Governance of Educational
Trajectories in Europe (GOETE)” analysed who is involved in making decisions that concern the
school careers of young people. The essays capture a fascinating cross-section of experiences
that are highly personal. At the same time they share many concerns related to the process of
growing up in contemporary Europe.

A Directorate-General for Research and Innovation publication

See: http://ec.europa.eu/research/social-sciences/pdf/policy _reviews/KINA26192ENN.pdf

Mapping youth transitions in Europe

Young people in Europe continue to experience great difficulties in entering the labour market.
Although the youth unemployment rate in a few Member States has started to fall, overall 23%
of young European job-seekers aged 15-24 could not find a job in January 2014. In 2012, 14.6
million young people across Europe were not in employment, education or training (NEETS),
accounting for 15.9% of the entire population of those aged 15-29. This report analyses the
labour market situation of young people in Europe, focusing in particular on their school-to-work
transition, while also monitoring their more general transition to adulthood. The report also
investigates the ability of young people to remain in employment against the odds during the
crisis and charts their transitions from temporary to permanent contracts. The report concludes
with a discussion on the strengths and weaknesses of selected policy measures.

A Eurofound report

See: http://www.eurofound.europa.eu/publications/htmlfiles/ef1392.htm

Population ageing in Europe - Facts, implications and policies

Longevity is one of the biggest achievements of modern societies. In the last 20 years, people
all over the world have, on average, gained 6 years of life expectancy. By 2020, a quarter of
Europeans will be over 60 years of age. Combined with low birth rates, this will bring about
significant changes to the structure of European society, which will impact on our economy,
social security and health care systems, the labour market and many other spheres of our lives.
Research on ageing has and will continue to be a vital part of the EU’s framework programmes
for research. This publication aims to address the question of how Europe is prepared for
advanced population ageing. Can it face the challenges? Can it seize the opportunities?

A Directorate-General for Research and Innovation policy-review
See:http://ec.europa.eu/research/social-
sciences/pdf/policy_reviews/kina26426enc.pdf#view=fit&pagemode=none
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Localise - How the governance of employment systems affects social cohesion.
Lessons and local best practices from 6 European countries

The FP7 project LOCALISE (July 2011 - June 2014) researched how active inclusion measures
(combining employment services with ‘flanking’ social services) are organised in practice in six
European countries: France, Germany, Italy, Poland, Sweden and the UK. The central focus of
research was on local level of policy formulation and policy implementation. This policy brief
presents the key findings of LOCALISE, including best practice-examples from three European
cities.

Local Worlds of Social Cohesion. The Local Dimension of Integrated Social and Employment
Policies (LOCALISE) - A FP7 project
See:http://ec.europa.eu/research/social-sciences/pdf/policy briefs/policy-briefs-
localise072014.pdf#view=fit&pagemode=none

Growth: Now and Forever?

Forecasters often predict continued rapid economic growth into the medium and long term for
countries that have recently experienced strong growth. Using long-term forecasts of economic
growth from the IMF/World Bank staff Debt Sustainability Analyses for a panel of countries, the
paper shows that the baseline forecasts are more optimistic than warranted by past
international growth experience. Further, by comparing the IMF's World Economic Outlook
forecasts with actual growth outcomes, it shows that optimism bias is greater the longer the
forecast horizon.

An International Monetary Fund research paper

See: http://www.imf.org/external/pubs/ft/wp/2014/wp14117.pdf

Making Mental Health Count

The Social and Economic Costs of Neglecting Mental Health Care. This book addresses the high
cost of mental illness, the organisation of care, changes and future directions for the mental
health workforce, indicators for mental health care and quality, and tools for better governance
of the system.

An OECD publication
See:http://www.keepeek.com/Digital-Asset-Management/oecd/social-issues-migration-
health/making-mental-health-count_9789264208445-en#pagel
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