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Key EMPLOYMENT AND SOCIAL cHALLENGES 2014
1. The political, economic and social context 

The preparation for the fourth European Semester for policy coordination takes place at a time when the European Union can see some light at the end of the tunnel. 
There are signs that an economic recovery in the European Union is beginning to take hold but it remains fragile. Unemployment remains at unprecedented high levels, especially in some of the worst hit countries (Spain, Portugal). Economic growth is unlikely to be sustained unless it is inclusive and job rich.
In recent years many Member States have adopted reforms to modernise labour markets and social protection systems. These reforms are currently being implemented and subject to multilateral surveillance.

But the on-going economic crisis has led to growing divergence in employment and social outcomes between Member States. This divergence is far more marked among euro area countries than in the rest of the EU. 
The gap between the unemployment rates for the "North and core area" and the "South and periphery" of the euro area now reaches 10.2 percentage points
. The economic crisis has been a turning point in the trend of poverty and income inequalities. The risk of poverty among the working age population also increased more strongly in the South and periphery of the European Union than in the North. The burden of the necessary adjustments, notably in the most affected economies, has excessively been borne by lower income groups. The combination of increasing poverty and increasing inequalities give negative signs about the labour market situation and the effectiveness of social protection and also provide a warning about further economic and social problems ahead.

The political context continues to be complex and determined by the need to address the following overall concerns: 

· The need to reinforce the growth friendly fiscal consolidation, notably by prioritizing investment in human capital.
· The need to address increasing employment and social divergences between Member States and polarisation within societies.
· The need to reduce the massive unemployment, especially amongst young people and long term unemployed, improve the resilience of labour market, and exploit the job creation potential of the economy.
· The need to tackle growing income and wealth inequalities which threaten social cohesion and sustainable aggregate demand.
· The need to protect the growing number of those at risk of poverty or social exclusion and to step up the effectiveness and efficiency of social protection systems, as a response to increases in the at-risk-of-poverty rate, tighter budgetary situations in Member States and long term challenges such as demographic change.
The 2013 AGS priorities of tackling unemployment and the social consequences of the crisis remain valid also this year, but the emerging economic recovery calls for a stronger focus on ensuring a job-rich recovery with benefits shared more widely in the population.

Well-designed labour market policies can play an important supportive role in boosting job creation, minimising long term cost of high unemployment, laying the foundation for a sustainable return to high employment rates and rising earnings
. The involvement of the social partners at EU and national level in shaping and implementing the reforms will be essential.
Thematic and country peer reviews in the Employment and Social Protection Committees play an important role in the multilateral surveillance and governance of employment and social policies within the European Semester. 
With the proposal for a blueprint for a deep and genuine EMU the Commission has laid the foundation for a stronger economic coordination and integration among Member States in the Euro area. The Communication on strengthening the social dimension of the Economic and Monetary Union,
 adopted by the Commission marks a step towards consolidating the Social Dimension of Economic and Monetary Union. The establishment of a key employment and social indicators scoreboard for the EMU, a stronger coordination of employment and social policies and a reinforced role for the social partners are key elements for deepening and strengthening the EMU.
2. Labour market and social challenges
The short term challenges of the economic crisis in terms of rising unemployment and long term unemployment and increasing risks of poverty and social exclusion continue to co-exist with the more long term structural challenges that Europe's labour markets and societies are facing, such as an ageing population, poor labour market transitions, low labour market qualifications and inadequate work and recruitment incentives.

There are signs that an economic recovery in the European Union, even if fragile, is beginning to take hold as the ECB has been active, austerity measures have been adjusted and exports continue to increase, as world trade remains robust. Labour market and social challenges have been increasing until recently as the situation has worsened in many Member States and divergences between countries have been growing, especially within the Euro Area. The South and periphery of the EU have been particularly hard hit. Overall, the EU is struggling with high unemployment, low employment, rising poverty and social exclusion, and declining household incomes. This hits the Member States directly affected but also spills over onto those more resilient to the effects of the crisis through reduced aggregate demand, eroded confidence, and contagion via the financial markets.

The persistence of long-term unemployment, set to remain high even in countries with low unemployment rates, reduces significantly the economic potential and aggravates social situation for parts of the population. Employment and social policy can make important contributions to an economic recovery by improving the ability of our economies to exploit the job creation potential. 
Today's Europe faces profound structural transformations as identified in the Europe 2020 Strategy, in particular the transition towards a green, low carbon and resource efficient economy, the demographic ageing of our society and rapid technological advances. Tackling these challenges and convert them into opportunities, will support the competitiveness of the European economy, provide important sources of growth and jobs, while addressing economic and social needs. 

Rising inequalities signal an ineffective allocation of resources and opportunities and impact on economic performance as a whole, breed social resentment and could even generate political instability
. Growing labour market inequalities entrenched in the polarisation between high skilled and low-skilled jobs have not yet been addressed enough: labour market segmentation and job precariousness worsened during the crisis. Such trends weigh on the quality and allocation of human capital and undermine productivity. Also the sharing of the benefits and opportunities of growth among all people in society – for instance through fairer tax and benefit systems and more equitable access to education and health – has not been sufficient. Lastly, in some Member States access to, and quality, adequacy or affordability of services and benefits has decreased. In cases this was not well-targeted, this had a particularly detrimental effect for those who need those services and benefits most. 
Effective social policies allow more people to take part fully in the economy and society, while protecting the livelihoods of people in need. Adapting to ageing societies and the increasingly intertwined global economy require a shift from reactive towards preventive and preparatory approaches, from compensating to enabling policies.
The current key features of the labour market and social situation are the following:
· The on-going economic crisis has led to growing divergence in employment and social outcomes between Member States. Data shows that divergence is far more marked among euro area countries than in the rest of the EU. The gap that appeared between the unemployment rates for the "North" and the "South and periphery" of the euro area
, has been growing at an alarming pace since 2008, and now reaches 10.2 percentage points. Similar divergence can be observed in rising unemployment rates, rising shares of young people not in education, employment or training (NEET), declining household disposable income, rising risk-of-poverty among the working age population and rising income inequalities.

· Growing divergence challenges the very basis of the EMU which aims to promote economic convergence and to benefit all its members. Given the high degree of economic interdependence among members of a monetary union, such employment and social crises are also likely to have impact beyond national borders. High and fast rising unemployment and falling real household disposable income have a direct effect on aggregate demand, in the country and the euro area as a whole. They also increase current and future pressures on public expenditure and revenues, thereby increasing the debt vulnerability of a country, undermining the return to fiscal sustainability with a risk of contagion on financial markets. 
· Long term unemployment continues to rise in most Member States and has reached an all-time high. At the end of 2012, long-term unemployment counted 11.6 million or nearly 5% of the active population. Long term unemployment has doubled since 2008 in the EU27 and in the EA17. The trend only stabilised during the short lived recovery of 2010, and has continued to rise since then. These figures represent a threat to the quality of the future labour force and risks of encroachment of structural unemployment. Long-term unemployment and rising poverty signal the under-utilisation and weakening of human capital is likely to undermine competitiveness through a deterioration in skills and productivity   
· Young people continue to be severely hit by the economic crisis. In July EU counted 5,5 million young unemployed indicating that one in four economically active young people cannot find a job. The share of young NEET in the EU has been growing since 2008 and analysis shows that the NERT phenomenon is mainly due to an increase in unemployment rather than in non-education linked inactivity.
· The margin for tax wedge reductions remains narrow: In most Member States the tax-wedge has increased between 2010 and 2012 but considerable changes have happened in the underlying components, including decreases in the employer's social security contributions and increases in PIT. Personal income taxes and social security contributions paid by employees affect the decisions of individuals about taking paid work and the number of hours they work, hence impacting labour supply. High labour taxation, and in particular high social security contributions paid by employers, affects the cost of labour for employers and hence the demand for labour.
· The low job creation remains a serious challenge. Over the last five years there has been net job destruction in the EU where 2.8 % of jobs disappeared across all sectors. According to the European Restructuring Monitor announced job losses still outnumber job gains in the large majority of sectors. The greening of the economy, the digital sector and the care services are three main areas that will generate significant job opportunities in the near future. 
· Labour market and skills mismatches have characterised the post-crisis period with rising vacancies or other labour shortage indicators associated with a given (non-falling) level of unemployment. The latest analysis shows however that the phenomena of rising skills mismatches predominantly occurred in the first part of the economic crisis from 2010 to 2011 affecting in particular industry, construction and low-skilled workers. Since 2011 the unemployment level went further up but with stable labour shortage indicators also reflecting unmet labour skills.
· Segmentation remains high on the European Labour Markets. The past five years have been detrimental for permanent employment, but the greatest burden of adjustment fell mainly on temporary jobs. During the timid recovery in 2010 and the first part of 2011, continuing business uncertainty tempered the hiring of permanent employees in favour of temporary contracts (and self-employment), which were subsequently discontinued during the second downturn. Since the end of 2012 temporary employment has declined by 1.1 million while permanent employment rose by 100 000. Part-time work has continued to develop through the crisis and made some labour markets more resilient. Some Member States are implementing reforms to improve the transitions to permanent contracts but the effects have still to be felt. 
· Wages have grown at an overall moderate pace and unit labour costs are showing some convergence despite sustained asymmetric adjustments. There are large differences between Member States with high or low unemployment, a trend which appeared to continue in the first half of 2013. The decreases in the nominal unit labour cost in the periphery and the increases in the core Member States of the euro area have the potential to promote adjustment in cost competitiveness and absorb the external imbalances accumulated in the past. On average, real unit labour cost (and thus labour share in total income) grew in most EU Member States during 2012 but continued to fall sharply in the Member States at the periphery. 

· There has also been a rise in in-work poverty, partly reflecting that those who remain in work have tended to work fewer hours or/and for lower wages. In-work poverty has increased in most European countries.

· The employment rate of older workers increased to 48.8% in 2012, which is an increase by 12 pps since 2000 and by 3.3 pps since the beginning of the crisis. This trend, visible before the crisis, reflects the higher employment protection of older workers, but also the impact of tax/benefit reforms restricting access to early retirement and encouraging longer working lives and some changes in age management in work places and labour markets, and thus the effective retirement age has contributed.

· Between the beginning of the crisis in 2008 and 2012, the number of Europeans at risk of poverty or social exclusion increased by 6 million, now affecting 24.3% of the population. The most striking rise is in risk of poverty and severe material deprivation, which can be seen as a direct consequence of the increase in unemployment and jobless households since the onset of the crisis. After 2008, the share of jobless households increased in many countries, and most significantly in countries worst hit by the crisis. 

· The risk of poverty or social exclusion for children has increased faster than for the overall population. Child poverty has risen in 18 Member States since 2008, sometimes in a significant manner such as in Ireland, Hungary, Latvia and Bulgaria. Child poverty depends on a combination of low parental incomes and inadequate support to households. The incentives for second earners (often women) to join the workforce are often eroded by the tax wedge, loss of benefits, and cost of early childhood education and care.

· Social protection benefits contribute substantially to poverty reduction in the EU. The size, structure, and design of social expenditure is key for its effectiveness. Empirical evidence indicates that Member States with similar levels of spending achieve not only markedly different economic outcomes (automatic stabilization), but also different social outcomes, such as income smoothing (typically for pensions or unemployment), poverty and inequality reduction or health outcomes. These findings suggest a substantial leeway for improvements in the efficiency of social spending. In this context it remains a challenge to ensure that improvements in sustainability of the pension systems do not become detrimental to the adequacy of pension benefits. 

· Social protection expenditure, especially pension and health and long term care, accounts for a large share of public budgets. Pressure on these budgets is high, due to the economic situation and population ageing. There is substantial variation in the effective access to healthcare across Member States and there is room for efficiency gains. Due to increasing life-expectancy, the number of Europeans likely to need long-term care is expected to triple over the next five decades. At the same time, due to changes in the labour market and family structure, the pool of potential formal and informal carers is expected to shrink significantly.
3. The immediate employment and social priorities 
The 4th European Semester should be characterised by continuity in the main priorities and emphasising the need for implementation of agreed reforms. While continuing last year's emphasis on improved labour market resilience, the fight against long term unemployment, youth unemployment and segmentation, as well as investment in human capital, the focus for the labour market should aim at increasing labour market resilience and also entail resolute action to exploit the job creation potential of the economy.
The 2014 AGS should pave the way for a job rich recovery supporting macro-economic performance and fiscal sustainability and highlight how access to adequate social protection and health care can be ensured in the context of ageing societies and scarce public resources. 

At the same time, special attention should be given to the identification of major employment and social imbalances for the EU and the Euro area, detecting problematic trends earlier than in the past, and also reflecting the growing interdependence between our economies.

 While continuing to support those in need, social policies should increasingly focus on building the basis for sustained future growth. Pursuing the Europe 2020 theme "emerging stronger from the crisis" entails a modernisation of social policies through a combination of structural reforms, systematic adjustments to raise effectiveness and efficiency and enhanced social investment.

Issues for debate:

· How do you see the identification of employment and social challenges set out in the note? Are there additional challenges that should be considered?
· What are the measures that should be put forward to help the EU labour markets re-bound from the economic crisis?
· What are measures that should be implemented with a view to ensuring the adequacy and sustainability of social systems?
2 The average unemployment rate reached 17.3 % in the south and periphery of the EA17 (EE, EL, ES, IE, IT, CY, MT, PT, SI, SK), against 7.1 % for the north (AT, BE, DE, FI, FR, LU, NL). 
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� For the purpose of this analysis, the "North and core" of the Euro area includes Belgium, Germany, France, Luxembourg, Austria, the Netherlands and Finland; the South and periphery of the Euro area includes Greece, Spain, Italy, Portugal, Estonia, Ireland, Cyprus, Malta, Slovenia and Slovakia.
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