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Foreword

The 21°t century is writing its own distinct chapter in the history of the EU.

Reforms, new policies, achieving new goals and solidifying new geopolitical balances
are the challenges facing our Union today.

A fundamental challenge is indeed the future of the welfare state. A European
achievement that was the unsung hero of the crises and confirmed its decisive role
as a factor of social cohesion and development.

In 2021, the European Commission presented an action plan for the implementation
of the European Pillar of Social Rights, as a central European strategy for changes.

The High-Level Group, which I've been chairing, had as a core task to draft and present
a concrete policy report on the future of the welfare state and its financing in the
215t century realities. During the preparation, discussions were made among group
members of different backgrounds, schools of thought and scientific profiles.

We started by selecting four megatrends that have been affecting our economies and
societies; namely: changing demographics, climate crisis, the new labour environments
and digital transformation.

We analysed the state of play, deploying a large corpus of data and research studies
and consulted international organisations, social partners and civil society.

We thus present a clear and concrete approach to social protection policies. This
refers to all phases of the human life cycle (a life course perspective in different life
cycle cohorts and the interdependencies among them).

The 20" century succeeded in guaranteeing the economic security of the elderly
while the 21 must further guarantee fair lifetime employment opportunities for
the youth. The miracle of the European welfare state was fundamentally rooted on
income-based financial support for the weak.

Nowadays, this is not enough; there is a growing need to prioritize social investments,
based on qualitative and quantitative criteria. Imperative interventions and policy
mixes in the form of integrated systems and policies are required especially at both
ends of the human life cycle.

A first set of policies concerns children who, as a priority, should be provided with
equal opportunities, given the increasing inequity of primary income.
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Another set concerns those older citizens who urgently need organized, long-term
care policies, the lack of which is currently growing into a huge economic and social
problem.

Both policy sets are expected, if implemented, to strengthen women’s employment
and encourage better functionality within families, especially when it comes to groups
and minorities that suffer from discrimination.

Demographic and growth projections indeed pose great dilemmas. Changing demo-
graphics undoubtedly requires governments to increase the dedicated budget for
pensions and long-term care.

The necessary policies on new forms of work and equipping young people with secure
and modern skills (what we call secure capabilities) also inevitably lead to an increase
of the social investments budget.

Planning for the future at least, until 2030, should be based on the principle that the
welfare state is an investment with a long-term, yet strong and profitable return. On
the contrary, its weakening could provoke social conflicts, lead to marginalization of
important clusters within our societies and affect competitiveness and growth.

There is therefore a need for a new mix of taxation and social contributions, a crack-
down on tax evasion and a war against tax havens, a concrete fiscal framework that
takes into account the special and sometimes unique problems of national economies
but also new ways of taxing multinational and European companies.

Economic growth and a strong welfare state always go hand in hand. They are
interdependent. We cannot talk about welfare state reform without reforming and
reinforcing our industries.

New policies for European industry and competition should constantly take into account
the impact on labour markets and social protection systems at the European level.

In its one year of operation, the High-Level Group team saw the economic crisis
deepen, the COVID-19 pandemic change forms, we witnessed a war on European soil,
we aobserved an energy crisis taking an unprecedented dimension and also climate
change galloping.

What became clear is that the crisis has become a normality that we must learn to
live with. And this normality makes the need for a sustainable and resilient social
state imperative.

We expect this report to be a first strategic compass and taken into account by
governments, social partners and the Union so as to navigate through this new kind
of normality.

Anna
Diamantopoulou
Chair of the
High-Level Group
on the future of
social protection
and of the welfare
state in the EU



Executive summary

In its report, the High-Level Group on the Future of Social Protection and of
the Welfare State in the EU analyses the expected impacts of key megatrends
on the social protection and on the welfare state. It describes their implications for
the design and scope of social protection systems and the financing of social
protection. Furthermore, it develops key strategic recommendations to both
Member States and the EU. Beside longer-term trends, the report reflects on the les-
sons from the COVID-19 pandemic and from the Russia’s war of aggression against
Ukraine and its repercussions, such as the growing challenge of energy poverty.

The welfare state is affected by a number of global megatrends that shape our so-
cieties, economies and labour markets. Demographic changes include increasing
longevity and lower fertility leading to population ageing, and changes to family
structures, intra EU mobility and migration. Ageing of the population impacts the
financial sustainability of social protection systems, requiring higher employment and
reassessing the traditional ‘borders’ of economically active lives.

The world of work is changing. Higher employment in quality jobs is key to provide
income to all households and secure sustainable financing of public expenditure.
Although the employment rate has increased in recent decades, under-employment
challenges remain for young people, women, older workers, people with disabilities,
and those with a migrant background. Low quality jobs, in-work poverty and the high
share of non-standard forms of employment associated with insecurity and lower
wages are key risks that require some new forms of protection.

Digitalisation and technological change bring both risks and opportunities for
labour markets and social protection. While they can generate some job losses and
polarisation at least in the medium term, they can result in net employment growth
overall in the long-term. Platform economy is characterised by a high share of precar-
ious work, while gaps in skills and IT access bring the risk of increasing inequalities. At
the same time, technological developments create opportunities for the organisation
and efficiency of social protection, for example, health care services.

Climate change and the green transition are already affecting labour markets and
social protection, yet they have so far not triggered a comprehensive social policy
response. Although everyone is affected by climate change, the new challenges risk
to aggravate already existing inequalities. The employment and social implications
of the green transition need to be addressed. This includes reducing labour shortages
in key occupations, supporting transitions for workers employed in sectors at risk and
minimising energy poverty.

The report explores the impact of these megatrends on social and welfare policies
in a life-course perspective, distinguishing three functions of the welfare state:
labour market regulation, social protection and social investment.



Family policies have several aims, such as tackling child poverty, promoting child
development and a strong start in life, ensuring a satisfactory living standard for
families, and increasing women'’s employment. Welfare policy needs to reach beyond
income protection and emphasise services provision to enable participation in social
and economic life and boost employment.

Youth is becoming a longer period in life when teenagers and young adults move
between education and employment, economic dependency and independency — and
may also start a family. Non-standard employment, including apprenticeships and
traineeships, low wages and fragmented work records often hinder access to adequate
social protection for young people. A successful school to work transition remains key
both for wage prospects and social security coverage and to avoid scarring effects of
youth under-employment. Policy responses may include a combination of universal and
targeted social protection benefits, scholarships and labour market insertion benefits.

During working life, collective bargaining plays a key role in achieving adequate
minimum wage protection as well as ensuring a fair distribution of productivity gains.
However, its protective ability has been eroded. Moreover, non-standard workers and
the self-employed still experience challenges with respect to coverage by adequate,
transparent and portable social protection benefits. To reconcile the flexibility needed
in today’s economy with adequate social guarantees, options include tax-subsidised
social protection or boosting inclusion in contributory schemes. To ensure decent income
for all, a key challenge for policy-makers is to combine minimum income protection
with incentives to work, and with fair wages, given the high levels of low pay and
in-work poverty. Life-long upskilling and reskilling measures such as active labour
market policies, education and life-long training are also crucial to support workers
during transition periods. Job retention schemes play a key role during economic crises
to limit unemployment. Furlough periods should be used as a training opportunity.

As people approach old age, the transition from employment into retirement evolves
as pension ages go up and more flexible arrangements to combine work and pension
become available. Meeting the increasing needs of an ageing population could in-
volve additional contributions and/or extending working lives, which require nuanced
policies for older workers, including prevention measures, workplace adaptation and
differentiated retirement ages. Population ageing increases the need for long-term
care, which can be costly for families, confirming the importance of social protection
for long-term care that assumes the costs through contributory and/or tax-financed
public provision. Recognising caring tasks is also important to ensure adequate pen-
sions, in particular for women.

Catering for the increasing needs identified in the report requires adequate, fair and
sustainable financing of social protection. The Group contends that social in-
vestment measures can lead to a double dividend, reducing future spending on
income protection thanks to employment and health gains, while at the same time
enlarging the tax base. Constraints on attempts to raise taxes include the existing
fiscal burden and the debts and deficit targets, globalisation and technological change.
Social security contributions and taxation are the two main sources of financing social
protection; they however impact differently the progressivity of the tax and benefit
system, the employment incentives and the willingness to contribute. The overall tax
burden has been stable over the last 25 years, and labour remains the main source
of financing for social protection, despite a growing role of tax financing.



The group explores the ongoing policy debates regarding improving progressivity
and fairness of the overall tax and benefit system as well as alternative
sources of financing, such as indirect taxation (consumption), corporate taxation,
wealth taxation, switching to new forms of taxation for the intangible economy, green
taxation etc., as well as on fighting tax avoidance, evasion and fraud. The report
contends that the EU economic governance rules affect the Member States’ room
for manoeuvre in financing social investment and social protection.

The conclusions of the report underscore the importance of an inclusive and fair
welfare state to minimise social risks and mitigate economic hardship, while
supporting economic output and individual well-being. A modern welfare state
should provide strong buffers against economic shocks and invest in ‘stepping stones’
that help people across critical life-course transitions. Recognising there are no one-
size-fits-all solutions for the diverse European welfare states, the report puts forward a
list of 21 recommendations to modernise and reinforce the welfare state. They include:

Protect and support families with children: for instance, childcare for all
children under 3 should be free or affordable. Also, people should have access to
adequate financial support and early childhood education and care services to
make it easier for them to start a family. For vulnerable families, these services
should be free.

- Equal opportunities for education and training: welfare states should guar-
antee equal opportunities for young people from low-income families so they
can continue education and training after compulsory school, for instance with
scholarships.

- Access to social protection for all: irrespective of the contract or form of work,
everyone should have access, and contribute, to social protection. Also, social
protection should be adequate and accessible throughout people’s lives.

Quality of work: Member States and social partners should support job quality
including decent and secure income, autonomy, physical and mental health,
opportunities for career development and work-life balance.

Lifelong learning: all people should have opportunities to improve their skills
or learn new ones. This will enhance their chances to find a job, or change jobs,
against the background of the green and digital transitions. It will also support
them in taking up completely new occupations, for instance in new sectors.

Protecting income and jobs: learning from the Great Recession and the
COVID-19 crisis, job retention schemes should be accessible for all.

Longer careers, adequate pensions and long-term care: social partners and
Member States should seek to promote longer careers in good health, notably via
flexible working-time arrangement, adjusted workplaces, and training.

- Better financing of the welfare state: to respond to the rising needs and
challenges, Member States need to find new sources to sustainably finance social
protection and welfare, for instance through broadening the tax basis and read-
justing the revenue mix (expanding progressive taxation on income, consumption,
capital, and wealth as well as carbon and energy).



A golden rule of public finances: the future EU fiscal governance needs to
secure social protection and especially social investments needs, and to allow
borrowing to invest in social infrastructures.

- Stepping up EU capacity to secure social protection: the EU should consider
legislative initiatives to fulfil all principles of the European Pillar of Social Rights,
ensure consistent enforcement across the Union, and limit unfair competition on
social protection standards.

The report concludes by noting the decisive contribution of the welfare state to
overcoming the Great Recession and the economic and social effects of the COVID-19
pandemic. It welcomes the move of the EU towards more fiscal flexibility that
facilitates social investment.



Introduction

Social protection and welfare systems in the EU have proved to be essential in weath-
ering the negative impact of the COVID-19 pandemic and the lockdown measures
implemented in response. The welfare state has also shown an ability to react and
adapt quickly to major economic shocks, including through extraordinary support
measures, so enabling economies to recover smoothly, and societies to be resilient.

But the future of the EU welfare state is also being affected by a number of global
‘megatrends’ that will have unprecedented effects on our societies, economies and
labour markets, which we have already started to feel in various ways. The most
significant of these are:

demographic changes, resulting in an ageing population and a shrinking workforce;

a changing world of work and developments in the labour market including an
increase in non-standard forms of working;

digitalisation and technological change;

climate change and the social implications of the green transition.

As part of its action plan for the European Pillar of Social Rights, the Com-
mission provided support for the establishment of a High-Level Group on
the Future of Social Protection and of the Welfare State in the EU (European
Commission, 2021a), with a mandate to analyse the future of the welfare state, its
financing and interconnections with the changing world of work, in the light of meg-
atrends. Accordingly, the High-Level Group has sought to develop a vision of how to
reinforce social protection systems and the welfare state in the light of ongoing and
new challenges, in a medium to long-term perspective up to 2030, in order to inform
debate at both EU and Member State level and to inspire reforms.

The work has taken account of shocks that have intensified the impact of megatrends
on social protection systems and welfare policies - in particular, the Great Recession
of 2008-2009, the refugee crisis of 2015 and 2016 and the COVID-19 pandemic.
Moreover, after the High-Level Group was created, the effects of Russia’s war of ag-
gression against Ukraine, including the current energy crisis, have added to the social
and economic challenges faced by the EU and its Member States.

The EU is a union of welfare states with different historical legacies and institutions,
which are responsible for organising and financing their social protection systems.
The social challenges they face are mostly common across the EU, and in many
cases they also cause spill-over effects. The European Pillar of Social Rights is an
important step towards a European Social Union that supports welfare states across
the EU and guides their advancement based on key principles of mutual insurance,
solidarity and convergence.



This perspective is reflected in the work of the High-Level Group, the results of which
are presented in this Report. The starting point of the work, as set out in Chapter 1, was
an analysis of the challenges and opportunities resulting from the four megatrends
identified above. These megatrends affect the current and future functioning of the
European welfare states, which were created and developed in different demographic,
labour market and global contexts. The policy responses to the current shocks, the
COVID-19 pandemic and the war in Ukraine, need to take into account the long-term
effects of these megatrends.

Chapter 2 identifies policy options for adapting the welfare state in response to these
challenges. These are presented from a life-course perspective, with the three main
stages of early and family life, working life, and retirement and old age. At each
stage of the life-course, there is a need for appropriate responses from the welfare
state. It is important that these work in full harmony with one another, as they have
implications across the entire life-course — for example, promoting healthy life while
supporting economic participation. Policy responses also need to take account of
the long-term effects of megatrends — policies, for example, that make it easier for
people to take early retirement in response to job losses need to be balanced against
the long-term stability of pension systems.

Sustainable welfare policies require sustainable financing. This is discussed in Chapter
3, which covers Issues relating to the dividend stemming from social investment; the
need for broader sources of finance for social protection; the constraints on the public
budget and improving the efficiency and fairness of the ways in which the welfare
state is paid for.

The final chapter presents 21 recommendations which express the High-Level Group’s
vision for the future. These recommendations are focused on a limited set of key
policy responses that can help to build resilient societies and welfare states in the EU.
The recommendations are not exhaustive in terms of policy areas and target groups
and the many other policy options indicated in the Report should also be considered.

The recommendations are addressed to the key EU and national policy stakeholders.
They are designed to stimulate discussion and policy responses towards building an
EU social union, including through dialogue with the social partners at European and
national level.

The Report has its limitations. It builds on the existing evidence and data sources, as
well as projections and scenarios that were developed before the current crisis caused
by Russia’s war of aggression against Ukraine. The concept of the welfare state is also
very broad and not all of its dimensions could be tackled in the same level of detail.

Ensuring a resilient and sustainable future for the welfare state requires a broad
consensus on the policy priorities that enable all generations to benefit from a Social
Europe. We believe that this Report contributes to achieving such a consensus.
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1.1 Introduction

Welfare systems that provide social protection and services are a pillar supporting
European economies and societies. In recent years, the way they function has been
affected by a rapidly changing environment, driven by global megatrends that bring
with them unprecedented consequences.

First, demographic changes. Increased longevity and migration are established
long-term trends. But still further changes may lead to ‘population ageing’ and the
inversion of the ‘demographic pyramid’, including a drop in the birth rate, and further
rises in life expectancy. Social protection systems need to adapt to significant changes
in age and household structures.

The next two megatrends are closely interconnected — the changing world of work
and technological change and digitalisation. In the past, each new wave of techno-
logical innovation has been accompanied by predictions of job losses due to obsolete
skills. In the 1950s it was industrial automation, followed in the second half of the
20™ century by computers and robots. Today, digitalisation and artificial intelligence,
with their marked impact on many services, are again posing the question of whether
the ‘end of work’ lies ahead. History tells us that technological change creates more
jobs, overall, than it destroys. But there will be big variations across time, space and
jobs. This raises important questions as to how welfare provision and labour market
policies can reap the benefits of technological change while minimising social risks.
At the same time, technological change itself opens opportunities to improve the
delivery of welfare services.

Finally, climate change and the green transition have effects on various aspects
of society, the economy, work, and the quality of life. Environmental and climate pol-
icies affect jobs, prices and many services, including those provided to households.
Although everyone is affected by climate change and loss of biodiversity, not every-
one is affected equally. Rapidly changing climatic conditions — floods, droughts and
sudden and unexpected weather events, such as tornadoes — make societies more
vulnerable, and tend to affect people in poorer households, in particular. The climate
crisis is widening existing social inequalities caused by the inequitable distribution of
resources and opportunities.

All these megatrends are long-term developments that will shape economies, labour
markets and societies and will therefore have an impact on the welfare state in the
future. The 215t century has also witnessed global crises such as the Great Recession,
the COVID-19 pandemic, and most recently Russia’s war of aggression against Ukraine.
These undoubtedly give rise to further challenges to welfare systems. Examples include
the effect of financial market instabilities on funded pensions; the partial closure of
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kindergartens and schools; pressure on care systems; energy poverty; refugee migration;
and high labour market volatility. The challenges resulting from both the long-term
megatrends and the emerging crises reinforce the need to foster social resilience and
solidarity at all levels, national, European, and maybe even global.

This chapter focuses in detail on the four megatrends identified, on the risks they give
rise to in the long term and which may trigger a need for welfare state intervention.
Shocks such as the COVID-19 pandemic and the energy crisis caused by Russia’s war
of aggression against Ukraine, also have enormous social and economic consequences
and profound implications for the welfare state. Looking from a long-term historical
perspective, however, such global crises do not only pose challenges to the welfare
state, they also open up opportunities for progress. History tells us that it was the
pandemics of the 16-18"" centuries that brought about the very first collective ef-
forts to organise and finance improvements in sanitation and public health (Swaan,
1988). In fact, these efforts, along with wars, contributed to the birth of what we
know today as the welfare state. Pandemics do not only affect the poor, they also
affect the rich, and as a result they may make the better-off more willing to support
and finance state action.

1.2 Demographic change
Demographic transition

Demographic change shapes the social and economic situation of all European
countries. The welfare state in Europe was developed at a time when the number of
people of working age was increasing faster than the number of children and older
people. Economies and societies benefited from this ‘demographic dividend’ during
the second part of the 20™ century (Mason et al., 2017). This period saw the expan-
sion of welfare systems. In particular, old-age pensions funded on a pay-as-you-go
basis led both to an increase in spending on pensions and to people retiring at an
ever lower age.

Further falls in both the death rate and the birth rate have resulted in population
ageing and changes in the age structure of the population. Older people make up an
increasing proportion of the population, whereas the share of children, young people
and those of working age are falling. From the 1990s, welfare systems started to
adapt to some of the consequences of demographic change, for example by phasing
out early retirement schemes and by increasing the statutory pension age, as well
as by promoting active and healthy ageing.

The fertility rate in the EU fell sharply over the period 1950-2000, then rose slightly
between 2000 and 2010 before falling again from 2016 onwards. This (almost) con-
tinuous decline has been shaped by a number of factors. These include economic and
political stability; access to housing; the availability of childcare services and social
policies that support families; reproductive healthcare; the ability to reconcile working
and family lives; and the gender division of care work within the family. According
to the Eurostat statistics, the overall fertility rate — the number of children for each
woman of child-bearing age - fell on average in the EU from 2.4 in 1970 to 1.5 in
2020. In 1990, most Member States already had fertility rates well below 2.1, the
level needed to replace the existing population.



An important factor behind declining fertility rates is childlessness, which is partly
the result of people postponing parenthood, partly of conscious decisions not to have
children. Childlessness has been on the rise in most developed countries. In the EU, it
is highest in Austria and Spain, where over 20% of women aged 40-44 are childless.
The average (mean) age of women giving birth to their first child has also risen, from
29in 2001 to 31 in 2020. This has meant that children and young people make up
a smaller proportion of the population and, according to population projections, this
trend will continue in the coming decades. It suggests that a declining share of welfare
expenditure will go to younger generations, although it could also allow more money
to be invested in the development of each child and young person.

The average size of households has also declined with the lowest figures in the
Scandinavian Member States and Germany, ranging between 1.8 and 2.0 in 2021
(according to the OECD family database). This phenomenon of smaller households,
and an increasing number of single-parent families, also needs attention from
policy-makers because of the economic and emotional vulnerability of people who
do care work (such as single mothers or those caring for relatives with a long-term
sickness or disability) or who are themselves dependent (as are an increasing pro-
portion of older people).

Falling death rates and increasing life expectancy are important social achievements.
But the rising number of older people, and more especially of frail older people, also
has implications for the welfare state. According to Eurostat projections, the EU popu-
lation aged 75 or over will increase from 43.8 million in 2020 to 75.4 million in 2050.
This will lead to increased demand not only for longer pension payment, but also for
health and long-term care — giving rise to an increased need for both financial and
human resources (including well-paid care workers).

The challenges of ongoing migration mean that integration and immigration policies
assume importance in the debate on the future of social protection and the welfare
state. The COVID-19 pandemic and its labour market consequences have highlighted
once again the ambivalent position of migrant workers in European economies. On the
one hand, they are often employed in key occupations — as drivers, food-processing
and agricultural workers, care givers and cleaners — that kept basic services running
during the pandemic. On the other hand, they have more fragile ties to the labour
market, and therefore face a higher risk of being displaced when a downturn comes.
In diverse societies with unequal labour markets, neglecting these risks could lead to
high long-term costs, such as pockets of poverty, exclusion and ethnic segregation.

The EU needs to attract skilled third country migrants, in line with its need for labour,
but without depriving emerging economies of their most talented people. It is there-
fore welcome that the European Commission has recognised the crucial economic
and social role that migrants already play in the EU in its migration package of April
2022 and in its commitment to making EU-wide proposals in 2023 on recognising
the qualifications of non-EU nationals (European Commission, 2022a). Migration
from outside the EU is not a ‘silver bullet’ that will offset the decline in fertility rates
or ensure the sustainability of the pension system. But labour market policies to in-
crease the participation of migrants in the workforce could generate significant extra
tax revenue to help pay for welfare state spending (European Commission, 2020a).
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Labour mobility within Europe also tends to widen differences in population develop-
ments between Member States. Migration outflows from central and eastern European
countries (notably towards north-western Europe) lead to faster population ageing
in these countries and in some cases to a ‘brain drain’. The challenge is to achieve a
balance, in legal and policy terms, between two essential principles of the EU — free
movement of labour on the one hand, and economic and social convergence between
regions on the other (European Committee of the Regions, 2020).

There is also a regional aspect to mobility. Young people often migrate to cities and
more developed regions, and away from rural areas and less developed regions. This
causes population ageing in the latter, with implications for the way social services
are organised and delivered.

The projections and analysis presented in this chapter are based on the data available
before Russia’s war of aggression against Ukraine began in February 2022. This has
had an impact on — among other things — migration flows and the populations in
countries that received the largest number of migrants from Ukraine.

Economic dependency and the welfare state: economic and
social progress for all generations

The impact of demographic trends on the sustainable financing of the welfare state
is affected by a range of factors. It is not simply a case of comparing the size of
the working-age population with that of the population above retirement age. The
demographic dependency rate, using fixed age boundaries, does not necessarily
equate to economic dependency in respect of the capacity to generate revenue
to fund social expenditure. The activity rate and productivity of those working and
the employment rates of older people play a critical role. Policy options, such as, in
particular, raising the statutory pension age, incentives to postpone exit from work,
changing the way benefits are calculated and the level of contribution rates have a
crucial impact on the sustainable financing of the welfare state.

During their life-course, Europeans, on average, become economically independent at
age 25, in the sense that their income from work starts to exceed their consumption
spending (Figure 1). They lose this independence around age 60, though with signif-
icant variations between Member States. Below and above those ages, additional
transfer payments, both public and private, are needed to finance their consumption
(including their share of public spending) (Isteni¢ et al., 2016).

The biggest net public transfer payments are received by the oldest group of people,
those aged 80 or over, due to their reliance on pensions and (often) long-term care.
The increasing number of Europeans reaching this (‘fourth’) age will create increasing
financial pressures. In order to finance older people’s consumption mainly from public
transfers, social investment is needed to stimulate higher incomes during their working
lives. This means people working longer and increasing the effective retirement age.
But it also means stimulating the employment of women, whose labour income over
the life-course is on average much lower than men’s. A larger, better trained, and
more productive workforce will be needed to pay for the welfare state of the future.

The welfare state is already oriented towards older people (Gal et al., 2018). On
average, social protection expenditure amounts to around 30% of GDP in the EU, of
which old-age benefits, mainly pensions, account for almost half, whereas spending to



support families and children accounts for only around 8%. The same basic pattern is
evident in all Member States (Figure 1), albeit with quite large variations. Greece has
relatively large transfer payments to older people, combined with low spending on
those younger. Payments to older people in Greece also rise at an earlier point in the
age profile, whereas this is delayed in Denmark (with transfers not peaking until the
oldest age groups). There are also Member States, such as Latvia, with relatively low
transfers to older people.

Figure 1: Age profiles of public transfers in selected Member States
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Spending on social protection in the EU rose over the last decade by 1.4% a year
on average. Spending on pensions increased in nearly all Member States. Spending
on families and children also rose in some Member States, particularly in Poland,
following the introduction in 2017 of a universal child benefit (the ‘500+ benefit’).

The fall in the number of children, and therefore in the number of people of work-
ing age in future, strengthens the need for social investment. Such investment has
multiple long-term benefits — fostering economic development; increasing labour
incomes; lowering the risks of unemployment and poverty by developing skills; and
contributing to well-being over the life-course. It allows for extra spending per person
without raising spending overall. For example, participation in early childhood education
and care has increased in many Member States, while poverty among children has
fallen (see Section 1.3). This approach, of investing in the early stage of life, involves
a different balance of spending on the two ‘dependent’ generations — young people
and older people — under the ‘social citizenship contract’ between generations.

The most recent European Commission report on demographic change projects a
further reduction in the size of the working-age population in the decades ahead
(depending on the assumptions made about birth rates, death rates, and migration).
This will lead to a worsening of ‘demographic dependency’ (the ratio of people of
working age to those younger and older) from 2.9 in 2019 to 1.7 in 2070 (European
Commission, 2020b, pp. 15 and 19). But a rise in demographic dependency does not
necessarily mean greater economic dependency. This would remain unchanged if the
employment rate in the 20-64 age group increased to 85% by 2070, and if at the same
time the average retirement age were to rise to 70 (Figure 2). Increasing the
employment rate close to 85% might in fact result in an even larger number of
people in work than there is now.
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THE FUTURE OF SOCIAL PROTECTION AND OF THE WELFARE STATE IN THE EU

The scenario above is a very ambitious one. For people to remain economically active
up until the age of 70, on average, there would need to be further improvements in
their health and life expectancy. It also assumes a decline in the amount of physical
work needing to be performed, as a result of technological change. Supportive mea-
sures that lead to people being able to work for longer and reach retirement in good
health, such as lifelong learning and age-adapted working conditions, will therefore
be needed. There will also need to be more flexible arrangements for the transition
from working life into retirement and support for those with age-related disabilities
who are unable to work.

As the employment rate of older people increases, careful attention will need to be
paid to regional differences within the EU. Theoretical simulations show that simply
in order to keep the employment rate at its 2020 level, by 2040 people in some re-
gions would have to be working until age 75, especially in some eastern and southern
Member States (European Commission, 2021b). This would require a big increase in
the number of women in paid work, and lower emigration. Another important factor
is the number of healthy life years remaining to people as they approach old age. In
2019 this varied widely across countries — from 16.2 at age 65 in Sweden to only 4.2
in Latvia — and differed significantly between people according to their health, income
and education level.

Future economic growth may allow social protection spending to increase in real
terms, without harming public finances. Some optimistic predictions see GDP more
than doubling in real terms over the next 50 years. Social spending could benefit from
this, without taking up a larger share of national income. Some projections (which
assume the current level of social protection stays the same) also show that, despite
higher spending on older people, economic progress would be maintained for the
rest of the population (Pacolet et al., 2021). Indeed, social spending on pensioners is
projected to increase by 73% in real terms over the period 2019-2070, which would
still leave room for GDP per head for the rest of the population to rise by 129% (Table
A2 in Annex). It is far from certain, however, that such an optimistic growth scenario
will be achieved, particularly given environmental constraints. Under a less optimistic
scenario, the welfare state would still need to find a way of financing the needs of
the growing number of older people.

Figure 2: Demographic versus economic dependency in the EU
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Notes: Demographic dependency 65+ = pop. 20-64/pop. 65+, economic dependency low
pension age and low activity = active pop. below 65, 70 % employment rate/pop. 65+;
economic dependency high pension age and high activity = active pop. below 70, 85 %
employment rate/pop. 70+; economic dependency from low to high employment = low
in 2019; high from 2050 on; total economic dependency from low to high employment
= as previous, but including inactive below 65 or 70.

Total ‘age-related spending’ in the EU (covering spending on pensions, healthcare,
long-term care, and education) is projected to rise from 24% of GDP in 2019 to around
26% by 2070. The proportion of the population aged 65 and over would increase
from about 20% to 30% (European Commission, 2021c¢). It should be noted that this
scenario, which assumes no policy changes, implies a significant deterioration in the
adequacy of pensions, in particular. While public spending on pensions is projected
to remain close to the current level of 11.6% of GDP both the benefit ratio (average
pensions in relation to average wages) and coverage would fall. The assumption is
that the average effective exit age from work would increase from 63.8 to 65.6. This
would be accompanied by higher spending on health and long-term care, of 0.9 and
1.1 percentage points of GDP respectively. Technological and therapeutic advances
in healthcare are increasingly expensive; and the growing population of older people
in need of care will involve a considerable increase in long-term care costs.

Age distribution of poverty and challenges for the welfare
state

The changing age structure of the population also affects the traditional ways in
which resources are redistributed between (and within) generations. Children and
young people are supported mainly by private transfer payments within their families,
with some public support through child benefits and public services. Older people
are mainly supported through public social protection, and to a lesser extent through
private savings.

The welfare state in the EU faces a double challenge. On the one hand, more resources
are needed for older people, due to population ageing. On the other hand, there is
also pressure to devote more resources to younger generations. In particular, there
is a need to give young people better access to high-quality education and training,
so that they can move into high-quality jobs. This was underlined by the damage
to youth employment caused by the Great Recession, with its ‘scarring’ effects and
the risk of a ‘lost generation’. Children and young people are also at greater risk of
poverty than other groups. In 2020, nearly one fifth (19.5%) of all children under 18
in the EU were at risk of poverty — in other words, they were living in households with
incomes below 60% of the average after social transfers. This compares with 16.3%
of those of working age (18-64) and 17.3% of older people (65 and over). There is
considerable variation between Member States, however, and in some countries older
people are at greater risk of poverty than young people.

Between 2015 and 2021, the ‘at-risk-of-poverty rate’ for children and young people
under 18 in the EU-27 fell from 21.4% to 19.5%, as working-age households recov-
ered from the Great Recession. But poverty remains a major challenge to the welfare
state. For people aged 65 or over, the at-risk-of-poverty rate increased from 13.7%
to 16.8% over the same period. The risk of poverty among children also depends on
household composition, work intensity, level of education, and the migrant background
of their parent(s). Child poverty in single-parent and large families is particularly high,
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even in Member States that otherwise have low at-risk-of-poverty rates. Child poverty
or social exclusion is a weakness of the European social model, as is unemployment
or being in a precarious low-paid job among young people aged 18-24. The risk of
poverty among older people is a particular problem in EU Member States in central
and eastern Europe, particularly in the Baltic States, Bulgaria and Croatia.

1.3 Recent trends in employment and labour

income inequalities

Labour markets in the EU are exposed to demographic trends (affecting the potential
supply of labour), technological change, the green transition, and globalisation (includ-
ing possible reshoring phenomenon). In some Member States they are also shaped
by decentralisation of collective bargaining and deregulation. These developments
create extensive social risks for some forms of work and for some groups — including
young people, people with low skills, and migrants — which need to be mitigated by
social protection. At the same time the welfare state has also to cope with structural
labour market problems and periodic employment crises.

The megatrend of a changing world of work needs to be seen in a long-term perspective,
although the Great Recession, the COVID-19 pandemic, and Russia’s war of aggression
against Ukraine, have provided informative stress tests. This section examines the
challenges of how to raise employment rates, ensure a fairer share of national income
for labour, foster high-quality jobs, and provide social protection for people in evolving
forms of work — in particular, in non-standard employment and self-employment.

Toward a higher employment rate

A major aim of the welfare state is full employment, in order to provide income from
work to all households and secure the sustainable financing of public expenditure.
Since the Lisbon Strategy (2000-2010), the aim of increasing employment, particularly
of women, young and older people, as well as migrants, has been on the EU policy
agenda. In the light of population ageing, the subsequent ‘Europe 2020’ strategy
set out a target of ‘increasing the employment rate of the population aged 20-64 to
at least 75%’; and in March 2021 a new target of 78% was set for the next decade
(European Commission, 2021a). Indeed, in 2019, before the COVID-19 outbreak, 17
Member States had already reached the 75% target (according to the EU labour
force survey: EU-LFS). After a drop in 2020, the EU employment rate recovered in
2021, and reached 74.8% in the second quarter of 2022. Only five Member States
were still below 70% (Italy, Greece, Romania, Croatia and Spain), and eight Member
States were above 80% (the Netherlands, Sweden, Estonia, Czechia, Germany, Malta,
Denmark and Hungary).



Figure 3: Quarterly employment rate of those aged 20-64 and labour market
slack, EU 2009-2022
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One important challenge is how to increase the proportion of women in employment,
which remains below that of men: this particularly concerns women who have children
relatively early, who often withdraw from the labour market due to a lack of support
for reconciling work and family life. Part-time under-employment is relatively high in
a number of Member States but has been falling, while some people of working age
and available for work have been discouraged from seeking it (Figure 3).

At the same time, the employment rate in the EU among those aged 55-64 increased
from under 40% in the early 2000s to nearly 60% in 2020. This was a result of ear-
ly-retirement options being phased out and the statutory pension age being raised,
and is a trend that is set to continue. (For more details, see Eurostat website.)

Another challenge concerns youth unemployment. Although there have been some
improvements over the last two decades, young workers are still highly vulnerable.
Unemployment in the EU-27 among those aged 15-24 was over 15% of those in the
labour force in 2020 and 6% of the age group. In some southern and eastern Member
States it was, worryingly, twice as high, with the risk of long-term scarring effects on
young people’s working lives. Many young workers start in temporary, low-paid and
insecure jobs, which in some cases are not a transitional ‘entry’ phase, but a mobility
trap. (For more details, see Eurostat website.) Moreover, nearly 18% of those aged
20-34 in the EU (nearly 30% in Italy) were neither in employment nor in education
and training (‘NEETs’) in 2020, although this figure has fallen in almost all Member
States since 2011, after the Great Recession.

Youth inactivity is a structural challenge, requiring measures to provide young people
with high-quality education and training opportunities, high-quality job opportunities,
and employment integration — otherwise there will be long-term consequences for
social expenditure and its financing. Helping young people to find work has long been
supported by EU programmes and policies, with the aim of reducing labour market
scarring and increasing their economic activity over the whole of their lives. (For more
details, see Eurostat website.)

There is also considerable scope for helping more people with disabilities to find work.
Only half of the 42.8 million people of working age with disabilities in the EU are
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employed. In 2021 the disability employment gap (between people with disabilities
and those without) stood at 23 percentage points. Employment is the best way to
ensure economic autonomy and social inclusion, while at the same time it taps into
people’s talent and potential (European Commission, 2022b).

The COVID-19 pandemic indicated greater labour market resilience than during the
Great Recession, as employment levels were less severely affected (the employment
rate falling by less than 2 percentage points in 2020). This was partly due to the
widespread use of job-retention (or short-time work) schemes, which kept workers
attached to their employers even if working hours were reduced markedly (by more
than 10% across the EU in 2020). Over 40 million workers benefited from job-retention
schemes during the first COVID-19 wave (Muller and Schulten, 2020). During later
waves short-time work and other measures also kept the unemployment rate more
stable: it did not exceed 8% (a 1 percentage point increase) across the EU during 2021.

Although job-retention has been important in ‘hoarding’ employment during the
pandemic, social protection measures in response to it have been inadequate in
some Member States. This includes inadequate sickness pay rules, shortcomings in
workplace health and safety, a lack of protection for some types of worker, and gaps
in income protection for vulnerable groups (such as solo self-employed people). Many
measures only protected some sections of the labour force and not necessarily all
those who were most in need (Baptista et al., 2021). Many part-time employees or
those with fixed contracts found themselves without sufficient contributory benefits
and had to rely on minimum income schemes.

Distribution of labour income

Some general long-term trends can be detected in the distribution of labour income,
despite significant variations between Member States.

Firstly, labour’s overall share of national income has declined since the 1990s, but
has remained relatively stable since around 2000. It was lowest just before the
Great Recession but has since rebounded slightly. (For more details on trends since
2001, see Eurostat website.) This means that the (often discussed) long-term fall in
the labour share mostly took place between the late 1970s and around 2000. The
labour share across the EU has not returned to the peak reached in the second half
of the last century, and in several Member States has continued to fall (ETUI and
ETUC, 2021; OECD and ILO, 2015), implying a general decoupling of wages from
productivity growth.

Secondly, low wages are a worrying issue in personal terms, even though material
deprivation and very low work intensity did fall between 2012 and 2019, indicating
improvements in living standards (European Commission, 2021d, p. 39f). In 2018,
15.2% of workers in the EU were on low pay, the figure ranging from 3.6% in Swe-
den to 23.5% in Latvia. Even in Sweden, with an advanced welfare system, low pay
has doubled since 2006. In most other Member States, wage growth for the bottom
40% has remained below the national average since the early 2000s. A success
case is Portugal, in which the proportion of workers on low pay was reduced from
20.7% in 2006 to 4.0% in 2018, at least in firms with 10 or more employees (which
usually pay more than smaller ones). Low pay has also fallen in central and eastern
EU Member States. Low-paid jobs share some common features: they are mostly
filled by people who are young, low-skilled or from a migrant background. These jobs
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also tend to have fixed-term contracts, and be concentrated in particular economic
sectors. We therefore observe widening labour income inequality, in stark contrast to
the EU goal of inclusive growth.

Another challenge is the rising amount of bogus self-employment and more generally
those in involuntary solo self-employment, which risks swelling the ranks of those on
low earnings (see Section 2.3 below) (Spasova and Wilkens, 2018).

As a result of these inequalities, 9% of workers in the EU were at risk of poverty
in 2021 (Romania was among the worst performers, on 15.2%, while Finland was
among the best with 2.8%). Poverty may derive from low work intensity and jobless
households, but in-work poverty also appears strongly associated with low pay,
particularly in households with children. Low wages are also strongly associated
with financial insecurity — that is, the overall inability of households or individuals to
cope with economic shocks such as unemployment, unexpected expenses, or high
inflation and utility costs (such as those driven by Russia’s war of aggression against
Ukraine). Although the link between (liquid) asset poverty and low income is very
close, financial insecurity also affects many white-collar intermediate workers and
their families (middle-decile households), due to mortgage bills and family-related
needs (OECD, 2021a).

The third general trend in income distribution is that women are still being penalised
by gender inequalities. This is despite wide variations between individual Member
States and the overall improvements that have occurred (at least until the pandem-
ic). The overall ‘gender earnings gap’ takes into account the earnings, hours worked,
and employment rate of women. In 2018 it was narrowest in Portugal, Slovenia and
Luxembourg, moderate in Scandinavian Member States, and widest in Italy, Austria
and the Netherlands. (For more details see the Eurostat index, based on the structure
of earnings survey and the EU-LFS.)

Fourthly, although low-paid jobs can be a stepping stone to a later career, many of
them instead represent a dead end. This is particularly true in those Member States
with high unemployment, and those with a large proportion of people with low skills
and other vulnerabilities (Filomena and Picchio, 2021). People on low wages suffer
from a lack of upward mobility, whereas those at the top rarely face downward mobility
(European Commission, 2020c¢). There are also some signs that upward intra-gen-
erational mobility is declining in overall terms. In Italy, for example, we see not only
a reduction over time in the possibility of people experiencing stable improvements,
but also new risks of income loss for those of prime working age (35-45). These new
risks mostly penalise women, the long-term unemployed and the youngest age groups
(who also risk losing skill advantage). We therefore see not only cycles of poverty
and low pay, but also a more general decline in equal opportunity for all and in the
possibility of people to achieve upward mobility over the course of their lives (Raitano
and Subioli, 2022). Additionally, vulnerable workers are more exposed to the effects
of digitalisation and the green transition, as they have less access to training and are
less able to adapt to change.

Evolving forms of work

The welfare state was designed on the assumption of stable standard employment
—that is, a full-time, open-ended employment contract of a worker with a single em-
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ployer, both paying social contributions. Over the last 20 years, around 60% of workers
in the EU have had this kind of work contract (according to the EU-LFS for 2021). A
significant proportion of people are in various forms of non-standard employment
— these have become more diverse and increasingly overlap, even though their total
share of employment has not changed (around 40%). It is increasingly hard to classify
new jobs in legal terms — leading to a risk of inadequate social protection and labour
rights. The advent of the digital economy has brought with it a whole range of new
economic models, such as: the sharing economy; platform economy; gig economy;
collaborative economy; on-demand economy; and peer-to-peer economy. This de-
velopment poses fundamental questions for [abour requlation and welfare provision.

Figure 4: Standard and non-standard employment as % of total, EU 2021
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Source: EU-LFS, and ETUI survey of internet and platform work 2021. Notes: The figures in
the bubbles do not add up to 100% as some categories overlap. WFH = working from home.

Prevalence of non-standard forms of employment

Non-standard (or atypical) work is not new. Since the 1980s, labour law dereg-
ulation, competitive pressures, and bargaining decentralisation have all led to more
flexible forms of employment.

Temporary and part-time work has not increased substantially in the EU as a whole
over recent years. There was a short-term reduction in temporary working in 2019-
2020, caused by the pandemic. But there has also been a slight fall in its share of
total waged employment over the last 10 years, from 14.2% in 2011 to 13.0% in
2021. This has been particularly marked in Poland, Portugal and Slovenia. (For more
details, see Eurostat website.) There are the usual variations between Member States,
but the shares have remained similar over recent decades.

Non-standard work is associated with insecurity and low wages, whereas standard
full-time work is associated with labour regulation and social protection. This is
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despite improvements in the requlation of part-time work and temporary contracts
over recent years. In Member States with high rates of temporary working (Spain, Italy
and France) it is also harder to move from fixed-term to open-ended contracts, with
a ‘transition rate’ of under 20% (Figure 5). There are significant differences between
Member States in the proportion of jobs that are temporary, and in the rate at which
people in them move to permanent ones.

Part-time work has become common in the EU. Around a fifth of all people in work
are part timers, and about a third of women. The share of part-time work in total
employment ranges from over 50% in the Netherlands and over 25% in Austria and
Germany to below 10% in many southern and eastern Member States. (For more
details, see Eurostat website.)

Part-time work, if it is voluntary, enables people to achieve a better balance between
their professional and private lives or between work and studying, as well as to
manage life-course transitions — in particular, from work into retirement. Involuntary
part-time work, however, is more problematic, people being forced to work part time
because of a lack of full-time jobs. While involuntary part-time work has declined
in importance over the past decade, it is still significant across the EU, ranging from
below 10% to over 60% of overall part-time work. (For more details, see Eurostat
website.) All Member States with high involuntary part-time working also have high
unemployment rates, indicating a lack of job opportunities.

Figure 5: Temporary employees as % of all employees (aged 20-64) in
2020, and transition rate (%) to permanent jobs (EU-27 and Member States,
aver-age 2018-2020)
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Another atypical form of working is having multiple jobs, people working in two or
more part-time jobs with a different employer, or combining self-employment with
waged employment. In the EU, around 7.5 million people (around 4% of those em-
ployed) had ‘second jobs’ in 2021. The proportion of second jobs is high, and rising
further, in Member States with high living standards and low unemployment. In some
cases it may be partly a matter of lifestyle or the nature of service sector job markets.
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In other cases, it is due to economic necessity, as the first job is too low paid or has
insufficient hours of work. The proportion of the total employed with second jobs is
still rather small: but there can be major repercussions for social rights, contributions
and benefits, depending on whether ‘mini’ or second jobs are covered by the social
protection system.

Self-employment: individualisation of risks

Self-employment can be a positive choice by entrepreneurs with well-defined projects
and ambitions. But people struggling to find a standard job may also resort to it, such
as older people before and after pensionable age, some categories of unemployed
people, and first-generation migrants. Growing flexibility in the labour market has
not affected the proportion of people who are self-employed, which has remained
stable in the EU over the last 25 years (at around 14% of total employment). The
make-up of self-employment has, however, changed. There has been a decline in
the number of self-employed people with employees and an increase in the num-
ber of ‘solo’ self-employed. Around 68% of the 27 million self-employed people in
the EU were solo self-employed in 2021. (For more details, see Eurostat website))
Compared with employees, the self-employed have more limited statutory access
to insurance-based social protection in most Member States — in some cases they
are even excluded from sickness, unemployment, and occupational injury benefits.
Building up entitlement to benefit also seems more difficult for the self~employed
than for salaried workers. The self-employed can also be subject to tighter eligibility
conditions and shorter benefit periods than those for salaried workers. In general,
self-employed people have less coverage and receive lower benefits than salaried
workers because of difficulties meeting eligibility conditions (Spasova et al., 2017).

In businesses with low turnover, even the minimum level of social insurance contri-
butions may be high in proportional terms. In some cases, this may lead to non-com-
pliance. In others to a decision not to enrol in social protection schemes (where they
are voluntary) — and, eventually, to a lack of insured status, particularly among the
solo self-employed. Some conventional social protection schemes (such as unemploy-
ment benefits) and employment services are not accessible to the self-employed and
platform workers (European Commission, 2020d). Moreover, occupational health and
safety are not requlated or requlations are not seriously enforced (such as for working
hours, paid holidays, and regular health checks). Those with the least autonomy are
the ‘dependent self-employed’ — those working only for one, or predominantly one,
client, who determines the tasks that they do and their working time. These make
up 2.5% of all self~-employed people in the EU.

Platform work: new form of employment

Technological advances, in particular digitalisation, have led to new forms of work,
such as internet-based work, telework and platform work, that often are associat-
ed with self-employment. Platform work is organised by ‘digital labour platforms’,
which are internet-based companies that act as intermediaries between workers or
self-employed people and third-party clients. The work can either be provided at a
specific physical location (‘on location’, such as food delivery or ride-hailing) or online
(such as data encoding or translation services).

The rise of the platform economy has positive aspects. It expands markets, optimises
the use of spare capacity (including time), makes markets more efficient by eliminating
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friction between buyers and sellers of employment and other services, and offers extra
earning opportunities to more people. On the other hand, platforms have rendered
work more fluid, and labour markets more informal (and often more precarious), for
example by further blurring the distinction between dependent employment and
self-employment, so limiting access to social protection. In the digital labour market,
contracting self-employment, and non-standard employment, have been used to re-
duce labour costs (Darvas and Midées, 2021). According to the second ETUI internet
and platform work survey (2021), 17% of people of working age in 14 EU Member
States were engaged in internet working, while 4.3% were involved in platform work
(Piasna et al., 2022). The spread of both internet and platform work was relatively
similar across the Member States analysed, whereas the labour market status of
platform workers varied significantly. Delivery services are the most widespread
area of activity in the platform economy (International Labour Organization, 2021).

The 2021 survey referred to above found that platform working is typically (as in the
case of precarious offline work) more widespread among the young and those born
abroad. Platform working may therefore amplify the known risks faced by young workers
(O'Reilly et al., 2019; Unt et al., 2023). Low entry barriers to platform jobs pose the risk
of ‘social dumping’ (downward pay competition), which may be made worse by limited
social contributions or no social protection at all. Where platform workers are treated
as self-employed, they become individually responsible for their social protection,
instead of the obligation being shared between the platform (and its customers) and
the worker, as is normal between employers and employees. Digitalisation of work
and artificial intelligence (Al) have made the issue of autonomy even more pressing.
An EU Directive has therefore been proposed to determine the correct employment
status of people working through digital labour platforms and to give new rights to
both workers and the self~employed affected (European Commission, 2021m).

Surveys have shown that platform work is often a secondary job in addition to reg-
ular employment (Barcevicius et al., 2021, p. 42). An estimated 28.3 million people
in the EU work through platforms more often than just sporadically. The evidence
available shows that the vast majority of these are formally self-employed. Further
analysis shows that up to around 5.5 million of this group are at risk of having their
employment status misclassified (Barcevicius et al., 2021, p. 5).

The COVID-19 pandemic has accelerated the move away from traditional ways of
working before the digital era, towards ‘on-demand’ workforce models. Research
in the US (Fuller et al., 2020) indicates that there are completely different types
of technology platform in operation, ranging from digital talent platforms (such as
Toptal, Freelancer, InnoCentive, and Upwork) designed to access highly skilled workers
(with at least a four-year college degree), to digital platforms (such as Uber, Amazon
Mechanical Turk, and TaskRabbit) that connect consumers directly to large numbers
of service-providers.

Working from home: new challenges for social protection

There has been a major shift to teleworking, in which workers use information and
communication technologies (ICTs) to work in a location other than their employer’s
premises. This trend accelerated during the COVID-19 pandemic. Before the pandemic,
on average 5% of EU employees usually worked from home: but this figure rose to
12% during the first lockdown in 2020, and is expected to remain higher than before
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the pandemic. (For more details, see Eurostat website.) A hybrid model of ‘blended
working’ — including a significantly larger proportion of teleworking — is therefore likely
to emerge (OECD, 2021b, p. 318). This development poses new challenges in relation
to working time and working conditions.

On the one hand, teleworking has proved to be important for many employers to
ensure business continuity and safequard the health of their employees during the
COVID-19 pandemic, and it can also boost productivity (Barrero et al., 2021). On the
other hand, it has blurred the existing lines between work, private life, and family
responsibilities, particularly for those with young children or other care responsibili-
ties. In addition, although working from home does not alter social protection rights,
there can be issues with respect to workplace representation, occupational health
and safety, and tax (for example, for cross-border workers). Certain work-related
costs (for IT equipment, and energy) are transferred from employers to employees
and their households, and in this area, standards exist only at company level, if at
all. Finally, as observed during the pandemic, working from home is possible only for
a section of white-collar workers (European Commission, 2021d). Other groups have
either to attend their workplace (particularly manual workers or those who provide
personal services) or to be physically mobile (delivery workers). Working from home
may therefore foster additional segmentation of the job market, with levels of social
protection differing significantly between sectors and occupations.

The European Parliament has called for legal regulation of working time for home
workers, including the right to digitally disconnect outside working hours (European
Parliament, 2021). Teleworking can be associated with a better work-life balance
and more autonomy, but also with longer working hours and greater isolation (Vargas
Llave et al, 2022). Occupational health and safety standards are difficult to enforce
in the home environment (there are particular concerns relating to intensive PC work).
This is especially important for those aged 45-64, who already make up a third of
reqular teleworkers (Piasna et al., 2022).

1.4 Impact of technology and digitalisation

Employment effects: volume of jobs, sectors, occupations
and skills dimension

A new wave of ‘jobless growth’ brought about by digitalisation has been predicted in
several reports (Rifkin, 1995; Brynjolfsson and McAfee, 2014; Frey and Osborne, 2013
and 2017). But forecasts of jobs at risk due to new technologies cannot be equated
with actual or expected job losses due to technological advances (Arntz et al., 2016).
The economic history of the last two and a half centuries shows that the jobs created
by new technologies have more than compensated for the jobs destrayed by them.
Research shows that this was also true of the EU between 1999 and 2010 (Gregory
et al., 2019). Technological change has had strong displacement effects — for exam-
ple, most workers in all advanced economies are today employed in services — but at
the same time, it has created many new jobs not only in the new activities created
but also through increased product demand, outweighing displacement effects and
resulting in net employment growth overall. In the case of robots, research for the
European Commission has found that: ‘the impact of robots on European labour
markets in the last couple of decades has been small and ambiguous’ (Anton et
al., 2020). The strength and even the direction of this impact has varied according to
the nature of the job, as well as to the countries and periods examined.
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Evidence for the 1995-2015 period indicates that most Member States saw some
degree of ‘job polarisation’ — the phenomenon where jobs in the middle of the skills
range are lost while high and low-skilled jobs expand (OECD, 2019). There is simi-
lar evidence from the US and the UK (Oesch, 2013 and 2015). Another report has
suggested this trend will continue in the EU (Cedefop, 2018). Job polarisation does
not, however, mean a net loss of jobs. The jobs lost are mainly those involving rou-
tine tasks, leaving relatively untouched those that are harder to automate — those
involving both high and low levels of skill. In fact, significant growth is expected in
high-skill occupations, together with some growth for less-skilled jobs (relating to
sales, security, cleaning, catering and caring). Job losses are projected in medium-skill
occupations, such as skilled manual work (especially in agriculture). Cedefop projections
also imply a significant decline in the amount of physical work needing to be done,
but an increase in intellectual and social tasks (particularly business literacy, selling/
persuading and serving/attending). They also point to a large increase in the use of
ICT skills, with some increase in autonomy and a reduction in routine work. Other
empirical evidence also shows an increase in service sector jobs, particularly in ICT.
Trends towards upgrading the wage structure and shifting towards more autonomy,
fewer routine tasks, more ICT, less physical and more social and intellectual tasks
have been most prominent in the Member States that joined the EU after 2004,
suggesting an upward convergence of the employment structure in the EU.

There is also evidence that new technologies, and ICT in particular, affect various
segments of the labour market in different ways. There are positive effects in terms
of promoting employment for young and prime-aged women, while reducing it for
older women and prime-aged men. The negative effects are particularly pronounced
for older women in cognitive occupations (i.e. managerial, professional and technical
jobs), who tend to have low ICT-related skills, and for young men in routine manual
occupations, who have been replaced by robots (Albinowski and Lewandowski, 2022).

In addition, the pandemic has greatly increased the demand for digital skills at all
levels and across many occupations and sectors. All in all, the digital skills gap remains
wide. In 2019, 44% of people aged 16-74 did not have basic digital skills; and in 2018-
2019 there were 13.5 million vacancies for people with ICT-related skills. In 2019,
57% of companies reported difficulties recruiting ICT specialists. (For more details,
see Eurostat website.) As has been correctly observed: ‘Digital skills are required
(at the appropriate level) in over 90% of current jobs and in nearly all sectors of
the economy’ (European Commission, 2022c). Unfortunately, Member States seem
to have made limited progress in ensuring that adults can acquire basic digital skills
and the pattern of endowment of the labour force with at least basic digital skills
differs significantly across the EU. Significant further efforts are needed in respect
of advanced digital skills and the New European Skills Agenda in 2020 indicated
the importance of digital skills as a driver for creating, utilising and benefiting from
digital technologies (European Commission, 2021d, p. 125f). The pandemic revealed
shortcomings in technical infrastructure, suitability of software, curricula and teaching
methods, as well as in the digital competence of teachers.

Again, these patterns vary considerably between Member States, reflecting differ-
ences in the composition of industrial sectors and the structure of jobs and tasks
within them (OECD 2019). This means that Member States face different levels of
risks in terms of job-substitution and job-polarisation. Some Member States have
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already shifted quite rapidly toward more automation-proof jobs, whereas others
still rely heavily on routine-intensive (industrial) employment, and therefore appear
to be more vulnerable.

In general terms, there is evidence of strong demand for workers with higher levels
of education and less so for low-skilled workers (Cedefop, 2018). The proportion of
people aged 30-34 with higher educational attainment has increased substantially in
recent years. But a significant proportion of people of working age lack basic literacy
and numeracy skills, leaving them more vulnerable and less well equipped to cope with
change. Digitalisation may thus deepen existing divisions in society, particularly in terms
of educational attainment, migration background, occupational disability, and gender.

Finally, digitalisation may cause growing regional inequalities. In more advanced regions
the welfare state will increasingly be a factor driving growth and productivity, whereas
in peripheral and/or deprived regions its protective role will be more important. So
far, digitalisation has contributed positively to regional resilience, by making remote
working easier. But resilience is strongly linked to human capital, and highly educated
workers contend with shocks better than less educated ones, hence lagaging behind in
digitalisation may deepen regional disparities. Areas with the highest concentrations
of digital skills usually have the highest GDP per head and are often located in regions
around capital cities. Opportunities brought by digitalisation

Despite the risks highlighted above, the potential opportunities brought by digitalisa-
tion should also be underlined, especially for welfare systems and service delivery.

For instance, in a digital platform economy, the extra cost of including an additional user
is close to zero. Geographical borders do not play a significant role. Transaction costs
for users are also low. All this makes it much easier to extend the reach of services.

Digitalisation in the health sector creates opportunities for improving healthcare
systems. Supercomputers, big data analytics and Al are opening up new options in
this area, for example by enabling simulations epidemics and pandemics. New digital
applications also enable new ways of providing care, such as therapy monitoring and
follow-up support (Schénermark et al., 2019). Innovative approaches to providing
healthcare could support healthcare workers better and help to improve their effi-
ciency. A mixed approach, using digital services to complement physical services, may
help to ensure access to high-quality healthcare for all. It should be noted, however,
that the social benefits of pooling and sharing data can only be realised if no data
protection considerations are violated.

A recent report has also documented how public social services have been investing in
digitalisation during the COVID-19 crisis, especially in warehousing, demand forecasting
and remote monitoring (European Social Network, 2021). Many public authorities are
looking at ways of integrating health and social care data to help manage integrated
services across both areas.

There are also opportunities for public administration to benefit from digitalisation.
For example, one of its core tasks is to maintain registers that are tamper-proof and
safely maintained and to use them to issue information and documents. ‘Blockchain’
technology — involving a decentralised, digital account book in which transactions
are recorded without a central office having to authorise each individual transaction
— appears to be well suited for the digitalisation of some of the core tasks of public



administration, especially for the effective management of social policies. Blockchain
registries provide an excellent opportunity to modernise public registries, citizen ac-
counts and other e-government services.

Overall