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" FOREWORD

BY MR VLADIMIR 3PIDLA,
COMMISSIONER FOR EMPLOYMENT, SOCIAL AFFAIRS
AND EQUAL OPPORTUNITIES

The Commission actively supports Member States in the analysis, design and implementation of their
employment policies. The Employment in Europe report is one of the main instruments of this support.

The 19th edition of the Employment in Europe report comes at a time when the EU is experiencing strong
employment expansion: in 2006, employment increased in all EU Member States and overall job growth
has been the strongest since the launch of the Lisbon strategy in 2000. Moreover, strong job creation
appears to be continuing in 2007. This is very positive news which shows that policy efforts in the area of
employment are beginning to bear fruit in many Member States. At the same time, we must not forget
that the ambitious Lisbon and Stockholm employment targets remain a considerable challenge and leave
no room for complacency.

As in previous years, this issue of Employment in Europe addresses topics that are high on the European
Union's employment policy agenda, complementing and expanding on the themes covered in previous
reports. In particular, as in 2006, the report aims to inform the broad policy debate on flexicurity, which
resulted earlier this year in a Commission Communication on Flexicurity with a view to reaching an agree-
ment on a set of common principles at European level by the end of 2007. The report also takes account
the European Year of Equal Opportunities 2007 by addressing the issue of work-life balance. It also com-
plements the recent Commission Communication on Youth with a special focus on youth employment.

The overarching theme of this report is flexicurity and the closely related issue of life-cycle approach to
work. While last years' report focused on the external aspects of flexicurity, this year's chapter on work-
ing time and work organisation seeks to enrich the flexicurity debate by looking at internal flexibility, i.e.
within firms. Both the chapter on older workers and the panorama focus on young people expand on the
review of the labour market trends for these two groups featured in the Employment in Europe 2005 and
aim to contribute to the promotion of a life-cycle approach to work. As in previous years, the Employment
in Europe 2007 pays particular attention to human capital development and looks at the issue of voca-
tional training and, in particular, at the role of public policies in this domain. Finally, the report examines
the evolution of the labour income share in the EU and addresses important issues, such as equity, effi-
ciency and stability in the age of globalisation and rapid technological progress.

The findings presented in Employment in Europe 2007 are a highly relevant contribution to the employ-

ment policy debate in the European Union and in the Member States. | would therefore like to recom-
mend this report to you.
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Vladimir Spidla
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‘ EXECUTIVE SUMMARY

PANORAMA OF THE EUROPEAN LABOUR MARKETS WITH A SPECIAL FOCUS ON

YOUTH EMPLOYMENT

Stronger economic growth in 2006...

...has led to a robust recovery of
labour markets in the EU

Progress towards the overall Lisbon
employment target has been the
best since 2000, and there has also
been marked progress towards the
female and older workers’ targets

Employment growth has been posi-
tive in all 27 Member States...

...with prime-age workers and
employees in full-time or permanent
employment making a strong contri-
bution

Strong disparities in labour market
outcomes persist across Member
States

Economic growth in the EU turned out to be better than expected in 2006,
mainly due to brisk global growth and favourable domestic conditions. GDP
growth for the EU-27 averaged 3% for the year as a whole, up from 1.8% in
2005, and is expected to grow at a similar rate in the current year.

In 2006, labour markets in the EU made a robust recovery. After rather modest
increases in previous years, employment growth in the EU-27 picked up
significantly in 2006 and, at 1.4%, was at its strongest since 2000. In addition,
labour productivity accelerated in comparison with 2005 and grew at a slight-
ly higher rate than in the United States, although the EU continued to under-
perform slightly in relation to the United States in terms of employment
growth.

Due to stronger employment growth, the EU has made its best progress since
2000 towards its overall employment rate target of 70%, as well as towards
the targets for female (60%) and older workers’ (50%) employment rates. The
overall female and older workers’ employment rates reached 64.3%, 57.1%
and 43.5%, respectively in 2006. Despite this progress, it seems increasingly
challenging for the EU to meet the overall employment target of 70% and the
older workers' target of 50% within the next four years, although the target
of 60% for female employment seems to be within reach.

For the first time in at least a decade, employment expanded across the entire
EU, with all 27 Member States showing a rise in employment. Particularly high
employment growth was observed in a number of the new Member States,
namely Estonia, Latvia, Poland, Bulgaria and Slovakia, and in Ireland, Luxem-
bourg and Spain. Even those Member States that had displayed no increases
in employment in the previous year, namely Germany, Hungary, the Nether-
lands and Portugal, experienced significant employment growth in 2006.

Overall, there was a net increase of over 4 million persons in employment in
the EU-27 in 2006, with women contributing slightly more to employment cre-
ation than men. With respect to age, prime-age workers aged 25-54 ac-
counted for almost two-thirds of this increase, with a higher share of prime-
age women than men. Older workers above the age of 54 contributed just
under a third to employment growth. Almost 90% of employment growth
was due to employees in paid employment, with the remainder due to the
self-employed.

Despite an increase in employment in all Member States, large variations per-
sist across countries. In 2006, employment rates ranged from as low as around
55% in Poland to more than 77% in Denmark. At the same time, employment
rates for women remain substantially below those for men in most of the EU-
27. There is also a substantial variation between Member States with respect
to employment rates for older people aged 55-64.

11
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Positive outlook for continued

employment growth

Youth unemployment remains a
challenge, despite some recent
improvements

Youth in precarious jobs or long peri-
ods of inactivity are especially at risk
of economic and social exclusion

Addressing school failure and famil-
iarising youth with working life are
needed...

...along with effective activation
strategies and removing obstacles to
hiring young people

The continuing economic upturn is expected to have positive effects on the
labour market. Employment is projected to grow by 1.4% in 2007 and 1.1% in
2008. With more jobs being created, the number of jobless is likely to decrease
even further: the unemployment rate is expected to fall to 7.2% in 2007 and
6.7% in 2008.

A more detailed look at the employment situation of the younger generation
reveals that youth unemployment and difficulties in successfully integrating
young people in the labour market remain a challenge for many EU Member
States. Despite signs of some overall recent improvements, a real break-
through in reducing youth unemployment has yet to occur. At 17.4%, the
average youth unemployment rate in the EU is still at a high level and it has
not improved relative to unemployment rates for prime-age adults. Further-
more, as a whole, the EU underperforms in the international context, with
substantially more youth in unemployment and fewer working than in other
industrialised countries, such as the United States, Canada or Japan.

Young people frequently face problems in making a smooth and rapid transi-
tion from education to work. A small but significant part of youth remains
trapped in temporary, often low-pay jobs from which they find it difficult to
exit. Another group at risk are those youth who experience longer spells out-
side employment, education or training.

Insufficient education attainment is one of the main causes behind the poor
labour market performance of young people. Therefore programmes, which
address school failure early on, familiarise youth with the world of work and
prepare them for the need for lifelong learning in order to adapt their quali-
fications throughout their working lives, are a crucial factor to improve the
labour market situation of young people.

In addition, better integration of disadvantaged youth suffering from long
spells in unemployment or inactivity will also require more effective activation
strategies than in the past. Moreover, youth are one group which is most likely
to be negatively affected by institutional settings favouring those with a per-
manent job at the expense of newcomers. The problems due to labour market
segmentation could be partly addressed by making it easier for firms to hire
young people.

ACTIVE AGEING AND LABOUR MARKET TRENDS FOR OLDER WORKERS

Population ageing is a serious chal-
lenge to the labour market, econom-
ic growth and social protection sys-
tems in Europe

Increasing the labour force participa-
tion of older people is essential,
through addressing the reasons for
their inactivity

Active ageing strategies are starting
to produce results, with employment

The EU is facing a substantial challenge due to population ageing, which is the
result of low fertility rates and increasing life expectancy. The population is
expected to become much older, with a marked change in the age structure of
both the overall and working-age populations, and with the labour market
more and more influenced by the older generation. This will have an impact on
economic growth and lead to mounting pressure on social protection systems.

In this context, increasing participation, especially of older people, and delay-
ing the exit from the labour force will be essential. However, currently over
half of 55-64 year olds in the EU are inactive, mainly for reasons of retirement
but also due to poor health, personal or family responsibilities, or the belief
that no work is available. Transition into inactivity for older people is nearly
always a path of no return.

Recent results indicate that efforts by Member States to implement measures
in support of active ageing, as called for by the European Employment Strat-



of older workers up markedly since
2000...

...and with this, expansion associat-
ed with positive aspects of employ-
ment

While the increase of female older
workers is mainly due to cohort
effects, for men it appears more
strongly linked to recent policy
measures related to active ageing

Despite recent improvement much
remains to be done to reach the
Stockholm target

There are different approaches to
active ageing across Member States —
countries with more integrated
approaches are more successful than
others

Raising older people’s labour market
participation requires addressing a
range of factors...
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egy, are starting to produce results. Employment of older workers has been
one of the most dynamic components of the EU labour market in recent years,
with employment rates for older workers up 7 percentage points since 2000,
even though this was, for a large part, a period characterised by sluggish eco-
nomic and employment growth. Pension reforms and cohort effects among
women have contributed to this improvement.

The recent rise in the employment of older workers has not been associated
with any noticeable rise in the precariousness of their employment, nor is it
mainly associated with an increased prevalence of part-time work or self-
employment. Furthermore, much of the employment growth has been in
relatively highly skilled, knowledge-intensive sectors, and with a shift away
from the more manual occupations towards the non-manual and more know-
ledge-intensive occupations. This suggests that older workers’ employment is
benefiting from the ongoing trends of population ageing and the shift to a
more knowledge-based economy.

Much of the rise in employment rates for older workers is due to the increase
in rates for older women, which is due in turn mainly to the knock-on effect
of the increasing participation over time of women in general (women of
younger generations have higher age-specific participation rates than women
of older generations). This is as a result of changes in cultural attitudes regard-
ing female participation, higher skill levels among women and greater possi-
bilities to reconcile work and family responsibilities. In contrast, the increase
in rates for men is a result of the delays in exiting the labour market, this
being more due to such factors as reforms of pension and social protection
systems, and other recent measures associated with active ageing.

Despite the recent improvement, efforts to promote active ageing must still
be pursued vigorously. Labour market participation of older people in Europe
remains low by international standards and the employment rate for people
aged 55-64 is still 6.5 percentage points from the Stockholm target of 50% by
2010. Nevertheless recent trends suggest the chances to make substantial
progress are encouraging.

Different types of approach to active ageing currently exist across Member
States. Features of the systems which are more successful in supporting active
ageing include good levels of general health for older people and reasonably
high standard retirement ages; relatively high spending on active labour mar-
ket policy measures and participation in lifelong learning; flexibility with
regard to working hours and work organisation; and reduced financial pres-
sures on older workers to leave the labour market, both in terms of the finan-
cial incentives for older workers to retire and the cost pressure on employers
to hire younger rather than older workers. Certain groups of Member States,
in particular Nordic countries, have implemented a more integrated approach
to active ageing and have been relatively more successful in integrating and
retaining older workers in employment compared to others.

Increasing the labour market participation of older workers further will
require overcoming the continuing barriers and disincentives they face to
employment. A broad range of factors needs to be addressed. Apart from
financial incentives embedded in pension systems, early retirement schemes
and other tax and benefit systems, as well as more flexible wage-setting that
is less linked to seniority, the general challenges include changing attitudes to
older workers, maintaining and promoting the health and working capacity of
workers as they age, and developing the skills and employability of older
workers through effective lifelong learning. Suitable working conditions need
to be provided, including more flexible working time and work-organisation

13
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...including gender-related aspects
of differences in participation at all
ages

Wider implementation of integrated
strategies is needed, with a focus on
the entire working lifespan

arrangements, together with employment opportunities for an ageing work-
force. It is also necessary to provide a generally supportive environment for
active ageing.

Addressing gender-related issues is important. The low employment rate for
older workers in Europe is largely a result of the relatively low rates for older
women, and, in a broader perspective, for women in general. Further efforts
to reduce the gap in activity between men and women will be a key element
of any strategy to increase the labour supply of older people. In this context,
lack of sufficient support for women in combining work and family responsi-
bilities continues to be an important factor limiting their participation, while
it will be increasingly important to develop new mechanisms or extend exist-
ing policies to ensure adequate coverage of older female workers’ needs.

Addressing the challenge of demographic ageing and its impact on the work-
force will require the wider implementation of more integrated strategies
than has been the case to date. Measures are needed which emphasise the
integration of older workers and improve their employability as well as clos-
ing off early exit pathways. Member States have been undertaking reforms
and implementing measures to support active ageing, and there are also some
indications that employers are beginning to address the issue of managing an
ageing workforce, but further progress is needed. In taking active ageing for-
ward, particular attention should be paid to promoting access to employment
throughout working life; a comprehensive active-ageing strategy must focus
on the entire working lifespan and all age groups, not just older workers.

\WORKING TIME, WORK ORGANISATION AND INTERNAL FLEXIBILITY —
FLEXICURITY MODELS IN THE EU

Flexicurity is an integrated strategy
also involving flexibility within the
firm

This may concern either flexible
working-time arrangements (inter-
nal flexibility)...

...or flexible forms of work organisa-
tion (functional flexibility) Innova-
tive workplace practices enhance
firms’ competitiveness, but there is
no convergence towards a single
model of the ‘flexible firm’

The recently adopted Commission Communication on flexicurity recognises
that flexibility goes beyond the ease or difficulty to hire and fire employees
(external flexibility) and can also be provided within the firm, either via flexi-
ble working-time arrangements (i.e. internal flexibility) and/or different forms
of work organisation, such as teamwork, work rotation, discretion at work
(i.e. functional flexibility).

Since the mid-1990s, the rise in the incidence of part-time work is associated
with the substantial increase in the female employment rate — more than off-
setting the trend decline in hours worked per worker — leading to an overall
increase in labour utilisation. The incidence of flexible working-time arrange-
ments varies significantly across EU Member States. The evidence from surveys
suggests that flexible working-time arrangements help to reconcile pro-
fessional demands with employees’ preferences, leading to increased job satis-
faction and a better work-life balance. On the other hand, long and irregular
working hours tend to be detrimental for the perceived job quality and health
conditions of workers.

Competitiveness pressures and technological progress have led many firms in
advanced economies to adopt more flexible forms of work organisation,
together with complementary human resource management policies. Flexible
forms of work organisation are loosely characterised by flatter hierarchical
structures, a stronger involvement of employees in decision making, and
greater discretion/autonomy of workers in the completion of their tasks,
coupled with richer job content. These innovative working practices show sig-
nificant complementarities/synergies and are more effective when combined
with certain human resource management practices, such as on-the-job training



The taxonomy of flexicurity regimes
needs to be updated by considering
forms of flexibility provided within
the firm...

...which turn out to provide signifi-
cant value added. Advanced internal
flexibility is an important component
of ‘good’ flexicurity models

A rich job content and autonomy at
work seem to be part of win-win
strategies that can simultaneously
improve firms’ results and raise
employees’ job satisfaction...

...and they are also key for learning
and innovation
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and contingent pay systems. However, there is no overall convergence towards
a single model of the flexible workplace. Firms in EU Member States have
adopted distinct national strategies of organisational change because of
different institutions, socio-political preferences, economic structures, histori-
cal contexts, etc.

Based on the institutional complementarities/policy regimes literature, the
2006 issue of Employment in Europe (EiE) proposed a typology of EU labour
markets along the dimensions of flexibility and security. However, flexibility
referred exclusively to its external component as measured by OECD’s Employ-
ment Protection Legislation (EPL) indicator. The 2007 issue of EiE uses data
from the European Survey of Working Conditions (European Foundation) to
compute country-specific indicators of various forms of flexibility provided
within the firm (both internal and functional) in order to update and refine
the taxonomy of EU flexicurity systems presented in EiE 2006.

The analysis strongly suggests that consideration of both external and in-
ternal forms of flexibility (and their interaction) is essential to characterise
labour markets/flexicurity regimes across the EU. Two regimes are found to be
associated with relatively ‘good’ socio-economic outcomes. The first regime
(mainly ‘Anglo-Saxon’ countries) is characterised by high external flexibility
combined with average levels of advanced forms of internal flexibility. It dis-
plays high labour mobility, low segmentation, innovation, take-up of training
by employees and moderate success in poverty reduction, combined with low
budgetary costs. The second regime (mainly ‘Nordic’ countries) is characterised
by advanced forms of internal flexibility (complex tasks, workers’ autonomy,
flexible working-time arrangements), combined with moderate levels of
external flexibility. It is associated with good economic outcomes (labour market,
productivity, innovation); greater job satisfaction and work-related health;
and strong reduction in inequality/poverty, combined with higher budgetary
costs. Therefore there is no model that performs better on all counts i.e. there
is no single policy ‘recipe’ for success.

Different flexible practices of work organisation do not have the same impact
on the quality of working conditions. The advanced internal flexibility (or dis-
cretionary learning) model, which combines greater demands on workers, in
terms of responsibilities and problem-solving activities, with increased auton-
omy at work, may represent a win-win solution, reconciling both employers’
and employees’ interests, particularly when combined with better support for
workers moving between jobs and enterprises. In fact, it is simultaneously
characterised by firms’ enhanced performances and better working conditions
as opposed to traditional forms of work organisation. On the other hand,
more basic forms of functional flexibility, such as task rotation, teamwork and
strict production norms, seem to be detrimental to job satisfaction, work-life
balance and work-related health outcomes.

The way work is organised plays a key role in the absorption and creation of
knowledge. Models characterised by discretion/autonomy at work combined
with complex problem-solving activities are the best performing in the devel-
opment of in-house innovation, while the so-called ‘lean’ model, characterised
by a low degree of autonomy and a large emphasis put on task rotation and
teamwork, tends to be associated with the adoption and/or modification of
existing technologies. Workers’ discretionary efforts in understanding and
solving production-related problems seem, therefore, to be a key factor for
learning and innovation, in addition to completing ‘standard’ education
levels (i.e. secondary education) and/or participating in lifelong training.
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STRENGTHENING CONTINUING VOCATIONAL TRAINING AT THE INITIATIVE OF THE

ENTERPRISE

Continuing vocational training is
increasingly important due to major
long-term trends that have affected
EU economies over the past decades

Policies targeted towards continuing
vocational training could pursue four
key objectives in the context of the
Lisbon Strategy for Growth and Jobs

There are signs that the free market
is unable to provide an efficient level
of investment

Findings show that equal access to
training remains an issue for the EU

Government intervention can thus
be justified on the grounds of effi-
ciency and equity

Continuing vocational training at the initiative of the enterprise is being
increasingly recognised in EU economies, given the long-term trends and char-
acteristics of the structural changes in modern economies over past decades.
These changes have been marked by a transition from a model of production
based on mass production to a new productive model driven by quality and
innovation; a major employment shift towards service sector jobs; and the
significant increase in the education attainment level of the workforce. These
changes have strengthened the need for continuing vocational training to
guarantee that workers who entered the workforce several decades ago have
the skills required to participate effectively in today’s economy, but they have
also put an increasing pressure on the new generations of workers to continu-
ously acquire the skills necessary to learn and innovate in a new era char-
acterised by rapid change.

There are at least four good reasons that call for the strengthening of continu-
ing vocational training in the context of the Lisbon Strategy and these may
also form the objectives for future policies. First, policies can reduce social
exclusion and income inequality caused by insufficient human capital by rais-
ing the skills and the employability of at-risk workers. Second, these policies
can be a means of keeping older workers, who entered the labour force with
low levels of schooling, active in the labour market, thereby helping sustain
the social protection systems. Third, policies targeted towards continuing
vocational training are a crucial ingredient for the implementation of flexicur-
ity policies by making internal labour markets more dynamic in the context of
permanent economic changes, and workers’ skills more transferable among
employers, while reinforcing the perceptions of employment security. Finally,
these policies can help ensure that workers acquire and upgrade the skills
necessary in an era characterised by rapid change and learning, making Euro-
pean enterprise more competitive in the knowledge-based economy.

There are some indications that the free market cannot provide an efficient
level of investment in continuing vocational training because of possible market
failures. Probably the most prominent market failure related to continuing
vocational training is the poaching problem. This refers to the possibility that
workers leave their current employers who provided the training in order to
join other employers who do not pay for such an activity but gain part of the
resulting benefits. In many circumstances, such market failure does not pro-
vide adequate incentives for employers to invest in continuing vocational
training.

Empirical findings indicate that some groups of employees have a lower likeli-
hood of participating in employer-sponsored training than others in the EU.
Access to training remains unequal, particularly for older workers, the less edu-
cated, those in precarious jobs and workers with the lowest income. This has a
negative impact on the employability of these groups, and hence increases the
risk of social exclusion and income inequality. It also undermines the sustain-
ability of the social protection systems by increasing the older workers’' prob-
ability to exit the labour force early. Furthermore, the likelihood of participa-
tion in training remains quite low in small enterprises, which has potential neg-
ative effects on the innovation activities of this important business segment.

For these reasons, government intervention may be required to ensure that
the two traditional objectives of education and training — i.e. efficiency and
equity, as stressed by the Commission’s 2006 Communication Efficiency and



Supply-side policies may help secure
investment in continuing vocational
training...

...as well as its benefits
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equity in European education and training systems — are reached. In this
respect, government intervention can take three different forms: provision,
regulation and funding. However, when implementing policy instruments,
governments have to find the right balance among these forms of inter-
vention in order to achieve both efficiency and equity.

Specially designed policies may contribute to reducing under-investment in
continuing vocational training, while, in certain circumstances, improving
equality of access to training for all workers. These policies include fiscal
incentives and subsidies, collective labour agreements and compulsory agree-
ments through levy-based schemes. When designing such policies, govern-
ments should, nevertheless, be careful to avoid possible adverse effects on the
efficiency of resource allocation.

Supply-side policies may also help secure the benefits of continuing vocation-
al training. Reforms aiming at aligning productivity and wages should be con-
sidered with caution because they may reduce the benefits from continuing
vocational training that accrue to the employers providing such training to
their employees. On the contrary, policy instruments aiming at reducing
turnover, such as payback clauses, may be useful since, to a certain extent; they
allow employers to secure the benefits of their investment in continuing vo-
cational training. Lastly, policies promoting quality assurance, accreditation
and certification of training may have differentiated effects. Whilst the
accreditation of training contributes to improving the information on the
quality and nature of training, thereby helping employers to take training
decisions, the certification of training may reduce the incentives of firms to
provide continuing vocational training to their employees (certification
increases the transferability of their employees’ skills by making them more
visible to other employers). On balance, however, these policies are socially
desirable, as they can ease job-to-job mobility, thus contributing towards
implementing flexicurity policies.

THE LABOUR INCOME SHARE IN THE EUROPEAN UNION

The labour income share in Europe
has been declining since the mid-
1970s, while the skill composition of
the total wage bill has changed
notably

This evolution has a major socio-
economic importance

Technological progress, and labour
market institutions and policies can
be seen as the most important drivers
of this evolution, but they have dif-
ferentiated effects on the income
shares of workers with different skill
levels

The labour income share, which measures the part of value added that is allo-
cated to labour, fell markedly in the EU and Japan, and to a lesser extent in
the USA. In the EU, the labour income share started to decline shortly after the
first oil price shock, currently falling below the levels attained in the 1960s.
The data also shows that the share of the skilled workers rose steadily over
past decades while the share of the unskilled workers declined progressively.

The evolution of the labour income share involves issues of equity, economic
efficiency and macro-economic stability because it has an impact on personal
income distribution and social cohesion, the direction of the adjustment in
wages and employment, and the composition of aggregate demand.

Once the restrictive assumptions of the basic neo-classical growth model are
relaxed, the evolution of the labour income share can be understood as the
outcome of a complex interaction between technological progress and labour
market institutions and policies, and, to a lesser extent, other drivers, such as
trade openness. However, depending on the degree of substitution between
the production factors, changes in these drivers may have a different impact
on the income share of the different skill types. This is very well illustrated by
the effects of variables associated with technological progress, such as capital-
to-labour ratio or ICT use, which has a positive effect on the income share of
medium- and high-skilled workers and a negative impact on the income share
of low-skilled workers.

17



EmMPLOYMENT IN EuroPE 2007

Technological progress has been a
major driving force the decline in the
labour income share

Balanced packages of stability and
growth-oriented macro-economic
policies and labour market polices
are needed in order to address any
adverse developments in the labour
income share

Policies based on flexicurity princi-
ples are a concrete way forward for
promoting a fairer share of the fruits
of economic growth

CONCLUSIONS

A cyclical upturn in the economy con-
tributed last year to the best employ-
ment performance of the EU since
the launch of the Lisbon Strategy...

...but this only strengthens the case
for speeding up structural reforms in
areas such as flexicurity and a life-
cycle approach to work...

...as the analysis presented in this
report demonstrates.

Technological progress appears to have made the largest contribution to the
fall in the income share of aggregate labour. However, this loss was unevenly
spread over the different skill-types as the high-skilled workers increased their
share while the low-skilled workers saw their income share fall. Trade open-
ness also had a negative impact on the aggregate labour income share but to
a lesser extent than technological progress, and its impact fell primarily on the
medium-skilled workers.

In order to address any adverse developments in the distribution of value
added between capital and labour and between the different skill types of
labour, policy-makers need to pursue macro-economic polices oriented to
stability and growth, creating an economic environment that contributes to
further capital and technological progress. However, in order to realise this
potential, it is imperative that these policies are complemented by labour
market polices that take into account the different responses of the different
skill types to these drivers and, most importantly, by policies that allow the
low-skilled to progress to a higher skill level so that the adverse effects, which
stem from their high degree of substitutability with capital, can be mitigated.

Some degree of employment flexibility within a secure context should facilitate
the creation of new jobs and the destruction of those that become unproductive,
as well as facilitate the swift progression of workers to more rewarding jobs
rather than keeping them trapped in low-skilled jobs, the income share of
which is adversely impacted by capital deepening and technological progress.

Employment expansion, apparent in the EU since 2004, continued in 2006, this
time significantly helped by a relatively broad-based economic recovery. Each
of the EU Member States recorded employment growth in 2006 and the total
net increase of over 4 million people in employment represented significant
progress toward the Lisbon and Stockholm employment targets, proving last
year to be the most successful since the launch of the Lisbon Strategy in 2000.

The improved economic climate should by no means obscure the urgent need
for a continuing labour market reform across the EU. On the contrary, the
current cyclical improvement presents a unique opportunity to push more
strongly for the structural changes needed to achieve a breakthrough towards
the overreaching Lisbon objectives of full employment, quality and productiv-
ity at work, and social and territorial cohesion. The analysis presented in this
Employment in Europe demonstrates how a strategic and integrated policy
approach towards key priority areas identified in the conclusions of the
2006/2007 Joint Employment Report, such as a life-cycle approach to work or
flexicurity, can actually make a difference to the labour market performances
of different Member States.

Life-long learning remains a necessary ingredient of successful policy packages
in the EU labour markets and this year's Employment in Europe report looks
specifically into policy solutions that improve both efficiency and equity in
continuing vocational training. This report also examines the recently much-
debated issue of the labour income share developments in the EU and sug-
gests some policy responses best equipped to mitigate their possible adverse
effects. Overall, the findings of Employment in Europe 2007 support the gen-
eral direction of the main policy initiatives at EU level within the employment
pillar of the re-launched Lisbon Agenda.



Chapter
1 PANORAMA OF THE EUROPEAN
LABOUR MARKETS

1. INTRODUCTION

This chapter provides an overview of
recent developments in the European
labour market until 2006 and com-
pares them with developments in an
international context, in particular
with those in the United States and
Japan. The chapter begins with an
overview of recent labour market per-
formance, examining the current situ-
ation and recent trends in the Euro-
pean Union (EU) set in a global per-
spective. It then focuses in more detail
on the latest developments in activity,
employment and unemployment rates
across the individual Member States,
with a focus on progress with regard
to the Lisbon and Stockholm employ-
ment rate targets. The chapter also
contains a special section on the
labour market performance of young
people in the EU which complements
Chapter 2 of this report on active age-
ing and labour market trends for older
workers. The findings reported in this
chapter are based on data available up
to June 2007'. EU averages generally
refer to all 27 Member States of the
EU, while some of the tables and
charts include data for the EU-15
aggregate to provide a longer-term
historical perspective.

2. EU LABOUR MARKET
PERFORMANCE IN A
GLOBAL PERSPECTIVE

The world economy continued to
develop strongly in 2006. World
GDP growth for 2006 is estimated

at 5.2%, up from 4.8% in 2005 and
only slightly below the recent high
of 5.3% observed in 2004. Particu-
larly strong growth was again
observed in certain emerging
economies such as China (10.7%)
and India (8.7%). In the United
States, economic activity started to

slow down after a strong first quar-
ter in 2006, mainly due to a down-
turn in the housing sector and the
accompanying decline in residential
investment, but also to a slowdown
in manufacturing. Nevertheless,
GDP growth was still at 3.3%, com-
pared to 3.2% in 2005. In Japan the

Chart 1: Real GDP growth and employment growth in the EU, 1997-2006
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Chart 2: Employment growth in the EU, US and Japan, 1997-2006
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1 The figures in this chapter are based on the data available up to June 2007 and generally include data for the years up until 2006. For further
details on the data and the sources used, see the statistical annexes.
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Table 1 - International comparison of key indicators, 2004 — 2006

2004 2005 2006
Population (millions)
EU-27 487 489 491
EU-25 457 460 462
EU-15 383 386 388
USA 293 296 298
Japan 128 128 128
GDP (in 1000 million purchasing power standards, current prices)
EU-27 10670 11099 11671
EU-25 10453 10865 11414
EU-15 9522 9874 10344
USA 9795 10312 10859
Japan 3147 3271 3406
GDP growth at constant prices (annual % change)
EU-27 2.5 1.8 3.0
EU-25 2.4 1.8 2.9
EU-15 2.3 1.6 2.8
USA 3.9 3.2 33
Japan 2.7 1.9 2.2
Employment rate (as % of working age population)
EU-27 62.9 63.4 64.3
EU-25 63.3 63.8 64.7
EU-15 64.7 65.2 66.0
USA 71.2 71.5 72.0
Japan 68.7 69.3 70.0
Employment growth (annual % change)
EU-27 0.7 0.9 1.4
EU-25 0.7 0.9 1.5
EU-15 0.7 0.8 1.3
USA 1.1 1.7 1.7
Japan 0.2 0.4 0.4
Unemployment rate (as % of civilian labour force)
EU-27 9.0 8.7 7.9
EU-25 9.0 8.7 7.9
EU-15 8.0 7.9 7.4
USA 5.5 5.1 4.6
Japan 4.7 4.4 4.1

Source: GDP and employment growth from national accounts, Eurostat (employment growth for Japan
from AMECO database, Commission Services). GDP in purchasing power standards from AMECO data-
base, Commission Services. Employment rate from Eurostat (annual averages) and OECD data for US and
Japan. Unemployment rate from the harmonised unemployment series, Eurostat. Population from
demographic statistics, Eurostat, and for US and Japan from AMECO database, Commission Services.

Note: Employment rates for the EU and Japan refer to persons aged 15-64; US employment rate
refers to persons aged 16-64.

Chart 3: Employment rates in the EU, US and Japan, 1975-2006
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economy expanded by 2.2%, up
from 1.9% the year before.

Economic growth in the EU turned
out to be better than expected in
2006, mainly due to brisk global
growth and favourable domestic
conditions. GDP growth for the EU-
27 averaged 3% for the year as a
whole, up from 1.8% in 2005, and is
expected to grow at a similar rate
in the current year.

In 2006, the economic upswing was
finally reflected in EU labour mar-
kets. After rather modest increases
in the previous years, employment
growth in the EU-27 picked up sig-
nificantly in 2006 and showed its
strongest increase since the late
1990s (Chart 1). For the year as a
whole, EU employment growth
averaged a healthy 1.4%, up from
the previous year's level of 0.9%.
Reflecting the improvement in
labour market conditions, the
employment rate in the EU rose to
64.3% (Chart 3), while the un-
employment rate fell to 7.9%, down
from 8.7% the year before (Chart 4).
Yet despite these improvements,
the average EU employment rate
remains well below that of the Unit-
ed States and Japan, while the aver-
age EU unemployment rate is still
almost double the rate in the Unit-
ed States and Japan.

In the United States, the labour mar-
ket continued to be robust despite
first signs of slower economic
growth. Employment continued to
expand at a faster rate than in the
EU, with growth at 1.7%, the same
level as the year before (Chart 2, see
page 19). The unemployment rate
continued to fall and was at 4.6% in
2006, down from 5.1% in 2005 and
at its lowest level since 2001. In
Japan, the turnaround in the labour
market observed in 2004 continued
in 2006. Employment growth was
positive for the third consecutive
year, although, at 0.4% both in 2005
and 2006, much lower than in the EU
and the US, while the unemploy-
ment rate continued to fall from
4.4% to 4.1%.



Chart 4: Unemployment rates in the EU, US and Japan, 1997-2006
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Chart 5: Growth in productivity per person employed in the EU,
US and Japan, 1997-2006
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Chart 6: Growth in productivity per hour worked in the EU,
US and Japan, 1997-2006
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European Commission (2007).
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The increase in economic growth in
the EU reflects an increase in aver-
age labour productivity growth. EU
labour productivity (in terms of GDP
per person employed) grew by 1.5%
in 2006, up from a 1% increase in
2005 (Chart 5). In Japan, labour pro-
ductivity growth was also up, with
1.8% in 2006, compared to 1.5% in
2005. In the United States, on the
other hand, labour productivity
growth again turned out to be less
dynamic than the year before (1.4%
in 2006, after 1.8% in 2005 and 3%
in 2004). Considering productivity in
terms of GDP per hours worked,
productivity growth in the EU also
increased in 2005 (Chart 6).

According to the European Commis-
sion’s Spring Economic Forecastz, the
economic outlook for the EU-27
remains positive for this and the fol-
lowing year. For 2007, real GDP is
predicted to expand by 2.9%, i.e. at
a similar pace to 2006. For 2008, a
slight deceleration to 2.7% is forecast,
which would still be significantly above
growth rates experienced in the
first half of the decade. It is expect-
ed that the main drivers of the
economy will be domestic demand,
including private consumption and
investment, and a continued strong
though somewhat slower growth in
exports.

The economic upturn is expected to
have positive effects on the labour
market. Employment is projected to
grow by 1.4% in 2007 and 1.1% in
2008. Together with the employ-
ment expansion in 2006, this trans-
lates into an estimated 8.8 million
new jobs over the period
2006-2008. With more jobs being
created, unemployment is likely to
decrease further; the unemploy-
ment rate is expected to fall to 7.2%
in 2007 and to 6.7% in 2008. Labour
productivity growth in the EU (in
terms of real GDP per employed
person) is estimated to remain static
at 1.5% in both 2007 and 2008.
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3. LABOUR MARKET
SITUATION IN THE EU

3.1 Employment
growth in the EU
Member States

In 2006, employment expanded
across the entire EU. For the first time
in at least a decade, all 27 current
Member States experienced employ-
ment growth (Chart 7). Particularly
strong growth rates were observed
in a number of the newer Member
States. Estonia had the highest
employment growth with 5.4% and
thereby underlined a greatly
improved employment situation
already established in the previous
year. Employment in Latvia devel-
oped almost as equally impressively
with an increase of 4.8%, after 1.5%
the previous year. Poland, the
biggest of the new Member States,
also saw a further strong expansion
of employment (+3.3%); following a
long period of employment contrac-
tion during the beginning of the
decade, employment in Poland
began to pick up again in 2004 and
has developed increasingly well
since then (Table 2). Employment in
Bulgaria continued to grow at a
robust rate (+2.4%), albeit slightly
less dynamically than in previous

years. Slovakia also had employ-
ment growth of over 2%, signifi-
cantly up from the previous year’s
growth rate. Cyprus, the Czech
Republic, Lithuania and Slovenia all
had employment growth in excess
of 1%; however, in the case of
Cyprus and Lithuania, this was a less
dynamic development compared to
the previous year. Employment in
Hungary finally expanded again in
2006 (+0.7%), after having contract-
ed in 2004 and stagnated in 2005.
Malta experienced less dynamic
employment growth in 2006
(+0.9%) compared to the previous
year. The lowest employment
growth rate of all the Member States
was observed in Romania, which saw
only marginal improvements in
employment for the third year in a
row and which were not enough to
make up for the strong employment
losses that occurred in the late
1990s and at the beginning of this
decade.

As for the older Member States,
employment growth continued to
be particularly strong in Spain, Ire-
land and Luxembourg. Though
slightly less dynamic than in 2005,
employment in Ireland expanded by
4.2% and in Spain by 3.3%. Luxem-
bourg managed to up the pace
again and saw its employment grow
by 3.7% in 2006. Almost all the
other Member States also managed

Chart 7: Employment growth for EU Member States, 2006
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to increase their employment
growth compared to the previous
year, although in some countries the
improvement was moderate. Even
those Member States that had per-
formed worst in 2005, namely Ger-
many, Portugal and in particular the
Netherlands, saw their employment
grow again in 2006, although they
still remained below the average
growth rate for the EU. In Belgium,
Finland and the United Kingdom,
annual employment growth
remained at about the same level as
in previous years.

As for labour productivity, all of the
new Member States continued to
exhibit strong growth, which was
well above the EU average, despite
a more tempered pace in most
countries compared to the previous
year (Table 3 - see page 24). In par-
ticular, Estonia, Latvia, Lithuania
and Slovakia saw their labour pro-
ductivity (in terms of GDP per per-
son employed) increase by more
than 5%. Amongst the bigger old
Member States, Germany stands out
as the country with the highest pro-
ductivity growth: 2.5% in 2006, the
highest for Germany since the
beginning of the decade. Productiv-
ity in the United Kingdom now also
stands above average, while it
remains subdued in France and par-
ticularly weak in Italy and Spain.
Overall, the highest productivity
growth in the old EU-15 was
observed in Finland with +4%.

3.2. Employment rates
and the EU
employment targets

3.2.1. Overall progress
towards the Lisbon and
Stockholm targets

Due to a stronger employment
growth in 2006, the EU made its best
progress towards the overall
employment target since its defini-
tion at the Lisbon European Council
of 2000 (Box 1). Between 2005 and
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Box 1 — Lisbon and Stockholm employment rate targets and the relaunched Lisbon Strategy

The Lisbon European Council of 2000 set a strategic goal, over the decade 2000-2010, for the EU ‘to become the
most competitive and dynamic knowledge-based economy in the world, capable of sustainable economic growth
with more and better jobs and greater social cohesion’. It specifically stated that the overall aim of employment and
economic policies should be to raise the employment rate to as close to 70% as possible by 2010 and to increase the
employment rate for women to more than 60% by the same year, not least in order to reinforce the sustainability
of social protection systems. In addition to the 2010 Lisbon targets, the Stockholm European Council of 2001 set a
new target of raising the average EU employment rate for older men and women (aged 55-64) to 50% by 2010.

Recognising the limited progress achieved so far towards these targets, the European Council decided in 2005 to
relaunch the Lisbon Strategy without delay and refocus priorities on economic growth and employment. As part of
this, a new set of employment guidelines for the period 2005-2008 was adopted by the Council in July 2005 to
reflect the renewed focus on jobs, and they form part of the integrated guidelines package also adopted in 2005,
which lays out a comprehensive strategy of macro-economic, micro-economic and employment policies to redress
Europe’s weak growth performance and insufficient job creation. The employment guidelines continue to reflect
the EU’s overall goal of achieving full employment, quality and productivity at work, and social and territorial cohe-
sion, and advocate a life-cycle approach to work that tackles the problems faced by all age groups. The eight
employment guidelines fall under three broad areas for action, namely to:

e Attract and retain more people in employment, increase labour supply and modernise social protection systems;
¢ Improve adaptability of workers and enterprises;

e Increase investment in human capital through better education and skills.

Table 2 - Employment growth for EU Member States, US and Japan, 1997 — 2006

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
BE 0.5 1.6 1.3 2.0 1.4 -0.1 0.0 0.6 1.0 0.9
BG -3.9 -0.2 -2.1 4.9 -0.8 0.2 3.0 2.6 2.7 2.4
cz 0.2 -1.5 -3.4 -0.2 0.5 0.6 -1.3 0.1 1.6 1.6
DK 1.2 1.5 1.0 0.4 0.8 -0.1 -1.3 0.0 0.7 1.8
DE -0.1 1.2 1.4 1.9 0.4 -0.6 -0.9 0.4 -0.1 0.7
EE 0.0 -1.9 -4.4 -1.5 0.9 1.3 1.4 0.0 2.0 5.4
EL -0.5 2.9 0.3 0.5 0.3 0.2 1.5 34 0.9 1.4
ES 3.6 4.5 4.6 5.1 3.2 2.4 3.1 3.5 3.8 3.3
FR 0.4 1.5 2.0 2.7 1.8 0.6 0.1 0.0 0.5 0.8
IE 5.6 8.6 6.2 4.6 3.0 1.8 2.0 3.1 4.6 4.2
IT 0.3 1.0 1.1 1.9 2.2 1.6 1.5 0.4 0.3 1.7
cy 0.6 1.6 1.9 1.6 2.2 2.1 3.8 3.8 3.6 1.5
Lv 4.4 -0.3 -1.8 -2.9 2.2 2.3 1.0 1.1 1.5 4.8
LT 0.6 -0.8 -2.2 -4.0 -3.8 3.6 2.2 0.0 2.5 1.7
LU 3.1 4.5 5.0 5.5 5.6 2.9 1.8 2.3 3.0 3.7
HU 0.2 1.8 34 1.3 0.3 0.0 1.3 -0.7 0.0 0.7
MT 0.0 0.0 0.7 8.4 1.8 0.6 1.0 -0.8 1.8 0.9
NL 33 4.1 3.9 3.1 2.6 0.5 -0.5 -0.9 0.0 1.2
AT 0.9 1.3 1.6 1.0 0.6 -0.1 0.0 0.0 0.5 1.4
PL 1.4 1.2 -3.9 -1.6 -2.2 -3.0 -1.2 1.3 2.3 3.3
PT : : 1.9 1.7 1.6 0.5 -0.4 0.1 0.0 0.6
RO -3.8 -2.3 -4.5 2.5 -0.8 -2.7 -0.1 0.2 0.2 0.2
S| -1.9 -0.2 1.4 0.8 0.5 1.5 -0.4 0.5 0.3 1.2
SK -1.2 -0.4 -2.7 -1.8 0.6 -0.5 1.8 -0.3 1.4 2.3
Fl 3.3 2.0 2.5 2.2 1.5 1.0 0.1 0.4 1.4 1.4
SE -1.3 1.6 2.1 2.4 1.9 0.2 -0.3 -0.6 0.4 1.8
UK 1.8 1.0 1.4 1.2 0.8 0.8 1.0 1.0 0.9 0.8
EU-27 0.7 1.3 0.9 1.7 1.0 0.3 0.4 0.7 0.9 1.4
EU-15 1.0 1.7 1.9 2.2 1.4 0.7 0.5 0.7 0.8 1.3
us 2.3 2.1 1.9 2.0 -0.7 -0.3 0.9 1.1 1.7 1.7
JP 0.7 -1.2 -1.4 -0.6 -0.8 -1.6 -0.3 0.2 0.4 0.4

Source: EU and US data from national accounts, Eurostat; Japan data from AMECO database, Commission Services.
Note: "’ data not available.
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Table 3 - Productivity growth for EU Member States, US and Japan, 2000-2006

Growth in GDP per person employed Growth in GDP per hour worked

2000 2001 2002 2003 2004 2005 2006 2000 2001 2002 2003 2004 2005 2006
BE 1.7 -0.6 1.6 1.0 23 0.1 2.0 1.7 -0.8 1.6 1.4 3.6 -0.7 2.0
BG 0.5 4.9 5.3 2.0 3.9 3.5 3.6 : 4.1 5.4 2.7 2.5 3.8 33
cz 4.1 2.1 1.6 4.7 4.1 4.7 4.7 3.9 6.7 24 4.9 3.6 4.9 3.8
DK 3.1 -0.1 0.5 1.7 2.1 24 1.3 2.1 -0.6 0.9 1.9 1.8 1.3 1.2
DE 2.3 1.4 1.1 1.5 1.7 1.5 2.5 2.6 1.8 1.5 1.2 0.7 1.3 2.1
EE 11.0 6.8 6.3 6.2 8.0 8.6 5.5 : 7.2 6.4 5.5 7.5 7.6 3.7
IE 5.3 2.8 4.2 2.3 1.2 0.9 1.7 5.6 3.3 5.0 3.5 1.4 1.2 1.8
EL 4.6 5.4 3.7 3.4 1.7 2.3 2.7 4.0 5.2 3.7 3.4 5.0 2.8 2.2
ES 0.0 0.4 0.4 0.6 0.6 0.4 0.8 0.1 0.7 0.6 0.8 0.7 0.9 0.5
FR 1.0 -0.3 0.1 1.1 24 1.4 1.2 3.7 0.9 3.1 1.4 0.8 2.0 1.2
IT 1.7 0.0 -0.9 -0.6 0.8 0.3 0.2 2.4 0.8 -0.7 -1.1 1.5 0.6 0.0
cY 34 1.8 -0.1 -1.9 0.4 0.3 2.3 : -5.0 1.2 -0.8 1.0 1.4 2.3
Lv 10.1 5.7 4.8 5.4 7.5 8.7 7.0 9.4 6.2 5.2 4.4 10.5 9.0 6.7
LT 8.4 10.9 3.2 7.9 7.3 5.0 5.7 1.6 11.8 4.3 8.9 6.0 1.5 6.6
LU 2.7 -2.9 0.9 -0.5 1.3 1.0 2.4 3.0 -1.8 1.5 0.8 3.7 0.9 3.3
HU 3.7 3.6 4.4 33 5.4 3.7 3.1 4.2 6.0 4.0 43 5.6 43 3.6
MT 4.0 -2.8 1.4 -3.3 1.2 1.2 2.0 : 0.5 0.6 -2.5 -0.7 4.5 2.0
NL 2.0 0.3 0.3 1.4 3.4 1.8 1.8 3.9 -1.2 0.7 0.9 3.5 2.2 2.1
AT 2.3 0.3 1.1 0.9 2.1 0.7 1.9 2.7 0.3 0.9 0.5 1.9 1.2 1.7
PL 5.8 3.4 4.5 5.1 4.0 1.2 2.4 : 4.1 4.3 4.8 4.0 0.6 2.3
PT 1.6 0.2 0.3 -0.4 1.2 0.5 0.5 4.6 0.1 0.2 0.8 0.3 1.0 0.5
RO -0.3 6.6 8.1 5.5 8.0 3.9 4.7 : : : : : : :
S 33 2.2 1.9 3.1 3.9 3.7 4.0 2.6 1.8 3.1 2.6 6.3 3.6 3.0
SK 2.6 2.6 4.7 23 5.8 4.6 5.8 2.5 3.3 7.8 6.8 3.6 2.6 5.4
FI 2.7 1.1 0.7 1.7 3.3 1.5 4.0 3.6 2.1 1.0 2.1 3.1 1.9 3.8
SE 1.9 -0.8 1.8 2.0 4.7 2.5 24 3.3 0.6 3.3 3.2 3.3 2.3 2.7
UK 2.6 1.5 1.3 1.7 2.2 1.0 1.9 3.3 1.3 24 2.8 2.5 0.7 2.6
EU-27 2.3 1.1 1.1 1.2 1.9 1.0 1.5 : : : : : : :
EU-15 1.9 0.6 0.6 1.0 1.8 1.0 1.6 2.7 1.0 1.4 1.1 1.6 1.2 1.5
us 1.6 0.5 2.7 2.7 3.0 1.8 1.4 24 2.0 3.0 3.0 2.8 1.8
JP 3.5 0.9 1.9 1.7 2.5 1.5 1.8 2.9 1.6 2.5 1.6 3.2 2.3

Source: EU and US data from national accounts, Eurostat; Japan data from AMECO database, Commission Services.
Note: i’ data not available.

Table 4 - Employment rates for EU Member States in 2006 and progress towards Lisbon and Stockholm targets for 2010

Total employment rate Female employment rate Older people's employment rate

2006 Change Change  Gap below 2006 Change  Change  Gap below 2006 Change  Change  Gap below
2006-2005 2006-2000 2010 target 2006-2005 2006-2000 2010 target 2006-2005 2006-2000 2010 target
BE 61.0 -0.1 0.5 9.0 54.0 0.2 2.5 6.0 32.0 0.2 5.7 18.0
BG 58.6 2.8 8.2 11.4 54.6 2.9 8.3 5.4 39.6 49 18.8 10.4
cz 65.3 0.5 0.3 4.7 56.8 0.5 -0.1 3.2 45.2 0.7 8.9 4.8
DK 77.4 1.5 1.1 > 73.4 1.5 1.8 > 60.7 1.2 5.0 >
DE 67.2 1.8 1.6 2.8 61.5 1.9 3.4 > 48.4 3.0 10.8 1.6
EE 68.1 3.7 7.7 1.9 65.3 3.2 8.4 > 58.5 2.4 12.2 >
IE 68.6 1.0 3.4 1.4 59.3 1.0 5.4 0.7 53.1 1.5 7.8 >
EL 61.0 0.9 4.5 9.0 47.4 1.3 5.7 12.6 423 0.7 3.3 7.7
ES 64.8 1.5 8.5 5.2 53.2 2.0 11.9 6.8 441 1.0 7.1 5.9
FR 63.0 -0.1 0.9 7.0 57.7 0.1 2.5 23 37.6 -0.3 7.7 12.4
IT 58.4 0.8 4.7 11.6 46.3 1.0 6.7 13.7 325 1.1 4.8 17.5
cY 69.6 1.1 3.9 0.4 60.3 1.9 6.8 > 53.6 3.0 4.2 >
Lv 66.3 3.0 8.8 3.7 62.4 3.1 8.6 > 53.3 3.8 17.3 >
LT 63.6 1.0 4.5 6.4 61.0 1.6 3.3 > 49.6 0.4 9.2 0.4
LU 63.6 0.0 0.9 6.4 54.6 0.9 4.5 5.4 33.2 1.5 6.5 16.8
HU 57.3 0.4 1.0 12.7 51.1 0.1 1.4 8.9 33.6 0.6 1.4 16.4
MT 54.8 0.9 0.6 15.2 34.9 1.2 1.8 25.1 30.0 -0.8 1.5 20.0
NL 743 1.1 1.4 > 67.7 1.3 4.2 > 47.7 1.6 9.5 2.3
AT 70.2 1.6 1.7 > 63.5 1.5 3.9 > 35.5 3.7 6.7 14.5
PL 54.5 1.7 -0.5 15.5 48.2 1.4 -0.7 11.8 28.1 0.9 -0.3 21.9
PT 67.9 0.4 -0.5 2.1 62.0 0.3 1.5 > 50.1 -0.4 -0.6 >
RO 58.8 1.2 1.2 11.2 53.0 1.5 1.2 7.0 41.7 2.3 4.4 8.3
SI 66.6 0.6 3.8 3.4 61.8 0.5 3.4 > 32.6 1.9 9.9 17.4
SK 59.4 1.7 2.6 10.6 51.9 1.0 0.4 8.1 33.1 2.8 11.8 16.9
Fl 69.3 0.9 2.1 0.7 67.3 0.8 3.1 > 54.5 1.8 12.9 >
SE 731 0.6 0.1 > 70.7 0.3 -0.2 > 69.6 0.2 4.7 >
UK 71.5 -0.2 0.3 > 65.8 -0.1 1.1 > 57.4 0.5 6.7 >
EU-27 64.3 0.9 2.1 5.7 57.1 1.1 3.4 2.9 43.5 1.3 6.6 6.5
EU-15 66.0 0.8 2.6 4.0 58.4 1.0 4.3 1.6 45.3 1.2 7.5 4.7
2010 target 70 % More than 60 % 50 %

Source: Eurostat, EU LFS annual averages.
Note: Data for RO 2002; 2006 data for DE and FR provisional.
The column "“Gap below 2010 target” is for illustrative purposes only, since the 2010 target is a collective for the EU and not individual Member States.
The symbol ”">" indicates that the respective target has been exceeded by the Member States concerned.




2006 the average employment rate
for the EU rose by almost 1 percent-
age point to 64.3%. The employ-
ment rate for women rose by 1.1
percentage points to 57.1%, while
that for men rose by a slightly more
moderate 0.8 percentage points to
71.6%. As a result, the gender gap in
employment rates in the EU nar-
rowed further between 2005 and
2006, falling by 0.3 of a percentage
point to 14.5 percentage points. For
older people (aged 55-64) the
employment rate rose again sub-
stantially by 1.3 percentage points
to 43.5%, after already having
increased by 1.5 percentage points
the previous year.

Despite improved progress in 2006,
the overall, female and older work-
ers’ employment rates were still more
than 5, 3 and 6 percentage points
below the respective Lisbon and
Stockholm targets for 2010 (Table 4).
Although the economic and labour
market outlook for 2007 and 2008 is
relatively positive as well, achieving
an EU employment rate of 70% by
2010 remains very ambitious, given
that annual employment growth
would need to be significantly
stronger than it has been in the past
seven years or than is currently fore-
cast for the next two years. This said,
it is also worth pointing out that the
gap left to meet the Lisbon and
Stockholm goals is smaller for the
‘old’ EU-15 Member States for which
the targets were originally set; the
overall employment rate for the EU-
15 was 66% in 2006, the female
employment rate 58.4% and the
older people's employment rate
45.3%.

3.2.2. Employment rate
developments in the Member
States

Large variations remain in employ-
ment rates between the EU Member
States. In 2006, these ranged from as
low as around 55% in Poland to more
than 77% in Denmark. Rates rose in
all Member States except for a few
which experienced a standstill or
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Chart 8: Employment rates by gender for EU Member States, 2006
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Source: Eurostat, EU LFS annual averages. Note: Data for DE and FR provisional.

marginal decrease, namely Belgium,
France, Luxembourg and the United
Kingdom. The largest increase in
terms of percentage points (pp)
occurred in Estonia (+3.7 pp) and
Latvia (+3 pp), followed by Bulgaria
(+2.8 pp). Three of the bigger Mem-
ber States, namely Germany, Poland
and Spain also showed a noticeable
increase of 1.5 percentage points or
more.

Employment rates for women remain
substantially below those for men in
most of the EU Member States (Chart
8). Despite the continuing reduction in
the disparity between male and
female employment rates, large gen-
der differences of around 20 percent-
age points and more still remain in
Cyprus, Greece, Ireland, Italy and
Spain, while in Malta the gap is almost
40 percentage points, reflecting the
fact that only one in three women of
working age is in employment. Only
Bulgaria, Denmark, Estonia, Finland,
Latvia, Lithuania, Slovenia and Swe-
den show a gender disparity of less
than 10 percentage points.

As for the older segment of the
labour market, Sweden, by a wide
margin, continues to have the high-
est employment rate for older work-
ers aged 55-64 in the EU. It is also the
only country where the employment
rate of older workers is close to that
of the overall employment rate

(69.6% vs. 73.1%). At the other end
of the spectrum are a number of new
Member States, namely Hungary, Slo-
vakia, Slovenia, Malta and Poland,
where only a third or even less of
older people hold a job. Low rates
are also recorded for Belgium, Italy
and Luxembourg (Table 4).

3.2.3. Individual situations in
relation to employment
targets

While the Lisbon and Stockholm
employment rate targets are collect-
ive targets for the EU as a whole, it is
interesting to examine the position
of individual Member States with
respect to the collective EU targets
for 2010. Based on employment rates
in 2006, these can be summarised as
follows:

e Austria reached an overall
employment rate of over 70% for
the first time in 2006 and is now,
along with Denmark, the Nether-
lands, Sweden and the United
Kingdom, one of the five Mem-
ber States which already meets
the overall EU target for 2010 of
an employment rate of 70%.
Cyprus, Finland, Ireland, Portugal
and, for the first time, Estonia
and Germany are presently with-
in 3 percentage points (Chart 9 -
see page 26). However, the gap
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remains over 10 percentage
points in seven Member States,
namely Bulgaria, Hungary, Italy,
Malta, Poland, Romania and Slo-
vakia. Since the launch of the Lis-
bon Strategy, the greatest
improvement in the overall
employment rate have taken place
in Bulgaria, Spain, Estonia and
Latvia where the rates have risen
by around 8 percentages points
and more. However, rates with
respect to 2000 have also slightly
declined in some Member States,
namely in Poland and Portugal.

e 13 Member States already meet
the 2010 employment rate target
for women, including, for the
first time, Cyprus, Germany,
Latvia, and Lithuania. Ireland is
very close and France and the
Czech Republic are within 3 per-
centage points (Chart 10).
Among the remaining Member
States, the gap remains above 10
percentage points in Greece, Italy
and Poland, and as high as 25
percentage points in Malta. Since
2000, large increases in the
female employment rate have
been achieved in Bulgaria,
Cyprus, Estonia, Greece, Latvia
and Italy, where rates have all
risen by around 5 percentage
points or more, and in Spain,
which is up 12 percentage points,
although Greece and Italy are
still far from the target.

e For the older people's 2010
employment rate target, nine
Member States already meet the
target, but only three others -
Germany, Lithuania and the
Netherlands - are within 3 per-
centage points of it (Chart 11).
While substantial gaps remain
for many Member States (15-25
percentage points in nine cases),
substantial progress has been
made since 2000 towards the tar-
get in many countries. In particu-
lar, 20 Member States have
achieved increases of 5 percent-
age points or more, with espe-
cially strong rises (over 10 per-
centage points) in Bulgaria, Esto-

Chart 9: Overall employment rate for EU Member States, 2000 and 2006
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Chart 10: Female employment rate for EU Member States, 2000 and 2006
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Chart 11: Older people's employment rate for EU Member States, 2000 and 2006
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age and type of employment. There
are marked differences in the labour
market performance trends of the var-

Table 5 - Contribution to employment creation in the EU-27 between 2005 and
2006 by age, gender and type of employment

Source: Eurostat, EU LFS annual averages.

Note: EU-27 full-time/part-time indicators do not include IE.

Table 6 - Change in employment in the EU-27 between 2000 and 2006 by age,
gender and type of employment

2000-2006
(million) Relative

Total 11.6 5.7
Gender

Men 4.2 3.7

Women 7.4 8.5
Age

15-24 -0.7 -3.0

25-54 7.1 4.5

55-64 5.3 27.6
Type of employment
Employee versus Employee 12.1 7.3
self-employed Self-employed 1.4 4.5
Full-time versus part-time| Full-time job 5.7 3.3

Part-time job 5.9 18.1
Permanent versus Permanent 71 4.9
fixed-term
employees Fixed-term 5.0 24.8

Source: Eurostat, EU LFS annual averages.

nia, Finland, Germany, Hungary,
Latvia and Slovakia. Only Poland
and Portugal have experienced
declines in employment rates for
older people since 2000,
although Portugal’s rate is
already above the 2010 target.

3.3. Features of EU
employment expansion

Between 2005 and 2006, there was a
net increase of around 4 million per-
sons in employment in the EU-27,
with women contributing slightly
more to employment creation than
men. With respect to age, prime age
workers aged 25-54 accounted for

almost two-thirds of employment cre-
ation, with women making a higher
contribution than men. Older workers
above the age of 54 contributed just
under a third to employment growth,
while younger people (15-24) con-
tributed around 4%. Almost 90% of
employment growth was made up of
employees, with the remainder self-
employed. Around two-thirds of the
newly created jobs were either full-
time or permanent jobs (Table 5).

Looking at employment expansion in
the EU since the beginning of the
decade, almost 12 million or 6% more
people were in employment in 2006
than in 2000. This increase has not
been uniform with respect to gender,

9 i i il )—, . .
% contribution to employment creation 2005-2006 ious elements of the population and
Total Men Women by type of employment arrangement,
Age and gender as detailed below (Table 6):
Total 48.8 51.2
15-24 3.9 3.0 0.9 ) L
25-54 65.3 29.7 35.6 e Increasing female participation
55-64 27.8 14.2 13.7
Type of employment and gender In terms of gender, women have
Employee versus Employee 88.5 41.9 46.5
self-employed Self-employed 11.5 6.1 5.4 accounted for the greatest growth
Full-time versus part-time Full-time job 66.2 373 29.0 in employment, both in relative
Part-time job 33.8 1.3 22.4 and absolute terms. Indeed, the
Permanent versus Permanent 65.3 30.8 344 overall increase in fema'e emp|oy-
fixed-term ment has been more than twice
employees Fixed-term 34.7 16.3 18.4

that for men. This reflects the
recent trend of rising labour mar-
ket participation of women, for
whom activity rates have increased
from 60% to 63.4% between 2000
and 2006 against an increase in the
male rate of only 0.6 percentage
points from 77.4% to 78%.

e Increasing participation of older
people aged 55-64

Relative to employment levels in
2000, growth has been greatest
for the 55-64 age group, where
employment has increased by
almost 28%. Even in absolute
terms the increase for the 55-64
age group has been dramatic,
accounting for nearly half the
overall increase in employment
and not far below the total
increase for the whole prime
working-age group. This reflects
a 7 percentage point increase in
activity rates for those aged
55-64 since 2000 and indicates
that, as well as cohort effects,
developments such as recent
reforms in pension systems and
other measures related to active
aging, which have postponed the
statutory retirement age and
more generally reduced incen-
tives for early retirement, are
taking effect and contribute to
the reversal of the decrease in
participation of older workers in
many Member States (see Chap-
ter 2 of this report for a detailed
analysis of the labour market
participation of older workers).
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e Declining youth employment

While the prime age and older
age groups have experienced
increases in employment, the
15-24 age group has witnessed a
contraction in employment of
around 3% since 2000, with activ-
ity rates falling by 1.5 percentage
points to 48.4%. This develop-
ment may be partly explained by
increased participation in educa-
tion, since as enrolment in educa-
tion rises so labour market partic-
ipation falls. Indeed, the share of
young people in education has

increased considerably in most
EU Member States over recent
yearsg, affecting labour force par-
ticipation, although in the longer
term the implied improvement in
human capital should have a pos-
itive effect on overall employ-
ment performance and the econ-
omy.

Rising shares of part-time and
fixed-term employment

In terms of developments by type
of employment, the relative
growth in part-time and fixed-

Chart 12: Activity rates by gender for EU Member States, 2006
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Chart 13: Activity rates for EU Member States, 2000 and 2006
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3 See Employment in Europe 2005, chapter 1, section 6.2.2.

term employment since 2000 has
been substantial, with increases
of 18% and 25% respectively.
The extended availability of part-
time jobs has facilitated the par-
ticipation of women in particular
by allowing them to combine
work and family responsibilities
better, although it should also be
recognised that part-time work
may have fewer fringe benefits
and career possibilities than full-
time jobs, and may to a certain
degree reflect the unavailability
of full-time work. Furthermore,
although recourse to part-time
work may reflect personal prefer-
ences and may help people to
(re-)enter and stay in the labour
market, the high gender gap in
the share of part-time workers is
also evidence of the differences
in time-use patterns between
women and men, and of the role
of carer predominantly assumed
by women as well as the greater
difficulties they face in trying to
reconcile work and private life.

3.4. Activity rates

In 2006, the economically active pro-
portion of the working age popu-
lation (aged 15-64) - i.e. that part of
the population in employment or
actively looking for a job - stood at
70.1%, about 0.5 percentage points
up from the previous year. Despite
having increased at a rate equal to or
higher than in other major industri-
alised countries, average labour force
participation in the EU remains low
by international comparison. The
United States, for example, has an
activity rate which is 5 percentage
points above that of the EU and com-
pared to its European neighbour,
Switzerland, it is almost 11 percent-
age points lower.

Last year, Bulgaria and Estonia both
showed a strong increase of over 2
percentage points in their activity
rates, but Austria, Germany, Latvia,
Malta, Romania and Spain also had



relatively strong increases of 1% or
more. Activity rates for the individual
Member States ranged from just
under 60% in Malta, with Bulgaria,
Italy, Hungary, Poland and Romania
also substantially (5 pp or more)
below the EU average, to almost 81%
in Denmark (Chart 12). Although
rates for men and women are rather
close in certain Member States, such
as Finland and Sweden, large dispari-
ties remain in several countries, par-
ticularly Greece, Italy and Spain, and
especially Malta, implying there is
still much scope for increasing female
participation in many Member States.

Looking back at the development
since the beginning of the decade,
activity rates in the EU have on aver-
age increased by 1.5 percentage
points since 2000 (Chart 13). This has
been driven almost entirely by the
continued increase of female partici-
pation which went up by 2.7 percent-
age points compared to only 0.4 per-
centage points for men.

3.5. Unemployment

In 2006, the EU has seen its most sub-
stantial decline in unemployment since
the end of the last decade. The EU’s
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average unemployment rate dropped
from 8.7% in 2005 to 7.9% in 2006.
Among the individual Member States,
Estonia, Latvia, Lithuania, Poland and
Slovakia have seen the strongest
reduction, although the latter two
countries still have the highest unem-
ployment rates in Europe. In Bulgaria
and Germany unemployment rates
were down by a little over 1 percent-
age point and most of the other Mem-
ber States recorded smaller reductions.
Rates went up in only seven Member
States, although only marginally in
most cases. The highest increase in
2006 was recorded in the United King-
dom, where unemployment rose by
0.5 percentage points.

Despite this, the United Kingdom at
5.3% continues to have by far the low-
est unemployment rate among the big
Member States and one of the lowest
in the overall ranking. The lowest rates
in 2006 were observed in Denmark
and the Netherlands (3.9% each) and
Cyprus, Ireland and Luxembourg also
had rates below 5%. Poland and Slova-
kia remained on the other end of the
spectrum with 13.8% and 13.4%
respectively (Chart 14).

Gender disparities in the average EU
unemployment rate continued to

Chart 14: Unemployment rates by gender for EU Member States, 2006
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decrease to 1.6 percentage points in
2006, with unemployment rates at
7.2% for men and 8.8% for women.
Nevertheless, in several countries
the unemployment gender gap
remains large, especially in Greece,
Italy and Spain. However, in a few
Member States, namely Estonia,
Latvia, Lithuania, Ireland, Romania
and the United Kingdom, unem-
ployment rates for women are actu-
ally lower than those for men.

The drop in the overall unemploy-
ment rate is also reflected by a fur-
ther fall in the long-term unemploy-
ment rate.’ After a high of 4.2% in
2004 and 4% in 2005, it came down
to 3.6% in 2006, the lowest rate in
the period 2000 to 2006. Despite a
considerable reduction last vyear,
Poland and Slovakia still have the
highest long-term unemployment
rates in the Union (7.8% and 10.2%
respectively). At close to 5% it also
remains high in Germany, Greece and
Bulgaria. Similar to overall unem-
ployment rates, women are relatively
more affected by long-term unem-
ployment than men in a majority of
Member States (4% vs. 3.3%), with
the largest gender differences being
found in the Czech Republic, Italy,
Poland, Slovakia, Spain and, above
all, Greece (Chart 15 - see page 30).

4. LABOUR MARKET
TRENDS FOR YOUNG
PEOPLE

4.1. Introduction

The integration of young people in
the labour market is a major policy
issue for the EU and many individual
Member States. Despite a shrinking
and increasingly better-educated
youth population, young people in
many Member States still face con-
siderable problems in making the

Those in unemployment for a duration of 12 months or more as a percentage of the labour force.
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Chart 15: Long-term unemployment rates by gender for EU Member States, 2006
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transition for youth from education
into employment in many countries, it
seems conceptually more apt to con-
sider youth as the transition process
from leaving continuous education
into significant employment.5
Although a majority of people in the
Member States complete their school-
to-work transition in their twenties,
patterns and lengths vary between
countries and groups of people. This
should be kept in mind, although for
practical purposes the data presented
in this sub-chapter will mostly refer to
young people under the age of 30 and
differentiate between youth aged
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transition from education into
employment. And many of those who
have gained a foothold in the labour
market often hold unstable jobs with
unfavourable conditions. This is seen
as having a negative impact, not only
on young people’s financial and social
situation or training but also for the
economy and social cohesion at large.

The main purpose of this section is to
give an overview on the current
labour market position of the
younger generation in the EU and to
examine how it has developed since
the beginning of the decade. It starts
with a presentation of standard
measures of the labour market per-
formance of youth, namely un-
employment and employment. It
then looks at those groups of young
people who can be considered to be
especially at risk of doing poorly on
the labour market (i.e. youth not in
employment or education and those
with a poor education). Finally, it will
present information on the school-
to-work transition of young people
and the type of jobs they occupy.

As for the definition of ‘youth’, con-
ventionally the analysis of youth

15-24 and young people aged 25-29
where appropriate.

employment and corresponding offi-
cial statistics tend to focus on the
group aged 15-24. However, defining
‘youth’ by age alone remains to some
extent arbitrary, especially when look-
ing at the employment situation of
young people. Given extended peri-

4.2. Standard measures
of youth employment
and unemployment

Box 2 — Youth employment policies at EU level

The European Employment Guidelines — as part of the Jobs and Growth pack-
age adopted by the Council in 2005 — call for intensified efforts to build
employment pathways for young people and to reduce youth unemployment.
With the adoption of the European Pact for Youth, Member States gave promi-
nence to policies affecting young people. More and better investments in
human capital, alongside improvements in quality and efficiency of education
and training systems, are key factors to increasing educational attainment
levels and to equipping young people with the skills and competencies
required in a knowledge-based economy. The guidelines include targets for
the reduction of early school leaving, the rise in educational attainment levels
and a ‘new start’ within six months of unemployment for unemployed youth6

Member States’ national reform programmes, presented in autumn 2005, pro-
vided the opportunity for the Commission to assess whether and how the
Council’s political commitments have been translated into concrete policy
measures at the national level. In its analysis put forward to the 2006 Spring
Council, the Commission found that, overall, Member States’ responses to the
youth employment challenge needed to be more comprehensive and to be
expanded further. The Commission proposed to accelerate the offer of a new
start for young people.

5 See Lefresne (2003) for a discussion on the definition of youth for purposes of labour market analysis.

6 The agreed targets include: an EU average rate of no more than 10% early school leavers; at least 85% of 22 year olds in the EU should have
completed upper secondary education by 2010; every unemployed person is offered a new start before reaching six months of unemployment in
the case of young people in the form of training, retraining, work practice, a job or other employability measure. See section 4.5 on the current
state-of-play concerning the two youth education targets. As for the target concerning a new start for unemployed youth, no data is yet available

for the great majority of Member States.
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The 2006 Spring Council confirmed that Member States should reach the
agreed target by 2007 and stressed the need to reduce the period to four
months by 2010. With regard to the Youth Pact, the Council stressed the need
to develop more effective cross-sectoral strategies linking education, training,
employment, social inclusion and mobility, including developing links to the
newly adopted European Pact for Gender Equality.

Youth employment issues have also been given a higher profile in the Commis-
sion’s Strategic Guidelines for Cohesion for the period 2007-2013 as well as in
the new European Social Fund (ESF) regulation. This provides greater
opportunities for appropriate EU support of Member States’ measures.

In the recent Communication on Promoting young people’s full participation
in education, employment and society7, the Commission underlined the need
to promote the labour market integration of youth in the larger context of
general employment policies, namely in the framework of flexicurity policies.
In the next Lisbon cycle, starting in 2008, Member States are invited to estab-
lish flexicurity strategies, based on their respective specific challenges and with
active involvement of social partners, which integrate four policy components
— flexible contractual arrangements, effective lifelong learning systems, active

labour market policies and modern social security systems.

4.2.1. Overall trends

Assessing the labour market situation
of young people is not a straightfor-
ward exercise as different indicators
produce a mixed picture. When look-
ing at absolute numbers, both youth
unemployment and employment have
decreased in recent years for the EU-27
as a whole. Between 2000 and 2006,
the total number of unemployed
youth aged 15-24 in the current EU-27,
dropped from slightly over 5 million to
4.6 million. During the same period,
total youth employment fell from
around 22.6 million to about 22 mil-
lion. At the same time, the number of
young people who do not actively par-
ticipate in the labour market increased
slightly from 33.2 million to around
33.8 million.”

The decrease in youth employment
and labour market participation, as
well as unemployment for the 15-24

COM(2007) 495 final.

EU LFS annual averages.

age group, also shows in relative
terms. Over the past six years the aver-
age youth activity rate has dropped by
1.6 percentage points to 44%, while
the youth employment rate has
decreased by 0.8 percentage points to
36.3% (Table 7 - see page 32). The
unemployment rate of young people
participating in the labour market was
on the rise until three years ago, but
was down to 17.4% in 2006, compared
to 18.5% in 2000. Another indicator,
the youth unemployment to youth
population ratio, has also fallen from
8.4% in 2000 to 7.7% in 2006. The
share of unemployed youth among all
unemployed aged 15-64 fell from
25.2% in 2000 to 24.3% in 2006.

Compared to youth aged 15-24,
young people aged 25-29 are show-
ing significantly higher activity and
employment rates which almost reach
those of adults aged 30-54. Further-
more, while labour market participa-

tion and employment of the 15-24
age group has decreased since 2000,
both have increased for the 25-29 age
group. However, similar to the group
aged 15-24, people in the second half
of their 20s are, on average, signifi-
cantly more affected by unemploy-
ment than prime-age adults.

With respect to long-term unemploy-
ment lasting more than 12 months,
young people are, on average, less
affected than prime-age adults, due
to their higher hiring and job separa-
tion rates (see section 4.4). Although
still high, overall long-term un-
employment of young people also
has, on average, decreased since
2000. In 2006, 30% of unemployed
youth aged 15-24 were long-term
unemployed, down from almost 34%
in 2000. For the age group 25-29, the
percentage of long-term unemployed
decreased from 44% to 41%. By com-
parison, the share of long-term
unemployed among unemployed
adults aged 30-54 was at almost 52%
in 2006 and has increased since the
beginning of the decade.

This overview suggests that the aver-
age labour market performance of
young people in the EU-27 has some-
what improved since the beginning of
the decade. Youth unemployment is
down and the decrease in youth
employment and labour market partic-
ipation is mostly due to a higher share
of youth in education and therefore
not available to the labour market.

In principle, demographics should also
favour the labour market situation of
youth in the EU, as their proportion of
the overall population is already
decreasing and will fall even further
over the coming decades. Presently,

The reason for looking at both youth unemployment rates and ratios is that a use of only the unemployment rate can produce a distorted picture
when comparing the youth labour markets of different countries. More precisely, one difficulty with using the unemployment rate as an indicator
for the labour market performance, especially of young people, is that it shows the number of unemployed youth as a percentage of the youth
labour force, i.e. those who are either employed or unemployed but actively looking for work. Using the youth labour force as a denominator
can lead to distortions when comparing countries with great differences in youth activity rates or when activity rates change significantly over
time. For instance, youth unemployment rates for two countries with identical numbers of youth and unemployed youth will differ if one country
has a higher share of youth not available to the labour market because of, for example, a higher number of youth in education. More concretely,
the country with a higher share of youth in education (or otherwise inactive) will display a higher youth unemployment rate. See OECD (2000),
Appendix 4 for a detailed discussion of this issue.
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the working-age population in the
EU-27 amounts to a total of 327 mil-
lion people of whom around 61 mil-
lion are in the age group 15-24. The
share of youth in the working-age
population in the EU-27 was 18.5% in
2006, down from 19% in 2000. In the
medium and long-term, the youth
population will drop even further,
both in absolute and relative terms.
According to Eurostat’s population
projections, the number of young
people in the EU is estimated to shrink
by almost 12% to around 53 million in
2020, while the overall working-age
population is estimated to fall by only
around 2% over the same period.
Accordingly, the share of the youth
population in the working-age popu-
lation is estimated to decrease to
around 16.4% in 2020."

However, despite recent overall
improvements in the labour market

performance of young people and an
already shrinking youth population,
the labour market situation of young
people in the EU does remain a con-
cern. Firstly, improvements in the
labour market situation of youth,
although welcome, have been rela-
tively small and have not significantly
changed overall rates either for
youth  employment and un-
employment in absolute terms or rel-
ative to the prime-age labour force.
Secondly, compared to other big
industrialised countries, youth un-
employment rates in the EU are sig-
nificantly higher and employment
rates significantly lower, suggesting
that Europe is still not making suffi-
cient use of an increasingly scarce
‘resource’.’’ Thirdly, a look only at EU
averages hides important and quite
substantial differences between
Member States and different groups
of youth.

4.2.2. Youth unemployment

Among the 27 Member States, Den-
mark and the Netherlands are the two
Member States with the lowest share
of unemployed youth in relation to
the youth labour force (Chart 16).
Their youth unemployment rates were
at 7.7% and 6.6% respectively in 2006.
The only other Member States with
youth unemployment rates below
10% in 2006 were Austria, Ireland and
Lithuania. At the other extreme, with
youth unemployment rates above
20%, are Belgium, France, Greece,
Italy, Poland, Romania, Slovakia and
Sweden. While still high and above
average, youth unemployment rates in
Poland, Slovakia, Finland, Greece, but
also Italy and Bulgaria have decreased
significantly compared to the begin-
ning of the decade (Table 8 - see page
38). Estonia and Lithuania also experi-
enced a very significant drop in the

Table 7 - Standard measures of labour market performance for youth and prime-age adults in the EU-27, 2000-2006

Indicator Age 2000 2001 2002 2003 2004 2005 2006
Activity rate 15-24 45.6 45.4 44.9 44.2 44.2 44.2 44.0
25-29 82.0 81.7 81.8 81.6 82.0 82.1 82.6
25-54 82.6 82.5 82.6 82.9 83.2 83.7 84.1
30-54 82.7 82.6 82.7 83.1 83.5 84.0 84.4
Employment rate 15-24 37.1 374 36.7 36.0 35.9 35.9 36.3
25-29 72.8 73.1 72.6 72.3 72.6 73.0 743
25-54 75.9 76.2 76.0 76.1 76.4 771 78.1
30-54 76.5 76.8 76.6 76.9 771 77.8 78.8
Unemployment rate 15-24 18.5 17.7 18.3 18.6 18.7 18.7 17.4
25-29 11.3 10.6 11.3 1.4 11.4 11.0 10.0
25-54 8.1 7.6 8.0 8.1 8.2 7.9 7.2
30-54 7.5 7.0 7.4 7.5 7.7 7.4 6.7
Unemployment ratio 15-24 8.4 8.0 8.2 8.2 8.3 8.3 7.7
25-29 9.2 8.6 9.2 9.3 9.4 9.1 8.3
25-54 6.7 6.3 6.6 6.7 6.9 6.6 6.1
30-54 6.2 5.8 6.1 6.2 6.4 6.2 5.7
Share of unemployed in age group relative 15-24 25.2 254 24.9 24.5 24.0 245 243
to total unemployed aged 15 25-29 18.3 17.9 17.9 16.9 16.7 14.6 14.5
25-54 67.4 67.5 68.2 68.2 68.3 67.7 67.2
30-54 55.3 55.3 55.8 55.2 55.7 53.0 52.7
Long-term unemployed as percentage 15-24 33.9 33.6 33.6 33.6 31.1 31.0 30.0
of total unemployed in the same age group 25-29 44.0 429 a41.7 42.7 40.7 41.2 41.1
25-54 49.6 49.7 48.1 493 48.8 49.7 49.5
30-54 51.3 51.6 49.9 51.2 51.0 52.0 51.7

Source: Eurostat, EU LFS annual averages.

Note: EU-27 aggregates based on annual averages, except DE 2000-2004 Q2; FR 2000-2002 Q1; CY 2000-2003 Q2; 2004 av. Q2-Q4; LV 2000-2001 av.
Q2 & Q4; LT 2000-2001 av. Q2 & Q4; LU 2000-2002 Q2; MT 2000-2001 Q2; SE 2000 Q2.
EU-27 aggregates for long-term unemployed share do not include NL 2000-2002, AT 2000-2001 and SE 2005-2006.

10 For the demographic context see also Chapter 2 on active ageing and labour market trends for older people.

n While the youth unemployment rate for 15-24 year olds in the EU-27 was 17.4% and the employment rate 35.9% in 2006 (see Table 7), the
respective rates for the United States were 10.5% and 54.2%, for Canada 11.6% and 58.7% and for Japan 8% and 41.4%. See OECD (2007a).



youth unemployment rate and are
now well below the EU average. Some
Member States, on the other hand,
have seen a strong rise in their youth
unemployment rate, with Sweden
showing the biggest increase. Other
Member States with strong increases
during the same period are Portugal,
Malta, Hungary, Luxembourg and Ger-
many although they still remain close
to or below the EU average. France
experienced a less strong increase, but
its youth unemployment rate still
ranks among the highest in the EU.

A look at the youth unemployment
to population ratio seems to mostly
confirm this picture on youth unem-
ployment. Although country rankings
are different between the youth
unemployment rate and ratio, most
Member States with a relatively low
rate also tend to have a low ratio
(e.g. NL, DK), and vice versa (e.g. PL,
SE) (Chart 16). However, a number of
Member States with average or high-
er than average unemployment rates
exhibit lower than average youth
unemployment ratios (e.g. BG, HU),
and vice versa (MT, UK)

As with any gender differences,
unemployment rates for young
women in the EU are higher than for
young men, although this un-
employment rate gender gap has
been narrowing since the beginning
of the decade. In 2000, the unem-

Chapter 1 Panorama of the European labour market

ployment rate for women aged
15-24 in the EU-27 was 19.4% com-
pared to 17.8% for men, i.e. a differ-
ence of 1.6 percentage points (Table
8 - see page 38). Six years later, the
difference between male and
female youth unemployment rates
was down to 0.7 percentage points,
mainly as a result of a relatively larg-
er drop in the female youth unem-
ployment rate compared to the male
youth unemployment rate.

There are a number of notable differ-
ences between Member States. While
some only show small differences
between male and female youth
unemployment rates in 2006 (namely
DK, LT, AT, SK and SE), there are a few
countries with very significant gender
gaps. The most extreme case is Greece,
where the female youth unemploy-
ment rate is 34.7%, almost twice as
high as for young males, and where
the gender gap has actually slightly
increased with respect to 2000
(although rates have come down for
both young men and women). Other
Member States with a particular large
youth unemployment gender gap are
Spain and Italy (although it has
decreased substantially in these two
countries compared to 2000).

However, when looking at the youth
unemployment to population ratio
instead of the unemployment rate, a
different picture emerges. While the

Chart 16: Youth (age 15-24) unemployment rates vs. unemployment ratios, 2006
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Source: Eurostat, EU LFS annual averages.
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average unemployment ratio for
young men was 8.1% in 2006, it was
7.2% for young women (Table 8 - see
page 38), i.e. the share of the unem-
ployed is actually smaller among the
female youth population than among
the male youth population. Only
Greece and Spain had a significantly
higher unemployment ratio for female
youth than for male youth, while in
the other Member States the ratio for
young men was higher than or very
close to that of young women. These
differences between the gender spe-
cific unemployment rates and ratios
reflect different activity rates between
male and female youth. In almost all
Member States young men have a sig-
nificantly higher activity rate than
their female counterparts, due to a
higher share of young women than
young men in education or taking care
of home and family.

Comparing youth to prime-age
adults, the average youth unemploy-
ment rate in the EU-27 is 2.4 times
higher than the average prime-age
adult unemployment rate. The relative
unemployment ratio between youth
and prime-age adults is 1.3. Both the
relative youth unemployment rate
and ratio have not changed signifi-
cantly since 2000, thus indicating that
not only are youth, on average, sig-
nificantly more likely to be affected
by unemployment, but also that the
average unemployment situation
with respect to adults has not
improved over time.

There are, however, big differences
between Member States. In general,
youth unemployment ratios seem to
correspond to adult unemployment
ratios. For example, in Poland and Slo-
vakia and, to a lesser degree, France,
Greece and Spain, both the percent-
age of unemployed youth and unem-
ployed prime-age adults is relatively
high, indicating that youth unemploy-
ment in these countries may also be
part of a more general unemployment
problem (Chart 17 - see page 34). On
the other hand, Finland, Sweden and,
to a lesser extent, Malta and the Unit-
ed Kingdom have a significantly high-
er unemployment ratio among youth

33



34

EmMPLOYMENT IN EuroPE 2007

Chart 17: Youth vs. prime-age adults' unemployment ratios, 2006
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Source: Eurostat, EU LFS annual averages.
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Chart 18: Youth (age 15-24) employment rates vs. relative difference
between male and female youth employment rates, 2006
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than among prime-age adults, thus
suggesting that unemployment in
these countries may be a more youth-
specific issue, while it is less of a prob-
lem for adults.

4.2.3. Youth employment

Examining the opposite perspective
to youth unemployment, Denmark

12

and the Netherlands have the highest
youth employment rates, with
around two-thirds of the 15-24 age
group holding a job. At the other
end of the spectrum, only less than
one-quarter of youth were in
employment in Hungary, Bulgaria,
Luxembourg, Poland, Lithuania,
Greece and Romania (Chart 18). For
the age group 25-29, employment
rates were, on average, more than

twice as high as the younger age
groups, because most young people
have already made the transition
from education to the labour market
by that age. On the whole, countries
with high employment rates for the
younger age group also tend to show
relatively high employment rates for
the 25-29 age group (Chart 19).

Countries with high overall youth
employment rates also tend to have the
lowest differences between employ-
ment rates of young men and women;
Denmark, Finland, the Netherlands,
Sweden and the United Kingdom show
very similar employment rates for
young women and men and high over-
all youth employment at the same time.
Greece and Iltaly on the other hand
have very low overall youth employ-
ment and the most extreme gender dif-
ferences, with young men more than
one-and-a-half times more likely to
work than young women.

Compared to 2000, employment rates
among youth (15-24) have decreased
in most Member States (Table 8, see
page 38). The most significant
decrease was in Hungary, where the
overall youth employment rate
dropped by almost 12 percentage
points from 33.5% to 21.7% between
2000 and 2006. Malta, the Czech
Republic, Romania and Luxembourg
also experienced youth employment
rate decreases by more than 8 per-
centage points. The few exceptions
where the youth employment rate has
increased are Spain, Estonia, Slovenia,
Sweden, Bulgaria, Latvia and France.

When looking at youth employment
rates, especially for the 15-24 age
group, it is worth noting that a
significant share of employed young
people are apprentices or working
students who are counted as
employed by definition.” On aver-
age, around one-third of employed

The European Labour Force Survey uses the International Labour Office definition of employment by which a person is employed if he or she

performed work during the reference week of the survey, even for just one hour a week, for pay, profit or family gain, or was not at work but had
a job or business from which he/she was temporarily absent because of, for example, illness, holidays, industrial dispute, or education and training.
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Chart 19: Youth (age 25-29) employment rates vs. relative difference between
male and female (age 25-29) employment rates, 2006

Source: Eurostat, EU LFS annual averages.
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Chart 20: Youth (age 15-24) employment rates by current educational status, 2006
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youth are students or apprentices
(compared to only 8% of the 25-29
age group), and in some countries
this share is much higher, namely in
Denmark and the Netherlands where
over 60% of employed youth are stu-
dents or apprentices, and Finland and
Germany with more than half of
employed youth also being students
or apprentices (Chart 20). This obser-
vation also corresponds to a high

share of employed youth in these
countries which perform part-time or
temporary jobs, not because they
cannot find full-time or permanent
work, but because they choose to
(see section 4.6.2).13

Chart 21 (see page 36) compares the
employment rate of all 15 to 24 year
olds (i.e. students and non-students)
to the employment rate of non-stu-

dents of the same age group. It illus-
trates several things: first, the non-stu-
dent youth employment rate is signif-
icantly higher in all countries than the
overall youth employment rate includ-
ing students. Secondly, for some coun-
tries the non-student employment
rate produces a different picture from
the one gained by looking at the over-
all youth employment rate only. In
particular Belgium, the Czech Repub-
lic, Estonia, Latvia, Lithuania and Lux-
embourg have a significantly higher
than average share of young non-stu-
dents in employment, despite a low
overall youth employment rate. This
suggests that these countries have low
youth employment rates mostly
because of a relatively high share of
non-working students (or otherwise
inactive youth) but that they are rela-
tively successful in integrating young
people into the labour market once
out of school. Thirdly, several coun-
tries do well on both youth employ-
ment indicators, foremost Denmark
and the Netherlands, but also Austria,
Ireland and the United Kingdom,
while others perform below average
on both accounts, namely Bulgaria,
Romania, Poland, Italy, Hungary,
Greece, France and Slovakia.

Chart 22 (see page 36) compares
employment rates of young non-stu-
dents to that for prime-age adults
and indicates that high youth
employment tends to correspond to
the level of employment among the
prime-age population. This, together
with a similar correlation between
youth and adult unemployment
observed in the previous section, sug-
gests that policies which help to
improve overall labour market per-
formance may also help to create
jobs for young people.

Finally comparing Member States
performance with respect to both
employment and unemployment

13 It also suggests that in some countries it is acceptable and institutionally possible for young people to combine work and study, while in other
countries the transition into work follows only after having finished education. See also Van de Velde’s (2007) comparative analysis of youth to
adult life transitions in Denmark and France, which finds that young people in Denmark tend to combine school with professional experience or
alternate between the two, while in France a high value is placed on initial training, with greater focus on earning a degree, without working

along the way, and with the aim of entering into full-time employment at the start of a career.
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Chart 21: Youth (age 15-24) employment rates of non-students vs. overall youth
employment rates, 2006

Students and non-students aged 15-24

Source: Eurostat, EU LFS annual averages.
Note: Data for DE and FR provisional. For SE participation in education or training refers to the week preceding
the survey reference week (instead of four weeks in the other countries).
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Chart 22: Youth vs. prime age adults’ employment rates (non-students), 2006

Source: Eurostat, EU LFS annual averages.
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Chart 23: Youth (age 15-24) unemployment ratios vs. employment rates, 2006
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shows no clear correlation for the
15-24 age group. Some countries
show both low youth unemployment
to population ratios and employment
rates (e.g. LT, HU and LU) while others
show low unemployment ratios, but
high employment rates (DK and NL)
(Chart 23). This is at least partially
due to large differences across Mem-
ber States in the proportion of youth
still in education or otherwise inac-
tive and unavailable to the labour
market. However, as for the 25-29
age group, differences in activity
rates between Member States are
much smaller compared to the 15-24
age group. Therefore the relation
between both indicators is more
clear-cut for young people aged
25-29, i.e. countries with relatively
high employment also tend to show
relatively low unemployment among
the 25-29 age group (Chart 24).

4.3. Youth not in
education or
employment

Indicators, such as the employment
rate and unemployment rates or
ratios, provide information about the
relative situation of young people
who already have a job or are active-
ly looking for one. However, they do
not cover those who are inactive,
either because they are still pursuing
an education or for other reasons.

Looking at the activity status of
young people, Chart 25 illustrates
that the vast majority of teenagers in
the EU-27 remain in education until
around the age of 16 or 17. After
that, the share of those entering the
working world increases steadily with
age, while the share of young people
in education decreases. By the age of
29, around two-thirds of those in that
age group are in employment while
around 7% are in education. Further-
more, a considerable share of young
people in education also work in
some way or another, as already
noted in the previous section.



Chart 24: Youth (age 25-29) unemployment ratios vs. employment rates, 2006
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Chart 25: Activity status of youth by age in the EU-27, 2006
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Chart 26: Teenagers and young adults not in education, employment or training, 2006
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Source: Eurostat, EU LFS annual averages.
Note: Figure LU for 15-19 years old uncertain due to small sample size. Data for DE and FR provisional. For SE
participation in education or training refers to the week preceding the survey reference week (instead of four
weeks in the other countries).
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Chart 25 also shows that from the
age of 19 there is a fairly stable share
of 17-19% of young people who are
not in education, employment or
training (NEET). It is this group of
either unemployed or inactive youth
who are not following an education
which can potentially represent a
problem for policy-makers, especially
if they have trouble finding work or
drop out of the labour force al-
together because of being discour-
aged to work or for other unspecified
reasons (as opposed to those who are
inactive because of family commit-
ments, military service, travel or
leisure).14

Again, the EU average sometimes
masks big differences between the
Member States. For example, Den-
mark and the Netherlands have by
far the lowest NEET rates among 20
to 24 year olds, and the majority of
the other Member States are below
or close to the EU average of 18.6%
(Chart 26). However, a few coun-
tries, namely France, Italy, Poland,
Romania and Slovakia have NEET
rates among 20 to 24 year olds in
excess of 20% and Bulgaria is close
to 30% (although the group has
decreased in recent years in Bul-
garia, Poland, Romania and Slovakia,
but remained the same level in
France, Hungary and Italy). As for
the 15-19 age group, NEET rates
tend to be much lower than for
those aged 20-24, reflecting the fact
that teenagers in most countries are
still in (compulsory) education. How-
ever, a few Member States do show
high NEET rates among teenagers of
10% and more, namely Malta, Spain,
Italy, the United Kingdom, Romania
and Bulgaria.

It certainly needs to be added that
not everybody who is NEET will
remain so continuously. Many young
people will not be in a job or educ-
ation at some point in their life, but
enter into one or the other again
eventually. Research undertaken by

14 Around 43% of 15-29 year olds who are inactive and not in education do not participate in the labour market because of taking care of children or
other family members or because of other family responsibilities, the vast majority of them women. Another 43% of those inactive and not in education
- most of them young males - are either discouraged by the labour market or name other reasons, with the rest being ill or suffering from a disability.
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Quintini and Martin (2006) and based
on European Community Household
Panel (ECHP) data for 1997 to 2001
suggests that there is a frequent
turnover into and out of NEET status
and that this turnover is higher for
youth than for prime-age adults.

However, in a number of the 13 old
Member States observed there is a rel-
atively high share of youth who always
remained in the NEET category during
the entire five-year observation peri-
od, namely Italy where the ‘always
NEET' incidence was at around 30%,
Greece (around 20%) and France, Ger-
many, Ireland, the Netherlands and
Spain (more than 10%).

The likelihood of not being in educa-
tion, employment or training is
strongly correlated with a person’s
educational attainment level. While
the NEET rate for 20-24 year olds
with upper secondary education or
university education is 14.4% and
13.1%, respectively, a full third of

those young people who have not
completed upper secondary educa-
tion can be classified as NEET (Table
10). For the 20-29 age group, this link
between education and joblessness is
even more pronounced and it persists
into later life.

There is also a strong gender dimen-
sion to this, as poorly educated
young women have a much higher
incidence of being NEET than their
male contemporaries, while a gender
difference also exists for those with
medium and high educational attain-
ment, but to a much lesser degree.

This link between poor education and
an increased risk of joblessness gener-
ally holds true for most Member
States, although with variations in
intensity. In a number of Member
States, however, this relationship is
reversed to the extent that younger
people aged 20-24 with a high educa-
tional attainment actually have a high-
er likelihood of being NEET than their

less well-educated contemporaries.
This applies mainly to most of the
Mediterranean Member States - in
particular Greece, Spain, Cyprus and
Portugal. There are also several coun-
tries — Germany, Lithuania, Slovenia,
Hungary, Romania and Bulgaria -
where young university graduates
have a lower risk of being jobless than
those with a low educational attain-
ment, but still have a higher jobless
risk compared to those with a medium
educational attainment. In most of
these Member States this inverse edu-
cation/NEET structure disappears when
looking at older youth aged 25 to 29.
Only in Portugal and Slovenia do high-
ly educated 25 to 29 year olds also
remain at a higher risk of being jobless
than their medium-skilled contempo-
raries, while in Italy this phenomenon
only appears in this age group.

One explanation suggested for the
observation that higher education is
not necessarily an insurance against
joblessness is that young people who

Table 10 - Share of youth (age 20-24) not in education, employment or training, by educational attainment level and gender, 2006
Low Medium High
Total Men Women  Gender Total Men Women Gender Total Men Women Gender
difference difference difference
BE 38.4 31.0 49.4 -18.5 12.8 10.6 15.2 -4.6 13.4 13.5 13.3 0.2
BG 68.0 55.9 81.2 -25.2 19.8 18.9 20.8 -2.0 233 : (29.3) :
cz 41.1 32.1 52.2 -20.2 11.8 8.2 15.6 -7.5 9.0 7.7 9.9 -2.2
DK 10.9 (5.5) 18.8 : 5.2 5.5 5.0 0.5 : : : :
DE 28.8 255 32.1 -6.6 14.1 15.0 133 1.7 17.5 12.3 19.9 -7.7
EE 29.5 21.5 49.9 -28.4 10.2 4.7) 15.5 : : : : :
IE 37.8 27.0 53.9 -26.9 9.7 8.5 11.2 -2.7 6.4 : (6.2) :
EL 29.5 16.3 54.4 -38.1 12.8 8.4 17.2 -8.8 30.8 24.4 343 -9.9
ES 21.5 17.2 27.9 -10.7 1.1 8.7 133 -4.5 15.6 13.9 16.8 -2.9
FR 45.6 38.0 54.9 -16.8 17.6 13.6 21.9 -8.3 10.8 8.7 12.5 -3.8
IT 40.2 294 55.5 -26.1 16.5 15.6 17.3 -1.8 15.2 12.2 16.9 -4.7
Y (16.3) 9.1) (33.7) : 12.2 13.0 (10.9) : 18.7 : 18.5 :
LV 28.6 19.5 45.0 -25.4 13.1 7.9 17.8 -9.9 : : :
LT 40.4 (37.3) (45.7) : 10.0 8.5 1.4 -2.8 (11.8)
LU (16.9) (14.5) (20.3) : (6.9) : (7.5) : : : :
HU 47.0 37.7 58.6 -20.8 13.3 11.0 15.6 -4.6 18.4 (17.9) 18.6
MT (18.1) : (22.8) : : : : : : : :
NL 15.5 1.4 21.3 -9.9 4.2 3.1 5.3 -2.2 3.6 (3.0) (3.9)
AT 30.3 23.9 37.3 -13.4 8.0 7.4 8.7 -1.3 : : :
PL 479 44.0 54.6 -10.6 18.3 171 19.5 -2.3 17.6 (16.6) 18.1
PT 16.9 14.3 20.8 -6.4 7.4 6.2 8.4 -2.2 25.6 : 27.6
RO 48.1 41.5 55.2 -13.7 20.6 21.8 19.3 2.5 30.6 (30.0) 30.9
Sl 31.7 (27.9) (38.0) : 9.5 8.3 10.9 -2.5 (19.9) : (22.8)
SK 63.0 61.6 64.5 -2.9 16.6 12.9 20.4 -7.5 15.9 : (18.1)
Fl 26.8 234 31.2 -7.7 11.0 9.6 12.2 -2.6 : : :
SE 31.7 31.1 32.7 -1.6 13.1 129 13.4 -0.5 7.2 : 7.4 :
UK 38.5 29.3 49.6 -20.4 12.6 9.0 16.2 -7.2 10.3 12.3 8.7 3.6
EU-27 33.6 27.2 41.8 -14.7 14.5 13.0 16.0 -2.9 13.1 11.6 14.2 -2.6
Source: Eurostat, EU LFS annual averages.
Note: “:" data not available. Data in brackets uncertain due to small sample size.




attain higher levels of education have
had less time to acquire relevant work
experience or they, especially those
with university degrees acquired over
a long period (as opposed to those
with shorter or vocational degrees),
may not meet labour market demands
in the countries concerned”. Conse-
quently, many of those with an aca-
demic degree may take longer to
obtain a foothold on the labour mar-
ket than those without one. However,
once the transition has been made,
education does tend to display positive
returns for the investment in the form
of a significantly lower risk of unem-
ployment.

Joblessness is also a phenomenon
which is much more likely to affect
youth with foreign citizenship than
young nationals. Young people from
a non-EU country living in the EU are
approximately twice as likely to be
NEET, compared to youth living in
their country of birth. They are also
significantly more likely to find them-
selves in this position compared to
youth coming from another EU Mem-
ber State. Among the countries for
which detailed data are available,
Belgium and France have the highest
NEET rates among young third-coun-
try nationals (Chart 27). In Belgium,
the NEET rate of young third-country
nationals is also very high compared
to young nationals, and this ratio is
even higher in Austria and the
Netherlands (the latter two Member
States have lower overall youth NEET
rates). In the United Kingdom, on the
other hand, the rate is relatively low
for young third-country foreigners.

4.4. Labour market
transitions of youth

Another concern in the context of
youth employment is the transition of
young people from education into
working life. On average, almost two-
thirds of youth leaving education in
the EU do have a job one year after
leaving school, although the school-
to-work transition seems to work bet-
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Chart 27: Youth (age 15-24) not in education, employment or training by
citizenship and country of residence, 2006
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Note: Data for ‘Other EU-25 citizens' for ES, FR, LU, NL, AT uncertain due to small sample size.

Chart 28: Youth school-to-work transition - labour market status of non-students
(age 15-24) one year after leaving school, 2006
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ter in some countries than in others
(Chart 28). In Austria, Ireland, Latvia,
Finland, Estonia and the United King-
dom, close to 75% or more of young
people have a job one year after hav-
ing left the educational system. In
Denmark and the Netherlands this
rate even exceeds 80% while Bulgaria,
Greece, Italy and Romania are at the
other end of the scale with less than
50% of young non-students being
employed one year after leaving per-
manent education.

See Fernandez (2006) who examined this phenomenon for the Spanish labour market.

Again, education seems to play an
important role in successful school-
to-work transitions. On average, less
than 4 out of 10 school leavers with a
low educational attainment level
find themselves in a job one year
after having finished their education,
compared to almost two-thirds of
those with a medium level of educa-
tion and more than three-quarters of
those with a high level of education
(Chart 29 - see page 42). In other
words, better-educated youth tend to
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make a more speedy insertion into the
job market than their less-educated
peers.16

Research also suggests that the dual
systems of combining work and edu-
cation through vocational training or
apprenticeships found in countries
such as Austria, Denmark and Ger-
many seem to improve the transitions
and employment prospects of young
people.17

Looking at overall labour dynamics,
young people tend to move into and
out of jobs much more frequently
than prime-age workers. In 2006, an
average of 25% of young workers
quit, lost or changed their job, com-
pared to 11% of prime-age workers
aged 30-54. On the other hand, the
proportion of young people moving
into a new job was also much higher,
with almost 17% of young workers
being newly hired, compared to 7% of
prime-age workers. Added together,
labour turnover " for young people is
almost two-and-a-half times as high as
for prime-age adults. To a large
degree this is natural as young people
are more likely to move in and out of
jobs in search of the best possible
match between their skills and those
required by their employers.

However, youth labour turnover rates
differ greatly between Member
States and tend to correlate with
those of the prime-age population;
Member States with a high labour
turnover among young workers also
tend to have a high labour turnover
among their prime-age population
and vice versa as suggested by Chart
30. Denmark, Finland, Latvia, Spain
and the United Kingdom are the
countries where labour turnover for
both age groups is above the Euro-
pean average, while France also has a
higher than average turnover rate
for young people but (slightly) lower

16
and low pay in Europe.

Chart 29: Youth school-to-work transition by educational attainement in the EU-27
- labour market status of non-students (age 15-24) one year leaving school, 2006
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Chart 30: Labour turnover of younger workers vs. prime-age workers, 2006

Source: Own calculations using EU LFS annual averages.
Note: Data for BG, IE and SE not available.
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than average turnover for the prime-
age group.

Interestingly, the reasons for a high
labour market turnover, especially
among young people, seem to differ
between these countries. For Finland,
Spain and France, the high degree of
turnover seems to be linked, at least
partially, to a high share of young
people who are employed on tempor-

17 See, for example, Kogan and Schubert (2002), Ryan (2001) and Quintini and Martin (2006).

18

ary contracts; in the case of France
and Spain most of them involuntarily
so (see section 4.6.2). In Denmark,
Latvia and the United Kingdom, on
the other hand, high labour turnover
among young people does not go
hand in hand with a particularly high
incidence of temporary contracts.

Not surprisingly, countries with a
highly dynamic labour market also

This is also confirmed by findings in Employment in Europe 2004, Chapter 4: Labour market transitions and advancement: temporary employment

More precisely, labour turnover is here defined as the sum of the hiring rate and the job separation rate. The hiring rate is calculated as the percentage

of workers in the age group who have less than one year’s tenure at time t, over total employment at time t-1. The separation rate corresponds to the
share of people unemployed, inactive or employed with less than one year’s tenure at time t, who were employed at time t-1, over total employment
at t-1. This follows the method for calculating labour turnover used in Employment in Europe 2006, Chapter 2, section 3.1.6.



Chart 31: Long-term unemployment vs. labour turnover of younger workers
(age 20-29), 2006
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Chart 32: Early school leavers — share of the population aged 18-24 with at most
lower secondary education and not in further education or training, 2006
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Chart 33: Share of youth population aged 20-24 having completed
at least upper secondary education, 2006
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tend to have significantly fewer
young people in long-term un-
employment than countries with a
low labour turnover (Chart 31).

4.5. Youth education
attainment level

Given that the risk of making a bad
transition into working life or being
without a job tends to be higher for
the poorly educated than for the bet-
ter educated in most Member States,
it must be of concern that still almost
one in seven young people in the EU-
27 drop out of school without at least
an upper secondary qualification
(Chart 32). Although the proportion
of early school leavers declined from
17.6% in 2000 to 15.3% in 2006, the
incidence of early school leavers in
the EU still remains well above the
target rate of 10% set in the frame-
work of the European Employment
Strategy. It is especially high in Malta
and Portugal, where around 4 out of
10 young people leave the school sys-
tem without achieving a satisfactory
level of education, but also in Spain
where 3 out of 10 fail to do so and in
Italy where it is 2 out of 10.

The EU is also still lagging behind its
other target on youth education,
namely that at least 85% of 22 year
olds in the EU should have completed
upper secondary education by 2010,
although things have improved in
recent years. Presently, upper second-
ary attainment for 20-24 year olds is
at 77.8% (Chart 33), up from 76.6%
in 2000.

In practically all Member States,
young men are more likely to drop
out of school early (the exception
being Austria) and less likely to com-
plete upper secondary education.
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4.6. Youth employment
structures

4.6.1. Professional, sector and
occupational structure

The overwhelming majority of young
people with a job are employees. In
the EU-27 only about 4% of youth
aged 15-24 and 9% of those aged
25-29 are self-employed, compared
to around 16% of people aged 30-54
(Chart 34). These percentages have
not changed significantly since the
beginning of the decade.

On the one hand, the low share of
self-employment among youth is not
surprising as many young people still
lack the skills, experience and
resources to open their own business.
On the other hand, there seems to be
an untapped potential for young
people to become entrepreneurs as
more of than half of them indicate
that they would prefer to be self-
employed rather than being an
employee.19

In most Member States, the share of
self-employed youth seems to be cor-
related with the overall share of self-
employed. For example, Greece, Italy,
Poland and Romania have a relative-
ly high share of self-employed among
both their prime-age and younger

Chart 34: Incidence of self-employed by age group, 2006
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populations, although there are
exceptions (e.g. Ireland).20

The economic sectors with the largest
average share of youth among their
workforce are wholesale and retail
trade and the hotel and restaurant
business (Table 11). On the other hand,
youth tend to be significantly under-
represented in agriculture, mining,
electricity and water supply, transport
and communication, public adminis-
tration, education, and health and
social services.

As far as the occupational structure
of youth employment is concerned, it
is not surprising that youth aged

15-24 are strongly underrepresented
in senior or management positions
given their young age and lack of
work experience (Table 12). They are
also under-represented in profession-
al occupations that often require
advanced degrees or additional train-
ing. Nevertheless, the share of both
youth and young people (aged under
30) in professional and technical
occupations has increased since 2000,
a reflection of the fact that more
youth have been entering and finish-
ing higher education. At the same
time, however, the share of youth
aged 15-24 in low-skilled service and
retail positions, as well as elementary
jobs, has also increased, while the

Table 12 - Occupational structure by age group, 2000 and 2006 (% of total employment in age group)
2000 2006
15-24  25-29 30-54 15-24 25-29 30-54
Skilled non-manual Legislators, senior officials and managers 2.2 5.3 8.8 1.9 5.0 9.0
Professionals 4.1 12.5 13.5 4.4 15.1 14.1
Technicians and associate professionals 11.7 16.2 15.3 12.7 18.3 16.1
Low skilled non-manual Clerks 14.2 13.4 11.9 13.1 12.2 1.1
Service workers and shop and market sales workers 22.7 15.1 11.8 25.8 15.6 12.0
Skilled manual Skilled agricultural and fishery workers 5.7 4.2 5.0 4.0 31 4.5
Craft and related traded workers 20.1 16.5 15.6 18.0 14.5 14.7
Plant and machine operators and assemblers 8.1 9.4 9.7 7.2 8.3 9.4
Elementary occupations Elementary occupations 1.1 7.4 8.5 12.8 8.1 9.0
Source: Eurostat, EU LFS annual averages.
Note: Data for 2000: DE, CY, LU, MT, SE Q2, FR Q1, LV and LT av.Q2&Q4.
19 Eurobarometer (2004).
20 In Greece, Poland and Romania, a big part of self-employed young people appear to run (presumably small) businesses in the agricultural sector,

with manufacturing and trade activities also being of importance, while self-employed young people in Italy rather tend to be in construction,

manufacturing, business activities or trade.
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Table 13 - Incidence of temporary and part-time work among youth (age 15-24), 2000 and 2006
Incidence of temporary work for employees Incidence of part-time work
2000 2006 2000 2006
Total Men Women Total Men Women Total Men Women Total Men Women
BE 30.8 28.1 343 30.0 28.7 31.5 19.7 11.7 30.0 20.7 11.9 31.9
BG 12.2 12.5 12.0 12.6 12.3 12.9 49 (5.0) 4.7) 2.9 : :
cz 12.4 11.4 13.5 18.9 18.0 20.1 4.3 2.9 6.0 3.9 2.9 5.3
DK 27.4 28.8 25.7 22.4 24.6 20.1 46.2 37.6 56.1 58.4 47.9 69.5
DE 52.4 55.0 49.5 57.6 60.1 54.8 12.0 8.5 16.0 19.3 14.3 24.9
EE 6.7 8.9 : 7.3 7.4 (7.3) 11.8 8.7 15.9 13.0 7.7 20.6
IE 15.9 14.4 17.7 10.9 9.0 13.0 21.4 15.9 27.9 : : :
EL 29.5 27.9 31.4 25.0 23.0 27.8 8.3 7.0 10.1 133 10.6 17.5
ES 68.3 69.2 66.9 66.1 65.3 67.1 12.9 7.7 20.5 211 13.3 31.6
FR 55.0 56.3 53.5 49.8 49.0 50.9 22.1 12.9 33.6 21.6 12.0 34.5
IT 26.6 254 28.2 40.9 38.4 44.9 10.5 6.4 16.2 17.5 10.1 29.1
cy 18.7 16.3 20.9 21.2 16.2 26.6 8.3 (7.2) 9.4 9.5 (5.7) 13.6
Lv 10.9 12.3 (8.7) 14.4 15.2 13.2 13.2 10.5 17.4 8.7 6.1 12.7
LT 9.3 (8.0) (10.9) 10.5 11.9 (8.7) 16.4 16.8 15.8 9.0 (7.8) (10.6)
LU 14.5 (15.3) (13.4) 33.2 34.8 31.4 (8.8) : (14.5) (8.8) : (13.0)
HU 13.6 14.0 13.1 16.9 17.9 15.4 2.8 1.9 4.0 4.7 4.3 5.3
MT (8.1) (11.2) : (8.0) : : (7.8) (10.1) : 13.5 (11.1) (16.3)
NL 355 34.9 36.1 43.5 42.9 443 60.2 52.7 68.3 68.3 59.6 77.5
AT 35.1 38.9 30.8 35.2 38.5 31.3 9.5 5.3 14.3 14.7 8.6 21.8
PL 14.8 14.6 14.9 67.3 65.4 69.7 16.2 13.6 19.5 19.3 16.2 23.3
PT 41.4 38.3 45.6 493 471 52.2 6.2 4.6 8.4 8.4 5.7 11.8
RO 3.3 3.6 2.9 5.0 5.1 (4.9) 15.5 171 13.6 16.1 17.4 14.4
Sl 46.3 41.6 52.2 64.2 56.4 74.9 14.1 12.3 16.5 29.8 23.8 38.4
SK 10.5 11.3 9.8 14.2 13.8 14.8 (1.0) : : 3.3 (1.8) 5.3
Fl 45.4 41.0 49.8 44.2 40.7 47.5 35.7 253 46.6 39.3 27.9 50.8
SE 45.2 39.5 51.0 59.0 52.2 66.0 383 27.6 49.4 42.2 28.3 57.7
UK 14.2 14.1 14.3 12.9 12.5 13.2 32.0 24.1 40.4 35.1 27.2 43.4
EU-27 34.9 35.7 34.0 40.9 41.0 40.7 20.2 149 26.5 25.3 18.4 33.6
Source: Eurostat, EU LFS annual averages.
Note: Data for 2000: DE, CY, LU, MT, SE Q2; FR Q1; LV and LT av.Q2 & Q4; BG 2001 and RO 2002. Data for full-time/part-time indicators for IE 2005.
"' data not available. Data in brackets uncertain due to small sample size.

share of skilled manual occupations
has decreased.

4.6.2. Youth in part-time and
temporary employment

Young people in the EU are signifi-
cantly more likely than adults to
work in temporary and/or part-time
jobs. On average, 4 in 10 employed
15 to 24 year- olds work on a tempo-
rary contract (Table 13) compared to
around 1 in 10 prime-age adults.
Around a quarter of youth work in
part-time jobs as opposed to 16% of
the 25-54 age group. While the inci-
dence of temporary and part-time
work has been rising for adults as
well as youth, the increase has been
significantly more pronounced for
young people.

There are no large gender differ-
ences at EU level with respect to tem-
porary youth employment. On aver-

age, young men are in fact slightly
more likely to be in a temporary con-
tract than young women (40.8% vs.
40.2%), although there are of course
differences between Member States.
As for part-time work, gender differ-
ences are much more pronounced,
with young women on average
almost twice as likely to work part-
time than young men.

To a certain extent it is to be expect-
ed that youth face a higher likeli-
hood of temporary and part-time
work, as employers may be reluctant
to offer a permanent and full-time
contract to somebody who is just
entering the labour market with little
or no previous work experience. For
many youth, a temporary or part-
time job is seen as a stepping-stone
towards permanent employment. As
shown in Chart 25 (see page 35), the
share of young people with a perma-
nent contract increases with age, and
by the age of 29 an average of almost

50% of people that age are in a per-
manent job (with around 10% in a
temporary job and the rest either in
education or otherwise inactive,
working as self-employed or a family
worker, or unemployed).

However, the issue can become
problematic if a young person
becomes trapped in a situation mov-
ing from one temporary contract to
another without being able to get
into a permanent job. (Chart 35)
shows the incidence of temporary
work among people in the 20-24
age group compared to those aged
25-29. In all Member States (except
Cyprus), the share of 25 to 29 year
olds in temporary work is lower
than for their younger peers. How-
ever, some Member States show a
particularly high incidence for both
the younger and older youth age
group, namely Portugal, Slovenia
and Poland with more than 30% of
25 to 29 year olds in temporary con-



tracts, and Spain with more than
40%’'. This suggests that youth in
these Member States are more like-
ly to face a series of temporary jobs
and have therefore more difficulties
in making a transition into stable
employment than in others.”

The question whether temporary
and part-time contracts need to be
considered as precarious also
depends on the degree to which this
situation is involuntary — how much
of it is because someone would have
liked to work in a permanent or full-
time job, but could not find one.
Chart 36 shows that the incidence of
involuntary temporary work among
the youth varies greatly among
Member States. In Spain, Poland,
Sweden, Portugal, France, Belgium
or Greece, for example, a majority
of temporarily employed youth
would have liked to work in a per-
manent job, but could not find one.
In Slovenia, Germany, Finland, Italy,
the Netherlands, Denmark or Aus-
tria, on the other hand, a majority
of those in temporary employment
did not want a permanent job (or
were still in their probationary period
or in training).

With respect to part-time work, it is
interesting to note that in the two
Member States with the highest inci-
dence of part-time working among
the youth, Denmark and the Nether-
lands, (Chart 37, see page 48) the inci-
dence of involuntary part time work-
ing in relation to overall part-time
work is very low. This seems to corre-
spond largely with the high number of
working students in both countries
examined in section 4.2.2. Sweden,
France and Iltaly, on the other hand,
show a high incidence involuntary
part-time working among youth in
part-time employment.
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Chart 35: Incidence of temporary work by age group, 2006
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Chart 36: Temporary work by youth aged 20-24 by reason, 2006
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See OECD (2007b), p.50 f., for a discussion of temporary employment of youth in Spain. This study confirms the high rate of involuntary temporary
youth employment in Spain and finds that transitions for youth from temporary to permanent employment are significantly below the European
average. Furthermore, it finds that some temporary jobs offer good prospects and serve as stepping-stones into the labour market, especially if
staying with the same employer during temporary employment. However, temporary jobs involving frequent changes of employers tend to

represent a trap from which young people find difficult to exit.
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tend to occur earlier.

Note, however, that this consideration does not take into account the fact that youth in some countries enter the labour market later than in
others and are therefore also more likely to show a higher incidence of temporary work in their late 20s, compared to countries where transitions
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Chart 37: Part-time work by youth aged 20-24 by reason, 2006
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Chart 38: Age and youth gender gap in hourly earnings, 2002
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Note: Age gap defined as the number of percentage points by which hourly earnings of people aged less than
30 years old are below the average hourly earnings of all age classes.

Youth gender gap defined as the number of percentage points by which average hourly earnings of women
under 30 are below those of men under 30.

Chart 39: Incidence of job mismatches by age group, 2000
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4.6.3. Earnings structure of
employed youth

Young people tend to earn signifi-
cantly less than the overall workforce
does. According to data from the
European Structure of Earnings Sur-
vey 2002, average hourly earnings of
employees below the age of 30 are
around 25% below those of the over-
all workforce (Chart 38). The youth
wage gap is highest in Greece, the
Netherlands and Germany, where
younger workers only earn about
two-thirds of what an average work-
er gets. Relatively moderate wage
gaps of between 5% and 15% were
observed in Finland, Malta, Hungary,
Czech Republic, Slovakia and Lithu-
ania. Only in Estonia and Latvia did
young peoples’ earnings match those
of the average.

Lower average earnings for young
people are partly explained by the
fact that the youth tend to be over-
represented in sectors of the econ-
omy where wages are relatively low
and under-represented in better pay-
ing sectors. For example, earnings in
trade and the hotel and restaurant
business — both activities with the
highest share of youth in their work-
force — are substantially lower than in
other service activities or industry
(Table 14). Furthermore, young people
are also more likely to be paid lower
wages due to the lack of previous
work experience and the need for
training until they become fully pro-
ductive. With age and presumably
increased productivity, earnings tend
to increase at least into prime age.

Research undertaken by the OECD on
the basis of 1997 to 2001 data from the
ECHP, also suggests that the incidence
of low pay among younger workers
tends to decrease as they get older and
that a relatively high share of poorly
paid youth eventually make it into bet-
ter paid jobs, as opposed to a lower
share which makes a transition from
unemployment into employment. It
therefore seems, on balance, it is bet-
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Table 14 - Hourly earnings by age and economic activity, 2002 (in purchasing power standards)
Employees under 30 years of age All age groups
Industry Total  Construction Services  Wholesale Hotels Industry Total  Construction Services Wholesale Hotels
and services  industry (excl. public and retail and |and services industry (excl. public and retail and
(excl. public (excl. admin.) trade restaurants| (excl. public (excl. admin.) trade restaurants

admin.)  construction) admin.)  construction)

(C-K) (C-E) (F) (G-K) (G) (H) (C-K) (C-E) (F) (G-K) (G) (H)
BE 11.09 11.93 11.04 10.71 9.82 8.67 13.73 14.31 12.49 13.53 12.42 9.25
BG 1.50 1.46 1.39 1.57 1.22 1.06 1.98 2.01 1.76 2.00 1.38 1.31
(@4 4.82 4.65 4.21 5.09 4.24 3.98 5.45 5.22 4.97 5.80 4.76 5.63
DK 11.84 13.47 14.11 11.26 9.98 11.75 15.34 16.44 16.46 14.71 12.83 12.48
DE 10.25 11.25 8.56 9.78 9.09 6.74 14.89 16.11 12.96 14.02 13.04 9.21
EE 4.09 3.91 3.68 4.25 3.70 2.61 4.07 4.06 3.98 4.09 3.72 2.54
IE 10.74 11.35 11.82 10.40 8.29 7.74 13.74 14.16 14.47 13.37 10.46 9.13
EL 5.82 5.83 6.36 5.77 5.40 5.61 8.61 8.88 8.64 8.45 7.09 6.57
ES 7.31 7.60 7.22 7.20 6.85 6.36 9.81 10.35 8.39 9.89 9.24 7.26
FR 11.01 11.02 9.05 11.20 9.91 9.71 14.29 14.69 12.21 14.31 12.42 10.87
IT 8.39 8.29 8.00 8.55 8.10 7.39 11.05 10.68 10.06 11.55 10.21 8.54
cY 6.03 5.59 6.58 6.05 5.22 5.62 8.24 7.52 8.52 8.41 7.14 6.51
LV 2.98 2.84 2.73 3.08 2.29 2.01 3.02 3.11 2.77 3.00 2.24 1.97
LT 3.29 3.24 2.88 3.38 3.09 2.21 3.60 3.65 3.33 3.61 3.29 2.30
LU 12.06 11.91 10.46 12.27 9.63 8.90 15.51 15.28 12.83 16.00 12.61 10.03
HU 4.01 4.06 3.03 4.10 3.37 3.17 4.68 4.68 3.66 4.85 3.96 3.40
MT 7.50 7.38 6.11 7.78 7.14 6.34 8.69 8.25 7.47 9.26 8.15 7.31
NL 9.57 10.62 11.77 9.16 7.80 9.74 13.94 14.99 14.21 13.59 11.72 11.21
AT 8.75 9.45 8.92 8.33 7.52 6.35 12.03 12.90 11.62 11.61 10.28 7.48
PL 4.25 4.07 3.61 4.51 3.85 3.16 5.38 5.25 4.66 5.63 4.65 4.27
PT 5.35 4.55 4.95 5.96 5.15 4.19 6.88 5.87 5.81 8.00 6.63 4.88
RO 1.89 1.71 1.54 2.24 1.80 1.52 2.52 2.44 2.09 2.81 2.14 1.83
SI 6.06 6.22 4.99 6.17 5.63 4.31 7.43 7.23 6.30 7.92 6.98 5.72
SK 4.28 4.03 3.22 4.54 4.28 2.86 4.79 4.62 3.97 5.00 5.57 3.09
Fl 9.88 10.47 9.55 9.49 8.78 8.55 11.64 11.89 11.01 11.51 10.72 9.18
SE 9.78 10.06 10.27 9.61 9.60 8.10 11.98 11.79 11.70 12.15 11.50 8.92
UK 11.23 12.10 12.36 10.97 9.00 7.67 15.37 15.85 15.24 15.20 11.85 8.83
EU-25 9.16 8.98 8.74 9.29 8.01 7.79 12.32 12.38 11.00 12.48 10.73 8.73
Source: Eurostat, Structure of earnings survey 2002

ter to start out working in a low-paid
job than to have no job at all.”

With respect to gender differences,
young women in the EU earn on aver-
age around 6% less than their male
counterparts (Chart 38). Poland,
France, Slovenia and Malta showed
only a marginal gender gap in youth
earnings, while Estonia, Latvia and
Lithuania, which had the lowest age
gap, rank among those countries with
the highest gender gap. In general,
the gender pay gap for young work-
ers is much lower than for older work-
ers (6% vs. 23%), which seems to be
partly a reflection of the fact that a
high proportion of young women in
employment have not been affected,
for example, by career breaks for
maternity and child rearing. More-
over, young womenhave on average
higher levels of education relative to
their male counterparts and than
older generations of women.

23 Quintini and Martin (2006), pp. 9 and 17.

4.6.4. Job mismatches among
employed youth

Another issue with respect to youth
employment is to what extent
young people take up occupations
that are not close to their educa-
tional qualifications. Research based
on data from the 2000 Labour Force
Survey ad-hoc module™ suggests
that a relatively large number of
young people in Europe are indeed
affected by mismatches between
their jobs and qualifications, albeit
with significant variation between
countries. Of those Member States
where data are available, Italy and
Greece show the highest percent-
age of school leavers aged 15-35
working in a job outside their field
of education (47% and 40% respec-
tively), followed by Greece, Den-
mark and Sweden. The lowest per-
centage is found in the Netherlands
(29%).

In most Member States, having a job
mismatch is negatively correlated
with age: younger persons are more
likely to work in a job outside their
field of education than older ones
(Chart 39). Similar negative correla-
tions apply to the level and field
of education: job-qualification mis-
matches are more frequent among
those with a lower educational
attainment compared to those with a
higher education, and young people
with a degree in humanities/arts,
agriculture or sciences tend to find
themselves working more frequently
in a non-matching job than, for
example, those with a qualification in
education or health services or in
engineering, manufacturing and con-
struction (presumably because the
latter educational fields tend to be
more job specific than the former).
Furthermore, in most Member States,
young women tend to be more often
affected by job-qualification mis-

24 For this section and the detailed methodology of calculating job mismatches see M. Wolbers (2002).
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matches than young men are. As for
labour market outcomes, those with
a job-qualification mismatch also
tend to have a lower occupational
status compared to those with
matching jobs. They are also more
likely to find themselves in a tempo-
rary and/or part-time job and show a
higher propensity to be on the search
for a new job than those with a
matching job.

5. SUMMARY AND
CONCLUSIONS

In 2006, labour markets in the EU
made a robust recovery. After rather
modest increases in the previous
years, employment growth in the EU-
27 picked up significantly in 2006
and, at 1.4%, showed its strongest
increase since 2000. For the first time
in at least a decade employment
expanded across the entire EU, with
all 27 Member States showing a rise
in employment. Particularly high
employment growth was observed in
a number of the newer Member
States, namely Estonia, Latvia,
Poland, Bulgaria and Slovakia, as well
as in Ireland, Luxembourg and Spain.
Even those Member States that had
performed worst in the previous year,
namely Germany, Hungary, the
Netherlands and Portugal, still expe-
rienced significant employment
growth. In addition, labour produc-
tivity grew at a higher pace than in
2005 and at a slightly higher rate
than in the United States, although
the EU continued to slightly under-
perform relative to the US in terms of
employment growth.

Due to stronger employment growth,
the EU has made its best progress
since 2000 towards the overall
employment rate target with the rate
now standing at 64.3%, and there
was marked progress towards the
targets for female and older persons’
employment targets (currently at
57.1% and 43.5% respectively). Nev-
ertheless, despite this progress, it
seems increasingly challenging for
the EU to meet the overall employ-

ment target of 70% and the older
workers' target of 50% within the
next four years, although the target
of 60% for female employment
seems to be within reach.

Regarding the younger generation,
youth unemployment and difficulties
in successfully integrating young
people in the labour market remain a
challenge. Despite signs of some
overall improvements, there is evi-
dence of persisting problems in a
number of Member States and for
certain disadvantaged groups of
youth.

On the positive side, average labour
market performance of young peo-
ple in the EU has improved somewhat
compared to the beginning of the
decade. Youth unemployment is
slightly down and the share of long-
term  unemployed youth has
decreased substantially compared to
the beginning of the decade (unlike
the share of long-term unemploy-
ment among unemployed prime-age
adults which has increased during the
same period). Labour market partici-
pation and employment of youth
aged 15-24 has decreased, but this is
mostly due to a higher share of youth
remaining in education and improv-
ing their skills. For young people
aged 25-29, on the other hand,
employment rates have increased in
recent years.

However, despite these improve-
ments, there has yet to occur a real
breakthrough in reducing youth
unemployment. At 17.4%, the aver-
age youth unemployment rate is still
at a high level and it has not
improved relative to unemployment
rates for prime-age adults. Further-
more, as a whole, the EU underper-
forms in the international context,
with substantially more youth in
unemployment and less of them
working than in other industrialised
countries, such as the United States,
Canada or Japan.

In addition, there are important differ-
ences between Member States, which
are quite significant both in dimension

and over time. For example, youth
unemployment rates range from
under 8% in Denmark and the Nether-
lands to over 25% in Greece, Poland
and Slovakia. And while around two
thirds of youth have a job in Denmark
and the Netherlands, less than a quar-
ter do so in Bulgaria, Greece, Hungary,
Lithuania, Luxembourg, Poland and
Romania. Moreover, youth tend to do
better in Member States with high
employment and low unemployment
among prime-age adults (and vice
versa). This suggests that the successful
integration of youth into the labour
market depends, for a big part, on a
country’s overall labour market per-
formance. Therefore, economic poli-
cies aimed at increasing job creation in
general will help to increase employ-
ment for young people.

Furthermore, young people often
face problems in making a smooth
and quick transition from education
to work. On average, around one-
third (and in some Member States
more than half) of young people are
still not in employment one year
after finishing their education. While
a large majority of young people will
eventually make it into a stable and
permanent job, a smaller, but signifi-
cant part remains trapped in tempor-
ary, often low-paid jobs from which
they find it difficult to exit. Another
relatively small but relevant group at
risk of labour market and social
exclusion are youth who experience
longer spells of being neither in edu-
cation, nor employment nor training
(NEET).

Education, or rather the lack of it,
plays a key role in this. Young people
with a low educational attainment
are much more likely to be affected
by (long-term) unemployment, in-
activity or difficult school-to-work
transitions than youth with upper sec-
ondary or university education.
Therefore it is a concern that still
almost one in seven young people in
the EU drops out of school early with-
out having received any relevant
qualification. Although the incidence
of school failure has continued to
decline in recent years, it still remains



well above the target rate of 10% set
in the EU employment guidelines. The
EU is also still lagging behind its other
youth education target, namely to
have at least 85% of 22 year olds
achieving a medium educational
attainment, i.e. completing upper sec-
ondary education. Here too, the situ-
ation has improved in recent years,
but the current level is still about 7
percentage points short of the target.

However, good education does not
always seem to work as an insurance
against difficult transitions, jobless-
ness or precarious employment. In
several Member States, young univer-
sity graduates are actually more likely
to be unemployed or inactive than
their peers with only medium or low
educational credentials. Moreover, a
significant minority of young people
find themselves working in jobs out-
side their field of education. Some of
the consequences of these job-qualifi-
cation mismatches are that those
affected tend to have a lower occupa-
tional status and are more likely to be
in temporary or part-time jobs com-
pared to those with matching jobs.

All this implies that good education is
crucial for a successful transition into
working life and that the qualifica-

Chapter 1 Panorama of the European labour market

tions of youth need to be brought
more in line with current and future
requirements of the labour market.
Programmes which address school
failure early on, familiarise youth
with the world of work - e.g.
through (properly defined) intern-
ships, vocational training or appren-
ticeships — and prepare them for the
need of lifelong learning in order to
adapt their qualifications throughout
their working lives, are one impor-
tant way to improve the labour mar-
ket situation of young people.

Integrating disadvantaged youth suf-
fering from long spells of unemploy-
ment or inactivity may also require
adequate activation strategies. How-
ever, these will have to be well
designed and monitored as many
active labour market policies target-
ed at youth so far have shown disap-
pointing results.”

Finally, there is a need for reducing
institutional barriers to the labour
market entry of youth. Youth are
one group which is most likely to be
negatively affected by institutional
settings which favour insiders in
permanent employment and make
it unattractive to hire newcomers.
This is particularly the case with

strict employment protection legis-
lation (EPL) which tends to reduce
the number of dismissals but
decreases the entry rate into work.
Strict EPL on regular contracts has
been shown to contribute to labour
market segmentation, high
turnover for temporary employ-
ment, and precarious employment
situations involving temporary con-
tracts with low protection and limit-
ed prospects for permanent employ-
ment.” Making it easier to hire
young people and removing labour
market segmentation is therefore
another crucial issue to be
addressed.

A framework for developing con-
crete and coordinated policy
responses to the main causes of
youth employment problems may
be found in the larger context of
general employment policies, name-
ly the recently proposed common
principles on erxicurityN. These aim
at integrating four policy compo-
nents — flexible contractual arrange-
ments, effective lifelong learning
systems, active labour market poli-
cies and modern social security sys-
tems — in order to enhance flexibili-
ty and security at the same time in
the labour market.

25 See Employment in Europe 2006, Chapter 3: Effective European labour market policies, p.139. For an overview and assessment of youth activation

policies also see Walther and Pohl (2005).

26 See Employment in Europe 2006, Chapter 2: Flexibility and security in the EU labour markets.

27 COM(2007) 0359 final.
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LD ACTIVE AGEING AND LABOUR MARKET
FOR OLDER WORKERS

TRENDS

1. INTRODUCTION

One of the most remarkable features
of recent trends in labour markets in
Europe has been the substantial
increase in employment of older
people, and this during a period of
relatively limited economic and
employment growth. Since 2000, the
employment rate (ER) for people
aged 55-64' has risen by 7 percent-
age points in the EU-25, compared to
a rise of 2.3 percentage points for the
working-age population as a whole.
However, despite this improvement,
employment of older people in
Europe remains low by international
standards, and many workers still exit
the labour market at relatively early
ages.

The need to improve labour market
participation of older people has
gained heightened attention in
recent years, especially in view of the
significant demographic changes the
European Union (EU) will undergo
due to population ageing. Indeed,
population ageing is one of the most
important challenges facing the EU,
posing a threat to its macro-econom-
ic performance and competitiveness.
In this context, increases in participa-
tion and employment rates for older
workers are essential to help sustain

economic growth, reinforce social
cohesion and the adequacy of pen-
sions, and manage the rising financial
burden on social protection systems.

Increasing the labour market partici-
pation and employment of older
people is therefore of key impor-
tance to EU policy, which is to be
addressed through a comprehensive
and sustainable approach known as
‘active ageing’. Indeed, in its synthe-
sis report to the 2004 European
Spring Council’ the Commission iden-
tified active ageing as one of the
three priority areas for which swift
action is needed to deliver the Lisbon
Strategy. The report highlighted that
efforts to promote active ageing
must be pursued vigorously, particu-
larly in those Member States with low
employment rates for older workers
and low average exit ages from the
labour market. More recently, the
European Commission’s Green Paper
on demographic change4 has again
highlighted the challenge of an age-
ing population in Europe.

The promotion of active ageing is
reflected in two complementary tar-
gets that the EU has set itself — the
2001 Stockholm European Council set
a target that by 2010 at least 50% of
the EU population aged 55-64 should
be in employment, while the 2002

Barcelona European Council conclud-
ed that ‘a progressive increase of
about five years in the effective aver-
age age at which people stop work-
ing in the EU should be sought by
2010'. Within the European Employ-
ment Strategy, the need to improve
the labour market participation of
older workers is fully taken into
account in the Employment Guide-
lines (2005 to 2008)°, which highlight
that as part of a new intergenera-
tional approach particular attention
should be paid to promoting access
to employment throughout working
life. In the framework of the Open
Method of Coordination (OMC) in
the field of pensions, the 2006 Joint
Report on Social Protection and
Social Inclusion’ highlighted that to
ensure adequate and sustainable
pension systems, Member States are
implementing a three-pronged strat-
egy of reducing public debt, reform-
ing pensions and increasing employ-
ment, and that many have undertak-
en reforms that have begun to trans-
late into higher employment rates of
older people, notably by strengthen-
ing incentives to work longer.

To address the challenge of the age-
ing population and meet the targets
the EU has set itself, it is essential to
create the necessary conditions to
support people who wish to take

Conventionally the concept of ‘older workers’ has logically focused on the age group approaching retirement, namely the group aged 55-64 with-

in Europe. Most of the analysis in this chapter is therefore focused on people in the age range 55-64, since this is also the main age group tar-
geted by ageing-related policies, but, where relevant, some analysis is also provided on the group aged 65 and over. With demographic ageing
and the target of delaying the exit age by five years, the latter group will enter more and more into labour supply considerations and it is there-
fore useful to also examine the factors which affect their participation. Indeed, policy and pension revisions currently being considered in many
Member States could well lead to a need to revise the currently accepted definition of ‘older workers’ at some stage in the future.

2 The analysis of developments between 2000 and 2006 mainly focuses on the EU-25 Member States and the associated aggregate due to the avail-
ability of more complete data series over this period, and due to a significant break in series in the employment rate of older workers in Roma-
nia for technical reasons during this timeframe. Furthermore, several sections refer only to the EU-25 since the relevant data series currently avail-

able are not yet set up to include the EU-27 aggregate (e.g. Eurostat population projections).

o Ul A~ W

Delivering Lisbon — Reforms for the Enlarged Union, report from the Commission to the Spring European Council, COM(2004) 29.
European Commission, ‘Confronting demographic change: A new solidarity between the generations’, COM(2005) 94 final.
Council Decision of 12 July 2005 on Guidelines for the employment policies of the Member States, (2005/600/EC).

Joint Report on Social Protection and Social Inclusion 2006, adopted by the Council on 10 March 2006 (7294/06)
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advantage of the opportunities
offered by longer and more produc-
tive lives in better health. For individ-
ual companies and the economy as a
whole it is essential to raise the
employment rate for older workers, so
that any labour shortage can be avert-
ed or mitigated by making fuller use
of the available resources. For this to
be successful, governments and social
partners need to work together to
develop the skills and employability of
older people while maintaining the
health, motivation and capacities of
workers as they age. Age discrimina-
tion and negative stereotypes of older
workers must be tackled, while work-
ing conditions and employment
opportunities must be adapted to an
age-diverse workforce.

In light of the above, the purpose of
this chapter is not only to provide an
update of the analysis on older work-
ers presented in the 2003 Employ-
ment in Europe report7 but also to
carry out a review of the main fea-
tures of the recent substantial
improvement in the labour market
situation of this group, to examine
the main factors influencing their
labour market attachment and the
differences and similarities in
approaches to active ageing across
Member States, and to explore in

broad terms the underlying reasons
for the remarkable rise in employ-
ment of older workers in recent years.

2. DEMOGRAPHIC AND
POLICY CONTEXT —
WHAT'S AT STAKE

2.1. Demographic
context

As stressed by the Heads of State and
Government at their informal Hamp-
ton Court Summit in October 2005,
demographic ageing is one of the
main challenges facing the EU in the
coming years. The ageing of the EU
population is the result of the follow-
ing main trends:

e the low fertility rate, which at 1.5
children is well below the replace-
ment rate of 2.1 needed to main-
tain the population (disregarding
immigration);

e the current step in the popula-
tion age profile resulting from
the post-war baby boom and
the subsequent decline in fertil-
ity in recent decades, which will

progressively move to older ages;

e increasing life expectancy. This is
expected to lead to a spectacular
increase in the number of people
surviving into their 80s and 90s,
meaning that many could survive
several decades in retirement.

As a consequence of these trends, the
total population in the EU is expected
to become much older, with a
marked change in the age structure
(Chart 1). By 2050 almost one in three
citizens in the EU will be aged over
65, up from the current level of
around one in six. At the same time
there will be a marked change in the
size and age structure of the working-
age population (i.e. those aged
15-64), with the peak of the age dis-
tribution moving to higher and high-
er ages (Chart 2). As a result, participa-
tion levels, and overall labour force
numbers, will be more and more influ-
enced by the activity patterns of the
older generations.

2.1.1. Impact on the working-
age population

In economic terms, a key aspect of
demographic ageing will be its
impact on the overall size of the

Chart 1: Developments in the age pyramid structure of the EU-25 from 2005 to 2050
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7 Employment in Europe 2003, chapter on ‘Labour market trends and characteristics of older workers’.
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Chart 2: Age profile of the EU working-age population (aged 15-64), 1995-2050
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Chart 3: Trends in the size of the working age population and its sub-groups in the
EU-25, 2005-2030 (2005=1.0)
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Adults (40-54)

Table 1 - EU-25 working-age population trends, 2005-2050

Projections for the EU working age population 2005-2050 (in millions)

2005-2010 2010-2030 2030-2050 2005-2050
Young people (15-24) -2.4 -6.7 -5.0 -14.0
% change -4.1% -12.0% -10.2% -24.3%
Young adults (25-39) -3.9 -14.9 -6.1 -24.9
% change -3.9% -15.6% -7.5% -25.0%
Adults (40-54) 4.1 -10.0 -12.8 -18.7
% change 4.2% -9.8% -13.8% -19.0%
Older workers (55-64) 5.0 8.7 -9.0 4.7
% change 9.5% 15.3% -13.6% 9.1%

Source: Eurostat population projections 2004, baseline variant

working-age population (those aged
15-64), which is expected to decrease
by around 53 million (or 17%) by
2050 compared with 2005 levels.

Although continuing to rise in the
medium term, the working-age pop-
ulation in the EU-25 will start declin-
ing soon after 2010, while there will

be marked variations in develop-
ments for underlying age groups
(Chart 3).

By 2030, the working-age population
in the EU-25 will total 288 million,
down from 308 million in 2005, while
there will be 116 million people aged
over 65, compared to 77 million in
2005. The number of youth (aged
15-24) and young adults (25-39) is
already falling, and for both groups
the population will continue to
decline significantly (down 12% and
16% respectively between 2010 and
2030 (Table 1)). Although rising ini-
tially, the number of 40-54 year olds
will also start to fall shortly after 2010.
In parallel, the number of people
aged 55-64 will grow by 9.5%
between 2005 and 2010 (from 52 mil-
lion to 57 million), and by 15.3% (to
66 million) between 2010 and 2030.
As a result, the working-age popula-
tion will include an increasingly
important share of older people in
the age range 55-64 in the next two
decades, with the share rising from
17% in 2005 to stabilise at around
23% from 2025 onwards (Chart 4 -
see page 56). Employers will there-
fore have to rely increasingly on the
experience and skills of older work-
ers. At the same time, the dependen-
cy ratio (the number of people aged
65 years and older relative to those of
working-age) is foreseen to rise from
the current 25% to 40% by 2030, and
reach 53% by 2050, with the result
that instead of having four people of
working age for every person aged
65 and over as at present there will
be only two people by 2050.

Underlying the general evolution
foreseen at EU level in the working-
age population are marked differ-
ences across individual Member States
(Table 2 - see page 56). In the medium
term (between 2005 and 2010), most
Member States should see a moder-
ate increase in the size of the work-
ing-age population, with more pro-
nounced increases in Cyprus, Ireland,
Luxembourg, Malta and Spain. In con-
trast, the working-age population
would already have declined in the
Czech Republic, Germany, Hungary,
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Italy and the three Baltic States
(Estonia, Latvia and Lithuania).
At the same time, the share of
older people aged 55-64 within
the working-age population will
increase for all Member States except
Austria and Sweden, with the most
noticeable rises in France, Finland,

Slovenia, Slovakia and especially
Poland. Currently the shares are high-
est in the Scandinavian Member States,
which partly explains why these coun-
tries have already taken significant
steps to improve the labour market
participation of older workers with
some success.

Chart 4: Importance of shares of older people in population projections
for the EU-25, 2005-2050
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In the longer term, and in purely
demographic terms, the impact on
Member States of changes in the size
and structure of the working-age
population up to 2050 are likely to be
most problematic for the Czech
Republic, Estonia, Germany, Greece,
Hungary, Italy, Latvia, Lithuania,
Poland, Portugal, Slovenia, Slovakia
and Spain, and it is these Member
States which may face the greatest
pressure to adapt labour markets
accordingly. They will suffer substan-
tial declines in the working-age pop-
ulation of the order of 20-30% by
2050, and almost all will also see a
marked rise (in excess of 5 percent-
age points) in the share of older
workers in that population8 (Table 3).
Among these, Lithuania, Poland and
Slovakia appear to face the greatest
challenge arising from changes in the
size and structure of the working-age
population.

A group consisting of Belgium, Den-
mark, France, the Netherlands and
the United Kingdom should experi-
ence much lower reductions in the

Table 2 - Projected developments in the working age population and the share of older people aged 55-64 in the WAP

Change in the WAP relative to 2005 level (% change) Share of older people aged 55-64 in WAP (%)

2010 2030 2050 2005 2010 2030 2050
BE 2.0 -3.9 -8.1 16.8 18.9 21.5 20.8
cz -1.0 -15.0 -30.7 18.5 20.5 22.7 24.8
DK 0.2 -4.9 -8.7 19.8 20.2 22.2 20.1
DE -1.3 -12.2 -23.7 17.6 18.0 24.3 23.4
EE -2.0 -16.6 -26.9 16.2 17.5 19.6 23.9
IE 4.9 18.5 14.3 141 15.6 19.7 20.2
EL 1.0 -5.0 -21.5 16.5 18.1 24.7 22.7
ES 2.9 -2.1 -23.1 15.2 16.4 25.5 22.2
FR 2.1 -1.1 -4.4 16.6 19.5 20.9 19.9
IT -0.5 -10.0 -26.9 18.1 18.9 26.6 22.7
cY 8.5 16.2 16.7 14.9 16.3 18.7 24.2
Lv -2.4 -18.6 -30.0 16.4 16.5 20.3 24.8
LT -0.5 -14.8 -26.0 15.2 15.5 20.6 25.6
LU 5.3 16.4 28.6 15.3 16.6 20.4 18.8
HU -1.2 -13.1 -25.3 17.5 19.6 21.2 22.8
MT 5.6 7.0 10.9 17.9 20.5 18.0 22.3
NL 1.7 -2.2 -4.2 17.6 19.3 22.0 19.7
AT 0.7 -5.2 -14.8 17.3 16.9 23.5 22.9
PL 1.5 -13.6 -27.5 14.1 18.1 19.2 25.7
PT 0.5 -6.3 -22.3 16.5 17.9 23.4 21.7
S 0.1 -11.5 -24.4 15.8 18.6 233 23.1
SK 1.4 -11.2 -28.5 14.0 16.9 20.3 26.4
FI 1.0 9.4 -13.7 19.6 22.3 20.1 21.4
SE 2.1 1.2 3.2 20.1 20.0 20.9 21.5
UK 2.4 0.1 -4.3 17.7 18.3 21.6 21.9
Source: Eurostat, population projections (2004, baseline variant).

8 Some of the 2050 projections may be too pessimistic for certain Member States, as recent data on total fertility rates published by Eurostat indi-

cate a strong improvement in birth rates over the last two-three years in some cases. This is particularly the case in the Czech Republic, Estonia,
Sweden and the United Kingdom. New projections will be published by Eurostat in 2008 which may take into account such recent developments
and may lead to some revision in the projected situation of Member States.



working-age population (of the
order of 4-9%) as well as more mod-
erate rises in the share of older work-
ers in that population. In contrast,
Cyprus, Ireland, Luxembourg, Malta
and Sweden should all see increases
in the overall working-age popula-
tion, although for the former two the
rise in the share of older workers
should also be substantial. Sweden is
in the fortunate position of expect-
ing growth in the working-age popu-
lation combined with only a very lim-
ited increase in the share of people
aged 55-64, although this partly
reflects the fact that currently the
share in Sweden (20%) is the highest
of all Member States. This shows that,

Chapter 2 Active ageing and labour market trends for older workers

although a matter of concern to all
countries, some Member States will
face a greater challenge from work-
force ageing than others, implying
that the scale of the adjustment
measures necessary will vary across
countries.

2.1.2. Labour market exit and
life expectancy in retirement

The numbers of workers leaving the
labour force and going into retire-
ment will increase markedly over the
coming years as a result of the ageing
of the EU population and the baby-
boom generation (i.e. those born

Table 3: Projected change 2005-2050 in the WAP and the share of older people
(55-64) in the WAP
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Change in the size of the working age population
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Source: Eurostat, population projections (2004, baseline variant).

between 1946 and 1965) reaching
retirement age, to be replaced by
much less populace generations born
in the 1970s onwards. This will lead
to important changes in the size and
age structure of the labour force (i.e.
those who are economically active),
although the negative effects may be
temporarily offset during the coming
decade with the support of specially
adapted employment and pensions
policies. Indeed, recent projections9
suggest that although the working-
age population will begin to fall from
just after 2010 onwards, the total
number of persons in employment in
the EU-25 would continue to increase
until around 2017. However, increas-
ing employment rates can only offer
a temporary respite, and the full bur-
den of the demographic changes
would subsequently be felt.

Figures on the age at which people
exit the labour market and become
economically inactive show that, on
average, people within the EU-25
withdrew from the labour force at
the age of 60 in 2001. Yet due to
improvements in health and living
conditions, by the early 2000s life
expectancy at the age of 60 had risen
on average to around 20 years for
men and 24 years for women (Chart
5). This means that people can expect

Chart 5: Life expectancy at the age of 60 in the EU by gender, 2003
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9 Economic Policy Committee and European Commission (2006), ‘The impact of ageing on public expenditure: projections for the EU-25 Member States

on pensions, healthcare, long-term care, education and unemployment transfers (2004-50)" in European Economy Reports and Studies, No. 1.
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to live substantially beyond the age
at which they withdraw from the
labour market, which modifies enor-
mously the meaning of retirement,
especially as further improvements in
longevity will increase the post-exit
years even further. Indeed, it is pro-
jected that a European reaching the
age of 65 in 2050 could expect to live
on average some four to five years
longer than those reaching 65
todaym. In a context where people
live on average a further 20 years or
more after withdrawing from active
life, increasing participation and
delaying the exit from the labour
force will be essential to support eco-
nomic growth and ease the mount-
ing pressure on social protection sys-
tems, in particular regarding pen-
sions and healthcare systems. There
is, therefore, growing public aware-
ness of the need to delay the age at
which people exit the labour market,
with the results from a recent Euro-
barometer survey11 indicating that
45% of EU-25 citizens aged 15 or
older believe that their fellow citi-
zens retire too early.

2.1.3. Impact on economic
growth, social security and
public finances

Economic growth rates are set to
decline with the ageing of the popu-
lation, mainly due to the effect on
overall employment levels of the
reduction in the working-age popu-
lation. The Economic Policy Commit-
tee and European Commission 2006
projections forecast that, if current
trends and policies remain unaltered,
annual GDP growth for the EU-25 will
fall systematically from 2.4% over the
period 2004-2010 to only 1.2%
between 2030 and 2050. Over time,
Europe will increasingly have to rely

on productivity gains as a main
source of economic growth. At the
same time, older workers will consti-
tute an increasingly important ele-
ment of EU labour resources.

Based on current policies, ageing
will lead to ever greater pressures
on public spending, although the
situation varies widely from one
country to another. For the EU-25, it
is projected12 that age-related
expenditure will rise by around 4%
of GDP up to 2050, representing an
increase of 10% in public spending.
The upward pressure will be felt
from 2010 onwards, with about half
of the projected increase in public
spending used on pensions and the
other half on healthcare and long-
term care. As a result, overall public
finances risk becoming unsustain-
able in many countries, thereby
compromising the future equilibri-
um of pension and social security
systems in general. Indeed, as
reported in the Communication to
the 2006 Spring European Council”,
based on current policies there is a
medium to high risk to the sustain-
ability of public finances in a major-
ity of EU countries. At the same
time, as highlighted by the 2007
Joint Report on Social Protection
and Social Inclusion, current public
pension reforms would often trans-
late in the long term into declines in
pension levels at a given retirement
age and a given career length (as
measured by theoretical replace-
ment ratesM) in most countries,
notably in those which have enacted
comprehensive reforms (and
improved sustainability). In parallel,
Member States are projecting to
compensate for this decline in order
to ensure future adequacy by
extending working lives or increas-
ing supplementary pension savings.

In order to tackle these challenges
the EU Member States need to imple-
ment structural reforms so as to
restrain the long-term expenditure
trends and to raise potential growth,
notably by raising employment rates
and the effective retirement age.
Reforms are thus needed to redress
past reductions in the effective retire-
ment age, and to cope with the baby-
boom generation retiring and the
increases in the dependency ratio, so
as to ensure, in particular, adequate
and sustainable retirement provision.
EU governments have, in general, not
remained inactive and recent
reforms, especially in the fields of
public pensions, health, employment
and education systems, have begun
to pay off, as evidenced in particular
by the employment rate for older
workers, which has been rising rapid-
ly since 2000.

2.2. Policy context

2.2.1. Stockholm and
Barcelona targets

Demographic ageing and its impact on
employment in Europe is widely recog-
nised as one of the main challenges
facing the EU. This is clearly reflected
in the fact that the EU has set itself
two key objectives with regard to
employment of older people. In 2001,
the Stockholm European Council set
a target that, by 2010, at least half of
the EU population aged 55-64
should be in employment. This was
then followed by the conclusion of
the 2002 Barcelona European Coun-
cil that ‘a progressive increase of
about five years in the effective aver-
age age at which people stop work-
ing in the EU should be sought by
2010°, the aim being to step up

10 European Commission, ‘The demographic future of Europe — from challenge to opportunity’, COM(2006) 571 final.

11
12

Special Eurobarometer 261, European Employment and Social Policy, October 2006.

Communication from the European Commission, ‘The long-term sustainability of public finances in the EU’, COM(2006) 574.

13 Communication from the Commission to the Spring European Council, implementing the renewed Lisbon Strategy for growth and jobs, ‘A year

of delivery’, 2006

14 Replacement rates show the level of pensions as a percentage of previous individual earnings at the moment of take-up of pensions. Public pen-
sion schemes and (where appropriate) private pension arrangements are included, as well as the impact of taxes, social contributions and non
pension benefits that are generally available to pensioners. Theoretical replacement rates are calculated for an hypothetical worker, with a given
earnings and career profile (and a corresponding affiliation to pension schemes) and by taking into account enacted reforms of pension systems.



efforts to allow older workers to
remain longer in the labour market.

In its synthesis report to the 2004
European Spring Council”, the Com-
mission identified active ageing as
one of the three priority areas for
which swift action is needed to deliv-
er the Lisbon Strategy. It highlighted
that efforts to promote active ageing
must be pursued vigorously, particu-
larly in those Member States with low
employment rates for older workers
and low average exit ages, and called
for action on four fronts combined
with pension reforms: removing dis-
incentives for workers to work
longer, discouraging early retire-
ment, stimulating lifelong learning
to avoid skills obsolescence, and
improving working conditions and
maintaining the overall health status
of the mature population. In line
with this it proposed the following
actions for Member States and the
social partners:

e Removing financial disincentives
for workers to retire later and for
employers to hire and keep older
workers. This includes adjusting
specific tax-benefit mechanisms
and employment and pension
legislation, to reduce provisions
discouraging older workers from
staying longer in employment
and to discourage early exits
from the labour market. Efforts
to discourage early retirement
should be pursued in all Member
States.

e Promoting access to training for
all and developing lifelong learn-
ing strategies, particularly for
older workers who are under-
represented in training.

e Improving quality in work to pro-
vide an attractive, safe and
adaptable work environment
throughout working life, includ-
ing the provision of part-time
and career breaks.

Chapter 2 Active ageing and labour market trends for older workers

More recent key communications
from the European Commission on
the issue of Europe’s demographic
future” have again highlighted the
major challenge of coping with an
ageing population in Europe and its
consequences for the labour market.

2.2.2. Employment Guidelines
(2005 to 2008)

Within the European Employment
Strategy, the need to improve the
labour market situation of older
workers is fully taken into account in
the Employment Guidelines (2005 to
2008) adopted by the Council in July
2005. These emphasise that strategies
for the management of an ageing
workforce must necessarily extend
over several dimensions, and high-
light that as part of a new intergen-
erational approach particular atten-
tion should be paid to promoting
access to employment throughout
working life.

One overall aim of the guidelines is
attracting and retaining more people
in employment, increasing labour
supply and modernising social pro-
tection systems. In this context it is
emphasised that promoting an
increased labour supply in all groups
together with a new life-cycle
approach to work, and modernising
social protection systems to ensure
their adequacy, financial sustainabili-
ty and responsiveness to changing
needs in society, are all the more nec-
essary because of the expected
decline in the working-age popula-
tion. The low employment rate of
older workers is specifically men-
tioned as an issue requiring special
attention and emphasis is put on the
need for the right conditions to be
put in place to facilitate progress in
employment, including for those
wishing to prolong working lives.

Specific actions targeted at older
people are called for under several of

the guidelines. Guideline 17 (Imple-
ment employment policies aiming at
full employment, improving quality
and productivity at work, and
strengthening social and territorial
cohesion) recalls, among other
things, that policies should con-
tribute to achieving an average EU
employment rate for older workers
of 50% by 2010, and to reducing
unemployment and inactivity. Under
Guideline 18 (which concerns the
promotion of a lifecycle approach to
work) specific measures called for
include:

e ‘support for active ageing,
including appropriate working
conditions, improved (occupa-
tional) health status and ade-
quate incentives to work and dis-
couragement of early retirement’

e ’'modern social protection sys-
tems, including pensions and
healthcare, ensuring their social
adequacy, financial sustainability
and responsiveness to changing
needs, so as to support participa-
tion and better retention in
employment and longer working
lives'.

Furthermore, although not specifical-
ly mentioned, older workers are also
concerned by measures under several
of the other guidelines. For example,
Guideline 19 (Ensure inclusive labour
markets, enhance work attractive-
ness, and make work pay for job-
seekers, including disadvantaged
people, and the inactive) concerns
facilitating access to employment
and requires breaking down barriers
to the labour market by assisting
with effective job searching, facilitat-
ing access to training and other
active labour market measures and
ensuring work pays, including
through a continual review of the
incentives and disincentives resulting
from tax and benefits systems. Guide-
line 21 (Promote flexibility combined
with employment security and

Delivering Lisbon — Reforms for the Enlarged Union’, report from the European Commission to the Spring European Council, COM(2004) 29.

16 European Commission, ‘Confronting demographic change: a new solidarity between the generations’ COM(2005) 94 final, and ‘'The demograph-
ic future of Europe — from challenge to opportunity’ COM(2006) 571 final.
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reduce labour market segmentation)
concerns the need to improve the
adaptability of workers and enter-
prises to better anticipate, trigger
and absorb economic and social
change, and calls for employment-
friendly labour costs, modern forms
of work organisation and well func-
tioning labour markets, allowing
more flexibility combined with
employment security. The promotion
and dissemination of innovative and
adaptable forms of work organisa-
tion with a view to improving quality
and productivity at work (including
health and safety) and support for
transitions in occupational status
(including training) are two of the
measures highlighted.

Furthermore, the measures under the
guidelines which fall within the over-
all objective of improving human
capital through better education and
skills also apply to older workers. It is
clearly recognised that the EU needs
higher and more effective investment
in human capital and lifelong learn-
ing in order to enhance access to
employment for all ages, raise pro-
ductivity levels and improve quality
at work. In response, efficient life-
long learning strategies are called for
with a view to enhancing participa-
tion in continuous and workplace
training throughout the life cycle,
especially for the low-skilled and
older workers.

2.2.3. Active ageing

The EU policy response is therefore
based on a comprehensive and sus-
tainable approach known as ‘active
ageing’, which employs a range of
tools beyond just retirement reforms.
This recognises that in order to be
able to seriously consider working
longer, people must be in good phys-
ical and mental health and have
good prospects of remaining so for
longer, they must have access to
more flexible retirement schemes
and working arrangements as well as
appropriate working conditions, they

17

must have the opportunity to, and be
prepared to, update and make the
most of the skills they have gained,
and they must have access to avail-
able employment opportunities and
not be faced with discriminatory
prejudices.

As part of the new intergenerational
approach advocated by the European
Employment Strategy, it is recognised
that particular attention should be
paid to promoting access to employ-
ment throughout working life. In its
Communication on ‘Increasing labour
force participation and promoting
active ageing’”, the European Com-
mission emphasised that ‘the objective
of a comprehensive strategy should be
to maximise each individual’s capacity
to participate over his or her whole life
cycle. Prevention is the key to a suc-
cessful integration and retention of
people in the labour market. The aim
is to ensure the positive interaction of
economic, employment and social pol-
icies with the view to supporting a
long-term sustainable working life in
which all human resources in society
are fully utilised.” As part of this, rais-
ing the basic educational level and
preventing the erosion of skills
throughout adult working life are
seen as key to raising participation and
employment. Furthermore, the report
states that 'high employment and
activity rates among the prime age
group could be translated into signifi-
cantly higher employment rates for
older workers up to a decade later if a
dynamic approach is taken to retain
these workers longer in the labour
market through better working
arrangements and quality in work’,
and that ‘appropriate incentives and
services at decisive stages in life, for
example the provision of childcare
facilities for parents and better recon-
ciliation between work and family
responsibilities, will avoid early exits
from the labour market'.

As the results in the next section
show, there has been a substantial
improvement in the labour market
situation of older people in recent

years, suggesting that recent policy
developments in the area of active
ageing are starting to pay off.

3. CURRENT LABOUR
MARKET SITUATION AND
RECENT EMPLOYMENT
TRENDS FOR OLDER
WORKERS

3.1. Labour market
characteristics and
comparisons with
other age groups

According to the EU Labour Force Sur-
vey (LFS), of the 56.6 million people
aged 55-64 in the EU-27 in 2006,
24.6 million were in employment, 1.6
million were unemployed and 30.4
million were inactive. In terms of the
share of total employment, those
aged 55-64 accounted for 11.5%, or
just over one in nine, while they
accounted for just over 17% of the
total working-age population (aged
15-64). For the group aged 65 and
over, amounting to 81.0 million, only
3.5 million were in employment
(accounting for below 2% of total
employment) while the rest were
essentially inactive.

The employment rate for those aged
55-64, at 43.5% in 2006, is around
half that of the prime working-age
(25-54) population (78.1%) and one
third less than that for the working-
age population as a whole (64.4%).
Furthermore, there are strong gen-
der differences in the employment
rates of people aged 55-64, with the
rate for older men averaging 52.6%
and that for older women only
34.8%, although this gender gap
(17.8 percentage points) is not sub-
stantially different from that for
prime-age men and women (15.7
percentage points). Nevertheless, dif-
ferences in employment rates for

European Commission, ‘Increasing the employment of older workers and delaying the exit from the labour market’, COM(2004) 146 final.



older workers according to gender
are substantial in most Member
States (Chart 6), and indeed the low
employment rate for older workers
is, to a large extent, a result of the
relatively low rates for older women.
As shown later this is due at least in
part to lower levels of female partici-
pation in general, including at
younger ages, the lower skill levels of
older women, and lower statutory
retirement ages for women com-
pared to men in many Member
States.

A comparison of the characteristics of
the population in employment aged
55-64 with other age groups indi-

Chapter 2 Active ageing and labour market trends for older workers

cates some of the more typical fea-
tures of older workers’ employment
(Table 4). Firstly, larger shares of
older people in employment are men
(59%) compared to the younger age
groups (55%), i.e. there is a relatively
lower involvement of older women
in employment (41%). Similarly part-
time employment is a more promi-
nent feature of older workers’
employment (22%) compared to
prime-age workers (16%), while, in
contrast, fixed-term employment is
relatively rare in this age group.
Another key feature is the prevalence
among older workers of self-employ-
ment, which accounts for almost a
quarter of all employment among

Chart 6: Employment rates across E
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Table 4 - Characteristics of older workers' (aged 55-64) employment in the EU-27
compared to other age groups, 2006
(shares (as %) of employment within the age group by sex and type of employment )

Age group Men Women
Sex 15-24 55.0 45.0
25-54 55.1 44.9
55-64 58.7 41.3
Total Men Women
Part-time 15-24 25.3 18.5 33.7
25-54 15.8 4.8 29.4
55-64 22.0 10.6 38.2
Total Men Women
Fixed-term 15-24 40.9 41.0 40.7
25-54 1.4 10.8 12.2
55-64 6.7 6.5 6.9
Employee Family worker Self-
employed
Professional status 15-24 92.9 3.1 4.0
25-54 83.9 1.4 14.7
55-64 74.5 2.6 22.9

Source: Eurostat, EU LFS, 2006 annual average.
Note: French and German data for 2006 are provisional.

55-64 years olds compared to only
15% of prime-age workers.

The sectoral composition of employ-
ment of older workers within the EU-
27 is also quite distinctive (Chart 7 -
see page 62). Although, as for the
young and prime working-age
groups, two-thirds of older workers
are employed in the services sector,
there are significant differences in
the shares employed in industry
(mainly composed of manufacturing
and construction) and agriculture. A
higher share of older workers’
employment is in agriculture com-
pared to the other age groups (8.6%
compared to around 5% for young
and prime-age workers), while the
share in industry is lower (24.5% ver-
sus 28%).

Furthermore, while employment of
older workers in agriculture repre-
sents only 8.6% of total employment
for that age group, it accounts for
around 17% of all agricultural
employment, showing the relative
importance of older workers to this
sector in particular. Education is the
only other sector where older work-
ers account for a similarly high share
(over 15%) of total sectoral employ-
ment, the share in most other sectors
being broadly around the 10% level.

At EU level, older workers are rela-
tively over-represented in know-
ledge-intensive sectors, such as edu-
cation and health and social work,
compared to the younger age
groups, and, with the clear exception
of agriculture, under-represented in
those sectors where the work gener-
ally involves more physical than men-
tal effort (such as manufacturing,
construction, wholesale and retail
trade and repair, and hotels and
restaurants). This structural composi-
tion of older workers’ employment
appears relatively positive in light of
major underlying trends, such as the
general shift towards a more know-
ledge-based economy and popula-
tion ageing, which are likely to create
greater demand and employment
opportunities in those sectors (apart
from agriculture) where older workers'
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Chart 7: Sectoral employment structure in the EU-27 by sector and age group, 2006
(% of employment in each age group)
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Table 5 - Occupational employment structure in the EU-27, 2006,
as % shares of total employment in age group
15-24 25-54 55-64
All
Skilled non-manual 19.1 40.0 41.6
Low-skilled non-manual 38.9 23.5 19.6
Skilled manual 29.2 27.3 27.4
Elementary occupations 12.8 9.2 11.4
Men
Skilled non-manual 15.5 38.0 43.3
Low-skilled non-manual 23.0 13.2 9.9
Skilled manual 46.1 40.9 37.9
Elementary occupations 15.4 7.8 8.8
Women
Skilled non-manual 23.3 42.4 39.2
Low-skilled non-manual 58.0 35.9 334
Skilled manual 8.9 10.8 12.4
Elementary occupations 9.8 10.9 15.1

Source: Eurostat, EU LFS, 2006 annual average.
Note: Excludes employment in the armed forces.

employment is more typical (e.g.
education, and health and social
work).

In terms of occupational structure,
although the employment structure for
older workers and people of prime
working age are broadly similar, and

both markedly different from that for
youth, older workers are slightly more
concentrated in the skilled non-manual
and elementary occupations than
prime working-age people, but less so
in the low-skilled non-manual occupa-
tions (Table 5). Employment shares in
the skilled manual occupations are simi-

lar for older and prime working-age
workers, due to the higher share of
older people employed in ‘skilled
agricultural and fisheries workers’
occupations compensating for lower
shares in ‘craft and related trades
workers’ and ‘plant and machine
operators and assemblers’ occupa-
tions (Chart 8). Within the skilled
non-manual occupations, older
workers have relatively greater
shares of employment in the highest
skilled occupations (i.e. in the ‘legis-
lators, senior officials and man-
agers’ and ‘professionals’ cat-
egories).

Looking also at the occupational
employment structure from a gen-
der perspective (Table 5 and Chart
9), for older male workers, there is a
higher share of employment in
skilled non-manual occupations
than for their prime working-age
counterparts, partly reflecting the
tendency for higher skilled people
to remain longer in employment
than the low-skilled. In contrast,
older female workers are less con-
centrated in the skilled non-manual
occupations than those aged 25-54,
and relatively more concentrated in
the elementary occupations, partly
reflecting the lower skill levels of
the older generation of female
workers and the improvements in
education for the younger cohorts
of females in recent decades. Com-
paring older men and older women
directly, there are large differences
in occupational employment struc-
ture between the sexes. While
employment shares in the skilled
non-manual occupations are broad-
ly similar, employment of older men
is relatively much more concentrat-
ed in the skilled manual occupa-
tions, while older women are rela-
tively more concentrated in the low-
skilled non-manual and elementary
occupations.



Chart 8: Occupational structure of employment in the EU-27 by age group, 2006
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Chart 9: Occupational employment structure in the EU-27 of prime-age and older
worker age groups, by sex, in 2006
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3.2. Recent labour
market trends and
progress towards the
targets

3.2.1. Recent overall trends
for older workers

One of the most salient features of
developments in the EU labour mar-
ket in recent years has been the sharp
rise in the employment rate of older
workers since 2000 (Chart 10 - see
page 65), even more remarkable as
this has taken place during a period
that, for a large part, (over the years
2001 to 2004) was characterised by
sluggish economic and employment
growth. While for the EU” as a
whole, progress in raising the
employment rate of older people was
rather slow during the 1990s, since
2000 the increase in the employment
rate of those aged 55-64 has general-
ly accelerated, outpacing the rises for
the working-age population as a
whole (Chart 11 - see page 65). Post
2000, the improvement in the
employment rate for older workers
has been markedly better than that
for both people of prime working
age (25-54) and youth (15-24),
reversing the situation prior to 2000.
As a result, along with the rise in
female participation, employment of
older workers has been one of the
most dynamic components of the EU
labour market in recent years, with
the employment rate rise for older
workers accounting for a substantial
share of the rise in the overall
employment rate (Box 1 - see page
64).

18 As mentioned previously, the focus is on the EU-25 aggregate rather than the EU-27, due to the marked break in series for Romania between

2001 and 2002.
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Box 1 - The impact of rises in older people’s employment and participation on overall employment
and participation rates in the EU-25

It is interesting to see what impact the changes in employment for older workers between 2000 and 2006 has had
on the overall employment rate (i.e. for the population aged 15-64) in the EU. For this purpose, changes in the
employment rate can be broken down into a population composition effect (representing the change in employ-
ment rates attributable to changes in population structure, assuming that employment rates per age group
remained the same) and an employment rate effect (representing the change in the employment rate had the pop-
ulation structure remained the same). This can also be done for participation rates.

This shift share analysis of the contribution of different age groups to the changes in the overall participation and
employment rates (Table 6), together with the contribution provided by the demographic component, reveals that
the increase in activity and employment rates between 2000 and 2006 was essentially driven by net rate increases
for prime-age females and older workers. Almost half of the improvement in the EU employment rate was due to
the shift in the employment rate for older workers. The impact of the demographic effect (i.e. the shift in the rela-
tive share of different age and gender groups, which is a pure compositional effect) was slightly negative for the
working-age population as a whole, due to the reduction of the young and prime-age groups. In contrast, the
demographic effect was substantially positive for the older workers age group, with the improvement in the over-
all participation and employment rate therefore due in part (around one-seventh for employment rates) to the
increasing share of older workers.

Table 6 - Contribution to changes in activity and employment rates in the EU-25 between 2000 and 2006 by age group
Percentage point change 2000-2006 Activity Rates Employment Rates
Total (for WAP) (=1 + 2 + 3) 1.8 100% 2.5 100%
Contribution from shift in rate
Total WAP (1) 1.9 108% 2.6 104%

15-24 -0.3 -16% -0.1 -4%
25-54 1.1 60% 1.5 61%
55-64 1.1 64% 1.2 47%

Men 0.4 20% 0.6 23%
15-24 -0.1 -8% -0.1 -3%
25-54 0.0 2% 0.2 6%
55-64 0.5 26% 0.5 20%

Women 1.5 87% 2.0 81%
15-24 -0.2 -9% 0.0 -1%
25-54 1.0 58% 1.4 55%
55-64 0.7 38% 0.7 27%

Contribution from demographic effect

Total WAP (2) -0.2 -12% -0.2 -6%
15-24 -0.3 -14% -0.2 -8%
25-54 -0.3 -19% -0.3 -12%
55-64 0.4 21% 0.3 14%

Interaction effect (residual effect)

Total WAP (3) 0.1 4% 0.1 2%
15-24 0.0 0% 0.0 0%
25-54 0.0 0% 0.0 0%
55-64 0.1 4% 0.1 3%

Source: DG EMPL calculations based on Eurostat, LFS 2000 spring data and 2006 second quarter data.

3.2.2. Progress towards the Member States (Chart 12), with only Member States, which in 2006

Stockholm target

In total, between 2000 and 2006, the
employment rate of people aged
55-64 rose by 7 percentage points at
EU-25 level, taking the average rate
from 36.6% to 43.6%, and with the
increase higher for older women (up
8 percentage points) than for older
men (up 5.9 percentage points). This
reflects marked increases in almost all

Poland and Portugal recording
declining rates, although for the lat-
ter the rate is already relatively high
and just above the 2010 target. How-
ever, despite the substantial rises of
recent years, there is still a gap of 6.5
percentage points to the Stockholm
target for older people. Furthermore,
there remains large variations in
employment rates for older people
aged 55-64 at the level of individual

ranged from as low as 28% in Poland
to as high as almost 70% in Sweden,
and with, in general, a situation of
high rates in northern Member
States and low rates in southern
European countries.

In 2006, nine of the EU Member
States (Cyprus, Denmark, Estonia, Fin-
land, Ireland, Latvia, Portugal, Swe-
den and the United Kingdom) had
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Chart 10: Year-on-year change in employment rates for older workers (aged 55-64)
in the EU, 1994-2006
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Chart 11: Year-on year change in employment rates in the EU-25 by age group,
1997-2006
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Chart 12: Changes in employment rates across EU-25 Member States for older
workers (aged 55-64) from 2000 to 2006
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Source: Eurostat, EU LFS, annual averages.
Note: French and German data for 2006 are provisional.

already achieved the 2010 Stockholm
employment rate target for older
workers, but only three others were
within 3 percentage points of it,
although this does include the largest
Member State, Germany. While sub-
stantial gaps remain for many Mem-
ber States (being of the order of
between 15 and 22 percentage
points in nine cases), substantial
progress has been made towards the
target in many countries since 2000.
In particular, 20 of the EU-25 have
achieved increases of around 5 per-
centage points or more, with espe-
cially strong rises (in excess of 10 per-
centage points) in Estonia, Finland,
Germany, Hungary, Latvia and Slo-
vakia. Apart from Poland and Portu-
gal, only Greece and Malta have had
relatively limited success in raising
their employment rates for older
workers.

In terms of skill levels, employment
rate increases for those aged 55-64
have been greatest for the medium-
skilled, for whom rates have
increased 7.2 percentage points
between 2000 and 2006, this increase
even exceeding that for the high-
skilled (up 5.8 percentage points). In
contrast, the improvement has been
more limited for low-skilled older
workers for whom employment rates
have risen less than 5 percentage
points. This has somewhat dampened
the overall rise for older workers,
especially given the high share of
low-skilled in the population aged
55-64.

Underlying the rise in older workers’
employment rates has been a sharp
increase in their labour market par-
ticipation, with their activity rates
also having risen on average by 7 per-
centage points in the EU-25 between
2000 and 2006. This reflects not only
strong increases in activity rates for
older women (up 8.2 percentage
points), but also, although to a lesser
degree, in the participation rate of
older men (up 5.8 percentage points)
(Chart 13 - see page 66). For older
women this is largely a consequence
of the longer-term trend of rising
female participation in general, with
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higher participation in successive Chart 13: Change in activity rates for the EU-25 between 2000 and 2006
cohorts of better educated younger by 10-year age group and gender

women progressively  feeding
through into improved participation
in older age groups, while for older 10
men it marks a turnaround in the
long-term trend of falling partici-
pation rates observed since the

1970s. Strong rises in participation
for women have also occurred for the |
age group 45-54, which should have
a positive impact in the medium term
as this cohort moves into the older _. 'l
m - | |
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It is also interesting to note that 15-24 2534 35.44 4550 5564
developments in employment rates
for the age group 65 and over also

show rises in the vast majority of
Member States since 2000, suggest- Chart 14: Changes in employment rates between 2000 and 2006 for the population
aged 65 and over

Source: Eurostat, EU Labour Force Survey, spring 2000 and second quarter 2006 results.

ing a move towards more people
staying longer in work, even beyond
the bounds of what is currently con-

sidered normal working age (Chart 3
14), although the overall change at 2
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19 Exit age figures are derived from a model using activity rates by individual year Labour Force Survey data to calculate probabilities for individuals
in each same age cohort to stay active in period ‘t" compared to period ‘t-1'. For a full description of the model see the annex to EiE 2003, Chap-
ter 5. The results from the model do not refer to the effective retirement age but rather provide an estimate for the average exit age from the
labour force for an active person aged 50-70, regardless of whether they are receiving a pension or not.

20 Exit age data for 2006 was not available in time for inclusion in this report.
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Table 7 - Labour market indicators for older
workers and changes since 2000

Labour Market indicators for older Change between 2000 and 2005
people aged 55-64, 2005 (percentage point change)
AR ER Exit age! AR ER Exit age!

BE 333 31.8 60.6 6.2 5.5 3.8
cz 46.9 44.5 60.6 8.7 8.2 1.7
DK 62.8 59.5 60.9 4.6 3.8 -0.7
DE 52.0 45.4 61.3 9.1 7.8 0.7
EE 59.0 56.1 61.7 7.7 9.8 0.6
IE 53.1 51.6 64.1 6.6 6.3 0.9
EL 43.2 41.6 61.7 2.7 2.6 0.4
ES 45.9 43.1 62.4 5.0 6.1 2.1
FR 40.0 37.9 58.8 7.9 8.0 0.7
IT 32.6 31.4 59.7 3.6 3.7 -0.1
cY 52.4 50.6 62.7 1.1 1.2 0.4
Lv 53.8 49.5 62.1 14.1 13.5 -0.3
LT 52.8 49.2 60.0 7.7 8.8 1.1
LU 32.4 31.7 59.4 5.4 5.0 2.6
HU 343 33.0 59.8 11.4 10.8 2.2
MT 31.9 30.8 58.8 2.3 2.3 1.2
NL 48.1 46.1 61.5 9.1 7.9 0.6
AT 33.0 31.8 59.8 2.5 3.0 0.6
PL 30.5 27.2 59.5 -0.8 -1.2 2.9
PT 53.8 50.5 63.1 1.4 -0.2 1.2
Sl 32.1 30.7 58.5 8.1 8.0 1.9
SK 35.0 30.3 59.2 10.7 9.0 1.7
Fl 56.6 52.7 61.7 10.7 11.1 0.3
SE 72.6 69.4 63.7 4.0 4.5 1.9
UK 58.5 56.9 62.6 5.6 6.2 0.6
EU-25 45.5 42.5 60.9 6.0 5.9 1.0

Source: Eurostat QLFD and Structural Indicators.

German data for 2005 are provisional.

Note: 1. Changes in the exit age refer to changes since 2001 for all Member States except for EL and SI which refer
to 2002, and CY and DE for which the latest data refers to 2004.

Chart 16: Employment rate of older persons aged 50-69 in the EU-25 by sex and
individual year of age in 2000 and 2006
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which employment rates for older
people are high and at or above the
Stockholm target, and for which exit
ages are generally in excess of 61
years (this group includes the Scandi-
navian countries, Estonia and Latvia,
Ireland and the United Kingdom, and
the Mediterranean countries of
Cyprus and Portugal); a second in

which employment rates are well
below the 50% target and exit ages
are generally below 60 years (this
group includes most of the central
and eastern European Member
States, Italy and Malta, and Belgium,
France and Luxembourg); and a third
intermediate group where rates are
around the EU average and exit ages

are centred around the 61 years mark
(among this group are Germany and
Spain).

Figures covering the period 2001 to
2005 indicate there has been an over-
all, although limited, increase in the
EU-25 in the average age at which
older workers exit from the labour
force (i.e. transit from active to in-
active life purely in labour market
terms) (Table 7). By 2005 the average
exit age had risen to 60.9 years com-
pared to 59.9 years in 2001, and with
the vast majority of Member States
having experienced increases over
this period. Nevertheless, there
remains a wide variation in exit ages
across Member States, ranging from
as low as 58.5 years in Slovenia to
64.1 years in Ireland in 2005. It is still
the case that no Member State has an
exit age above the Barcelona target,
equivalent to around 65 years. Strong
efforts are therefore still needed to
encourage older people not to with-
draw from the labour force at rela-
tively early ages and to increase
opportunities for them to remain in
the labour market.

In the context of retaining older peo-
ple in employment longer, it is inter-
esting to examine the employment
rate profile across specific ages. In
the EU, the employment rate of peo-
ple aged 50-69 decreases with age
but not in a uniform manner (Chart
16), while men tend to stay in
employment to later ages than
women. In 2006, between the ages
of 50 and 54 years, the employment
rate declined on average by close to
2 percentage points per year, but
picked up to 4.6 points per year on
average from 54 to 59. Between 59
and 60 there was a much more
marked decline, in that employment
rates fell sharply by 9 percentage
points between these two years of
age, indicating that this is a key deci-
sion point for exiting the labour mar-
ket. Although an important feature
for both sexes, the effect at this age
was more pronounced for women
than men, reflecting the prevalence
across several Member States of 60
years as the official retirement age
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for women. Between 60 and 64,
rates returned to a slower rate of
decline of 5 percentage points per
year, but again fell more sharply
between 64 and 65 due to a strong
adjustment for men. Beyond 65 the
rate tends to flatten out, decreasing
by a more subdued 1.6 percentage
points per year on average until 69.

The employment rate profiles for
2000 and 2006 indicate that older
men have tended to stay longer in
work compared to 2000, the fall in
rates being at a slower pace, and
with a slightly less strong adjustment
when reaching 60. It is also apparent
that the change in employment rates
has been more marked for men aged
60 to 64 than the younger age group
55-59, but that for women the oppo-
site has occurred (i.e. the rate adjust-
ment is more concentrated in the
older age group for men and in the
younger group for women). This sug-
gests that recent policy changes to
encourage later withdrawal from the
labour market may particularly have
influenced participation of older
men. In contrast, developments for
women reflect more the importance
of cohort effects on their employ-
ment rates, as women of succeeding
generations more likely to be in
employment than their predecessors
enter the ranks of older workers.

The pattern in the decline in
employment rates with age shows
considerable variation across Mem-
ber States (Chart 17). In several
(Austria, Belgium, France, Italy, Lux-
embourg, Poland, Slovakia and
Slovenia) there are strong declines
(of the order of 25 percentage
points or more) in employment
rates between age groups 50-54
and 55-59, indicating that many
people leave employment relatively
early in these countries. In contrast
Member States such as Denmark,
Estonia, Lithuania and Sweden
show little decline between these
age groups, which is also relatively
limited in the large Member States
of Germany, Spain and the United
Kingdom. The overall decline in
employment rates from 50-54 to

Chart 17: Decline in employment rates across EU Member States between age
groups 50-54, 55-59 and 60-64, 2006
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60-64 is substantial, indicating that
stemming the exit from employ-
ment at early ages would have a
large impact on the supply of labour
in the 55-64 age group, especially in
countries such as Austria, the Czech
Republic, Slovakia and France.

3.3. Main features of
the rise in employment
of older people since
2000

According to the EU Labour Force
Survey, of the 13 million total rise in
employment in the EU-25 between
2000 and 2006, around 5.3 million or
41%, was due to the substantial rise
in employment of those aged 55-64,
and a further 0.5 million from those
aged over 65. This compares with a
total rise in employment for the
prime working-age group (covering
the wider age range 25-54) of 7.5
million and a decline in youth
employment of 0.4 million.

Furthermore, relative to the level in
2000, employment of the age group
55-64 has increased markedly (by
30%), much more than the growth
for the prime working age (up 5%)
and youth (down 1-2%) age groups.
Employment levels for those aged
65 and over have increased by
around 20%.

3.3.1. Changes in employment
according to gender and type
of employment

Unlike the rise among prime-age
workers, which has been dominated
by the increase in employment of
women, the rise in older workers’
(55-64) employment has been fairly
evenly split between the sexes (48%
being older men and 52% older
women) (Chart 18). The vast majority
of the net increase in employment is
associated with a rise in employment
of older workers who are working as
employees rather than as self-
employed (around 84% versus 16%),
and similarly in permanent rather than
fixed-term employment (93% versus
7% of the rise in employees aged
55-64). While part-time employment
accounted for a substantial element of
the overall employment increase
(28%), highlighting the importance of
the growing number of people who
opt to continue longer in employment
but with a reduced number of hours at
work, a much greater share was associ-
ated with older people in full-time
employment. Hence the recent rise in
employment of the 55-64 age group
as a whole has not been heavily associ-
ated with increased prevalence of
fixed-term nor self-employment, nor
overwhelmingly  with  part-time
employment, but rather with the more
traditional or standard types of
employment.



However, this result, covering the
whole 55-64 age range, may hide the
possibility that the more flexible types
of employment become more import-
ant as age increases. Indeed, when the
characteristics of the rise in employ-
ment of still older workers (aged 65
and over) since 2000 (Chart 19) are
considered, then the importance of
the availability of more flexible types
of work arrangement in encouraging
extended work attachment becomes
more evident. Part-time employment
and self-employment have been
important elements in raising the
employment levels of people aged 65
and over, although temporary employ-
ment does not seem to play a major

role, and does suggest that the avail-
ability of such flexible forms of
employment has an increasingly
important influence on older workers’
employment as age rises. The low inci-
dence of fixed-term employment in
the expansion of older workers’
employment suggests that the recent
improvement for older workers has
not been associated with a rise in the
precariousness of their employment.

3.3.2. Sectoral employment
changes

As for other age groups, the vast
majority of the overall rise in employ-

Chart 18: Characteristics of the rise in employment of older workers (aged 55-64)
in the EU-25 between 2000 and 2006
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Chart 19: Characteristics of the rise in employment of older workers aged 65+ in
the EU-25 between 2000 and 2006
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ment for older workers has been in
the services sector, which has risen by
around 4.6 million for this age group
since 2000 (accounting for around a
third of the net employment creation
in the sector). The largest increases in
employment for older workers have
occurred within the ‘health and social
work’ sector (up 1 million) and the
‘education’ and ‘real estate, renting
and business services’ sectors (both
up around 0.75 million), all relatively
knowledge-intensive sectors (Chart
20 - see page 70). ‘Public administra-
tion and defence’ and ‘wholesale and
retail trade’, both up around 0.5 mil-
lion, were also relatively important
service sectors for increases in older
workers’  employment.  Overall
employment of people aged 55-64
declined in the agriculture sector, as
it did for youth and prime working-
age people, but rose in the manufac-
turing sector (up 0.5 million), in con-
trast to the strong declines in
employment for those aged 15-24
and 25-54. Furthermore, the
absolute rise in employment levels
for older workers even outpaced that
of prime-age workers in the ‘trans-
port, storage and communication’,
‘financial intermediation’ and ‘public
administration and defence’ sectors.
In light of the above developments, it
is clear that the recent rise in employ-
ment for older workers has, to a
large extent, taken place in expand-
ing sectors rather than in declining
economic activities, and with much of
the employment growth in relatively
higher-skilled, knowledge-intensive
sectors. This tends to suggest that
older workers’ employment is bene-
fiting from the ongoing trends of
population ageing and the shift to a
more knowledge-based economy.

3.3.3. Changes in
occupational employment
structure

In terms of occupations, the expan-
sion in employment of older workers
has mainly been due to a substantial
increase in their employment in the
skilled non-manual occupations,
which together account for over half
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Chart 20: Change in sectoral employment in the EU-25 between 2000 and 2006 by age group
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Chart 21: Changes in employment of older workers (55-64) in the EU-25 by main occupational groups and sex

between 2000 and 2006
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(56%) of the overall rise in employ-
ment among older workers in the EU-
25 between 2000 and 2006 (Chart
21). Nevertheless, employment of
older workers also rose in almost all

other occupational categories, the
only exception being the ‘skilled agri-
cultural and fishery workers’ cat-
egory. For both older men and older
women the main increase in employ-

ment has been in the skilled non-
manual occupations, accounting for
over half in both cases but slightly
higher for men. However, while the
share of the increase in employment



Chapter 2 Active ageing and labour market trends for older workers

4. INACTIVITY AMONG
OLDER PEOPLE AND
THEIR LABOUR MARKET
TRANSITIONS

Chart 22: Developments in occupational employment structure of older workers
(55-64) in the EU-25 between 2000 and 2006
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Table 8 - : Changes in occupational structure for older workers (55-64)
in the EU-25 between 2000 and 2006 by main occupational grouping
(as % shares of total employment (excl. armed forces))

Source: Eurostat, EU LFS spring 2000 and second quarter 2006 results.

in elementary occupations has also
been broadly similar for both sexes
(11% for older men and 14% for
older women), the rest of the rise in
employment for older men (around a
quarter) has almost all been in the
skilled manual occupations while for
women the remainder (a third) has
almost entirely been in the low-
skilled non-manual occupations.

These developments have led to sig-
nificant changes in the occupational
structure of older workers’' employ-
ment (Table 8 and Chart 22), with the
share of older people employed in
the skilled non-manual occupations
rising by 4 percentage points, driven

21

by strong rises in the shares in the
‘professionals’ and ‘technicians and
associate professionals’ categories. In
contrast, the share of older workers
in the skilled manual occupations has
declined by 4 percentage points,
mainly reflecting the downwards
adjustment in the ‘skilled agricultural
and fishery workers' and ‘craft and
related trades workers’ occupations.
Overall the occupational employ-
ment structure for older workers has
therefore moved towards a higher
skill profile of employment, with a
shift away from the more manual
occupations towards the non-manual
and more knowledge-intensive occu-
pations.

key part to play in this since, in

Member States, the importance of
the share of older inactive people
aged 55-64 in the total inactive
working-age population (15-64)
varies considerably, with the inactive
population noticeably more concen-
trated in the older age group than
average in Belgium, Denmark, Fin-
land, France, Slovenia and especially
Austria and the Netherlands (with
older people accounting for over
40% of the total inactive population
of working age in both), but general-
ly less so in most of the new Member
States, Ireland, Spain and Sweden
(Chart 24 - see page 72).

Despite the positive developments in
older workers’ employment in recent
years, participation rates among older
people in the EU generally remain

An economically inactive person is broadly defined as someone outside the labour force (neither employed nor unemployed) who is not actively

seeking employment or is not immediately available for work. For a more detailed review of some definitional issues connected with economic
inactivity, see Employment in Europe 2005, p. 211.

Main occupational grouping 2000 2006 Change absolute terms, economically inac- 71
)— . 201 ,
2000-2006 tive people " in the age group 55-64
Skilled non-manual 38.5 42.5 4.0 .
Low skilled non-manual 20.5 20.2 -0.4 _aCCOL_jnt for close to on.e third _Of all
Skilled manual 30.0 25.9 4.1 inactive people of working age in the
Elementary occupations 11.0 1.4 0.4 EU-27 (Chart 23 - see page 72). Across
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Chart 23: Share of different age groups in the total inactive population aged 15-64
in the EU-27, 2006
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Chart 24: Share of inactives aged 55-64 in the total inactive population of working
age (15-64) across EU Member States, 2006
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Chart 25: International comparison of activity rates for people aged 55-64, 2006
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low, with over half of 55-64 year olds
currently inactive. International com-
parison of activity rates for the popu-
lation aged 55-64 in 2006 indicates
that the average rate for the EU-27 of
46.3% is substantially below that of
many other similarly advanced
economies; this is also the case with
the individual rates for men and
women (Chart 25). Activity rates of
older people in the United States are
around 17 percentage points higher,
and in Japan 21 percentage points,
while within Europe the rate for
Switzerland is almost 22 percentage
points higher. This highlights the rela-
tively low level of labour market par-
ticipation of people in this age group
in the EU, and suggests that, in spite
of recent progress, there is still consid-
erable scope for raising the participa-
tion of older people appreciably.

Focusing on gender, it is interesting to
note that the difference between the
EU and Japan in activity rates for older
men is close to 28 percentage points,
although this partly reflects the
extremely high participation rate of
older men in Japan (around 84%),
while the difference in rates for older
women is much less (14 percentage
points). In contrast, the gap for older
women is more pronounced com-
pared to the United States, where the
activity rate for women aged 55-64
(58%) exceeds even that for older
men in the EU.

Within the EU, the degree of participa-
tion of older people aged 55-64 in the
labour market varies considerably
across Member States, ranging from as
low as 31% in Poland to close to 73%
in Sweden. Furthermore, despite the
greater rise in participation of older
women than older men, substantial
gaps remain in the gender-specific
activity rates across most Member
States, with rates generally much lower
for older women than for older men
(Chart 26). Indeed, in almost half the
Member States, less than one in three
women aged 55-64 participates in the
labour market.

This highlights that, for many coun-
tries, further efforts to reduce the gen-
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Chart 26: Activity rates across the EU-27 for people aged 55-64, 2006
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Chart 27: Activity rates in the EU-27 by age group and gender, 2006

B Men [ Women == Total

80
70
60
40
30
20
10
0 h

15— 24 25~ 34 35—44 45- 54 55— 64

% of age and gender population
w1
o

Source: Eurostat, EU Labour Force Survey, 2006 annual average.

der gap in activity will necessarily be a
key element of any strategy to increase
the labour supply of older people. In
particular, the low participation rate of
older women, which averages 37% for
the EU as a whole (compared to 56%
for older men), is a feature of all the
new Member States (other than the
Baltic States), although not solely a fea-
ture of these since EU-15 countries such
as Austria, Belgium, Greece, Italy, Lux-
embourg and Spain also record weak
participation of women aged 55-64.
Nevertheless, being of the order of
20% or below, the activity rates of
older women in Malta, Poland, Slo-
venia and Slovakia, as well as Italy, are
particularly low.

While activity rates in the EU-27 are
broadly similar for the prime working-
age groups 25-34, 35-44 and 45-54 (at
around the 85% level), for those aged
55-64 the rate falls to 46% (Chart 27),
only slightly above that for youth.
Lower activity among women is a fea-
ture common to all age groups, but is
most pronounced for the 55-64 group
where the gender difference in activity
rates is close to 20 percentage points.

By comparing activity rates for the age
group 55-64 with those for the age
group 25-54 across Member States, it is
possible to see whether cross-country
differences in rates of older men and
women are more a result of differences
between countries in participation

Chart 28: Activity rates for older people (aged 55-64) versus those of prime working-age people (aged 25-54)

across EU Member States, 2006
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rates in general (Chart 28, see page 73).
For men there is only a weak correla-
tion between activity rates for the
prime working-age and the older age
group, suggesting that cross-country
variations in the participation of
older men is mainly the result of dif-
ferences in the characteristics of the
labour market for older workers.
However, for women, higher activity
rates at younger ages is strongly asso-
ciated with higher participation at
older ages, as evidenced by the rea-
sonably strong (and statistically sig-
nificant) positive correlation
between the rates for the two age
groups. This therefore suggests that
differences across Member States in
activity rates for older women reflect,
to a significant degree, the differ-
ences in participation of women in
general. Indeed, developments in
activity rates for older women reflect
both the effect of rising activity rates
for subsequent generations of
women as well as changes in their
behaviour at advanced ages. There-
fore, apart from addressing the vari-
ous factors affecting older workers’
participation, strategies to respond
to the low activity rates among older
women also need to address the rea-
sons for low participation of women
in the younger age groups.

4.2. Reasons for
inactivity among older
people

The reasons for inactivity clearly
change with age (Chart 29). For the
working-age population as a whole,
the main reason for inactivity is edu-
cation and training, which accounts
for around a third of the inactive
population aged 15-64. However,
much of this is due to the importance
of education and training as the main
reason for inactivity among youth
aged 15-24, for whom it accounts for
85% of the inactive population. The
importance of this reason clearly
declines substantially for older age
groups, and for people aged 55-64 is
negligible, covering only about 0.3%
of the inactive population in this age

group. For older people it is retire-
ment which is the main reason for
inactivity, accounting for 55% of all
the inactive population aged 55-64
(and the second most important rea-
son for the inactive working-age
population as a whole, at just under
20%). The very high share of retired
people in this age group explains
why the relative importance of other
reasons, including illness or disability
and the belief no work is available,
declines after 55, since early retire-
ment schemes are partly taken up by
disabled or discouraged individuals.
Nevertheless 14% of inactive 55-64
year olds still specifically mention ill-
ness or disability as the reason for

their inactivity, and 3% the belief
that no work is available. Although
family responsibilities appear to be
cited much less as a reason for in-
activity among older workers com-
pared to prime working-age people,
this still accounts for a significant
share (9%) of the inactive population
aged 55-64.

Focusing on the gender perspective
for men aged 55-64, retirement is the
main reason given for being
economically inactive (Chart 30).
Around 29% of men in this age group
(or 65% of inactive men aged 55-64)
are retired. The second most common
reason is own illness or disability,

Chart 29: Reasons for inactivity by age group in the EU-27, 2005
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Chart 30: Shares of the EU-27 population aged 55-64 by sex and reason for not
being economically active, 2005

Source: Eurostat, EU LFS, 2005 spring results.
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accounting for 8% of older men (or
almost 18% of inactive older men),
while personal or family responsibil-
ities hardly feature at all as a reason
for older men being inactive,
accounting for under 0.5% of all
men aged 55-64. In contrast, while
retirement is also the main reason
for older women being outside the
labour market, accounting for 31%
of women in this age group (or 49%
of all inactive women aged 55-64),
the second most common reason is
personal or family responsibilities at
9% (or 14% of inactive older
women), followed by own illness or
disability at 7.5% (or 11.6% of inac-
tive older women). Hence the preva-
lence of reasons for inactivity is
broadly similar between the sexes, with
the exception of those inactive due to
personal or family responsibilities.

Chapter 2 Active ageing and labour market trends for older workers

At the level of individual Member
States, although retirement is the
main reason for older men to be out-
side the labour market in almost all
countries (the exceptions being Fin-
land, Lithuania, Poland and Sweden
where illness or disability accounts
for a higher share), the picture is
more mixed for older women (Chart
31). In several (Cyprus, Greece, Ire-
land, Luxembourg, Malta and Spain),
personal or family responsibilities are
a more important reason for the non-
participation of older women than
retirement, while in Sweden it is ill-
ness or disability. This highlights the
importance of the availability of flex-
ible working arrangements and care
facilities which can enable older
female workers to achieve a better
balance between private responsibil-
ities and work, as well as action to
address regulations on retirement

and health issues, such as health and
safety at work. As discussed later,
personal and family responsibilities
could increase substantially in the
future as a potential cause of inactiv-
ity among 55-64 year olds, especially
if sufficient support facilities are not
made available.

4.3. Older inactives
who are willing to
work

Many older people might consider
themselves effectively trapped out-
side the labour market due to bar-
riers — real or perceived - even
though they are in fact willing to
work. Overcoming these obstacles to
participation requires addressing the
barriers to employment (including

Chart 31: Inactivity of older persons (aged 55-64) across EU Member States by sex and main reason
for not being economically active, 2005 (as % of the respective gender population aged 55-64)

B Retirement
=3 Personal / family responsibilities

70

N w N [
o o o o

% of male population aged 55-64

o

920

80
70
60
50
40
30
20
10

0

MT SK  SI

% of female population aged 55-64

PL IT AT BE LU

Source: Eurostat, EU LFS, 2005 spring data.

m |lIness / disability
B Discouraged (Belief no work)

0 ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ i i | i i
~
LU PL AT HU FR BE IT Sl BG RO SK MT

EL

= Education or training
=3 Other

Men aged 55-64

2

EU

Women aged 55-64

~
BG ES Cy (C RO

HU

EU-2

Fl Lv. NL EL DE (CZ PT ES EE LT IE
NL FR IE DE LV LT PT UK

DK CY SE

UK
EE

DK FI SE

75



76

EmMPLOYMENT IN EuroPE 2007

the attitudes of employers to older
workers), facilitating integration into
the labour market and increasing the
rewards from work as compared to
inactivity, as well as implementing
economic policies geared to creating
sufficient jobs appropriate for those
older inactive people who are willing
to work.

According to the EU Labour Force
Survey, in 2005 around 7% of the
inactive population aged 55-64 in
the EU-27 would have liked to work,
with more inactive older men willing
to do so than older women (8.5% of
inactive men aged 55-64 versus 6.2%
of inactive women in the same age
group). This ‘labour force reserve’ of
older workers corresponds to 1 mil-
lion men and 1.1 million women.
Among these people, the main
impediment to labour force partici-
pation is ‘own illness or disability’,
accounting for almost 2% of inactive
55-64 year olds, while the belief that
no work is available and retirement
account for 1.5% and 1.3% respec-
tively. Looking at this from another
perspective, of those inactive 55-64
year olds who are willing to work, a
quarter are prevented from doing so
by constraints related to their own ill-
ness or disability, and close to one in
five due to the belief that no work is
available or due to retirement (Chart
32). The latter suggests that even
among those who are in a situation

normally where they have definitive-
ly left the labour market there are
some who would nevertheless be
willing to work, and hence raises
questions regarding such practices as
compulsory retirement. Among older
inactive women who are willing to
work, around 14% are prevented
from doing so by personal or family
responsibilities.

The above suggests that helping ill or
disabled older people to better inte-
grate into the labour market, termin-
ating the practice of compulsory
retirement, providing greater care
support facilities (especially for older
women) and addressing the negative
perceptions of certain older workers
about their labour market prospects
while ensuring the creation of suitable
jobs, could result in significant increas-
es in the participation of older people.
Indeed, based on the situation in
2005, if all those inactive older people
who are willing to work were to enter
the labour force the activity rate for
older people in the EU would increase
by 4 percentage points. At the same
time in 2005 there were around 1.6
million unemployed older people
aged 55-64 who were actively seek-
ing employment and immediately
available for work. If both these
groups (amounting to almost 4 mil-
lion) would have been in employ-
ment, this would have resulted in an
increase of 7 percentage points in the

Chart 32: Reasons for inactivity in the EU-27 among those aged 55-64 who are
willing to work, 2005
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employment rate for older workers,
taking the rate up to within a percent-
age point of the Stockholm target.

The increase needed in participation
to reach the employment rate target
by 2010 does not necessarily rely so
much on bringing already inactive
older people into the labour force,
but is probably more a question of
retaining those older workers
presently active in the labour force
for longer, by delaying the age at
which they withdraw from the labour
market, and helping them to remain
in employment for longer. Indeed, if
around four-fifths of the 50-59 age
group who were in employment in
2005 would remain in employment
for a further five years (until 2010,
when they would be 55-64) then the
50% Stockholm target would be met.
However, this would require a signifi-
cant improvement on past perform-
ance. For example, between 2000
and 2005 the employment rate for
the cohort aged 55-64 in 2005 was
70% of the rate for that cohort in
2000, when they were aged 50-59.

The next section on older workers’
transitions examines, among other
things, why older workers leave
employment in order to identify the
main drivers of moving from employ-
ment into inactivity.

4.4. Labour market
transitions of older
people

It is important to examine the transi-
tions between economic statuses
(employment, unemployment and
inactivity) for older workers, since
increasing the labour market participa-
tion and employment rates for older
people will require both reducing the
flows into inactivity (by delaying their
exit from employment and the labour
market) and raising the outflows from
inactivity and unemployment into
employment. Figures from the EU
Labour Force Survey for transitions
between 2005 and 2006 (Table 9) indi-
cate the following within the EU:



For the working-age population
as a whole, the transition rates
from work into unemployment
(2.5%) or inactivity (2.9%) are
broadly similar. However, for
those aged 55-64 the risk of mov-
ing from employment into unem-
ployment is lower (1.5%), but
there is a much higher chance of
moving from work into inactivity
(8.2%). The main reason for leav-
ing employment and transiting
into inactivity for this age group
is retirement.

For people aged 55-64, the flows
into work are much lower than
for other age groups. Under 3%
of inactive people aged 55-64
enter work within a year. Fur-
thermore, unemployed people
aged 55-64 are much less likely
to find work, with only around
13% succeeding compared to
32% of those of prime working
age and 39% of young un-
employed. Older workers there-
fore face a much greater chal-
lenge to get back into work if
they lose their job.

The older unemployed are twice
as likely as other age groups to
drop out of the labour force al-
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together. Around half of unem- o
ployed older people exit the
labour market within a year,
compared to only one in five
people of prime working age.
Many leave the labour market
through edging into retirement
(8%), or due to becoming dis-
couraged through the belief that e
no work is available (9%) or due

to illness or disability (5%),
although a large share also leave

for undefined ‘other’ reasons.

e For older people the transition
into inactivity is essentially a path
of no return. Under 4% of in-
active people aged 55-64 re-enter
the labour market within a year, in
contrast to around 20% of people
of prime working age. The main e
reason older people remain inac-
tive is retirement (51% of inactive
people who were also inactive
one year later), but illness or dis-
ability (13%) and personal and
family responsibilities (8%) are
also important factors.

Beyond this overall situation at EU
level, transition rates for older people
between economic statuses show
considerable variation across Mem-
ber States (Table 10 - see page 78):

Rates of moving out of employ-
ment range from over 15% in the
Czech Republic, France and Lux-
embourg to less than half of this
in Cyprus, Greece, Latvia, Portu-
gal, Romania and the United
Kingdom.

In several (Finland, France, Ger-
many, Greece and Poland), only
about 10% of older people who
were unemployed a year earlier
reported being in employment
when surveyed, while it was even
lower in Belgium (less than 2%)
and Slovenia (around 7%). This
contrasts with rates of around
30% or more in Cyprus, Estonia,
Latvia and the United Kingdom.

At the same time, in all Member
States, there tends to be very little
return to the labour market fol-
lowing exit into inactivity. Further-
more, in most countries very few
inactive older people manage to
return to employment — in most
cases less than 2% of inactive peo-
ple aged 55-64 are in jobs one
year later. However the rate is con-
siderably higher than the EU aver-
age in Austria, the Czech Republic,
Finland, Latvia, Romania, Slovakia
and the United Kingdom.
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Table 9 - Transitions by economic status and reasons for inactivity in the EU-27* between 2005 and 2006 (row percentages)
Economic status in 2006
Employed Unemployed Inactive
Economic Iliness / Education Personal / Retirement | Discouraged Other Total
status in 2005 disability or training family (Belief no work) Inactive
responsibilities

Total WAP
Employed 94.6 2.5 0.3 0.2 0.2 0.8 0.1 1.4 2.9
Unemployed 31.2 434 2.2 1.3 2.3 1.1 5.2 13.4 25.4
Inactive 10.4 43 8.9 30.7 8.0 15.8 1.6 20.3 85.3
15-24
Employed 89.9 5.6 0.2 1.6 0.3 0.0 0.2 2.1 4.4
Unemployed 38.9 40.4 0.8 34 1.3 0.0 4.2 11.0 20.7
Inactive 13.0 5.2 1.0 73.3 1.1 0.2 0.4 5.9 81.8
25-54
Employed 95.7 2.3 0.2 0.1 0.2 0.1 0.1 1.2 2.0
Unemployed 323 45.2 2.1 0.9 2.3 0.1 4.7 12.4 22.5
Inactive 13.8 6.3 14.4 6.1 15.9 44 2.9 36.2 79.9
55-64
Employed 90.3 1.5 0.7 0.0 0.2 5.4 0.2 1.8 8.2
Unemployed 12.8 37.7 4.8 0.7 3.5 8.1 9.4 22.9 49.4
Inactive 2.9 0.7 13.3 0.4 8.1 50.7 1.9 21.9 96.4
Source: Eurostat, EU LFS, 2006 annual results.
Note: * EU-27 covers the EU Member States excluding BG, IE, NL and SE, for which data is not available in 2006 on status one year earlier.
Row percentages = ‘of those in this activity status one year before, x% are now in status *
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These results highlight the fact that,
although older workers in the EU gen-
erally face a lower risk of moving
from employment into unemploy-
ment than those in younger age
groups, in many Member States the
consequences of job loss for older
workers can be more serious. Indeed,
older workers are subject to signifi-
cant difficulties if they lose their job,
as evidenced by the relatively high
incidence of long-term unemploy-
ment. Although, with the notable
exception of Germany, unemploy-
ment rates are lower for older people
aged 55-64 than for younger age
groups (in 2006 the unemployment
rate in the EU averaged 6.2% for
those aged 55-64, compared to 8.3%
for the working-age population as a
whole), this partly reflects the greater
tendency for older people to leave
the labour market altogether at older
ages, and older persons who are
unemployed generally face longer
periods of time in unemployment than
their younger colleagues. Around 63%
of the older unemployed experience
periods of unemployment lasting 12
months or more, a third more than the

average for the working-age popula-
tion as a whole (46%).

These comparisons of transition rates
between statuses tend to suggest that
in countries where employment rates
among older people are particularly
low, the labour market is not very
accommodating or dynamic for older
people, in that older people are
retained less in employment and find
it harder to get into employment
when out of work (e.g. Austria, Bel-
gium, France, Luxembourg, Poland
and Slovenia). The risk of moving out
of employment is higher than in most
other Member States, and the chances
of older unemployed people returning
to work are low. Early retirement may
be the only alternative for older work-
ers in these countries following the
loss of a job. In contrast, the labour
market for older workers in countries
such as Cyprus, Denmark, Estonia,
Latvia and the United Kingdom
appears to be more dynamic and
accommodative, with older people
more likely to remain in employment,
and with the probability of unem-
ployed older people returning to work

being much higher than average
(Chart 33).

Given the generally low chance in the
EU of moving back into a job once
older workers leave employment, it is
worthwhile exploring further the spe-
cific feature of the transition out of
employment. The vast majority of
older workers who leave employment
move into inactivity within a relative-
ly short space of time, essentially exit-
ing the labour market altogether.
Over the period 2001 to 2005, among
those aged 55-64 in the EU-25 who
were not in employment when sur-
veyed and who had left their last job
during the previous 12 months, less
than one in five were unemployed,
i.e. still active in the labour market.
While in some Member States the
share of recently out-of-work older
people who are unemployed rather
than inactive was around 25% or
more (Finland, Lithuania, Spain and
Sweden), it was in the region of 10%
or below in several countries, includ-
ing Austria, Belgium and Luxembourg
but also the large Members States of
France, Italy and Poland (Chart 34),

Table 10 - Transitions between economic statuses for older workers (55-64) between 2005 and 2006
(as % of status one year previously) across EU Member States

Status in 2005 Employed Unemployed Inactive
Status in 2006 [Employed Unemployed Inactive Employed Unemployed Inactive Employed Unemployed  Inactive
BE 88.8 0.4 10.8 1.8 13.3 84.9 1.3 0.4 98.3
cz 84.0 2.1 14.0 17.7 48.6 33.8 8.7 1.3 90.0
DK 90.8 1.5 7.8 23.5 34.9 41.6 1.4 0.4 98.2
DE 91.5 2.7 5.8 12.2 54.9 32.9 2.7 1.2 96.1
EE 91.9 1.6 6.5 38.7 39.4 22.0 2.2 0.6 97.2
EL 93.8 0.6 5.6 10.1 65.3 24.6 0.3 0.2 99.6
ES 92.5 1.0 6.5 13.6 35.9 50.5 1.3 0.9 97.8
FR 84.2 1.5 14.4 8.4 20.7 70.9 0.9 0.5 98.6
IT 90.6 0.6 8.9 19.7 19.3 61.0 1.5 0.3 98.1
cY 92.6 1.5 5.9 29.2 39.1 31.7 1.4 0.4 98.1
LV 92.7 1.9 5.4 28.9 28.2 42.9 5.4 1.5 93.1
LT 91.0 1.8 7.2 18.1 36.6 453 1.1 1.8 97.1
LU 84.8 0.3 14.9 : : : 0.1 0.0 99.9
HU 88.4 1.1 10.5 17.4 24.7 57.9 1.3 0.5 98.1
MT 88.4 0.6 11.0 : : : 0.1 0.3 99.6
AT 85.8 1.0 13.2 14.5 27.7 57.8 5.4 0.1 94.4
PL 88.6 1.0 10.4 10.5 353 54.2 2.9 1.1 96.0
PT 94.1 1.4 4.5 12.8 64.5 22.7 0.4 0.1 99.4
RO 94.4 0.5 5.1 14.2 45.6 40.3 13.3 0.3 86.4
Sl 89.1 0.5 10.4 6.9 12.8 80.3 0.3 0.0 99.6
SK 89.9 0.9 9.2 15.4 55.4 29.2 5.2 0.9 93.9
Fl 89.6 2.4 8.0 10.0 26.6 63.4 6.0 0.5 93.6
UK 924 1.4 6.2 30.2 36.0 33.8 3.9 0.8 95.3
EU-27* 90.2 1.5 8.3 12.8 37.7 49.4 3.0 0.7 96.3
Source: Eurostat, EU LFS, 2006 annual results.
Note: * EU-27 covers the EU Member States excluding BG, IE, NL and SE, for which data is not available in 2006 on status one year earlier.
"' means results unreliable due to too small sample (for LU and MT).




Chapter 2 Active ageing and labour market trends for older workers

Chart 33: Employment rates across EU Member States of those aged 55-64 versus shares of those (a) employed one year
previously but currently not in employment and (b) unemployed one year previously and currently in employment, 2006

From to non:

r. J
65
60
55
50

a5

40

Employment rate 55-64

35

o . e HU
®IT si®eBE
o MT

30
ePL

25
5 7 9 il 13 15 17

Share of previously employed not in employment

Source: Eurostat, EU LFS, 2006 annual results.

65

Employment rate 55-64
woow A s
o w o w

N
%]

19 0 5 10

P1oYy to employ

From

15 20 25 30 35
Share of previously unemployed in employment

40

Chart 34: Economic status of those aged 55-64 who left their last job within the
previous 12 months and are not in employment, pooled results for 2001-2005
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Chart 35: Reasons for leaving last job or business in the EU-25 for older people
aged 55-64, who are inactive, and who left their job in the last 12 months,
2000 and 2005 (as % of all reasons)
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indicating that in the latter countries
few older people remain active once
they exit from a job.

In the context of retaining people in
the labour market longer, and given
that when older people leave employ-
ment they, for the most part, transit
into inactivity, it is important to identi-
fy the reasons why older people who
recently left work and who are out of
the labour market left their last
employment. For the majority (close to
two-thirds) the main reason is retire-
ment, either through normal retire-
ment (i.e. the normal retirement age),
accounting for around half, or
through early retirement, which
accounts for around a fifth (Chart 35).
Just over 10% leave employment and
transit into inactivity for reasons of
their own illness or disability, while
close to 10% end up inactive following
separation from their job due to dis-
missal or redundancy. This would indi-
cate that more could be done to help
ill or disabled people and those who
leave work involuntarily to find new
jobs, including through improved assis-
tance programmes and assistance from
employment services, as well as reduc-
ing separations by improving health
and safety provisions, and conditions
of work. Relatively few (around 2%)
recently jobless inactive older people
specifically cite personal or family
responsibilities as the reason for leav-
ing their last employment. It is inter-
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esting to note that, other than a slight
decline in the shares exiting through
normal retirement and a moderate rise
in the share of exits due to lack of
employment (highlighting the need to
address employment opportunities for
older workers), the distribution of rea-
sons has not changed substantially
since 2000.

The importance of the various routes
for exiting early from the labour mar-
ket differs across Member States. Over
the period 2001 to 2005, of those peo-
ple aged 55-64 who reported leaving
their last job in the previous 12 months
and when surveyed were inactive, the
main reason for leaving the last job
across all Member States was retire-
ment (Chart 36). It is of concern that
even though the official retirement
age is 65 in many Member States, with-
in a year of leaving employment such a
large share of people definitively quit
the labour market at relatively young
ages in order to enter retirement. For
example, in Luxembourg and the
Netherlands, more than 80% of inac-
tive people aged 55-64 who left their
job in the previous 12 months did so
for reasons of retirement, while in Fin-
land, Portugal and Spain less than 40%
did so, even though the official retire-
ment age is 65 for both men and
women in all these Member States. In
some Member States, especially Esto-

nia, Finland, Spain and Sweden, a rela-
tively high share (around 30% or
more) of recent job leavers who end
up inactive give being dismissed, made
redundant or the expiry of a limited
duration job as the reason for leaving
their last job, these being more associ-
ated with indications of involuntary
separation on the part of the individ-
ual workers themselves.

In Finland, Germany, Malta, Ireland,
Portugal and the United Kingdom,
around one in five declare that their
own illness or disability was the main
reason for separating from their last
job, although this may also indicate
the importance of alternative path-
ways into retirement other than offi-
cial retirement schemes, in particular
sickness and disability benefit
schemes. Indeed, the high share of
older job leavers shifting into retire-
ment well before the official retire-
ment age reflects a variety of alterna-
tive early retirement schemes. Finally,
job separation among older inactive
people for reasons of personal or
family responsibilities appears to be
relatively limited in most Member
States, but seems to be a much more
significant reason in Cyprus, Ireland,
Latvia, Sweden and the United King-
dom, where the shares range from
5% to 11%, well above the EU aver-
age of around 2%.

5. FACTORS AFFECTING
OLDER PEOPLE'S LABOUR
MARKET SITUATION

5.1. Background

There are various reasons why
employment rates for older workers
are relatively low in Europe, but it
basically reflects a lack of incentives
for employers to retain or hire older
people and a lack of incentives for
older workers to remain in the labour
force (European Commission, 2002).
High separation costs may discourage
employers from employing older
people in the first place. Organisa-
tional features, such as employers’
policies, technological division of
labour, and fellow workers and man-
agers’ attitudes, are also known to
influence the ability of older workers
to remain in employment (Taylor,
2002). At the same time there are
often penalties or low rewards in old-
age pensions and other parts of the
tax and welfare system for individ-
uals to carry on working, with early
retirement schemes, social security
benefits and disability benefits often
used by both employees and employ-
ers as exit routes from the workplace.
In this regard, Gruber and Wise
(2002) report that incentives stem-

Chart 36: Reasons across EU Member States for leaving last job or business for older people aged 55-64, who are inactive, and
who left their job in the last 12 months (as % of all reasons given, pooled data 2001-2005)
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ming from social security systems
have a strong effect on retirement
decisions, irrespective of cross-country
differences in cultural norms and
labour market institutions.

Older workers are generally consid-
ered to be one of the most vulner-
able groups in the labour market
(others being, for example, youth,
women and disabled workers). One
reason for this is that they are often
viewed as being more costly than
their younger counterparts, due
mainly to the prevalence of age-
related remuneration systems and
seniority wages, and as having lower
productivity due to both outdated
skills and more frequent physical limi-
tations resulting from ageing. As a
result older workers, especially the
low-skilled ones, have often been
among those employees released
first when employers need to reduce
staff levels. This was particularly the
case during the period of industrial
restructuring in the 1970s and 1980s
and, more recently, in the new Mem-
ber States when older workers were
encouraged to exit the labour market
through redundancy and early retire-
ment schemes. One legacy of this is
that older workers may still expect to
retire at relatively early ages, while
the view may persist among employ-
ers that older workers remain a rela-
tively dispensable element of their
workforce. However, as shown previ-
ously, once out of work, older work-
ers in particular often face difficulties
in re-entering employment.

Existing research has classified the
factors that influence the exit of
older workers from the labour mar-
ket into ‘push’ and ‘pull’ factors
(OECD, 2006). From the perspective
of employers, push factors include
negative perceptions about the
capacities of older workers and the
labour costs relative to their product-
ivity. From the perspective of individ-
ual older workers, they include poor
health and disability, work-related
issues (including negative attributes
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of their present employment and
unsatisfactory working conditions),
and the obsolescence of skills as a
consequence of technological change
and lack of opportunities to update
skills. Pull factors essentially consist of
financial incentives which encourage
older workers into retirement and
factors associated with the attractive-
ness of life in retirement, such as
opportunities to take up a secondary
career, undertake voluntary work, or
to enjoy new hobbies (Taylor, 2002).

In the context of raising older people’s
labour market participation, much
analysis and debate has taken place
on reviewing financially related
aspects (such as pension provisions
and increasing the retirement age to
receive a pension), while less atten-
tion has been given to creating
appropriate employment opportuni-
ties and the right working and
employment conditions to encourage
older workers to remain in work for
longer. However, recent studies
(Haider and Loughran, 2001: Taylor,
2001) emphasise that financial incen-
tives and social security regulations
are not the only determinant of older
people’s labour supply — non-pecuniary
factors also play an important role in
their decision to remain in or re-enter
the labour market.” Steps to limit
access to early retirement must there-
fore be backed up by removing barri-
ers and disincentives which prevent
older people from working longer,
and through providing better and
more  appropriate employment
opportunities for ageing workers.
The employability of older people
also needs to be addressed, focusing
on the improvement of types and lev-
els of skills that are often a major
obstacle to hiring older workers.

It is also becoming increasingly clear
that the work-life balance is an
important factor in job satisfaction
and the planning of ageing staffs’
careers in particular. Employers must
consider the overall pattern of their
older employees’ wishes and expecta-

tions towards work. With advancing
age, these increasingly encompass
their personal lives outside work,
such as their family care responsibili-
ties. In this regard, flexible working
arrangements, particularly part-time
work and self-employment, have
been promoted as an important
mechanism for ‘active ageing’.

Some of the key factors which influ-
ence the labour market participation
of older people are examined in
more detail in the following sections.
These are addressed under three
broad headings which generally
reflect the main areas for action iden-
tified in the Commission’s synthesis
report to the 2004 European Spring
Council, namely:

e Retirement, pensions and the
balance of financial incentives.

e Factors affecting the availability
of jobs for older workers and
their employability.

e Conditions and attractiveness of
work.

Before exploring further, a few words
are necessary on the need for a broad
supportive environment to underpin
active ageing strategies. For many
people, being able to work may
depend heavily on factors such as cul-
tural aspects relating to the participa-
tion of certain elements of the popu-
lation in the labour market, their
general health and the availability of,
and access to, good quality care facil-
ities and employment services. All
these can be seen as components of a
more general environment which will
encourage, or not, the labour market
participation of older workers.

Cultural aspects and the general atti-
tudes of business and society towards
the labour market participation of
older workers have a role to play. For
example, older women have low par-
ticipation rates in many Member
States, reflecting the more tradition-

22 Haider and Loughran (2001), in a study of American labour supply for elderly people aged 65 and older, find that ‘non-pecuniary factors domin-
ate the labour supply decisions of the elderly’ who ‘are particularly willing to purchase jobs that they enjoy and allow them the flexibility they
desire at the expense of low financial returns’. The authors therefore conclude that ‘policies that affect the financial return to work for the eld-
erly will have less impact on labour supply in this population than policies targeted at improving the non-pecuniary returns to work’.
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al cultural roles for elderly women in
those countries. At the same time,
attitudes of employers and staff
towards older workers are an import-
ant issue. Raising awareness is a nec-
essary measure to change attitudes
and reduce discrimination against
older workers and has been used
quite extensively in the United King-
dom and Sweden.

In its Communication to the 2006
Spring European Council (European
Commission, 2006c) the Commission
highlighted that Member States
increasingly recognise that improving
health and the access to medical and
preventive care and rehabilitation
services are also key dimensions of a
strategy to increase labour supply in
a sustainable manner. OECD (2006)
also emphasises that prevention is an
important means for promoting
longer working lives, not just by
reducing the risk of occupational
injuries and diseases but also by tack-
ling those factors outside of work
which may be leading to poor health,
such as obesity and tobacco and alco-
hol consumption. In this context,
measures aimed at stepping up life-
long preventive health policies
should have an important influence
on extending working lives.

Recent research (Ghosheh Jr. et al,
2006; EFILWC, 1999) highlights that
the need for better reconciliation of
work and family life is likely to rise sig-
nificantly for older workers in the
future. Such responsibilities are likely
to become more demanding, as older
people try to cope with balancing pro-
fessional responsibilities with address-
ing the needs not only of elderly rela-
tives, but also of elderly or infirm part-
ners, adolescent children who remain
in the family home, or even of grand-
children for whom the grandparent
may provide the majority of childcare.
Indeed, as the current demographic
trend for women to have children later

23

Chart 37: Employment rates for older workers (55-64) versus spending on
non-passive labour market policy measures
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in life continues, together with the
postponement of departure from the
family household by adolescent or
adult children, and with the older ele-
ments of the population living to ever
older ages, the 55-64 age group may
well increasingly face a rising chal-
lenge of reconciling work and family
life. Policies and work arrangements
will need to be developed to take this
into account if older workers’ partici-
pation is not to be adversely affected.
In particular, raising the labour market
participation of older women aged
55-64, upon whom the care responsi-
bilities principally fall rather than upon
older men, will require improvements
in the provision of care and assistance
services for dependent members of
their families.

The availability and quality of local
employment services, and in particu-
lar the level of assistance available
related to non-passive labour market
policy measures, may have an impact
on the possibility for older workers to
find  appropriate employment.
Indeed, comparing across countries,
those Member States with higher
spending on such measures tend to
have higher employment rates

older people and their labour market outcomes.

among older workers” (Chart 37).
Well-designed non-passive labour
market policies, generally covering
job placement services and measures
such as vocational training, job
search or hiring subsidies, can help to
reduce unemployment through
improving the skills of the un-
employed as well as achieving more
efficient job matching. Conversely,
insufficient availability of good qual-
ity employment services will impact
negatively on the ability of older
workers to enter or re-enter employ-
ment. Indeed, low rates of transition
from unemployment to employment
for older workers may partly reflect
the lack of support provided by pub-
lic employment services, including
that provided through active labour
market policy measures. Moreover,
OECD (2006) reports that older job
seekers are under-represented in
active labour market programmes in
nearly all Member States, suggesting
that active labour market policy is
not very active towards older workers
and that there is scope for improve-
ment in the employment services
offered to them.

Lack of data on ALMP spending specific to those aged 55-64 means it is not possible to clearly show an association between ALMP spending on



5.2. Retirement,
pensions and the
balance of financial
incentives

As shown previously, the main reason
people aged 55-64 exit the labour
market into economic inactivity is
retirement, while an important trend
in recent decades has been the
decline in the effective retirement
age in many EU Member States.
Reaching the Lisbon and Stockholm
targets will clearly require a reversal
of this long-term trend. The previous
results on employment rates by indi-
vidual year of age, which show a
sharp reduction in rates between 59
and 60 and between 64 and 65 (Chart
16 - see page 67), together with
research findings (Gruber and Wise,
2002), indicate that many workers
leave employment as soon as they
reach the age at which they are enti-
tled to draw a pension. This is partly
due to the influence of customary
social practice, but may also reflect
the case that people may not be
allowed to continue working beyond
the statutory retirement age. A num-
ber of European countries still cur-
rently maintain a mandatory retire-
ment age, although this practice
is increasingly being questioned24
(OECD, 2006).

In the context of the OMC on pensions,
the issue of promoting longer working
lives and how reforms of pension and
social protection systems can con-
tribute is essential. Recent studies from
the Social Protection Committee”
highlight in particular that a number
of Member States are currently review-
ing or reforming the conditions for
taking up pensions, by introducing
more flexibility in the choice of the
path from work to retirement. This can
be achieved through more flexibility in
the age at which people may retire

Chapter 2 Active ageing and labour market trends for older workers

and appropriate incentives to prolong
working lives, but also through partial
pensions and possibilities to combine
pensions and earnings.

At the same time, the general public is
becoming increasingly aware of the
need to remain longer in the labour
force. Results from a recent Euro-
barometer survey25 indicate that 45%
of EU-25 citizens aged 15 or older
believe that their fellow citizens retire
too early. Furthermore, persons aged
55 years and over were the only age
group in which a majority believe that
people retire too early, while half of
retired persons also agreed with this
statement. These results suggest that
‘older people and the retired would
probably favour extending their work-
ing lives for various reasons, including
social integration and the mainte-
nance of the standard of living they
enjoy when in employment'.

5.2.1. Standard and early
retirement

There is substantial variation across
Member States in the age at which
people are eligible to standard pen-
sion benefits (Table 11 - see page 84),
although to a certain extent this
reflects the variation in life expectancy
across countries (with lower retire-
ment ages tending to be found in
countries with lower life expectancy, as
is the case in Eastern Europe). In most
Member States the age at which
people are entitled to a public pension
has remained fixed over recent
decades, despite the fact that life
expectancy has increased substantially.
For most the age of eligibility for men
is 65, but ages of eligibility are consid-
erably below this in some Member
States (the Baltic States, the Czech
Republic, France, Hungary, Malta,
Slovenia and Slovakia). Differences are
wider with respect to standard retire-

ment ages for women, despite the fact
that a number of Member States are in
the process of bringing female eligibil-
ity ages into line with those for men.

The availability of early retirement
schemes and minimum ages of eligibil-
ity to these also shows wide variation
across countries, with no such schemes
being available in seven Member
States, while several others allow
access to early retirement benefits
from ages around the mid-50s mark.
At the same time, occupational or pri-
vate pension schemes play a large role
in pension provision in a number of
Member States and thus can potential-
ly have an important impact on retire-
ment decisions. As for public pension
schemes, the way these are set up can
encourage or discourage retirement at
an early age.

In response to the need to raise the
labour market participation of older
workers, many Member States have
carried out, or are in the process of car-
rying out, pension reform. These have
included increases in the age of eligibil-
ity for a full pension, bringing retire-
ment ages for women into line with
those for men, increases in the mini-
mum contribution period required to
acquire full pension rights, switching
from pay-as-you-go to funded schemes
and tightening the eligibility to early
retirement and sickness and invalidity
schemes, although in many cases the
increase in the statutory retirement age
will be implemented over a long time
period to prevent sudden changes.

In addition to necessary and ongoing
state pension reforms, there is wide
recognition of the increasing impor-
tance of work-based and private vol-
untary pensions and other forms of
long term savings and investments
that will help to ensure adequate
levels of income in retirement.

24 The practice of mandatory retirement in firms is questionable, on the basis that it is incompatible with a general policy thrust towards removing
age barriers to employment and offering greater choice to workers over the work-retirement decision.

25 SPC (2004), Promoting longer working lives through better social protection systems, (available at http://ec.europa.eu/employment_social/social_pro-
tection/docs/working_longer_en.pdf), and SPC (2007, forthcoming), Promoting longer lives through pension reforms (first part): flexibility in retire-

ment age provision.

26 Special Eurobarometer 261, European Employment and Social Policy, October 2006.
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Table 11 - Ages of entitlement to standard and early retirement pensions across EU Member States, 2006

Men Women Comments

Standard pension

Belgium 65 64 For women the age will be raised to 65 in 2009.

Czech Republic 61,5 |59 years and 8 months* *Women's retirement age depends upon the number of children raised, and ranges from 55
years and 8 months (5 or more children) to 59 years and 8 months (no children). The retirement age shall be
gradually increased by 2 months for men and 4 months for women each year until it reaches 63 years
for men and women without children and 59-62 years for women with children.

Denmark 65 65 Social Pension (Folkepension): 65 (67 for those who had reached the age of 60 on 1.7.1999).

Germany 65 65

Estonia 63 59,5 Pensionable age is gradually increasing and shall be equalised for men and women by 2016 at the age of 63.

Ireland 65 65

Greece 65 60 Persons insured before 1.1.1993: Men 65 years, women 60 years. Persons insured since 1.1.1993:
Men 65 years, women 65 years.

Spain 65 65

France 60 60 General scheme for employees (Régime général d'assurance vieillesse des travailleurs salariés, RGAVTS):
60 years.

Italy 65 60 Persons insured before 1.1.1996: men 65 years, women 60 years. Persons insured since 1.1.1996:
Flexible retirement age between 57 and 65 years.

Cyprus 65 65

Latvia 62 60,5 For women, 60.5 years by 1 July 2005 (gradually increasing by 6 months every year until it reaches 62 years).

Lithuania 62,5 60

Luxembourg 65 65

Hungary 62 62

Malta 61 60

Netherlands 65 65

Austria 65 60 Progressive increase of age limit for women until the same retirement age as for men will have been
reached, i.e. between the years 2024 and 2033.

Poland 65 60

Portugal 65 65

Slovenia 61 60 Due to a gradual increase the final retirement age will be reached in 2008 for women at 61 and in 2009
for men at 63. In 2005 the full retirement age was 60/61.

Slovakia 62 60* Old-age Pension (Starobny Dachodok): 62 years retirement age will be reached in 2014 for all population
groups. Retirement ages for women currently vary according to the number of children raised
(from a current age of 60 for those with no children to 56 years for those with 5 or more children).

Finland 65 65 National pension (Kansaneldke): 65 years.

Sweden 61-67 61-67 Flexible retirement age from 61 to 67 years. Possibility to work thereafter with employer's consent.

United Kingdom 65 60 State pension age: men 65 years, women 60 years (gradually rising to 65 over period 2010 to 2020).

Early retirement pension

Belgium 60 60 After 35 years of professional activity.

Czech Republic 58,5 |56 years and 8 months* Permanently Reduced Early Pension available up to three years prior to the normal retirement age.
The claimant must have an insurance record of at least 25 years.

Denmark none none No retirement possible before the statutory pensionable age of 65 years.

Germany 63 63 From the age of 63 (or 60 for severely handicapped persons) after 35 years of pension insurance periods.
from 60 for those born before 1952 under specific conditions.

Estonia 60 56,5 Early Retirement Pension (ennetdhtaegne vanaduspension): Available up to three years before the legal
retirement age.

Ireland none none No early pension.

Greece 55 55 Varies according to specific conditions.

Spain 60 60 60 years of age for certain persons who were insured according to the system abolished on 1 January 1967.
61 years of age for employees in certain cases.

France 56 56 General scheme for employees (Régime général d'assurance vieillesse des travailleurs salariés, RGAVTS):
From the age of 56 for the insured who started their professional activity at the age of 14 and under a triple
condition (duration of insurance, duration of contribution and retirement age). From the age of 55
for the insured with severe disabilities who fulfil the minimum periods of insurance and contribution.

Italy 57 57 Early retirement pension (pensione di anzianita): at the age of 57 with 35 years of contributions or after
37 years of contributions regardless of age. Pensions awarded to employees of companies in economic
difficulties (pre-pensionamento). Early retirement is possible up to 5 years before normal retiring age.

Cyprus 63 63

Latvia 60 58,5 Early pension available 2 years before standard pensionable age.

Lithuania 57,5 55 Persons are eligible for early retirement pension if they have an insurance period of 30 years,
they are registered as unemployed for at least 12 months, and the age is less than 5 years to retirement age.

Luxembourg 57 57 Early retirement pension (pension de vieillesse anticipée): From 60 years of age (on condition that 480 months
of effective insurance or assimilated periods can be proved). From 57 years of age (on condition
of 480 months of effective insurance).

Hungary varies varies Varies according to specific conditions.

Malta none none No early pension.

Netherlands none none No early pension.

Austria 62 62 General legislation: 62 years for men and women. 60 years of age for heavy workers at the earliest
(depending on the number of months doing heavy work).

Poland 60 55 Persons born before 1.1.1949, early pensions for specific cases. Person born after 1.1.1949, no provisions.

Portugal 55 55 Unemployed: from the age of 60. For those who have contributed 20 calendar years and are aged 50
or more when unemployed, it is also possible from the age of 55. In the case of heavy or unhealthy work,
as a rule from the age of 55 (but only for professions legally foreseen).

Slovenia none none No special early pension. Possibility of exceptions (no malus) in the case of retirement at the age
of 58 provided that a person has completed 40 years (men) or 38 (women) years of service.

Slovakia varies varies Varies according to specific conditions, but not related to any age limits.

Finland 62 62 National pension (Kansanelake) and statutory earnings-related pension (Tydelake): Early old-age pension
from the age of 62 (60 if born in 1944 or earlier).

Sweden none none No early pension.

United Kingdom none none No early State Pension.

Source: MISSOC (Mutual information system on social protection, situation as at 1/1/2006) database, DG Employment, social affairs and equal opportunities,

and national sources.




5.2.2. Balance of financial
incentives

Choosing to participate in the labour
market depends critically on individ-
ual financial circumstances and the
alternatives available. Individuals will
make judgements based on income
from work and that from other
sources, such as pensions. A key deci-
sion often facing older workers is
whether or not they can afford to
retire, taking into account the differ-
ent characteristics of the old-age
pension system, such as the age of
entitlement to benefits and the
benefit level, as well as the expected
gain from continuing to work (from
increasing future benefits) and
indeed whether it pays to stay in
work. Women are often most con-
cerned with the work-or-retire calcu-
lation as they may not have worked
in the paid labour market continu-
ously, thus diminishing their retire-
ment income. Financial incentives in
pensions systems and other welfare
benefits can therefore have an
important influence on older work-
ers’ retirement decisions.

The effects of pensions and benefit
systems have been covered extensive-
ly in many other publications and will
not be the subject of a detailed
analysis here”. Indeed, it is not the
aim of this chapter to address in
detail the issue of pension reforms
and their significance in meeting the
known budgetary challenges associ-
ated with demographic change.
Nevertheless, a short overview of the
main research findings, which draws
heavily on OECD research in this area
(in particular OECD, 2005 and Duval,
2003), are summarised in this section.
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Chart 38: Employment rates for the age group 55-64 versus net pension
replacement rates at age 65 across EU Member States
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Source: Eurostat, EU LFS 2006 for employment rates 55-64; Report by the Indicators Sub-group (ISG)
of the Social Protection Committee (SPC), 19 May 2006, for replacement rates 2004/2005.
Note: 1. Base Case: Career length 40 years, age at retirement 65, full-time work, single person, average

Correlation coefficient: -0.39*

Net Replacement Rate at 65

The OECD’s findings suggest that the
wide variability in employment rates
of older workers across countries is
mainly due to disincentives to work-
ing longer embedded in public pol-
icies rather than different attitudes
towards retirement age. Strong
financial disincentives to remain in
the labour market after 55 often
arise from the design of pension sys-
tems and from other benefit pro-
grammes (particularly those concern-
ing unemployment and disability),
which can be used as pathways to
early retirement rather than for the
purposes for which the programmes
were designed. This suggests that
better designed policies can help
increase employment of older work-
ers, especially in those countries
which have low employment rates
for those aged 55-64.

A useful indicator of pension levels
and hence financial incentives to retire
is the replacement rate” (the ratio of

annual benefits compared to earnings
just before retirement), which can be
obtained from pension systems and,
where relevant, other social transfer
programmes (such as early retirement
schemes and unemployment and dis-
ability benefits)zg. However, compara-
bility between the different Member
States’ levels depends very heavily on
whether the hypothetical cases calcu-
lated are similarly representative, and
this can vary considerably across Mem-
ber States. Nevertheless, based on
recent data from the Indicators Sub-
Group of the Social Protection Com-
mittee”, for the case of a single person
in full-time work and retiring at 65
with a career length of 40 years and on
average earnings, there does appear
to be considerable variation in replace-
ment rates across Member States.
More importantly, there appears to be
a reasonably strong negative correl-
ation with employment rates for older
workers (Chart 38). While replacement
rates are relatively low in the Baltic

For detailed analyses of pensions see for example Economic Policy Committee and European Commission (2006), ‘The impact of ageing on public

expenditure: projections for the EU-25 Member States on pensions, healthcare, long-term care, education and unemployment transfers (2004-50)"
in European Economy Reports and Studies, No. 1., SPC(2004), Promoting longer working lives through better social protection systems, and Euro-
pean Commission (2006), Adequate and sustainable pensions — synthesis report 2006.

28

Replacement rates show the level of pensions as a percentage of previous individual earnings at the moment of take-up of pensions. Public pen-

sion schemes and (where appropriate) private pension arrangements are included, as well as the impact of taxes, social contributions and non-
pension benefits that are generally available to pensioners. Theoretical replacement rates are calculated for a hypothetical worker, with a given
earnings and career profile, and by taking into account enacted reforms of pension systems. Comparison of levels of replacement rates between
Member States should be made with caution as the base case will vary in how representative it is in different countries.

29

This indicator serves as the base for a key indicator in the field of pensions, which is the change of replacement rates over time (between 2005

and 2050). The Indicator Subgroup of the Social Protection Committee has adopted a report describing this indicator in 2006:
http://ec.europa.eu/employment_social/social_protection/docs/isg_repl_rates_en.pdf

30 The data reflect current situations (data are for 2004 or 2005), i.e. the situation of people who retire today.
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and Nordic Member States, and also
Germany, they are high in almost all
the Mediterranean countries (Greece,
Italy, Malta, Portugal and Spain) and
Hungary, Luxembourg and the Nether-
lands.

The OECD has also calculated expect-
ed replacement rates in old-age pen-
sions systems (over a five-year horizon
and at ages 60 and 65), but as aver-
ages across a range of cases of people
with different characteristics " (Duval,
2003). These figures for replacement
rates also indicate that expected
replacement rates at ages 60 and 65
vary considerably across Member
States, with particularly marked vari-
ations across countries in replacement
rates at 60, for which figures range
from zero in those Member States
where the earliest age of eligibility is
65 to over two-thirds in those coun-
tries where people can become eli-
gible for generous old-age pension
benefits in their early 60s.

Older workers’ retirement decisions
may depend not only on the replace-
ment rate but also on the implicit tax
on continued work”. The OECD has
carried out calculations” to combine
implicit taxes arising from old-age
pension schemes and other social
transfer programmes into a single
implicit tax rate, which sums up retire-
ment incentives embedded in the
social system (Chart 39). The results
from these calculations ‘underscore
the strong incentives to retire in many
countries’ (OECD, 2005). Indeed, the
OECD reports that at age 55, the over-
all implicit tax rate is considerable
across many EU Member States even
though old-age pension schemes on
their own do not provide a strong
incentive for retirement.

Chart 39: Implicit tax rates on continued work (for a single worker with average
earnings at age 60) over the next five years in social transfer programmes, 1999
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Source: Brandt et al. (2005).

Note: The implicit tax on continued work refers to an "early retirement route" and is defined as the change in
pension/social wealth (i.e. the present value of the future stream of pension/social benefits), net of additional
contributions paid, resulting from a decision to postpone retirement from age 60 to age 65. The calculations
are made for a single worker with average earnings.
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Chart 40: Decline in male labour force participation between five-year age groups
55-59 and 60-64 versus implicit tax rates on continued work, 1999

Correlation coefficient: -0.48*
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Source: Source: Brandt et al. (2005) for implicit tax rates on continued work, Eurostat, EU LFS, for activity rates
for five-year age groups.

Note: The implicit tax on continued work refers to an "early retirement route" and is defined as the change in
pension/social wealth (i.e. the present value of the future stream of pension/social benefits), net of additional
contributions paid, resulting from a decision to postpone retirement from age 60 to age 65. The calculations
are made for a single worker with average earnings. * denotes significant at 10% level.

The OECD reports therefore that the
implicit tax on continued work has a
clear influence on older workers’

retirement behaviour, with a strong
correlation between the level of
implicit tax on continuing working

31 Calculated before tax and representing an average across six different stylised workers (corresponding to three earnings levels and two marital
situations), assuming the person enters the labour market at 20 and has an uninterrupted full-time career until retirement. Calculations are based
on currently legislated pension systems. See Duval (2003), Appendices 1 and 3, for details.

32 If the cost of remaining in employment in terms of foregone pensions and contributions paid exceeds the expected gain from the rise in future
benefits of delaying retirement, there is an implicit tax on continued work. As such the implicit tax on continued work is a summary indicator of
retirement incentives embedded in pension systems and early retirement schemes, and provides a representation of the balance between eco-
nomic costs and benefits of continued work, and also some of the effects of eligibility ages and the level of benefits.

33 Implicit tax rates on continued work are calculated for a ‘typical early retirement route’, taking into account that a person will eventually move
onto old-age pensions. It measures the costs of continuing to work in terms of contributions paid and foregone benefits, and is defined as the
average annual change in pension/social wealth (i.e. the present value of the future stream of pension/social benefits), net of additional contri-
butions paid, resulting from a decision to postpone retirement.



for five more years and changes in
the labour force participation of suc-
cessive five-year age groups of older
male workers (a measure of labour
market withdrawal) (Chart 40). This
suggests that in some continental
European Member States where
employment rates for older workers
are relatively low (such as Austria,
Belgium, France, ltaly, and Luxem-
bourg), the comparatively high levels
of implicit tax on continued work
have a considerable impact on retire-
ment behaviour, and that the labour
force participation of older workers
could be boosted by a reduction in
the implicit tax on continued work.

5.3. Factors affecting
the availability of jobs
to older workers and
their employability

The availability of suitable jobs is a
key factor influencing older people’s
decisions to enter, re-enter or remain
in the labour market. On the other
hand, the perception that no jobs are
available, or that other elements of
the population are given preference
for the jobs that are available, may
discourage older people from even
looking for work in the first place. At
the same time, while the general
macro-economic situation will influ-
ence the overall level of demand for
labour in the economy, underlying
trends in the structure of employ-
ment and the functioning of the
labour market, including wage rates
and the relative ‘employability’ of
specific elements of the population,
will determine the extent to which
employers will offer jobs and to
whom.

The possibility for older workers to
integrate, and remain, in the labour
market, and particularly their attract-
iveness to employers (or their
‘employability’), are key issues. To
maintain an increasing number of
older people in work and to prevent

34
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Chart 41: Hiring rate* of older and prime-age workers across EU Member States,
2005
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Note: * Hiring rate means the ratio of all those in employment with a job tenure of 12 months or less (in the
age category) relative to the total employment (in that age group).

Chart 42: Gap in hiring rates between older workers (55-64) and prime age work-
ers (25-54) across EU Member States by skill level, 2005
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their exclusion from the labour mar-
ket, it is crucial to preserve and
improve their employability, a term
which covers such aspects as their
health, skills, motivation, productivity,
relative costliness and mobility/adapt-
ability.

As highlighted previously, evidence
indicates that older jobseekers within
the EU are likely to experience signi-
ficant barriers to entering or re-
entering employment, as exemplified
by the fact that older workers are
over-represented among the long-

term unemployed and their low tran-
sition rate from unemployment into
employment. In almost all Member
States, the hiring rate” for older
workers is well below that for people
of prime working age, and for the EU
as a whole is only around half that
for the 25-54 age group (Chart 41).
This indicates that older workers are
at a clear disadvantage when it
comes to hiring. In terms of the gap
between hiring rates for these two
age groups, the biggest differences
are observed in Denmark, Finland
and Spain, but in contrast the rates

The ratio of all those in employment with a job tenure of 12 months or less relative to total employment.
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are in fact very similar in Bulgaria,
Ireland, the Netherlands, Romania
and Slovakia. The latter Member
States are also those where the hiring
rates for older people are highest,
with Denmark, Estonia, Latvia and
the United Kingdom also having
rates well above the EU average.
However, in several countries, such as
Belgium, Greece, Italy, Luxembourg
and Portugal, the hiring rate of older
workers is particularly low at under
4%, although this seems to reflect to
a certain extent that the labour mar-
ket in these countries is generally less
dynamic, since rates for prime-age
workers are also relatively low.

It is interesting to observe that the
differences in hiring rates between
prime-age and older workers remains
substantial in most Member States
even when comparisons are made for
the same skill level (Chart 42 - see
page 87), hence indicating that older
workers are still at a clear disadvan-
tage in most countries even when
adjustment is made for the skill com-
position of the different age groups.

5.3.1. Demand changes due
to sectoral employment
developments

Since the 1970s, economic and struc-
tural changes have had a major
impact on the sectoral employment
structure within Europe, leading to
declines in the importance of trad-
itional industries, such as agriculture,
manufacturing and mining, and
expansion in the services sector, lead-
ing to the demand for different skills
and abilities. Technological innov-
ation and different ways of organis-
ing production have led to changes
within the labour process and
brought about new patterns of work-
ing. All this has resulted in a redistri-
bution of jobs across the working
population, with losses among some
groups and new opportunities for
others. For example, the shift in

35 By main employment and resident concept.

employment from manufacturing
and agriculture towards services is
related to technological change
which requires more flexibility in
acquiring new skills and wider knowl-
edge of new technologies, which, it
can be argued, probably weakens
elderly people’s position in the
labour market relative to younger
groups. However, the ongoing shift
in employment towards the services
sector and away from manufacturing
and agriculture may well benefit
older workers for several reasons.

Firstly, in general it would be expect-
ed that service sector jobs would
require less in the way of physical
effort compared to those in manufac-
turing and agriculture. Manual work
has increasingly been replaced by
non-manual work, so that the share
of older workers in physically
demanding activities has probably
declined over time, while the
reduced physical strains may allow
them to remain in employment
longer. Secondly, some service sector
jobs may require interpersonal skills
that are accumulated with experi-
ence. Indeed, in some cases it may be
preferable to employ older workers
than younger employees. This is par-

ticularly true in those sectors with an
ageing customer base or that supply
products or services more specific to
the older generation, for example in
the health services sector. Thirdly,
service sector jobs tend to be more
female employment-intensive, and
this is a main demand-related factor
behind the rise in older female
employment, which has risen more
strongly than for older men. A cross-
country comparison of employment
rates for the age group 55-64 versus
the share of overall employment35 in
the services sector suggests that rates
for older workers indeed tend to be
higher in those Member States where
the share of employment in services is
higher, although the correlation is
not particularly strong (Chart 43).

5.3.2. Age discrimination by
employers

A key issue affecting employment
prospects for older workers is the
attitudes of employers, which will
affect the real availability of job
opportunities for this age group.
O’Cinneide (2005) highlights that the
negative impact of age stereotypes
and prejudice is particularly marked

Chart 43: Employment rates for older workers (55-64) versus the share of employ-
ment in services, 2006
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in the context of employment.
Unjustified age discrimination, par-
ticularly of older people, often
deprives individuals of equal access
to work opportunities and hinders
the development of the Lisbon
Agenda by preventing particular age
groups from participating fully in the
labour market.

Taylor (2001) reports that research
carried out among older job-seekers
has found evidence of widespread
experience of age discrimination by
employers in the recruitment process,
highlighting that while only a minor-
ity of older people in employment
report experiences of age discrimina-
tion, older persons seeking employ-
ment are likely to encounter signifi-
cant barriers. Ghosheh Jr. et al (2006)
also identify age discrimination as
one of the greatest obstacles to entry
or re-entry of older workers in the
labour market, concluding that ‘age
discrimination based on social and
cultural perceptions that stereotype
or generalise the capabilities and
capacities of older workers, creates
enormous obstacles for older workers
to constructively participate in the
paid labour market’.

The prevalence of age discrimination
among employers is supported by the

Chapter 2 Active ageing and labour market trends for older workers

results of the 57" Eurobarometer sur-
vey carried out in 15 EU Member
States, which indicated that workers
aged 45-64 years were found to be
more likely to report discrimination
when looking for work (Marsh and
Sahin-Dikmen, 2002). Furthermore,
regarding general perceptions towards
discrimination of older people, when
questioned on attitudes to discrimi-
nation, 71% of respondents of all
ages thought that those over 50
would have less chance of getting a
job, training or promotion (com-
pared to others with the same skills
or qualification), varying from 17% in
Greece to 83% in Finland (Marsh and
Sahin-Dikmen, 2003). More recently,
the results from the special Euro-
barometer 273 (from 2007) shows
that perceived age discrimination
remains a reality in the European
labour market, with age felt to be
the most telling factor affecting a
person’s perceived chance of finding
a new job (requiring the same skills
and experience) should he or she be
laid off.

Older people are also more subject to
discrimination when they are in
work. This is illustrated, for example,
by the fact that older workers in
employment have fewer opportun-
ities for vocational training than their

Chart 44: Shares of older people aged 55 and over reporting being personally sub-
ject to age discrimination at work, 2005
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younger colleagues. Furthermore,
results from the 4" European Survey
on Working Conditions (Parent-
Thirion et al, 2007) show that 4.6% of
people in employment in the EU-25
aged over 55 report being personally
subject to age discrimination at work,
compared to 1.9% of those aged
25-54. While the average is fairly low,
perceptions of discrimination are
more substantial in particular Mem-
ber States, especially Austria, the
Czech Republic, Lithuania and Lux-
embourg, where a much higher share
(over 10% of workers aged over 55)
report being personally subject to
age discrimination in the workplace
(Chart 44). The large variation across
Member States may, however, reflect
to a certain degree differences in the
level of public awareness of age dis-
crimination issues, for example due
to recent age awareness campaigns
or well publicised changes in age dis-
crimination legislation, rather than
indicating concrete differences in the
prevalence of discrimination.

In light of the above, it is evident that
employer reluctance to hire and
retain older workers partly reflects
age discrimination and, hence, in
addition to efforts to modify employ-
er attitudes through information
campaigns and guidelines, there is
also a need for appropriate age dis-
crimination legislation. Within the
EU, the need for widespread legisla-
tion to address, among others, dis-
crimination on the basis of age has
been addressed through the adop-
tion in 2000 of the Employment
Framework Directivege, which has cre-
ated a completely new legal context
in most Member States. The directive
outlaws discrimination on grounds of
age (as well as a number of other cri-
teria) in terms of employment, self-
employment and occupation, voca-
tional training and guidance, and in
the membership of organisations. In
conformity with the directive, all EU
countries were obliged to have put in
place legislation banning age dis-
crimination with regard to employ-
ment by the end of 2006, and the

36 Council Directive 2000/78/EC of 27 November 2000 establishing a general framework for equal treatment in employment and occupation.
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2007 European Year of Equal Oppor-
tunities for All will be an occasion to
evaluate its implementation.

5.3.3. Age-related wages and
productivity

An issue of particular relevance with
regard to older workers is the com-
mon view that workers become more
expensive and less productive as they
get older, pointing to a cost disad-
vantage to hiring or retaining older
workers. Indeed, one of the factors
seen as a main obstacle for improving
the labour market participation of
older workers is the perceived dis-
crepancy between declining produc-
tivity, as a result of deteriorating
physical and mental capacities, and
increasing labour costs at older ages,
especially in the context of seniority-
based wage systems. In this perspec-
tive older workers are seen as too
expensive in relation to their
productivity, which explains why
employers have a preference to get
rid of older workers in periods of eco-
nomic slowdown or recession.

In line with this, OECD (2006) reports
empirical evidence that higher wage
and non-wage costs act as barriers
on employment opportunities for

older workers, with some evidence
of a negative impact of seniority
wages on employment opportunities
for older male workers.” Another
finding is that employers appear
more likely to hire and retain older
male workers, all else being equal, in
countries where wages rise less
steeply with age than they are in
those countries where wages rise
more steeply. This reinforces the
view that relatively high wages for
older workers may well be placing
important constraints on labour
demand for older workers.

Data from the 2002 EU Structure of
Earnings Survey shows that, in a num-
ber of Member States, earnings of
employees in industry and market
services sectors (NACE sectors C to K)
normally increase until a certain age,
generally peaking in the 40s or 50s,
before falling for the subsequent age
group(s) (Chart 45). However, there
are notable exceptions to this hump-
shaped profile, especially Austria,
Belgium, Greece, Italy, Hungary,
Poland, Slovenia and Slovakia, where
earnings continue to rise even into
the 60 and over age group. A further
group of countries (the Czech Repub-
lic, Finland, Malta and the Nether-
lands) show relatively little decline in
earnings for the older age group.

Examining the impact of relative
wages for older workers on their
employment outcomes across Mem-
ber States reveals there is a strong
(and statistically significant) negative
correlation between employment
rates for the age group 55-64 and
the ratios of mean annual earnings of
the older age groups (50-59 and 60
and over), compared to both the
young (under 29) and 40-49 age
groups (Chart 46). In those countries
where older workers’ earnings are
highest relative to the younger age
groups, older workers’ employment
rates tend to be lower, this being
clearly the case in Austria, Belgium,
Greece, Hungary, Italy, Slovenia and
Poland. This indicates that the rela-
tive cost of older workers compared
to younger ones is indeed a key fac-
tor affecting employers’ willingness
to hire or retain older workers. It
therefore seems likely that more flex-
ible pay systems, and in particular
moving away from seniority-based
wage systems, could enhance the job
security and employability of older
workers by reducing their relative
cost. However, based on an assess-
ment of recent developments for
older workers in Belgium, Denmark,
Germany and the Netherlands, Tros
(2005) reports that currently there
appears to be little policy interven-

Chart 45: Earnings profiles of employees in industry and market services by age across EU Member States, 2002
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37 There is a negative relationship observed across OECD countries between the employment rate of men aged 55-64 and the extent to which wages
for male workers aged 55-59 are higher than those aged 25-29.



Chapter 2 Active ageing and labour market trends for older workers

Chart 46: Relationship between employment rates for the 55-64 age group and earnings ratios of older age groups versus
young (under 29) and middle (40-49) age groups
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tion to improve wage flexibility in
order to enhance employment securi-
ty for older workers.

Apart from earnings, high non-wage
costs can also act as a barrier to
employing older workers and affect
an employer’s willingness to hire and
keep older workers. In this context,
more general labour market institu-
tions, such as the tax Wedge%, can
also help explain differences in the
labour market performance of older
workers across countries. Bassanini
and Duval (2006) find that, in com-
mon with outcomes for other age
groups, high tax wedges in general
are associated with lower employ-
ment prospects for older workers.
They report that a reduction of 1 per-
centage point in the tax wedge leads
to a rise of 0.3 percentage points in
the older worker’s employment rate.

On whether older workers have suffi-
ciently high productivity to merit their
relatively high costs compared to
younger workers, available evidence
does not suggest that older workers
are necessarily less productive than
their younger counterparts, and that

an older labour force and longer
working lives need not necessarily
imply less productive labour overall.
Auer and Fortuny (2000) emphasise
that while it is true that wages and
fringe benefits often rise with age,
there is no reason to believe that per-
formance and accumulated know-
how of older workers does not com-
pensate for the higher cost. As
emphasised by Naegele and Walker
(2006) ‘both practical experience and
research demonstrate, older employ-
ees — deployed in the right posts for
their individual skills — are highly pro-
ductive’. Moreover, Taylor (2002)
argues there is evidence that older
workers’ higher earnings may be com-
pensated for by their accumulated
experience and greater know-how
resulting in higher levels of job per-
formance, and reports that while
studies show that when objective
measures of productivity are used per-
formance increases with age, super-
visor ratings tend to indicate instead a
negative relationship (Taylor, 2001).

Even if individual productivity does
decline in some dimensions (e.g.
physical and mental capacity) this can

be reduced by changes to work
organisation, ensuring older workers
receive appropriate training to
update skills”, preventive health poli-
cies and more effective use of work-
related technologies, and may be
partly offset by typical characteristics
of older workers such as greater
experience, stability and reliability,
and better people skills.

5.3.4. Employment protection
legislation

Apart from seniority-based wage sys-
tems, strict employment protection
Iegislation40 (EPL) may also make it
more expensive to employ older
workers (for example it may be more
expensive to lay-off older workers
because of higher severance pay).
However, the overall effect on
employment is not straightforward,
since strict EPL can have two oppos-
ing effects on labour market out-
comes for workers. On the one hand,
it tends to reduce the separation rate
from employment since it raises firing
costs, while on the other it decreases
the exit rate from unemployment

38 The tax wedge (the difference between the labour cost to the employer and the corresponding net take-home pay of the employee) is an indi-
cation of the distortions created by the tax system. Labour taxes may affect employment if they alter labour costs and modify the incentive for
job creation at given after-tax wages. Changes in taxes affect labour-supply decisions when they alter the gap between in-work and out-of-work

income.

39 Data from the OECD’s International Adult Literacy Survey (IALS) suggests literacy skills are a key determinant of worker’s productivity and that these
improve with practice and deteriorate if not used. This suggests the productivity potential of older workers is not impaired by age but rather by
skills obsolescence — something that can be overcome through training.

40 EPL covers legal and administrative restrictions on worker dismissals as well as severance payments for dismissed employees.
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into work since, in anticipation of
possible future costs on labour force
adjustment, firms may become more
cautious about hiring.

Empirical evidence generally indi-
cates a weak negative correlation
across Member States between the
OECD calculated indicator of the
overall strictness of EPL" and the cor-
responding employment rate for the
55-64 age group (Chart 47). However,
by focusing on outcomes for older
men and the employment ratio
specifically of employees aged 50-64
to the population of the same age
(hence excluding the self-employed),
the OECD (2006) finds much stronger
evidence that strict EPL is a barrier to
employment of older workers. In par-
ticular, it appears to be associated
with lower labour mobility in a num-
ber of countries, especially in terms
of lower hiring rates. Results from
the EU Labour Force Survey for 2006
confirm the stronger nature of the
negative relationship for male
employees (Chart 48), although the
correlation in this case is not statistic-
ally significant.

However, recent research by Bassanini
and Duval (2006) using cross-country
and time-series econometric tech-
niques42 finds that stringent EPL may
in fact benefit older workers. They
find that, although EPL is likely to
reduce the opportunities of older job
seekers through its negative impact
on hiring rates, this may be more than
offset by the lower risk that already
employed older workers are laid off.

5.3.5. Health, disability, and
health and safety at work

Health often declines with age, and
the onset of health problems affects
the timing of retirement for a signifi-

cant number of workers unless it is
possible for them to adapt work
activities.” Research (Bound et al.,
1998) and results shown earlier indi-
cate that poor health and disability
are among the most common factors
leading people to withdraw from the
labour market and are a very import-
ant determinant of labour force par-
ticipation for older people. Indeed,
employment rates for the age group
55-64 tend to be higher in those
Member States where the share of
people in this age group reporting
self-perceived health as good or very
good is greater (Chart 49).

Persons with long-standing health
problems or disability (LSHPD) are
much more likely to be inactive than
the able-bodied as a result of difficul-
ties in entering the labour market
and remaining there. Results from
the 2002 LFS ad hoc module™ indicate
that 45% of people in the EU-25
aged over 15 and with some disability
are inactive compared to 27% of the
non-disabled. Furthermore, only
around 50% of disabled people are in
employment, compared to 68% of
the non-disabled. Since the incidence
of long-standing health problems or
disability increases with age (Chart 50),

Chart 47: Older workers employment rates across EU Member States versus
strictness of EPL
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Chart 48: Ratio of male employees aged 55-64 to the male population of the same
age versus EPL strictness
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41
42
the older workers age group.
43
participation.
44

They explore the policy and institutional determinants of employment rates through pooled cross-country/time series regressions, including for
Bound et al (1998) find that changing jobs appears to be an important method adopted by older workers to enable continued labour force

The 2002 LFS module focused on the topic of the employment of disabled people. Results refer to persons aged 16-64 living in private

households. Disabled persons are those who stated that they had a longstanding health problem or disability (LSHPD) for six months or more or

expected it to last for six months or more.
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Chart 49: Employment rates for the age group 55-64 across EU Member States
versus self-perceived health status of this group
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Chart 50: Percentage of EU-25 population aged 16—64 with a long-standing health
problem or disability, 2002
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Chart 51: Standardised prevalence rate of work-related health problems
by diagnosis group and age in the EU* in 1999
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the impact on inactivity among older
people is even more pronounced.
Almost one in three people aged

55-64 suffers from a longstanding
health problem or disability (LSHPD),
and more than two-thirds of those

aged 55-64 with some form of dis-
ability are inactive.

Figures on the standardised preva-
lence rate” of work-related health
problems from the 1999 LFS ad hoc
module on work-related health prob-
lems and accidental injuries indicate
that the most frequent health prob-
lems for older workers concern mus-
culoskeletal disorders (Chart 51). This
highlights the importance of reducing
the physical strain on ageing workers,
which can be achieved through vari-
ations in working time, work organi-
sation and job design. However,
stress, depression and anxiety are also
relatively important causes of health
problems as workers get older.

Despite the significance of health
problems with regard to labour force
participation, figures from the latest
European Working Conditions Survey
indicate that around one in three
(35.4%) workers in the EU-27 feel
that their work affects their health,
while around one in four (28.6%)
consider their health and safety to be
at risk because of their work,
although this share has been declin-
ing in recent years. Corresponding
figures for workers aged 55 and over
are broadly similar (33% and 24.9%
respectively). However, the true
impact of health-related issues is like-
ly to be greater, since data from the
survey does not cover people no
longer in work, many of whom may
have exited the labour market due to
health problems. All this reinforces
the importance of measures to
improve working conditions and to
pay particular attention to health
and safety in the workplace, as well
as general measures to improve the
overall health of the population.

5.3.6. Skill levels and lifelong
learning

Older workers are often perceived as
being less well educated than
younger age groups, having obsolete

45 The prevalence rate is the number of workers suffering from the health problem during the last 12 months per 100 000 employed workers. A
work-related health problem covers all diseases, disabilities and other physical or psychological health problems, apart from accidental injuries,

suffered by the person during the last 12 months, and caused or made worse by the work.
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skills and being less able to adapt to
rapid technological change. Indeed,
Taylor (2001) reports that a perceived
lack of appropriate skills among
older workers, lack of qualifications
held and the low return on training
investment due to a truncated pay-
back period are often cited by
employers as factors which might dis-
courage them from recruiting and
employing older people. If workers
are to remain and progress in work
they need to update skills regularly,
as skills and competences determine
not only the extent to which those
entering or returning to the labour
market can take up the jobs on offer,
but more crucially, the extent to
which those already in work can keep
their jobs in a changing technological
and economic environment. Skills
are, indeed, a key dimension of
employability, but evidence suggests
that older workers in particular face a
lack of opportunities to update their
skills.

Figures from the EU Labour Force
Survey confirm that older people are,
on average, less well educated” than
other age groups (Chart 52). Howev-
er, more effective lifelong learning
strategies, as well as the fact that
younger cohorts are better educat-
ed” and will eventually filter through
to the older age groups, should lead
to a continuing improvement in the
skill composition of the 55-64 year
old group in coming years.

As the existing literature shows
(Employment in Europe 2003; OECD,
2006: Leombruni and Villosio, 2005),
educational attainment is a particu-
larly important factor in the employ-
ment of older workers, and their par-
ticipation and employment rates. At
all ages, activity rates are significant-
ly higher the more educated the
work force, with the importance of
skill level to labour market participa-
tion more pronounced for women

Chart 52: Skill structure of the population aged 15-64 in the EU-27
by age group, 2006
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Chart 53: Activity rate by five year age groups, sex and skill level in the EU-25, 2006
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than for men (Chart 53). For men the
difference in activity rates between
the low and high-skilled generally
increases with age, being greatest for
the age groups 55-59 and 60-64

where the difference exceeds 20 per-
centage points. This age effect is less
pronounced for women, as differ-
ences between activity rates for low
and high-skilled are generally sub-

46 In this chapter, ‘low-skilled’ refers to those with education at lower secondary level or below (ISCED 0-2), ‘'medium-skilled’ to those with upper
secondary education (ISCED 3-4), and ‘high-skilled’ to those having completed tertiary education (ISCED 5-6).

47 In 2006, within the EU-25, the age group 25-54 comprised 25% high-skilled and only 27% low-skilled compared to 17% and 43% respectively for

those aged 55-64.



stantial at all ages below 65,
although the difference is most pro-
nounced for the older age groups
50-54 and 55-59.

Older people in the highest educa-
tion category (those having complet-
ed tertiary education) are almost
twice as likely to be in employment
as those in the lowest category (those
with education only at lower second-
ary level or below), with the differ-
ence more pronounced for women
than for men. This difference in
employment rates for people aged
55-64 between the high and low-
skilled (64% versus 34%) is much
greater than that observed for the
prime working-age population (88%
versus 66%), indicating the greater
importance of skill level to older
people’s employment attachment.
Indeed, higher qualified people gen-
erally remain in the labour market to
older ages than the less qualified, but
this may also be partly explained by
the fact that the less educated gener-
ally begin their working lives earlier
and consequently exit the labour
market earlier”.

There are large differences across
Member States in the skill composi-
tion of the population aged 55-64.
For example, while the share of low-
skilled in this age group averages
43% for the EU-25 as a whole, in
Greece, Italy and Spain the share is
over two-thirds and is even higher in
Malta and Portugal at over 80%.
These marked differences in skill
composition account for a substantial
part of the variation in overall
employment rates for older people
across Member States (Chart 54), with
high (and statistically significant)
negative correlation between the
employment rates for those aged
55-64 and the combined share of low
and medium-skilled in the popula-
tion of the same age. Indeed in many
Member States the low employment
rate for the age group 55-64 is due

48 See Employment in Europe 2003, Chapter 5.
49

in the four weeks preceding the survey.
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to the combination of the high share
of older people with lower levels of
education and the tendency for the
less skilled to have lower employ-
ment rates.

Continuing to update skills during
working life to respond to the chang-
ing needs of the labour market is crit-
ical if older workers are to remain in
work longer. Indeed, access to train-
ing and lifelong learning has been
identified as a key factor for extend-
ing working life (OECD, 2006: Euro-
pean Commission, 2006¢), and there
is a positive and statistically signifi-
cant correlation across Member
States between the incidence of

training for older workers”~ and the
employment rate for this age group
(Chart 55). Adult learning and train-
ing can also play a key role in over-
coming the lack of formal education
or in the acquisition of basic skills,
and are important for both equity
and efficiency, not least to re-engage
the low-skilled in learning and help
them to become better adapted to
the changing labour market (Euro-
pean Commission, 2006d). Further-
more, as Auer and Fortuny (2000)
point out, while the ‘educational
upgrading’ in younger generations
should provide the basis for younger
cohorts to eventually enter the older
age group relatively well equipped,

Chart 54: Skill composition of population aged 55-64 and overall employment
rates for the age group 55-64, 2006
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longer duration of schooling cannot
be a substitute for lifelong learning.
They emphasise that ‘without life-
long learning, the incoming cohorts
of younger workers will continue to
have educational advantages com-
pared with older cohorts, especially
since their education may be per-
ceived to be more relevant to the cur-
rent job market'.

However, the evidence indicates that
older workers participate in training
and lifelong learning activities less
than their younger colleagues do,
with most surveys clearly showing an
age gap in participation in continu-
ing education and training. Accord-
ing to the EU LFS, only in Austria, the
Nordic Member States, Slovenia and
the United Kingdom does the share
of older workers in training in the
last four weeks exceed 10%, while in
most southern and eastern Member
States the levels of training are very
low at fewer than 5%. In addition, a
recent study by EIM and SEOR (2005)
reports that not only does the inci-
dence of job-related training tend to
decline with age but also the average
duration of training for older work-
ers is shorter compared to younger
trainees. Furthermore, analysis per-
formed on the results of the third
European Working Conditions Survey
(Molinié, 2003) highlights the fact
that the older workers get, the more
they feel that their work does not
enable them ‘to learn new things’
and task rotation between col-
leagues becomes considerably rare
over the age of 45.

While it still remains the case that
older workers receive less training
than their younger counterparts,
there is nevertheless some evidence
of an improvement between 2000
and 2006 in the share of the labour
force participating in education and
training for all age groups, including
older workers (Chart 56). Further-
more, the improvement for those
aged over 50 has generally been of
the same order as that for the
younger groups aged over 30. The
absolute situation for older workers
has therefore improved but not the

situation relative to younger age
groups, and the differences between
ages still persist. Indeed, the trend of
declining participation in education
and training with age, which starts
early on in working life, remains a
strong feature in most Member
States and much remains to be done
to address this.

Furthermore, little attention continues
to be paid to training for low-skilled
older workers. It remains the case that
the low-skilled receive considerably
less training than the high-skilled
across all adult age groups, including
the older workers age group (Chart
57). According to the EU LFS, in 2006
less than 4% of low-skilled 55-64 year
olds in the labour force received train-
ing in the four weeks preceding the
survey, while the share was around
four times higher(around 15%) for
high-skilled older workers. Given that

the share of low-skilled in the 55-64
age group is much greater than that of
the high-skilled, and that in principle it
is the low-skilled that have the greater
need for training if they are to adapt
to and stay in the changing labour
market, the large difference in the
incidence of training among older
people according to skill level is an
issue of concern.

In an economy in which jobs require
an increasingly high level of technical
skills and knowledge, the lack of
major improvements in the relative
position of older workers with
respect to lifelong learning, especial-
ly the less skilled ones, is a concern.
As pointed out by Taylor (2001 and
2002), with the application of new
technologies over recent years there
have been marked changes in the
skills requirements within many
industries and organisations, while

Chart 56: Participation of the EU-25 labour force in education and training
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Chart 57: Percentage of the EU-25 labour force in training during previous four
weeks by educational attainment level and age group, 2006
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the reorganisation of work also
brings with it potential challenges for
older workers. If new technologies
change job and skill requirements,
older workers will be affected differ-
ently to prime-age workers because
of their older skills and because they
have less education on average.
Behaghel and Greenan (2007) con-
firm that technical change is biased
against older low-skilled workers, but
also find that old age does not consti-
tute a systematic barrier to training
and that the difficulties faced by
older low-skilled workers may be due
rather to the lack of basic computer
literacy. It is therefore essential that
older workers are provided with the
skills required of the new economy,
in particular through greater involve-
ment in lifelong learning, if inactivity
of older people due to skill deficits is
to be reduced (Box 2).

However, in the general debate on
the need for increased training for
older workers some caveats are ne-
cessary. Mayhew and Rijkers (2004)
point out that while education and
training on the whole improve indi-
viduals’ labour market prospects, not
all education and training is equally
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effective in achieving this. They
report that training programmes on
their own are of limited value in get-
ting people out of unemployment or
inactivity and into work, and that
indiscriminately providing training in
the absence of other linked initiatives
(for example, active labour market
measures such as job search assis-
tance and ensuring that it pays to
work) would be wasteful. OECD
(2006) argues that the attractiveness
of training and its potential returns
for older workers can be improved by
adapting teaching methods and con-
tent to their needs by the provision
of short, modular courses and
through the recognition of prior
learning and experience. Older work-
ers are found to be more likely to
participate in training if they have
access to shorter courses that build
on existing skills and experience and
which have a stronger link to the
workplace, suggesting that training
which is targeted and has a strong
on-the-job element is most likely to
be successful.

As Auer and Fortuny (2000) point
out, the move towards lifelong
learning will be a gradual process,

but in the meantime there is still an
urgent need to help the present
‘stock’ of older workers. Therefore,
both stock (the current problems of
older workers) and flow (to seriously
start a policy of lifelong learning for
younger cohorts) policies have to be
pursued at the same time. A means
of compensating for low educational
attainment among today’s older age
groups is through adult key skills
programmes, in addition to address-
ing some of the barriers that seem to
prevent many people from engaging
in job-related learning later in life. In
a longer-term perspective, what is
needed is a lifelong learning strategy
for working-age people, not just
focusing on the needs of workers
when they reach the later ages of
55-64 but addressing their needs
throughout their entire working life.

5.4. Attractiveness (and
conditions) of work

In order to raise employment among
older people it is not just a case of
making older workers more attrac-
tive to employers, but also of making
the sort of jobs available to older

Box 2 — Skill deficits and inactivity

A major factor in the inactivity of older people is their lack of preparedness for continuing their working career. Par-
ticipation in adult learning in the EU is currently low and unequally distributed. In all countries, participation
decreases sharply with age after the age of 34. Also older workers are less likely to benefit from workplace training
opportunities than their younger colleagues, while those with the lowest levels of skills and of initial education are
least likely to participate; thus many older workers are at a double disadvantage as they also belong to that part of
the workforce considered to be low-skilled workers.

Cedefop advocates a new mindset among policy-makers and social partners in relation to working, learning and
. . 50 . .

ageing, and the links between them . Older people may be less able to do physically demanding work, for example,

but they do have something different to contribute — experience, reliability, a longer term view (providing a bal-

ance between ‘younger’ and ‘older’ perspectives — intergenerational learning). However, their skills need to be

adapted and developed in order for them to fill a new role in the workplace, and currently lifelong learning strat-

egies are failing to cover their needs.

Cedefop’s work concludes that key policy changes are required in relation to older workers based on:

e New thinking about the contribution of older people in a ‘life-course’ perspective, which means understanding
the phases of one’s life as the taking on of new challenges, i.e. active ageing

e Creation of ‘sustainable work environments’ that provide flexible and quality work for older people.

50 Promoting lifelong learning for older workers: an international overview (2006), Cedefop, edited by Tarja Tikkanen and Barry Nyhan.
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people more attractive to them.
Indeed, the quality of work is a key
element in retaining older workers in
employment or encouraging them to
return to work; the number of older
workers in jobs of low quality leaving
the labour market is up to four times
higher than that of older workers in
jobs of higher quality51. Furthermore,
results from the 4" European Work-
ing Conditions Survey indicate that,
although for the EU-27 as a whole
85% of older people aged 55 and
over in employment report being sat-
isfied or very satisfied with their
working conditions, satisfaction
varies substantially across Member
States, from as low as around the
50% level in Greece and Romania to
98% in Denmark (Chart 58).

Research (Haider and Loughran, 2001;
Ghosheh Jr. et al, 2006) has shown
that the attractiveness of work and
working conditions” are significant
factors affecting older workers’ labour
market attachment. The overall
attractiveness of a job covers a num-
ber of dimensions such as pay and
working conditions, training opportun-
ities and career development, health
and safety at the workplace, and flex-
ible work organisation and working-
time arrangements that allow for a
better reconciliation between work
and family responsibilities. Issues
which can act as disincentives to
remaining in work include low job sat-
isfaction, occupational stress, poor
working conditions, work which is
physically demanding, a lack of variety
and autonomy in work tasks, a lack of
challenge and development opportu-
nities, and an inability to reconcile
work and personal responsibilities.
Furthermore, appropriate adjust-
ments at the workplace are crucial for
allowing workers with disabilities or
declining physical capacities to enter
or stay in the labour market. The abil-
ity of the European labour market to
address these issues and offer good
quality jobs will determine the extent
to which older workers will take up

31 European Commission, ‘Improving quality in work: a review of recent progress’, COM(2003) 728.

the jobs on offer or remain in their
current employment for longer.

5.4.1. Working time

An issue of particular relevance to
older workers may be the desire to
withdraw gradually from the labour
force by reducing working hours
towards the end of their working
lives. Rather than having to end their
participation in the labour market

abruptly, arrangements which allow
people to withdraw gradually from
employment could potentially better
meet the wishes of older workers and
consequently help raise their employ-
ment rates. Conversely, a lack of pos-
sibilities to shift to part-time work
would limit the scope for a more
phased transition to retirement.

There are broad indications that
reduced working hours would gener-
ally help to raise employment levels

Chart 58: Satisfaction* with working conditions among employed older workers
(aged 55-64) in the EU Member States, 2005
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Chart 59: Part-time employment share and employment rates for older workers
(55-64) across EU Member States, 2006

Source: Eurostat, EU LFS, 2006 annual average.

AT

70
65
60 ° DK
3 °EE
R 55
]
2 50
€
[
£ 45
>
)
Qo
2 40
w BG ®FR
35 HU
oSK ® o T e s ° LU
30 oMT
°PL
25
0 5 10 15 20

25 30 35 40 45 50
Share of part-time employment in older workers' employment

°SE Correlation coefficient: 0.23

® UK

® BE

52 The importance of health-related issues has already been addressed earlier in the chapter. Here it is just necessary to emphasise again that, given
that many older workers cite health problems as one of the reasons for withdrawing from the labour market, improving working conditions will
play a key role in encouraging longer working lives.



among older people. Older people are
already over-represented in part-time
work, and Member States with
greater shares of older workers in
part-time employment tend to have
higher overall employment rates for
the 55-64 age group, although the
relationship is not particularly strong
(Chart 59). Furthermore, the propor-
tion of involuntary part-time workers
(i.e. those that are employed part time
because they could not get a full-time
job) in the EU is low for older workers
(at around 12%, compared to 20% for
the working-age population as a
whole (2004 figures)), clearly indicat-
ing that part-time work meets the
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wishes of a large majority of older
workers in such employment.

Working-time reduction therefore
merits special attention as a poten-
tially useful measure to improve the
attractiveness of work for older work-
ers, and Member States have been
experimenting with and implement-
ing measures on gradual retirement
in which older workers decrease their
working hours whilst being granted
some form of income support. How-
ever, while increasing the availability
of arrangements allowing for
reduced working hours for older
workers appears a positive step in

Chart 60: Average usual working hours in the EU-25 by age and full-time versus
part-time distinction, 2005
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Chart 61: Cross-country variation in average usual weekly working hours across EU
Member States for different age groups, 2005
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principle, Jolivet and Lee (2004) high-
light that it may have unintended
consequences such as inducing those
who would otherwise stay in full-time
work to take part-time employment,
or even marginalising older workers
in the workplace. With take-up rates
of progressive retirement among
older workers still very low in Euro-
pean countries, Taylor (2002) points
out that a problem for gradual retire-
ment appears to be that part-time
employment may be seen as unusual
or of lower status. OECD (2006) also
points out that if reductions in work-
ing time are heavily subsidised, there
is a risk that they could involve reduc-
tions rather than increases in effective
labour supply of older workers, and
warns that measures to promote a
more phased transition between
work and retirement — especially if it
involves a public subsidy to reduce
working time — should be carefully
evaluated in terms of its expected net
impact on the effective labour supply.

Contrary to what might be expected,
results from the EU Labour Force Sur-
vey indicate that the average usual
weekly working hours for older
workers aged 55-64 are not substan-
tially lower than those of prime
working age (25-54). Those aged
55-59 work on average 38 hours per
week, essentially the same as the
hours worked by the age groups in
the range 25-54, and with only a
slight overall reduction to 36 hours
for those aged 60-64 (Chart 60). The
downward trend for the 60-64 age
group is due in large part to the high-
er share of part-time workers among
those in employment in this particu-
lar age group. It is interesting to note
that average working hours for those
in full-time employment show an
upward trend for older workers,
while those for part-time workers
tend to decline. This opposite move-
ment in working hours for part-time
and full-time employment points to a
diversification in working hours for
older workers. Looking at the range
in average working hours for the dif-
ferent age groups across individual
Member States (Chart 61) indicates
that there is greater variability across
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countries in average working hours
for older workers than for prime-age
workers. In some Member States,
ageing is associated with longer aver-
age working hours, while in others
the opposite situation applies, and
there is less commonality in the over-
all average number of hours for this

group.

Jolivet and Lee (2004) also find that
working time for older workers does
not differ significantly from that for
other age groups, although one of
the key reasons suggested for this is
that many of those workers who did
not want the prevailing working time
patterns may have already exited the
labour market. This is supported by
their finding that the preferred
length of working time for inactive
older people is much shorter than
that for employed people. They con-
clude that working-hour constraints
for inactive older people may be
responsible, to some extent, for their
inactivity. The rise in availability of
part-time work over recent years
would therefore appear to be an
important factor in addressing the
working-hour desires of older work-
ers who might otherwise be inactive.

5.4.2. Working-time
organisation and atypical
working hours

Apart from the length of working
time, an important issue is how that
time is organised. Access to jobs with
a flexible organisation of working
hours (such as flexible work sched-
ules), which better suit employees’
needs, is a potentially important ele-
ment in raising employment among
older people, since it can facilitate
their remaining in employment
longer, together with reconciling
their work and family responsibilities.
For example, recent research (Leom-
bruni and Villosio, 2005) has shown
that in countries where the employ-
ment rate of older workers is lower,
the burden associated with family
responsibilities in terms of care of
children or other members of the
family is higher. Haider and Loughran

(2001) find that individuals over the
age of 65 clearly prefer flexibility at
the expense of low wages.

However, while the 2005 European
Working Conditions Survey indicates
that flexibility of work schedules
appear to be gradually increasing,
some two-thirds of employees in the
EU-25 still have schedules fixed by
their employer with no possibility for
change, and only around a quarter
can adapt their working times to suit
their needs, in some cases within limits.
The situation for older workers is
only marginally better, with around
61% of employees aged 55 or over
still having schedules fixed by their
employer with no possibility for
change, and only around 28% able to
adapt their working times to suit
their needs, suggesting that much
scope still remains to improve the
prevalence of more flexible working-
time arrangements among older
employees.

With regard to the more atypical
forms of working-time arrangement,
such as shift work and night work,
available evidence (Ghosheh Jr. et al,
2006; Spurgeon, 2003) suggests that
these forms of arrangement are less
suitable for older workers. Indeed,
Spurgeon (2003) reports that a series
of studies in the late 1990s indicate
that from around the late 40s and
early 50s, ageing results in a decreas-

ing ability to cope with shift work.
Explanations put forward for this
include the shortening and fragmenta-
tion of sleep with age and the slower
circadian rhythm of older workers.
Despite the concerns with regard to
unsocial working hours for older work-
ers, Jolivet and Lee (2004) conclude
that these concerns are not necessarily
reflected in actual working time pat-
terns and that evidence does not indi-
cate that older workers are in a clearly
more favourable position with regard
to how working time is organised com-
pared to other age groups. They find
that overall within the EU, apart from
some greater influence on starting and
finishing times, older workers appear
to be equally exposed to unsocial
working hours and irregularity of daily
and weekly working hours as other
groups. Results from the EU LFS con-
firm that the incidence of night and
shift work among older employees is
not dramatically lower than that
among younger employees (Chart 62).

5.4.3. Work organisation,
ergonomics and job design

Raising the employment rate of older
workers must be counterbalanced
with the aim to avoid pushing employ-
ees to their physical and mental limits.
Steps must therefore be taken with
regard to organisational, ergonomic
and job design aspects. For example,

Chart 62: Prevalence of shift work and night work among employees in the EU-25
by age group, 2005
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work organisation that increases vari-
ety and autonomy in work tasks, and
provides a challenge and development
opportunities, could encourage older
workers to remain longer in employ-
ment. Physical strain can be lessened
though appropriate job design and
working-time organisation. Modern
technology and ergonomics can
increase the productivity of older
workers, compensating for physical
decline, while improving the work
environment would contribute to
extending healthy life and support
active ageing.

With regard to organisational aspects,
it might be expected that a work
organisation in which employees enjoy
a high degree of autonomy would
have high levels of employee job satis-
faction, and consequently this would
encourage workers to want to remain
in work longer. In line with this, Peulet
(2006) finds that work organisations in
which employees enjoy greater auton-
omy favour an extended career. This is
generally confirmed by the reasonably
strong correlation between employ-
ment rates for older workers and an
autonomy index” developed by the
European Foundation for the Improve-
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ment of Living and Working Condi-
tions based on several indicators of
work autonomy from the 4* European
Working Conditions Survey (EWCS)
(Chart 63). Denmark and Sweden,
which have high shares of older work-
ers in employment, enjoy a largely
autonomous work organisation
model, while Member States with tra-
ditionally less autonomous models
generally have lower employment
rates for older workers. Overall, it
seems that there is indeed a positive
relationship between work organisa-
tions that provide more autonomy to
employees and the prolonging of
older workers’ professional lives.

Another issue of particular concern to
older workers is physical working con-
ditions, especially for those whose jobs
entail sustained physical effort. How-
ever, while advances in production
technology have led to a correspon-
ding lessening of the physical demands
in the workplace, as evidenced by the
decrease in blue-collar jobs, it is note-
worthy that a growing body of
research has identified the phenom-
enon of work intensification™ and that
consequently the level of non-physical
demands faced by older workers (e.g.

Chart 63: Employment rates for people aged 55-64 across EU Member States
versus autonomy in the workplace
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intense concentration and stress) may
have increased significantly. Tros
(2005) argues that the job and employ-
ment security of older workers is under
pressure due to trends like work inten-
sification, leading to loss of soft jobs
and bridge jobs.

Various ergonomic and job design
measures can be implemented to
address the specific work-environment
needs of older workers, including
those which prevent work-induced ill-
ness or disability and compensate for
the decline in physical capabilities that
comes with age. This may include, for
example, the provision of better light-
ing and seating, removing the need
for heavy lifting or violent twisting
movements, and arranging worksta-
tions to avoid tiring movements and to
improve working postures. Further-
more, older people can be reassigned
to less physically demanding activities
or their task organisation structured to
allow more intervals between the
more physically demanding tasks.
However, Ghosheh Jr. et al (2006) point
out that while measures specific to
improving the working environment
of older workers are often introduced
in workplaces, it should be borne in
mind that older workers’ health is a
function of past as well as current
working conditions, which means that
the best approach lies in a policy of
improving working conditions
throughout working life.

6. A TYPOLOGY OF
APPROACHES TO ACTIVE
AGEING IN EU MEMBER
STATES

The previous analysis has highlighted
some of the main factors which may
influence the labour market attach-
ment of older people and which
either encourage or prevent them
from extending their working lives.

53 The autonomy index is a composite indicator constructed from five variables in the European Working Conditions Survey (EWCS), namely whether
people are able to choose or change (a) the order of tasks, (b) the methods of work, (c) the speed of work, (d) whether they have influence over
the choice of working partners and (e) whether they are able to take a break when desired. It refers to employees only.

54 See, for example, the European Foundation for the Improvement of Living and Working Condition’s publication (2006), Fifteen years of working

conditions in the EU: Charting of the trends.
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These fell into the broad categories
of retirement, pensions and the bal-
ance of financial incentives, which
focused on various disincentives or
penalties to carry on working
embedded in each country’s pension
system and in other aspects of the
tax and social welfare system, the
factors affecting the availability of
jobs to older workers, the employa-
bility of older workers, and the con-
ditions and attractiveness of work, as
well as the existence of a supportive
environment.

In this context it is interesting to exam-
ine the existence of different types of
approach to active ageing within the
EU Member States, in terms of the
combination of policy-relevant meas-
ures aimed at addressing some of the
key factors already identified as influ-
encing the labour market participation
of older workers. This provides an indi-
cation of the similarities and differ-
ences across countries in terms of how
active-ageing strategies are imple-
mented, and in particular how groups
of Member States stand with respect to
various factors that are recognised as
being of particular importance to the
employment of older people, which
can then be linked to their present
position with regard to older workers’
labour market outcomes such as their
employment rates.

An initial examination has been car-
ried out on the basis of a select set of
factors which, based on the preceding
review, appear particularly important
with regard to the labour market situ-
ation of older workers. The approach
focuses on a cluster analysis of vari-
ables which are representative indica-
tors” of the factors thus identified,
and for which data are available for a
large majority of the EU Member
States. The variables concerned are the
following:

AV ORA: The standard retirement
age as a simple average across
male and female statutory ages
for entitlement to a standard pen-
sion. Source: MISSOC 2006.

NRR at 65: The net pension
replacement rate at age 65.” This
is a straightforward indicator of
pension levels (the ratio of annual
benefits to earnings just before
retirement) which influences older
workers’ decisions to remain in
work, depending on whether they
consider their benefits to be high
enough. Source: Report by the
Indicators Sub-group (ISG) of the
Social Protection Committee (SPC),
19 May 2006.

ERN ratio: The ratio of average
earnings for the age group 50-59
compared to those aged under 29,
for NACE sectors C to K, as a proxy
for the influence of seniority
wages. Source: Eurostat, Structure
of Earnings Survey, 2002.

Tax wedge: The tax wedge on
labour costs,” as a proxy for the
influence of distortions created by
the tax system on older workers’
employment prospects. Source:
Eurostat, Structural Indicators.

EPL: The strictness of EPL, as given by
the overall OECD indicator (2003
data). Source: OECD (OECD. stat
database), plus figures for Bulgaria,
Estonia, Lithuania and Slovenia
from S. Cazes and A. Nesporova
(2007), Flexicurity: a relevant
approach in Central and Eastern
Europe, International Labour Office.

ALMP (excl PES): Total expendi-
ture on active labour market pol-
icy measures (active spending
excluding public employment
services)58 as a percentage of GDP,

as an indicator of the relative
importance given to ALMP in
general in Member States. It cov-
ers active interventions that aim
to help the unemployed and
other disadvantaged groups to
prepare for or enter work,
including training, job rotation
and job sharing, employment
incentives, integration of people
with disabilities, direct job cre-
ation and start-up incentives.
(Figures are the average over the
years 2003-2005 where data is
available, otherwise 2005 fig-
ures.) Source: Eurostat, Labour
Market Policy database.

LLL: Life-long learning, as the per-
centage of the population aged
25-64 participating in education
and training. (This is very highly
correlated (0.98) with the lifelong
learning figures for the age group
55-64, and available for more
countries.) Source: Eurostat, EU
Labour Force Survey.

Flex-work hours: Working-hour
flexibility, as the percentage of
employees aged 55+ who can adapt
working hours to suit their needs
(i.e. working hours entirely deter-
mined by them or can adapt work-
ing hours within certain limits).
Source: European Foundation for
the Improvement of Living and
Working Conditions, 4" EWCS.

Flex-autonomy: Autonomy in
work arrangements, as an index of
the extent of autonomy in the
workplace for employees. This
index covers work organisation
including control over order,
methods and speed of tasks and
ability to rest when desired.
Source: European Foundation for
the Improvement of Living and
Working Conditions, 4" EWCS.

55 A number of indicators are used to characterise the labour market institutions and other factors affecting labour market performance to reflect
the complex network of interrelations, although the choice of particular indicators may be open to debate.

56 Data refers to the base case of a single person with a career length of 40 years, age at retirement 65, in full-time work and on average earnings.

57

Defined as income tax on gross wage earnings plus employee’s and employer’s social security contributions, expressed as a percentage of the total

labour costs of the earner, defined as gross earnings plus the employer’s social security contributions plus payroll taxes (where applicable). Here
data for the tax wedge refers to that for a single low-wage earner (earning 67% of the average worker earnings), without children. Employment
in Europe 2004 reports that the cross-country correlation of the tax wedge between the categories ‘single worker with no children’ and ‘married
couple with two children’ is high and stable over time.

58

This correlates very highly with active expenditure including PES (correlation coefficient 0.94).



¢ Health (perc 55-64): Self-perceived
health status among the older
population (the percentage of
older people aged 55-64 declaring
their health as good or very good).
Source: Eurostat, Health Interview
Surveys, 2004 round.

6.1. Cluster analysis on
EU Member States

Based on the 10 variables mentioned
above, hierarchical cIusteringSQ, which
is a common and well-established stat-
istical techniqueeo, allows six main
groupings of Member States to be dis-
tinguished (Table 12). A robustness
check was also carried out using the k-
means clustering technique with the
same number of clusters. The composi-
tion and characteristics of these six
groups are (Chart 64, see page 104,
arranged to distinguish indicators pos-
itively associated with older workers’
employment rates (lhs) and those neg-
atively associated (rhs)):

e Group 1: Consists of the ‘western
continental’ countries of Austria,
Belgium, France, Germany and
Italy, with the group characterised
by intermediate standard retire-
ment ages and pension replace-
ment rates, together with inter-
mediate work flexibility and life-
long learning participation, but
relatively high EPL, tax wedge and
relative earnings for older work-
ers. The average (unweighted)
employment rate of older workers
is second lowest for this group.

e Group 2: Consists of the ‘Central
European’ Member States of the
Czech Republic, Hungary, Poland,
Slovenia and Slovakia, with the
group characterised on the one
hand by relatively low perceived
health and standard retirement
ages, together with relatively low
ALMP spending, lifelong learning
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participation and work flexibility
(i.e. low scores on all indicators
positively associated with older
workers’ employment rates), but
on the other hand by compara-
tively low relative wages for older
workers and EPL, and intermedi-
ate tax wedges. This group has the
lowest (unweighted) employment
rate for older workers.

Group 3: This cluster includes the
‘Nordic’ countries of Denmark,
Finland and Sweden, plus the
Netherlands. It is characterised on
the one hand by intermediately
low pension replacement rates,
relative costs of older workers and
EPL, but on the other by high per-
ceived health and standard retire-
ment ages, together with substan-
tially higher ALMP spending, life-
long learning participation and
work flexibility. It scores relatively
highly on all indicators positively
associated with older workers’
employment rates, and has the
highest average (unweighted)
employment rate for older work-
ers.

Group 4: In this group are the
‘Baltic States’ of Estonia and
Lithuania, which although broadly
similar to the Central European
grouping of countries (Group 2)
are distinguished from the latter
by much lower pension replace-
ment rates and relative earnings
of older workers, and higher EPL
and autonomy in the workplace.

The average (unweighted)
employment rate for older work-
ers in this group is the third high-
est.

e Group 5: This group consists of the
‘Anglo-Saxon’ countries of Ireland
and the United Kingdom, and is
strongly differentiated from other
clusters by the much lower EPL
and tax wedge combined with rel-
atively high lifelong learning par-
ticipation and perceived levels of
health, and intermediate flexibil-
ity, retirement ages, pension
replacement rates and relative
earnings of older workers. The
average (unweighted) older work-
ers’ employment rate is the second
highest for this group.

e Group 6: The ’'Mediterranean’
countries of Greece, Portugal and
Spain make up this cluster, charac-
terised by relatively high pension
replacement rates, relative earn-
ings of older workers and EPL but
comparatively low tax wedges,
lifelong learning participation and
work flexibility. This cluster forms
the central group in terms of older
workers' average (unweighted)
employment rates.

It is to be noted that for some group-
ings (mainly group 1 and group 2) a
similar ‘policy mix’ (i.e. combination
of active ageing relevant factors) may
lead to significantly different out-
comes (i.e. older workers’ employ-
ment rates) across the countries

Table 12 - Results of clustering analysis (6 groups)

Group Group 1 Group 2 Group 3 Group 4 Group 5 Group 6
Composition BE cz DK EE IE EL
DE HU NL LT UK ES
FR PL FI PT
IT S SE
AT SK
Average 37.2 345 58.1 54.1 55.3 45.5

(unweighted) ER 55-64

Using both complete linkage and Ward'’s method of agglomeration. Only those Member States where data was available on all factors were

included in the cluster analysis (21 of the 27 EU countries, excluding BG, CY, LU, LV, MT and RO).

60 A word of caution is required on the application of such techniques. Cluster analysis uses the country scores on the various factors to come up
with groupings of countries based on some measure of ‘distance’. Results can be sensitive to the specific agglomeration methodology used and
the particular parameters chosen for the clustering exercise. For a description of cluster analysis see Employment in Europe 2006, p. 109.
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Chart 64: Profiles of cluster means, 6 groups
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belonging to the same group (this
being notably the case for example
for the Czech Republic and Germany
in their respective groupings).

6.2. Principal
components analysis
on EU Member States

A principal components analysis
(PCA)61 allows identification of the
main underlying dimensions or ‘fac-
tors’ which explain a large part of
the differences across countries. Such
a preliminary factor analysis (Table
13), based on the 10 variables men-
tioned above as the active variables
in the PCA, reveals that the first
three principal components account
for 77% of the overall variability in
the data. The characteristics of the
three principal components are:

Factor 1: has high correlation with
the standard retirement age, partici-
pation in lifelong learning, spending
on active labour market policy meas-
ures, work flexibility (covering work-
ing-hours organisation and job auton-
omy), and health of older people. It
can be interpreted as a ‘supportive

61

active ageing system’, as it covers key
aspects related to encouraging older
workers to remain in the labour mar-
ket and maintaining their employa-
bility.

Factor 2: has high correlation with
the net pension replacement rate
and the relative cost of older work-
ers compared to youth. It can be
interpreted as a kind of indicator of
the ‘financial pressure’ on older people
to exit the labour market (covering
both the financial incentives for
older workers to retire and the cost
pressure on employers to hire
younger rather than older workers).

Factor 3: is highly correlated with
the tax wedge and EPL, which can
be seen as general labour market
institutions potentially reducing
the adaptability of companies and
the labour market in general,
rather than aspects specific to older
workers.

Chart 65 shows the plots of country
scores along the three principal com-
ponents axes, with shaded areas
highlighting where the groupings
identified in the cluster analysis are
clearly evident. Much of the cluster-

ing can be observed from the combi-
nation of just the first two factors,
but the third factor is important
with regard to the grouping of the
Baltic States into a specific cluster
separate to the Central European
Member States. The Nordic group of
countries (including the Nether-
lands) scores comparatively highly
with regard to support to active age-
ing (factor 1), as does, although to a
lesser degree, the Anglo-Saxon
grouping, which combines this with
low scores on general labour market
institutions which potentially reduce
adaptability of companies (factor 3).
The Central European, Baltic States
and Mediterranean countries’
groupings score relatively low on
support to active ageing, with the
latter group also scoring high on the
financial pressure factor, for which
the score is also comparatively high
for the western continental country

grouping.

6.3. Labour market
outcomes in relation to
the principal
components

In addition to the 10 ‘active variables’
used to classify countries, some sup-
plementary variables were included
in the analysis to provide some indi-
cation of the effects of the compo-
nents of the different active-ageing
approaches on relevant labour mar-
ket outcomes (based on the correla-
tions of these key outcome variables
with the principal components),
especially those of concern to older
workers. The supplementary vari-
ables are the activity and employ-
ment rates for the 55-64 age group,
overall unemployment and long-
term unemployment rates, the exit
age, and measures of job satisfaction
among workers aged over 55 and the
reduction in the risk of poverty for
those aged over 65"

PCA is a multivariate analysis technique, the aim of which is to reveal how different variables change in relation to each other, or how they are

associated. This is achieved by transforming the original variables into a new set of uncorrelated ones using the correlation matrix. The new vari-
ables are linear combinations of the original ones, and usually the correlations among original variables are large enough for the first few new
variables to account for most of the variance in the dataset, thus helping to clarify the structure of the relationships. For further description of

PCA see Employment in Europe 2006, p 102.

62 An indicator for the reduction in the risk of poverty for those aged over 65 due to the impact of social transfers, including pensions. It is equiva-
lent to the percentage point difference between the risk of poverty (defined as the share of persons with an equivalised income below 60% of
the national median) before and after social transfers. (Source: DG EMPL calculations based on Eurostat data.)



In order to enhance the interpretabil-
ity of the results, a varimax_ rotation
on the PCA results was also carried
out. The results (Table 14) indicate
that the factor interpretations
remain similar to that before rotation
for factors 1 and 2, but that the third
factor now is only highly correlated
with the tax wedge. Comparing the
correlations of the supplementary
variables with the principal compo-
nents after rotation (D1, D2 and D3)
indicates the following:

Chapter 2 Active ageing and labour market trends for older workers

A ‘supportive active-ageing sys-
tem’ (factor D1) has a broad pos-
itive effect on labour market out-
comes for older people. It has a
noticeable positive correlation
with older workers’ activity and
employment rates, and also with
the age at which older people
exit the labour market. At the
same time there is a strong posi-
tive correlation with job satisfac-
tion among older employed peo-
ple, and a negative correlation
with the level of unemployment
and long-term unemployment.

Table 13 - Main results of the PCA

Note:
related to the principal components

Factor 1 Factor 2 Factor 3
Variability (%) 40.1 21.8 15.1
Cumulative % 40.1 61.9 77.0
Correlation between variables and factors
AV ORA 0.42 -0.01
NRR at 65 -0.19
Tax wedge 0.18
ERNRatio -0.09
EPL -0.20
LLL -0.17
FLEX-work hours -0.02 0.02
FLEX-autonomy -0.26 0.10
Health (perc) 55-64 0.36 -0.35
ALMP (excl PES) 0.24 0.27

Source: DG EMPL calculations based on data from Eurostat, DG EMPL, EFILWC, OECD and ILO
High and moderate correlations (>0.5) are highlighted and

indicate how variables are

e The ‘financial pressure’ on older
people to exit the labour market
(factor D2) is negatively correlat-
ed with activity and employment
rates for older workers.

e Taxdistortions (factor D3), as rep-
resented by the tax wedge, is
negatively correlated with the
exit age, and more weakly with
older worker’s employment and
activity rates, but is associated
with a reduced risk of poverty in
later life.

The preceding results highlight the fea-
tures of those systems which are more
successful in encouraging active age-
ing, namely good levels of general
health for older people and reasonably
high standard retirement ages; rela-
tively high spending on active labour
market policy measures and participa-
tion in lifelong learning; flexibility with
regard to working hours and work
organisation; and reduced financial
pressures on older workers to leave the
labour market, both in terms of the
financial incentives for older workers
to retire and the cost pressure on
employers to hire younger rather than
older workers. In this regard, the
Nordic group of countries (including

Chart 65: Country scores along the principal factor axes
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Varimax rotation is a technique used to maximise the correlation of a number of original variables with principal components.
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Table 14 - Correlations between principal components and active
and supplementary variables (after Varimax rotation)

AV ORA
NRR at 65

Tax wedge

ERNRatio

EPL

LLL

FLEX-work hours
FLEX-autonomy
Health (perc) 55-64
ALMP (excl PES)

Employment rate 55-64

Activity rate 55-64
Unemployment rate (overall)
Long term UR (overall)

Exit age

Job satisfaction 55+

Reduction in poverty risk for 65+

Correlations of supplementary variables with principal components after varimax rotation

-0.33
-0.32
0.14
0.13

-0.01

related to the principal components.

Source: DG EMPL calculations based on data from Eurostat, DG EMPL, EFILWC, OECD and ILO
Note: High and moderate correlations (around 0.4 or higher) are highlighted and indicate how variables are

Chart 66: Age structure of the age group 55-64 by individual year of age
in 2000 and 2006
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Source: Eurostat, EU LFS spring data (2000) and second quarter data (2006).

the Netherlands), but also to a lesser
degree the Anglo-Saxon grouping,
appears to have implemented a more
integrated approach to active ageing,
and to have been relatively more suc-
cessful in integrating and retaining
older workers in the labour market
compared to the other Member States.

/. REASONS FOR THE
RISE IN EMPLOYMENT
OF OLDER PEOPLE
SINCE 2000

This section briefly examines some
of the main drivers or causes under-
lying the improvement in the
employment situation of older
workers in recent years. On the
demand side, macro-economic sta-
bility and tight labour demand have
been put forward as contributory
causes in some Member States such

as the United Kingdom, where there
were historically relatively few
redundancies post-2000, a factor of
major significance to older workers
since they tend to lose out most
when workers need to be made
redundant. Attitudes of employers
may also be beginning to change, as
a consequence of economic neces-
sity but also the recent implementa-
tion of anti-age discrimination legis-
lation and age-awareness cam-
paigns.

On the supply side, recent pension,
tax and welfare reforms may have
had an effect on older workers-
labour market attachment. Problems
in the equity markets in the early
2000s and the effect on private pen-
sion schemes may also have resulted
in some older people deferring early
retirement during this period. At the
same time, long-term societal trends
in labour market participation, such
as increasing female participation,
and the improvement in skill levels
of the workforce can have eventual
effects on the older workers’ age

group.

Some of these issues are examined in
the following sections, but the lack of
detailed data on changes in relevant
labour market institutions for many
Member States covering the period in
question precludes any detailed
analysis at this stage.

7.1. Factors related to
demographic and long-
term societal changes

7.1.1. The demographic effect
within the older workers-age

group

Part of the improvement in the
employment rate of older workers
can simply be attributed to the shift
in the relative shares of different
ages within the older worker popula-
tion, reflecting a pure composition
effect. Since people at the lower ages
within the older age group tend to
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The contribution from the shift in
age structure, although positive for
the EU-25 as a whole, varies marked-
ly across countries, with a significant
negative effect in Austria, the Czech

have higher employment rates, a
shift in the balance or composition of
the individual year of age popula-
tions will have an influence on the
employment rate for the overall
55-64 age group. This is especially

important in the context of sharp
demographic changes such as the
approaching retirement of the baby-
boom generation.

Table 15 - Contribution of demographic
composition to changes in employment
rates 55-64 between 2000 and 2006

Percentage point change 2000-2006

Source: Eurostat, EU LFS, 2000 spring data
and second quarter 2006.

The single year age distribution with-
in the overall older worker popula-
tion has changed noticeably between
2000 and 2006, with a higher share of
people in the lower age range 55-59
and relatively fewer in the range
60-64 (Chart 66). A simple shift-share
analysis on the employment rate

substantial.

64
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Republic, Denmark and Sweden con-
trasting with strong positive contri-
butions in Finland, France and Poland
(Table 16). In France and Greece, the
impact from the change in the age
structure accounts for an important
element of the overall rise in older
workers’ employment rates (around a

Total changes between 2000 and 2006 indi-  third and a half respectively), and in
(=1+2+3) 7.2 cates that of the overall increase of Poland it helped dampen consider-
Contribution from shift in employment rate around 7 percentage points, around ably the decline in employment rates;
Total (1) 5.9 one-fifth (1.3 percentage points) was  but in all the other Member States it
Men 24 due to this change in the older work- is much less than the effect from the
Women 3.5 ers' population structure”, with a rise in employment rates net of any
Contribution from demographic effect slightly greater contribution of this demographic effects.

Total (2) 127 1 composition effect for men than

Men 0.70 women (Table 15). Nevertheless, the The rise in employment rates net of
Women 057 | net contribution from the shift in any demographic effects (i.e. the
'T“terla(‘;)b" effect (residual effect) — employment rates was clearly more pure ‘non-composition’ effect) was
ota -0.

almost 6 percentage points, this time
with a greater net contribution for
women than men (3.5 versus 2.4 per-
centage points), and has been sub-

. . 65
Table 16 - Contribution to changes in employment rate of 55-64 year old age stant.|al in almost all Member Sttates )
group between 2000 and 2006 Net increases have been particularly
strong in the Czech Republic, Finland,
Total change Contribution from Contribution from Interaction effect Germanv and Hunaarv. all with net
in employment rate | shift in employment | demographic effect | (residual effect) (3) R K y gary.
(=M +@)+B)) rate ( (1) net of ) rises in excess of 10 percentage
demographic effects) points. Only in Poland and Portugal
EU-25 7.2 5.9 13 0.0 was there a negative contribution
BE 54 4.2 1.3 -0.1 from the net shift in employment
cz 9.3 103 0.9 -0.1 rates
DK 6.3 8.2 -1.9 0.1 :
DE 10.8 10.1 1.6 -0.9
EL 3.0 1.1 1.6 0.2
E 7. 7 4 A
e I o o ol 7.1.2. Long-term trends - the
IE 83 8.0 0.2 0.1 importance of gender and
T 54 4.2 0.9 0.3 cohort effects
cy 4.0 3.8 0.2 0.4
LT* 8.4 7.5 1.1 0.2 )
HU 11.7 11.7 0.1 0.0 Another underlying reason for the
NL 2-5 Z-Z 0-12 %é rise in employment rates of older
AT* A A -1. -0. . .
PL 17 a3 26 0.0 workers is th.e long established
PT -1.1 -1.8 0.5 0.1 ‘cohort effect’ in the labour market
SI* 1;-3 8679 (2)-2 1072 participation of women, i.e. the
FI 13.0 10. . -0. .
SE 5.2 6.0 13 0.5 impact of younger female 'cohorts,
UK 6.9 6.6 0.2 0.1 who are better integrated into the
Source: Eurostat, EU LFS spring data (2000) and second quarter data (2006). labour market, filtering through
Note: *Figures for AT, LT and SL not fully reliable due to small sample sizes. For EE, LV, LU, MT and with time into the older workers’
SK fi t publishable due t I individual f age being t I,
Igures not publishable aue 1o samples per Individual year ot age being 100 sma age group. The pattern Of Iabour

The demographic effect within the older workers age group is a dynamic phenomenon. The positive impact reported is transitory and over the
coming years the baby-boom generation will shift towards the upper end of the age group, and the effect may be reversed.

Results are only displayed for those Member States for which sample sizes per individual year of age are sufficiently large.
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Chart 67: Activity rates by gender in the EU-15, 1970 and 2005
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force participation has changed
markedly over recent decades and
within the EU-15" the participation
of women between the ages of 25
and 60 has increased substantially,
reflecting steadily rising participa-
tion, while that of men has changed
little for those of prime working age
but has declined markedly at the
lower and upper end of the age dis-
tribution”’ (Chart 67). The major
increase in participation of women
in the prime working-age group

(25-54) means that the pattern of
female participation is now much
more similar to that of men, and
with the participation of young
women now barely below that of
young men.

The general trend towards higher
participation in successive cohorts of
women means that rises in participa-
tion rates in the younger age groups
have subsequently fed through to an
increase in the older age groups. For

example, within the EU-15, for the
age group 55-59, the cohort of
females born between 1936 and 1940
had an activity rate of 39.8%, those
born between 1941 and 1945 had a
rate of 44.7%, and those born
between 1946 and 1950 one of 52%
(Chart 68), with rises in the order of
5-7 percentage points over each five-
year period. For men, on the other
hand, activity rates for the age
groups 50-54 and 55-59 are rather
similar for all three years, reflecting
the fact that prime-age male part