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1. INTRODUCTION (1)  
Sustainability as a global concern emerged in 
the second half of the 20th century out of 
growing recognition of the detrimental 
impacts of economic development on the 
environment and human health. Sustainability 
refers to the ability of a system, organism or 
human-made product to endure indefinitely. The 
concept evolved out of “sustainable 
development”, a term coined in 1987 by the 
seminal report issued by the World Commission 
on Environment and Development, chaired by 
Norwegian Prime Minister Gro Harlem 
Brundtland under the auspices of the United 
Nations. The report called sustainable 
development one “that strikes a balance 
between meeting the needs of the present 
without compromising the ability of future 
generations to meet their own needs.”(2) Related 
concepts emphasise the ultimate common 
goods and values that need to be sustained, as 
in “sustainable society”: “one where economic 
growth is compatible with planetary boundaries 
and fairly distributed among its citizens.”(3)  

                                                      
(1) This chapter was written by Katarina Jaksic, Jörg 

Peschner and Argyrios Pisiotis. 
(2) World Commission on Environment and Development 

(1987). 
(3) Falkenberg (2016). 

Sustainable development is one of the 
European Union’s fundamental aims and a 
matter of international credibility. It is 
enshrined in Article 3.3 of the Treaty on the 
European Union (TEU), which states that “The 
Union shall […] work for the sustainable 
development of Europe based on balanced 
economic growth and price stability, a highly 
competitive social market economy, aiming at 
full employment and social progress, and a high 
level of protection and improvement of the 
quality of the environment.” Thus, according to 
the Treaty, sustainable development in the EU: 

presupposes enduring and inclusive 
economic growth; 

is based on macroeconomic stability without 
imbalances; 

should be pursued through a highly 
competitive “social market economy” (i.e. on 
a distinctly European model of economic 
policies (4) which promote fair market 
competition within a welfare state);  

should aim at full employment and social 
progress; 

                                                      
(4) The "social" element of the model refers to support for 

the provision of equal opportunity and protection of 
those unable to enter the free market labour force 
because of old age, disability, or unemployment. 
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should aim at protecting and improving the 
environment. 

Sustainable development in the EU is 
understood as having three interlinked and 
equal dimensions – economic, social, and 
environmental. Underlying this view (illustrated 
in Figure 2.1) is the belief that “it is not possible 
to achieve a desired level of ecological or social 
or economic sustainability (separately) without 
achieving at least a basic level of all three forms 
of sustainability, simultaneously.”(5) The Europe 
2020 strategy for “smart, sustainable and 
inclusive growth”, issued in early 2010, is also 
consistent with this tri-dimensional view of 
sustainable development.   

Sustainable development has become a 
mainstream concept. It has been invoked by 
scholars, multinational business and advocacy 
groups, governments and multilateral 
institutions. In September 2015, the  United 
Nations resolution on the 2030 Agenda for 
Sustainable Development and its 17 Sustainable 
Development Goals (SDGs, see Figure 2.2) 
marked the culmination of a process that has 
made “sustainability” the global framework for 
international and national development efforts 
in all their economic, social, environmental and 
governance dimensions.(6) 

                                                      
(5) The view owes much to the corporate accounting term 

“triple bottom line,” coined by business sociologist John 
Elkington (1997) and (1999), p.75. 

(6) See the UN resolution at 
https://sustainabledevelopment.un.org/post2015/transf
ormingourworld. The concept of resilience, initially used 
in engineering and environmental sciences, started 
being transferred to social sciences, where it has also 
become a paradigm or “perspective”, moulding 
development action in national settings and 
international cooperation. See Folke (2006) and Brown 
(2014), pp. 107–117. In the EU, resilience has 
progressively gained prominence as a concept similar to 
the concept of sustainability. It can be defined as the 
“ability of the society to face shocks and persistent 
structural changes without losing its ability to deliver 
societal well-being in a sustainable way,” while a 
“resilient society aims to sustain its level of individual 
and societal wellbeing in an intergenerationally fair 
distribution”; see Manca and Zec (2019) and Manca et 
al. (2017), p.6.  

 

Figure 2.1 
Sustainability as the intersection between environment, 
economy and society 
Sustainability and its dimensions 

Source: Authors' own presentation. 
Click here to download figure. 

 
 
 

Figure 2.2 
SDGs require simultaneous and mutually reinforcing action 
towards three core objectives: economic growth, social 
inclusion and environmental protection 
Sustainable Development Goals 

 

Source: https://www.un.org/sustainabledevelopment/news/communications-
material/ 

Click here to download figure. 

 
The EU was one of the leaders in the 
formulation of the SDG agenda and has taken 
follow-up action towards its implementation. 
In 2017, the European Commission established 
the High Level Multi-stakeholder Platform on 
the SDGs, bringing together ideas for the 
Commission’s Reflection Paper “Towards a 
Sustainable Europe by 2030.”(7) Issued on 30 
January 2019, the Reflection Paper contributed 
to the wider debate on the ‘Future of Europe’, 
launched in March 2017 by European 
Commission President Juncker. It aimed at 
stimulating further reflection on the vision of a 
                                                      
(7) Accessible at 

https://ec.europa.eu/commission/sites/beta-
political/files/rp_sustainable_europe_30-01_en_web.pdf . 
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sustainable EU and a strategy for 
implementation of sustainable development 
goals. It complemented a series of other 
Reflection Papers launched before, including on 
the social dimension of Europe (8) and on 
Harnessing Globalisation. (9) 

Fast and bold common policy choices are 
needed for making the EU sustainable. A 
recent report by the European Commission’s 
Political Strategy Centre points to “global 
existential challenges” which urgently required a 
common EU policy response. (10) In its Reflection 
Paper, the European Commission outlined policy 
choices for setting the EU’s economy on a path 
towards sustainability, while taking account of 
the inextricable links between the various 
dimensions of sustainability, each facing 
particular challenges. (11) It focuses on 
promoting a circular economy, sustainable 
production, consumption, including in the key 
agro-food sector, energy generation and 
consumption, and a socially fair transition to 
environmentally sustainable economic growth. 
The Paper also identifies domains in which policy 
action can have a horizontal enabling effect in 
fostering sustainable development. These are 
education, science, technology, research and 
innovation, financing, taxation and competition 
policies, corporate social responsibility and 
                                                      
(8) The Reflection Paper on the Social Dimension of Europe 

discusses how to sustain our standards of living, create 
more and better jobs, equip people with the right skills 
and create more unity within EU society, in the light of 
major changes. See: European Commission (2017), 
Reflection paper on the Social Dimension of Europe, 
COM(2017) 206, 26 April 2017; accessible at 
https://ec.europa.eu/commission/sites/beta-
political/files/reflection-paper-social-dimension-
europe_en.pdf. 

(9) The Reflection Paper on Harnessing Globalisation 
discusses ways to protect and empower citizens 
through robust social policies and education and 
training support throughout their lives, as well as 
through progressive tax policies and investment in 
innovation. In external relations, the Paper posits the 
need to shape a truly sustainable global order, based on 
a multilateral set of global rules and a common agenda. 

(10) European Political Strategy Centre (2019). The paper 
provides an overview of the long-term structural trends 
accelerating and intersecting at EU level. These trends 
bear economic, technological, societal and governance-
related risks. They include significant growth divergence 
between countries, regions and businesses; changing 
demographics and rising inequalities; unsustainable 
consumption patterns; societal unease with rapid pace 
of change; rising protectionism; and climate change. 

(11) See European Commission (2019c), p. 3, chart adapted 
from Kate Raworth’s ‘Donut of social and planetary 
boundaries’ (2017). 

coming to terms with new business models, 
open trade, and effective multi-level governance.  

This chapter reviews concepts of 
sustainability and identifies key 
implementation challenges. Different sections 
dedicated to: firstly, the concept of sustainability 
and its measurement, with a focus on the social 
dimension of sustainability; secondly, a factor 
analysis aimed at identifying the principal 
components of sustainable growth as well as 
synergies and trade-offs between the different 
dimensions of sustainable development; and 
thirdly, identifying the main challenges to social 
sustainability in the EU. These are addressed in 
detail in the subsequent chapters.  

2. SUSTAINABILITY AS AN EU 
OBJECTIVE: DEFINING AND 
MEASURING THE SOCIAL 
DIMENSION 

The social dimension of the EU is of 
fundamental importance. Whether subsumed 
directly under “sustainable development” or not, 
the scope of the social dimension is broadly 
delineated in the Treaties through explicit or 
implicit references to the following aspects: (12) 

(social) justice; 

human dignity and equality; 

inter- and intra-generational solidarity; 

promotion of (high) employment; 

working conditions and their harmonisation 
across Member States; 

the improvement of living conditions and 
upward convergence in living standards; 

welfare states (indirectly through the stated 
preference for a “social market economy”); 

the fight against social exclusion and 
discrimination; 

                                                      
(12) All references are to either the Treaty on the European 

Union (TEU) or the Treaty on the Functioning of the 
European Union (TFEU). Article 2 TEU conveys the 
strong social content of the EU’s shared foundational 
values. Article 3.3. TEU lists primary EU objectives 
emanating from these values (art. 2 TEU) and from the 
EU’s fundamental goal (art. 3.1 TEU.) Article 151 TFEU 
elaborates on EU objectives related to human resource 
development, labour markets and social conditions. 
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 (proper) social protection; 

social dialogue; 

human capital development; 

gender equality; 

protection of the rights of the child; 

economic, social and territorial cohesion; and 

solidarity among Member States. 

The EU aims for “inclusive growth”, including 
through the implementation of its Europe 
2020 strategy. As shown in Chapter 3, 
economic growth benefits from efficient product 
(and credit) markets and fair competition. This is 
important for allocating resources to their most 
productive use, and for incentivising innovation. 
However, the concept of inclusive growth is 
broader. For the EU, it includes empowering 
people through opportunities for all throughout 
the lifecycle: investing in skills in order to attain 
high levels of employment; fighting poverty and 
thus building a cohesive society; and sharing the 
gains of growth widely. For growth to be 
inclusive, labour markets need to be 
modernised, training and social protection 
systems adjusted to help people to anticipate 
and manage technological transformation and 
more frequent labour market transitions. In its 
Lisbon and Europe 2020 strategies, the EU 
anticipated the particular risks attached to 
Europe’s ageing population and the need to 
make the fullest possible use of its labour 
potential to sustain growth and prosperity. In 
this context, promoting gender equality and 
facilitating the inclusion of people with 
disabilities is as much a measure of support for 
the EU’s growth potential, benefiting all, as it is a 
matter of principle aimed at improving the lives 
of the individuals concerned.   

The European Pillar of Social Rights gives 
prominence and visibility to the social 
dimension of sustainability. Proclaimed at the 
Gothenburg Social Summit of 17 November 
2017 by the European Parliament, the Council 
and the Commission, the Pillar showed the 
commitment of EU institutions and Member 
States to work on all of the aforementioned 
aspects of the social dimension. The principles of 
the Pillar provide a compass for upward 
convergence towards more equal opportunities 
and access to the labour market, fairer working 
conditions and more decent living conditions 

through social protection and inclusion. They 
can also be considered a “to do” list for 
promoting social sustainability.  

2.1. European citizens’ views and 
expectations regarding 
sustainability 

All three dimensions of sustainable 
development are high on the list of European 
citizens’ preoccupations, while environmental 
concerns are gaining ground. According to the 
most recent standard Eurobarometer survey of 
autumn 2018, citizens regard migration as by far 
the biggest issue the EU is facing, but concerns 
about climate change and environmental 
sustainability are growing, while concerns about 
security, unemployment and the overall 
economic situation continue to decline (see 
Chart 2.1). 
 

Chart 2.1 
EU citizens' see migration, security and sustainability as the 
most important issues the EU is facing 
Evolution of main challenges that the EU should address, identified by 
EU citizens 

 

Note: Data are in percentage of EU-total respondents. Only the six most frequently 
chosen answers are represented in the graph. 

Source: Eurobarometer, autumn 2018. 
Click here to download chart. 

 
However, the concerns of EU citizens at 
personal and national level continue to focus 
on household finances, purchasing power and 
employment outlook. Interestingly, when 
citizens are asked – in the same survey of 2018 - 
about their “most important concerns personally 
and nationally”, the results look somewhat 
different (see Table 2.1). The top five concerns of 
EU citizens “for them personally” are: rising 
prices (32%), health and social security (17%), 
pensions (16%), the financial situation of the 
household (13%) as well as taxation, education 
and environment, climate and energy issues (all 
at 10%). Immigration (6%) and terrorism (3%), on 
the other hand, rank last in this survey. Main 
concerns at the national level mirror those at the 
personal level to a great extent with 
unemployment heading the list, followed by 
rising prices, immigration, health and social 

www.parlament.gv.at



Chapter 2: Sustainable growth and development in the EU: concepts and challenges 

 
5 

security and the economic situation. While 
depending on multiple factors, the discrepancies 
in reported EU-level, national level and personal 
concerns accompany the observed divergences 
between EU aggregate indicators and individual 
perceptions. 
 

Table 2.1 
EU citizens’ personal and national challenges differ 
significantly from those facing the EU and remain 
predominantly focused on social issues 
Most important issues that the EU and citizens personally are facing 
(both in the view of citizens) 

 

Note: Data are percentages of EU total respondents. Responses regarding main 
challenges at national level are based on pre-defined answer categories; 
responses regarding main challenges faced personally are based on free 
answers without pre-defined categories. The top four responses in each 
category are listed in bold and in colour. 

Source: Eurobarometer, autumn 2018. 

 
Europeans also see the need for modernising 
and strengthening social welfare systems in 
the EU. Whereas welfare systems are within the 
competence of Member states, it is worth noting 
that almost two thirds of the citizens surveyed 
by Eurobarometer favour harmonising social 
welfare systems within the EU, a two-point 
increase on the previous year. One in four (26%) 
are opposed to this. 

2.2. Measuring (social) sustainability 

Measuring and assessing (social) 
sustainability are still in their infancy. The 
realization of the need for such a measure is not 
new. The “Commission on the Measurement of 

Economic Performance and Social Progress”, (13) 
admitted the difficulty of devising measures that 
can accurately determine whether current levels 
of well-being can be maintained for future 
generations. The report emphasised that the 
assessment of sustainability is complementary to 
the determination of current economic 
performance or well-being and should be 
measured separately. The authors warned 
against combining measures of current well-
being and sustainability into a single indicator or 
confusing the former with the latter. This means 
that measurement of sustainability in the 
employment and social domains cannot be 
tantamount to the measurement of current 
performance in these domains, based on familiar 
stylised indicators. 

Measuring sustainability requires a 
methodology based on “stocks”, “flows” and 
“thresholds.” The report of the “Stiglitz 
Commission” concluded that any assessment of 
sustainability, in the economic, environmental or 
social dimensions, requires a dashboard of 
indicators partly reflecting the methodology of 
the environmental sciences. This methodology 
would represent the variability of the “stocks” to 
be sustained, i.e. quantities and qualities of 
natural, physical, human, and social capital. It 
would also monitor “flows” in and out of these 
stocks and establish threshold values for each 
stock “beyond which [adverse effects] would be 
highly detrimental to future well-being” (14).  

The social dimension of sustainability has 
commonly been measured through stylised 
indicators of labour market and social 
outcomes. These are indicators such as 
employment, activity and unemployment rates 
and their breakdown components, Gross 
Disposable Household Income and its 
distribution,  (15) the rate of people at risk of 
poverty and social exclusion and its breakdown 
components, in-work poverty, gender gaps, etc.  
(16) This stems from the relative difficulty of 
suggesting a definition of social sustainability 
                                                      
(13) The Commission, established by former President of 

France Nicholas Sarkozy in 2008, was coordinated by 
Nobel laureates Joseph Stiglitz and Amartya Sen and 
French economist Jean-Paul Fitoussi. 

(14) Stiglitz et al (2009), p. 266. 
(15) Income distribution is typically measured using the Gini-

coefficient and the S80/S20 ratio. 
(16) This approach is similar to that of Eurofound in the 

project titled “Developing a conceptual framework to 
monitor convergence in the European Union.” See 
Mascherini et al. (2018). 

Rank (% of respondents) Main concern 

at national level 

Most important issue 

citizens are facing 

personally 

Immigration 3 

(21%) 

15 

(6.0%) 

Terrorism 13 

(8%) 

16 

(2.7%) 

State of public finances 11 

(10%) 

 

Economic situation 5 

(15%) 

11 

(8.1%) 

Climate change 7 

(14%) 

6 

(10.3%) 

Unemployment 1 

(23%) 

7 

(9.9%) 

Rising prices 2 

(21%) 
1 

(31.7%) 

The environment 7 

(14%) 

6 

(10.3%) 

Crime 8 

(12%) 

14 

(6.1%) 

Pensions 6 

(15%) 
3 

(15.9%) 

Energy supply 7 

(14%) 

 

Taxation 13 

(8%) 

5 

(11.7%) 

Health and social security 4 

(20%) 
2 

(16.9%) 

Household finances 

 
4 

(13.2%) 

Education systems 10 

(11%) 

8 

(9.8%) 

Working conditions 

 

9 

(8.6%) 

Living conditions 

 

10 

(8.4%) 

Housing 9 

(11%) 

13 

(6.9%) 
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that would gain widespread visibility and 
political acceptance, as has happened with 
environmental sustainability. This simple yet 
practical approach could be complemented with 
the measurement of the forward-looking 
dimension of the desired performance under 
each such indicator. It also foregoes any attempt 
to explore the interplay between indicators and 
whether and how they reinforce each other.  

The EU's SDG indicators offer an extensive 
view of the evolution of the social dimension. 
Yet they concentrate on trends and outcomes 
rather than assessing the sustainability of current 
well-being. From 2017 onwards, the Commission 
carried out regular monitoring of the SDGs in an 
EU context, developing a reference indicator 
framework for this purpose and drawing on the 
wide range of ongoing monitoring and 
assessment across the Commission, Agencies, 
European External Action Service and Member 
States. (17)  

A focus on “common goods” and 
“capabilities” could further enrich the 
approach of social sustainability. The concept 
of functional “capabilities” builds on the premise 
that the citizens’ established rights to certain 
public goods are meaningless without active 
measures by governments to enable citizens to 
exercise these rights. These include economic 
facilities and social opportunities, such as 
education and healthcare, which allow people to 
live better lives and realise their potential.(18) The 
capabilities approach has become a 
predominant paradigm for policy in human 
development, inspiring the creation of the UN's 
Human Development Index, which captures 
health, education, and income capabilities. (19) 
The strengths of the capabilities approach are: a) 
the emphasis of welfare economics on subjective 
individual choices; b) the contextualisation of 
development efforts in a specific society with its 
regulatory, institutional and legal aspects; and c) 
the possibility of weighting indicators of 
                                                      
(17) European Commission, 2016a, p. 16; See also Eurostat 

(2018b). 
(18) The capabilities approach developed out of the 

collaboration of development economists Amartya Sen, 
Sudhir Anand and James Foster and philosopher Martha 
Nussbaum. See Sen (2001) and (2010), pp. 195–220, 
Nussbaum and Sen (1993). 

(19) The Human Development Index (HDI) is a statistic 
composite index of life expectancy, education, and per 
capita income indicators, which is used to rank countries 
into four tiers of human development. A country scores 
a higher HDI when the lifespan is higher, the education 
level is higher, and the GDP per capita is higher. 

development according to people’s situation in 
life. 

The Social Scoreboard accompanying the 
European Pillar of Social Rights offers a 
framework for measuring social sustainability 
in the EU. Although measuring social 
sustainability does not have to mimic methods 
developed for the environmental dimension, 
monitoring flows in and out of the existing 
stocks can be crucial to policy. Ascertaining the 
positive or negative direction of an indicator’s 
evolution can assist policy target setting to 
influence the direction and speed of this 
evolution. (20) The European Semester uses the 
Social Scoreboard to monitor performance in 
the social dimension (see Annex 1).  

3. IDENTIFYING THE PRINCIPAL 
COMPONENTS OF SUSTAINABLE 
DEVELOPMENT: A FACTOR 
ANALYSIS 

The previous section shows that the concept 
of 'social sustainability' is not clear-cut. The 
empirical analysis in this chapter therefore starts 
by attempting to refine and realise the concept. 
This section seeks to complement previous 
efforts to operationalise the social dimension in 
two ways:  

Firstly, it seeks synergies between the 
different aspects of the social dimension, as 
represented by the principles of the Social Pillar. 
In other words, it explores whether and which of 
these aspects/principles reinforce each other. 

Secondly, it extends the quest for synergies 
beyond the social dimension, to the other two 
dimensions of sustainability — the 
environmental and economic.  

The objective of the analysis is to identify the 
principal components of sustainable 
development. These bind together the social, 
environmental and economic dimensions. The 
principles of social sustainability are listed in the 
previous section. If they are pursued without 
paying attention to the constraints imposed by 
environmental and economic concerns the EU 
                                                      
(20) This is particularly true since many social system 

characteristics (e.g. human capital development, social 
networking, leadership) allow for both adaptation and 
transformation of human production, consumption and 
conservation activity. See Apgar et al. (2015), cited in 
Johnson et al. (2018), p. 15. 
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risks making progress on one dimension at the 
expense of the other two. To mitigate such risks, 
it is crucial to pursue improvements in the social 
dimension by capitalising on potential synergies 
with the other dimensions. The analytical 
framework usually used for this kind of question 
is an explorative Factor Analysis (FA), also called 
'Principal Component Analysis' (see Box 2.1). (21) 

A factor analysis identifies groups of inter-
correlated macro, social and environmental 
variables. (22) In the present case, the first step 
was to identify all the country-level variables 
deemed relevant to describing the core 
dimensions of the UN Sustainable Development 
Goals. The next step was to reduce this list of 
more than 400 variables to a manageable set of 
indicators. (23) This reduced final list contains 
variables that correlate highly with others which 
have been eliminated in the reduction process. 
Annex 2 presents a table of non-included 
variables together with their correlations with 
the factors. (24) A further step was to use 
information about cross-country correlations 
between these variables to find out whether 
there are common drivers behind them. Those 
are the factors, or principal components, of 
sustainable development, with a focus on the 
social dimension.  

The final list of indicators taken into account for 
the factor analysis is shown in Table 2.2, first 
column. It comprises 45 indicators from very 
different sources, distributed across six broad 
themes (policy areas) that are considered 
                                                      
(21) See, for example, Backhaus et al (2008), Ch. II.7. 
(22) See European Commission (2011, p. 210). The ESDE 

2011 had used the same methodology in the context of 
identifying the main dimensions of Active Ageing. 

(23) Starting out from several hundred variables, the final list 
is the outcome of numerous rounds of reduction of 
redundant variables, or adding of new variables, based 
on the themes they cover and the contribution they 
made to the overall model's explanatory power. 

(24) That is, these variables were taken into account 
although they were technically not part of the model. 

relevant to people's well-being: (1) the labour 
market situation in the respective country, (2) 
the availability of job-related skills and 
qualifications, (3) the macro-economic 
conditions, (4) the social outcomes, (5) the 
welfare state and institutions, and (6) the 
environmental conditions. The table also 
displays the Sustainable Development Goals 
covered by the respective theme. Annex 2 
explains variables and their data sources, 
indicating why they were included. 

 
 

 
 

 

 
 

Box 2.1: Explorative Factor Analysis

The factors are being extracted from the original 

dataset, following two rules: 

 The extracted factors themselves are uncorrelated 

(orthogonal) so that they reflect different 

dimensions of social sustainability (are independent 

of each other). 

  

 Extraction happens in a way as to maximise 

correlation of a factor with some variables while 

minimising correlation with other variables. This 

makes it possible to interpret each factor as each 

factor can be related to certain variables. 

The correlation between the factors and the original 

variables is called 'factor loading'.   
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Table 2.2 
Sustainable development can be summarized through four main factors 
Four factors extracted from 45 labour market, social and institutional variables 

 

Note: The overall variability of the model is normalised to a value of 45, i.e. 45 variables with a standardised variance of one each.  
Summing up the (squared) loadings along one variable gives the variable's communality. It denotes the percentage of this variable's cross-country differences that all 
four factors manage to explain. 
Summing up the (squared) loadings over one factor gives the factor's Eigenvalue. It denotes the percentage of all original variables' cross-country differences that each 
factor can explain. 
The sum over all four Eigenvalues is equal to 33.0, equal to the sum over all 45 communalities. The four factors thus explain 73% (33/45) of the cross-country 
differences between the 45 original variables. 

Source: DG EMPL calculation based on Eurostat: EU LFS, EU SILC National Accounts; Eurofound: EWCS, ESS; ICTWSS database (University of Amsterdam). 
Click here to download table. 
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3.1. The principle components of 
sustainable development 

The right part of Table 2.2 presents each of the 
four factors as they were extracted from the 
analysis (columns). The table shows how each 
factor correlates with each original variable - the 
so-called factor loadings. Only those higher than 
0.5 are shown. The following observations can 
be made: 

Factor 1: Human capital and effective 
institutions favour productivity. 

Countries scoring high on the first factor also 
tend to  

score high on all skill-related variables. In 
other words, the first factor correlates 
strongly with skills;  

score high on productivity, GDP per capita 
and income (60% of median income is used 
as the poverty threshold); 

score high on variables that indicate high 
coverage of workers by collective bargaining. 
In other words, workers benefit from 
coordinated (as opposed to individual) 
bargaining over working conditions as 
members of trade unions. Factor 1 also 
correlates positively with favourable indices 
of corruption, accountability, the rule of law 
and government effectiveness, signalling 
trust in the functioning and effectiveness of 
government institutions;   

score high in terms of social expenditure; 

score high on 'green' indicators that may 
indicate prior investment in energy 
productivity and resource efficiency of 
production. 

Factor 1 is the factor with the highest 
explanatory power. It explains the biggest share 
(44%) of the cross-country differences in the 45 
original variables included. Henceforth it is 
referred to as "Human Capital" (unless otherwise 
noted). 

Factor 2: Labour market efficiency is a 
precondition to sustainable development. 

This factor has a negative connotation. A high 
score signals less favourable outcomes. 
Countries scoring high on Factor 2 show: 

low employment outcomes (and high 
unemployment) for different groups of 
workers; 

signs of imperfect labour markets in the form 
of strong labour market dualities, with 
privileged insiders and certain groups at a 
high risk of being (and remaining) outsiders. 
A high Factor 2 score implies high job tenure, 
a high level of involuntary temporary work, a 
high share of self-employment, a low share of 
at least medium-educated people and low 
overall job satisfaction; 

signs of adjustment to persistently 
unfavourable labour market situations. A high 
Factor 2 score combines high government 
gross debt (reflecting long-standing 
structural problems) and low wage dynamics;  

Factor 2 explains 26% of the original dataset's 
cross-country differences. Henceforth it is 
referred to as "Degree of labour market (in-
)efficiency”. 

Factor 3: Favourable social outcomes. 

Factor 3 has a strong negative correlation 
with all poverty-related and inequality-
related variables. A high score in Factor 3 
implies very favourable social outcomes. 

At the same time, in countries scoring high 
on Factor 3, social transfers tend to be 
effective in reducing poverty. 

This factor explains 17% of the original variables' 
overall cross-country variance. Henceforth, factor 
3 is referred to as "Effective welfare states favour 
good social outcomes".  

Factor 4: Regulatory barriers, high taxes and 
inefficient social expenditure represent 
important ‘limits to growth’. 

The fourth factor correlates with only a few 
variables and therefore contributes least to the 
overall variance (13%). However, it is included 
because it is effective in capturing growth and 
labour taxation characteristics. Countries scoring 
high on Factor 4: 

show low recent productivity-growth and 
hence GDP growth rates;  

tend to show high tax wedges on labour 
which, together with lower export shares in 
GDP, may reflect competitiveness problems 
in some countries; 
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spend much of their GDP on old-age-related 
social protection, which implies little 
investment in the current workforce; 

First conclusions 

Before considering how countries perform on 
the four factors, some important findings can be 
derived from the way factors emerge from the 
comprehensive original dataset and how they 
reinforce each other. Comparing countries' 
performance on the four factors, it seems that: 

Skills go hand in hand with higher 
productivity. Effective and trustworthy 
political and labour-market institutions 
further reinforce this link. Countries where 
this is the case are also in a position to invest 
more in social welfare in a more efficient use 
of natural resources. Factor 1 provides 
evidence that policies focusing on human 
capital and social and environmental 
sustainability create trust and favour (rather 
than hinder) economic efficiency. 

Structural inefficiency in the labour 
market, if not tackled, accumulates over 
time. It can thus lead to internal devaluation 
in the form of low wage increases and 
subdued employment prospects.  

High effectiveness of welfare spending 
goes hand in hand with lower poverty 
rates and lower inequality. 

Regulatory barriers may hamper 
productivity growth and a high tax wedge 
on labour raises labour costs and reduces 
workers' take-home pay. Both may thus 
lead to lower rates of economic growth. (25) 
This may be the case for Member States 
where income levels are already high and 
where certain social and institutional 
standards have been developed over past 
decades, the financing of which requires 
higher labour taxes. To the extent that high 
labour taxes are needed to guarantee high 
social standards, this could hint at problems 
of competitiveness that may arise in the 
future. Yet countries like the Nordic Member 
States, Germany and Austria score well on 
both the Human Capital (Factor 1) and Limits 
to Growth (Factor 4) factors. That is, they 

                                                      
(25) Earlier model-based Commission analysis on the 

allocative impact of higher labour taxes confirms this 
finding. See ESDE 2016. 

combine high social standards with high 
productivity. 

3.2. A taxonomy of sustainable social 
development in the EU 

Based on the components (factors) of 
sustainable development identified it is 
possible to show how Member States score 
on each of the factors. It appears that in some 
countries the foundations of sustainable 
development have been laid. In others, there 
seem to be shortcomings in one or more 
dimensions of sustainability. A Cluster Analysis 
(CA) seeks to build a hierarchy of groups 
(clusters) of countries based on the similarity or 
dissimilarity of their scores on all four 
factors.  (26) Chart 2.2 plots the first two factors 
against each other. They are the strongest 
factors in the sense that they represent 70% of 
the total variation on all four factors. The colours 
chosen for the chart reflect the clusters 
identified for Member States, based on all four 
factors. Factor values are standardised to ensure 
that a value of zero reflects the (unweighted) 
average across all countries. The factor scores of 
certain smaller countries do not allow them to 
be assigned to any of the broader clusters. (27) 
The following findings emerge: 

There is structural labour market inefficiency 
in the South of Europe. Southern Member 
States show clear signs of segmented labour 
markets, with high unemployment and low 
employment performance of vulnerable groups 
such as young people, women, or people with 
only low-level qualifications. Workers' 
bargaining power has generally weakened in 
these countries, especially for workers on non-
                                                      
(26) The method is called "hierarchical clustering", where the 

Ward-methodology is being used. See Backhaus et al 
(2008), pp. 420ff, European Commission (2011), p. 212. 

(27) Ireland and Malta are distant outliers on the ‘Limits to 
Growth’ dimension (which complicates this factor's 
interpretation). They show by far the highest GDP and 
productivity growth and are among the countries with 
the lowest tax wedge for labour. Hence, these countries 
gain competitiveness through low taxation and 
(especially in the case of Ireland) low growth in labour 
costs. One should also consider a certain upward bias in 
Ireland’s GDP measurement, reflecting the impact of 
mere changes in accounting practices of multinational 
companies. Luxembourg has a highly competitive and 
particularly large financial sector (European Commission 
(2019a). It pushes Luxembourg's score on the Human 
Capital dimension to the top. Its small open economy is 
highly exposed to global competition and shows by far 
the highest export share in GDP and the highest per-
capita GDP in the EU.  
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standard contracts, so it may be difficult for 
them to push effectively for higher wages. 

There is an East-West divide in terms of 
institutions. Almost all eastern Member 
States (28) (EU-13, green and blue) are on the left 
side of the chart, while western Member States 
(EU-15) are on the right. (29) The eastern EU 
countries tend to perform less well on the 
Human Capital factor (which also captures 
productivity and effectiveness of institutions). 
They are still in the process of catching-up 
economically with western Member States, with 
labour productivity and per-capita GDP not yet 
reaching the same standard. The culture of social 
dialogue appears less developed as the share of 
workers covered by collective bargaining tends 
to be lower than in western Member States. In 
addition, in a number of eastern Member States 
trust in the functioning of labour market 
institutions is significantly lower. Finally, these 
Member States face relatively large 
                                                      
(28) For the purpose of the analysis, "eastern” Member 

States are considered those that acceded in the EU in 
2004 or later (EU-13). 

(29) "Western" Member States are those 15 countries that 
made up the EU before the 2004 enlargement (EU-15). 

environmental challenges and/or struggle with 
an investment gap in pollution abatement. 

Southern Europe and parts of eastern Europe 
face challenges as regards social outcomes. 
The clustering procedure assigns the Baltic 
States as well as Romania and Bulgaria to one 
cluster (green), separate from other eastern 
Member States (blue). These eastern European 
Member States are less affected than the 
southern cluster by labour market segmentation 
(vertical on Chart 2.2). Yet, like the southern 
cluster, they show relatively unfavourable scores 
on factor 3 “Effective welfare state favours good 
social outcomes". This factor captures Member 
States' performance on indicators related to 
inequality, poverty, and the potential for social 
transfers to reduce poverty. Factor 3 is shown on 
the vertical axis of Chart 2.3 where it is plotted 
against the "Human Capital" factor.  

 

 

 

Chart 2.2 
A South-East-West divide 
The components of Sustainable Development (factors 1 and 2) 

 

Note: Luxembourg, Ireland and Malta are not assigned to any of the clusters. 
Source:  DG EMPL calculations  
Click here to download chart. 
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4. SOCIAL SUSTAINABILITY IN THE 
EU: CHALLENGES, SYNERGIES, 
TRADE-OFFS 

The Reflection Paper “Towards a sustainable 
Europe by 2030” states that “sustainable 
development is about upgrading people’s 
living standards by giving people real 
choices, creating an enabling environment” and 
leading to  “a situation where we are living well 
within the boundaries of our planet through 
smarter use of resources and a modern 
economy that serves our health and well-
being”. (30) This section looks at where the EU 
stands today and which issues are particularly 
challenging on the EU’s path to achieving this 
declared vision of balanced development. 
Specifically, the section examines the synergies 
and trade-offs between the different 
sustainability dimensions, which the factor 
analysis has already identified, by confirming 
and expanding upon them with examples from 
literature and some key findings from the 
subsequent chapters.   

                                                      
(30) European Commission (2019c).  

4.1. The Social-Economic Nexus 

Decades of economic growth have brought 
steady improvements in living standards in 
the EU. On average, Europeans today live longer 
than ever before and are better educated. 
However, the economic recession represented a 
major setback in terms of employment and 
social inclusion, including poverty. Since the 
recovery, employment has grown strongly again, 
severe material deprivation has decreased, while 
activity rates have continued their long-term 
upward trend. The crisis and its aftermath made 
it clear that employment and social goals cannot 
be disconnected from broader growth 
objectives.  

While public finances currently have some 
room for manoeuvre, long-term (economic 
and social) sustainability remains an issue.  
After substantial de-leveraging and reinforced 
fiscal discipline to safeguard financial stability, 
EU level debt is forecast to fall to 78.8% of GDP 
in 2020, 10 pp. lower than its peak in 2014 but 
more than 20 pp. higher than its pre-crisis low. 
The overall deficit for 2019 and 2020 is forecast 

 

Chart 2.3 
A diverse eastern European pattern 
The components of Sustainable Development (Factors 1 and 3) 

 

Note: Luxembourg, Ireland and Malta are not assigned to any of the clusters. 
Source:  DG EMPL calculations. 
Click here to download chart. 
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to remain below 1% of GDP. (31)  However, in 
high-debt countries fiscal buffers need to be 
further reinforced to create fiscal space for 
stimulating growth during the economic 
slowdown while at the same time investing in 
social and environmental sustainability. For 
example, welfare systems need to be sufficiently 
robust to cushion the impact the ageing of the 
society may have on economic growth and 
higher demographic dependency. (32) Welfare 
systems also need to fund better protection and 
empower people to make the most of labour 
market opportunities. In this context, the quality, 
effectiveness and composition of public 
spending is of paramount importance and 
difficult reforms to public spending and taxation 
may therefore be needed.(33) Efficient tax 
systems incentivise investment in areas that 
foster productivity and equity, thus supporting 
growth. In the absence of such structural 
reforms, ageing-related expenditure (pensions, 
health and long-term care) is projected to exert 
significant long-term pressure on the public 
budgets of a majority of Member States.   

Labour markets and productivity 

Current employment levels are at a record 
high but further gains depend on the ability 
to provide quality jobs. The margin for further 
gains is largest for groups currently facing 
difficulties in participating in the job market, 
such as young people, the low-skilled, the 
elderly, the disabled, migrants and marginalised 
communities. The prolonged detachment from 
work of many young people and migrant 
women in particular can have negative 
consequences for potential growth and be 
disadvantageous for the individuals concerned; 
they face skill depreciation and a higher risk of 
poverty and social exclusion later in life. 

Gender gaps persist across the board, 
weighing down on the sustainability of both 
economic growth and social cohesion. These 
gaps encompass employment rates, pay, caring 
and household duties, part-time work and 
pension entitlements. The gender employment 
gap illustrates the mixed progress achieved in 
reducing gender gaps. While the gender 
employment gap remains stable at EU-level, it 
                                                      
(31) European Commission Spring Economic Forecast 2019 

(no-policy assumption). 
(32) European Commission (2017b): ESDE2017, Chapters 2 

and 4. 
(33) European Commission, Annual Growth Survey 2019.  

has widened in 11 Member States.  In addition, 
the higher educational attainment levels of 
women, coupled with their over-representation 
in jobs below their qualification and skill levels, 
represent a clear productivity loss for the 
economy. In 2014, female workers earned 16.6% 
less than male workers on average (see Chart 
2.4). Women working more frequently in lower-
paying sectors and occupations can explain part 
of this gap. In some Member States, however, 
the average characteristics of the female 
workforce are more favourable than those of the 
male workforce and female workers would be 
expected – all else being equal – to earn more 
than men if they were remunerated on the same 
basis. (34) 
 

Chart 2.4 
The gender pay gap is high and cannot be explained only by 
the characteristics of the female workforce 
Unadjusted gender pay gap (% of average gross hourly earnings of 
men) and the 'unexplained' proportion of the gap, in hourly wages 
(2014) 

 

Note: The unexplained pay gap is the gap that cannot be explained by differences 
in the average characteristics of the male and female workforce (age, 
education, occupation, job experience, employment contract, working time, 
enterprise characteristics). Countries are sorted by unexplained pay gap. 
Only unadjusted gender pay gap are considered official statistics. 

Source: Figures from Eurostat (2018), Decomposition of the unadjusted gender pay 
gap using Structure of Earnings Survey data. (2014 wave). 

Click here to download chart. 

 
Similar to labour market participation, 
productivity growth becomes ever more 
important. To maintain and improve standards 
of living, the EU economy needs to remain 
competitive and resilient to shocks. (35) High 
productivity growth contributes to 
competitiveness and competitive economies are 
more likely to grow sustainably and inclusively. 
(36) Projected demographic trends indicate that 
productivity growth will become the main source 
of economic expansion in the long term. Policy-
induced changes leading to both higher fertility 
                                                      
(34) This holds for countries where the explained part of the 

gender pay gap is negative. The Member States where 
the largest proportion of the gap is explained by the 
different average characteristics of the female workforce 
are Germany, Austria, the Netherlands, Finland, and 
Denmark. See also ESDE 2018, Chapter 4, pp. 123-126. 

(35) For recent work by European Commission services on 
resilience, see Bencur (forthcoming). 

(36) World Economic Forum. 
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rates and increased net immigration, if well 
managed, would also be beneficial to economic 
growth. (37) This requires continuous structural 
reforms and investment in both human and 
physical capital. Equality of opportunities and 
adequate mechanisms for redistribution through 
tax benefit systems need to be in place to allow 
everyone to benefit from economic growth. In 
addition to generating higher productivity 
growth, enhancing human capital improves 
social mobility, supports living conditions and 
improves people’s employability across 
generations. (38)  

Investment in human capital is crucial. This is 
demonstrated by the factor analysis and is one 
of the main findings of the regional and firm-
level analyses of Chapter 3. The efficient use of 
productive factors largely depends on firms’ 
human capital: workers’ qualifications, their 
access to training as well as more transversal 
elements, such as the workers’ potential to 
innovate or to transfer knowledge across regions 
and companies. Fast-changing technological 
frontiers further accentuate the need for well-
skilled labour. In general, investment in human 
capital through the life cycle gives workers 
access to the resources they need to be 
successful in the labour market. (39) These 
policies benefit society because they aim to 
contain costs by preventing social risks rather 
than compensating for them ex-post. In its 
productive function, social investment promotes 
higher participation in the labour market, 
employment and productivity, work-life balance 
and longer working lives; it provides incentives 
for skills acquisition and reskilling, thus 
smoothing out transitions in the labour market 
(see Chapter 4). 

Social outcomes and social protection 

Poverty and social exclusion reflect a lack of 
resources to ensure a sustainable livelihood, 
as well as limited access to education and 
other basic services. Supported by robust 
economic and employment expansion, the 
proportion of people at risk of poverty or social 
exclusion fell below pre-crisis levels to 22.5% of 
the total population in 2017, representing 113 
million people. The decrease was driven by lower 
numbers of people in severe material 
                                                      
(37) See European Commission (2017b): ESDE (2017), 

Chapter 2.  
(38) European Commission (2018): ESDE 2018, Chapter 3. 
(39) ESDE 2018, Chapters 2 and 3. 

deprivation and/or in very low work intensity 
households. However, there are large differences 
between Member States. The residual effort 
necessary to reach the 2020 poverty and social 
exclusion reduction target at EU level remains 
considerable. Social risks can emanate from 
social isolation and the instability that can 
accompany changing lifestyles and smaller 
families. For example, one-person households 
stand a much higher risk of poverty than the 
entire population. (40) In 2015, they accounted 
for a third of all households in the EU.  

Work does not always protect from social 
risks. Working poverty in the EU affected 9.6% 
of the employed in 2017, up from 8.5% in 2008. 
Although it has slightly declined in the last two 
years, since 2014 the in-work poverty rate has 
oscillated higher than before the crisis. From 
2008 to 2017 in-work poverty increased in the 
majority (16) of Member States (see Chart 2.5), 
indicating that work is less of a guarantee of a 
secure, adequate income than before the crisis.  
 

Chart 2.5 
From 2008 to 2017, in-work poverty increased in the 
majority of Member States 
Change in in-work poverty rate, percentage points, 2008-2017 

 

Source: Eurostat, ilc_iw01. 
Click here to download chart. 

 
Income inequality and inequality of 
opportunities may negatively impact 
medium- and long-term growth. While higher 
productivity tends to be rewarded by higher 
wages, equality of opportunities and adequate 
mechanisms for redistribution through tax 
benefit systems need to be in place to enable 
everyone to benefit from economic expansion 
and thus enhance the human capital stock 
                                                      
(40) At-risk-of-poverty rates for the EU-28: 26% for single 

person, 16.9% for the whole society (2017). Source: 
Eurostat EU SILC. 
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necessary to sustain economic growth for the 
long duration. (41) Inequality of opportunities, 
notably in access to quality education and 
training, remains a pressing issue in the EU and 
contributes to weaker upward social mobility. 
People with highly educated parents are much 
more likely to have a higher education 
themselves than those from families with low 
levels of education.(42) The negative 
consequences of inequality on social outcomes 
have been fully identified by research.(43) 
Furthermore, failure to deliver inclusive growth 
increases the difficulty of building a political 
consensus around structural reforms. (44)  

Social sustainability also depends on 
containing socio-economic disparities 
between territories, particularly in the larger 
EU context. Cohesion across territories is a 
fundamental objective of the EU (Article 3.3 
TEU). Containing geographical disparities 
depends on the ability of national and 
subnational territories to converge upward and 
to guarantee equal access to services in different 
areas. The profile of inequalities described in 
Chapter 1 and outlined above is different at EU, 
Member State and subnational level. Regional 
heterogeneity is often masked at Member State 
level (see Figure 2.3 and Figure 2.4). Notably, 
where labour market indicators are concerned, 
disparities are usually larger between EU regions 
than between EU Member States. Furthermore, 
in some cases, the convergence patterns of 
regions differ from those of Member States. For 
example, over 2004–2016 Member States’ 
employment rates converged while divergence 
was recorded at regional level. (45) Moreover, 
income inequality in the EU population has 
increased considerably over the 2011-2016 
period, with still large differences between 
Member States, (46) reflecting the impact of the 
economic crisis. The variation among euro zone 
Member States has increased and regional 
                                                      
(41) OECD (2014), "Focus on Inequality and Growth - 

December 2014”. 
(42) European Commission (2018b): ESDE (2018), Chapter 3. 
(43) See Klasen and Lamanna (2008); Dabla-Norris et. al. 

(2015); Hirschman (1973), pp. 29-36. 
(44) See Ostry et al. (2014); Easterly (2007), pp. 755-776; 

Thorbecke and Charumilind (2002), pp. 1477-1495. 
(45) Mascherini and Istituto per la Ricersa Sociale (2018), p. 

5. 
(46) Mascherini and Bisello (2018), p.12. Eurostat data on the 

Gini coefficient confirms that inequality has significantly 
increased in a number of Member States such as 
Bulgaria, Denmark, Spain, Lithuania, Hungary and 
Austria. 

disparities have expanded since the onset of the 
crisis. (47) 
 

Figure 2.3 
Income inequality at national level…. 
S80/S20 income quintile share ratio at Member State level (NUTS 0), 
2016 

 

Note: Inequality is measured here by the S80/S20 income quintile share ratio, 
which refers to the ratio of total equivalised disposable income received by 
the 20% of the country's population with the highest equivalised disposable 
income (top quintile) to that received by the 20% of the country's 
population with the lowest equivalised disposable income (lowest quintile). 
The darker colours on the map denote higher values and therefore higher 
inequality. NUTS refers to the EU nomenclature of territorial units for 
statistics. NUTS 0 denotes the Member State level. The current NUTS 2016 
classification, which entered into force on 01/01/2018, lists 104 regions at 
NUTS 1, 281 regions at NUTS 2 and 1348 regions at NUTS 3 level. 

Source: Map by Commission services, based on Eurostat data. 
Click here to download figure. 

 
Social protection systems have the potential 
to raise economic efficiency and contribute 
to economic growth in the face of market 
failures. The efficient market-based provision of 
insurance against ill health or unemployment 
and for old age is often subverted by 
imperfections in the corresponding markets. 
State intervention ensuring the provision of such 
insurance has a clear economic benefit: it allows 
individuals to smooth out consumption over the 
life cycle (old-age pension) and face important 
risks (sickness, unemployment). 

                                                      
(47) Ibidem. 
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Figure 2.4 
… does not capture the significant socio-economic 
disparities within Member States 
S80/S20 income quintile share ratio at NUTS 2 level, 2016 

 

Note: Inequality is measured here by the S80/S20 income quintile share ratio.  The 
darker colours on the map denote higher values and therefore higher 
inequality. NUTS refers to the EU nomenclature of territorial units for 
statistics. NUTS 2, shown here, is the primary regional level in which 
Cohesion Policy intervenes. 

Source: Map by Commission services, based on Eurostat data. 
Click here to download figure. 

 
Such policies may further underpin economic 
performance to the extent that, in the 
absence of insurance, people are likely to be 
more risk-averse in their choice of activities. 
When protected by the benefit system, people 
engage in risky and profitable economic 
activities, which they would probably not 
undertake otherwise. Social insurance may thus 
contribute to aggregate economic performance 
by facilitating better matching between labour 
demand and supply (e.g. unemployment 
insurance facilitating a search for jobs that 
match one’s skills better) or encouraging 
innovation and entrepreneurship, which in turn 
can raise productivity and growth.  

In addition, public social insurance schemes 
play a major role in macroeconomic 
stabilisation. They dampen fluctuations in real 
GDP and thereby in unemployment by acting as 
automatic stabilisers. These help to limit the loss 
of economic efficiency resulting from volatility in 
the economy, contributing to enhanced 
economic performance - to the extent that large 
output fluctuations can, notably in the absence 
of wage flexibility, result in a trend increase in 
unemployment (hysteresis effects) and erode 

human capital thereby undermining existing 
living standards. 

The effectiveness of social transfers 
(excluding pensions) in poverty reduction has 
been different across Member States. The EU’s 
limited success in poverty reduction under 
EU2020 and persisting inequalities call for 
enhancing access to and coverage by social 
protection systems, while improving the 
adequacy of benefits. Beyond becoming more 
inclusive, modernised social protection also 
entails combining minimum income support 
schemes with stronger incentives to participate 
in the labour market. 

In the future, demographic change may 
impose further challenges to social 
sustainability. Advances in the medical sciences 
and a higher quality of life have enabled 
Europeans to live longer. In line with a universal 
process of rising living standards and a transition 
from pre-modern to post-industrial 
demographic patterns,  (48) average life 
expectancy at birth in the EU has risen to 
roughly 81 years. As a result, the EU’s old age 
dependency ratio has increased uninterruptedly 
in the last two decades (see Chart 2.6). 
Demographic change is also affected by 
migration. Although migration influences the 
size of working-age population, it may not 
necessarily lower the ratio between people not 
in employment and the employed population 
(Economic Dependency Rate). (49) A lot will 
depend on how well migrants get integrated 
into the labour market and whether they settle 
for the long-term (in which case they would add 
to the dependent part of the population after 
their working lives). 

                                                      
(48) See Rosling (2018), Chapter 2. 
(49) See the findings of the study co-authored by the 

European Commission’s Joint Research Centre on 
Demographic Scenarios for the EU in Lutz (2019), pp. 
36-43. ESDE 2015 had also shown that the number of 
migrants necessary to maintain today's economic 
dependency rate in the future would have to climb to 
unrealistic magnitudes (p. 165). 
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Chart 2.6 
The EU's old-age dependency ratio has been rising rather 
fast 
Old age dependency ratio (population aged 65 and over to population 
aged15-64, EU-28) 

 

Source: Eurostat [demo-pjanind] 
Click here to download chart. 

 
Demographic ageing puts pressure on social 
security systems. An increasing proportion of 
people in retirement age (65+) raises concern 
due to their dependence on a smaller labour 
force. Between today and 2060, the number of 
people aged over 65 is expected to increase 
from 30.5 to 51.6 per 100 people of working age 
(15-64). Moreover, between 2001 and 2018 the 
proportion of people aged 80 and over 
increased by almost 60% (see Chart 2.7). These 
developments have a profound impact on the 
sustainability and adequacy of pension systems 
as well as on accessible provision of quality 
long-term care and health care. All this puts 
particular pressure on the cohorts of young 
Europeans, who will, compared with their 
parents, have to pay higher contribution rates 
and will receive lower pensions in retirement. 
Indeed, earlier Commission analyses have 
identified this 'double burden' for today's young 
and for future generations. Ageing, together 
with frequent breaks in their careers or part-time 
work, contributes to that situation. In addition, 
the uncertainty of the legal framework and social 
protection regarding new types of work further 
accentuates this concern. (50)  

However, longer working lives can alleviate 
this pressure. The concerns above do not factor 
in the many years of healthy and potentially 
active lives that Europeans live today. Reaching 
the age of 65 does not have to be the end of a 
person’s productive life, so there is a margin for 
extending the labour force participation of older 
workers. Flexible retirement ages and working 
arrangements as well as adjusted infrastructure 
                                                      
(50) See ESDE 2018, Chapters 2, 4, 5. 

and equipment can help to alleviate the 
economic challenges arising from changes in the 
traditionally defined working-age population 
and the increasing ratio of workers to non-
workers (dependency ratio). Annex 3 
demonstrates that longer working lives would 
significantly lower the burden on the working 
population. Finally, a similar and very effective 
remedy to the negative repercussions of 
population ageing is increasing the labour force 
participation of women to levels closer or equal 
to those of men. 
 

Chart 2.7 
The shares of Europeans in inactive age is increasing 
rapidly, putting pressure on the labour force and social 
protection systems 
Proportions of population aged 65 or over and 80 or over, EU-28 

 

Source: DG EMPL calculations based on Eurostat data [demo_pjanind]. 
Click here to download chart. 

 
Demography and Mobility 

Despite its important benefits, intra-EU 
labour mobility can magnify the effects of 
population ageing in some cases. One of the 
four fundamental freedoms of the EU single 
market, the free movement of people between 
Member States has also contributed to 
population changes in the EU. By enhancing the 
allocation of productive factors, free movement 
of labour has beneficial effects on the 
economies of sending and receiving countries 
and of the EU as a whole. Short-term benefits of 
sending countries include the absorption, 
through mobility, of labour demand shocks, 
when these cause unemployment, and thereby a 
reduction of the burden on public finances and 
insurance systems due to lower expenditure on 
unemployment benefits and social assistance. 
On the other hand, labour flows into the 
receiving Member States may compensate for 
shortfalls in their labour supplies. 

Even when certain patterns of intra-EU 
mobility are disruptive, they are reversible. 
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Over the last two decades, differences in wages 
and living standards between Member States 
encouraged many citizens to seek employment 
outside their countries of origin. The main flows 
are from East to West and from South to North, 
influencing the size of both the total population 
and the labour force of sending and receiving 
Member States but having a disproportionate 
effect on the former, due to their usually smaller 
size. A pattern of high emigration of educated 
citizens (‘brain drain’) and other skilled labour 
can mean a smaller and lower-skilled workforce 
in sending countries. In the medium- to long-
term, this can lower productivity and innovation 
potential and accelerate depopulation and 
population ageing, as emigrants are often early-
career adults (see Chart 2.8). As a result, sending 
countries may experience skill shortages, erosion 
of their tax bases, lower overall return from their 
earlier investments in the welfare and education 
of their citizens and difficulty to maintain 
infrastructure and services. In turn, this may 
increase socio-economic disparities between 
Member States and their regions, counteracting 
the objectives of certain EU policies, notably of 
cohesion policy. (51) However, the recently 
increasing returns of skilled labour to EU 
sending countries show that these trends are not 
predictable with certainty. Changing 
macroeconomic and labour market positions 
and incentivizing policies (e.g. competitive 
employment opportunities for the highly skilled) 
can safeguard sending countries from excessive 
loss of talent (see Box 4.2 in Chapter 4 for a 
detailed discussion of ‘brain drain’ in the EU). 
 

Chart 2.8 
Under certain conditions, intra-EU mobility could affect the 
population size of Member States 
Change in total population of selected Member States based on the 
assumption of a continuation of mobility trends without substantial 
increase in returns, or, alternatively, on the hypothetical scenario of a 
full stop to mobility 

 

Source: Authors' chart based on calculations in the publication 'Demographic 
Scenarios for the EU: Migration, Population and Education' (2019). 

Click here to download chart. 

 
                                                      
(51) See Lutz (2019), pp. 44-50. 

 

4.2. The Social-Environmental Nexus  

The EU has been at the forefront of 
decoupling economic activity from its 
negative effects on the environment. This 
decoupling has to be achieved through resource 
and energy efficiency increases, sustainable 
consumption and production. The transition to a 
low-carbon, low-waste, low-polluting economy 
requires the transformation of production 
methods and consumption patterns in a manner 
that addresses the three dimensions of 
sustainable development simultaneously: 
boosting competitiveness to promote economic 
growth, create new jobs and promote equity and 
inclusiveness while ensuring that this growth 
does not have a negative impact on the 
environment. Inter alia, this requires “closing the 
loop” in the life cycles of  products and 
materials, i.e. from production and consumption 
to waste management and then to markets for 
secondary raw materials, as recognised in the 
2015 European Commission’s action plan 
“Towards a circular economy”. The 2030 climate 
and energy framework, addressing energy 
efficiency, renewable energy, revised Emissions 
Trading Scheme and emission standards was 
adopted to achieve EU-wide targets and policy 
objectives under the ‘Paris agreement’. The 
framework is a key driver of the transition to a 
low-carbon economy and builds an energy 
system, which ensures that there is a secure 
supply of and affordable energy for all, creates 
new opportunities for growth and jobs and 
brings environmental and health benefits 
through reduced air pollution. (52) 

Greater efforts are required at the EU and 
global level. The urgency of the transition to a 
low-carbon economy raises the question of 
potential trade-offs. The recently-published  
climate change report by the Intergovernmental 
Panel on Climate Change (IPCC)(53) urges further 
decisive action on climate change (one of the 
‘planetary boundaries’) to limit the rise in global 
warming since pre-industrial times to 1.5 
degrees. Beyond this limit, the risks of droughts, 
floods, extreme heat and poverty worsen 
                                                      
(52) https://ec.europa.eu/clima/policies/strategies/2030_en 
(53) IPCC (2018), Special Report on the impacts of global 

warming of 1.5°C above pre-industrial levels and related 
global greenhouse gas emission pathways, in the 
context of strengthening the global response to the 
threat of climate change, sustainable development, and 
efforts to eradicate poverty,, https://www.ipcc.ch/sr15/ 
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significantly. Additional efforts imply additional 
costs as well as opportunities for the economy 
and society. This begs the question of whether 
economic expansion and environmental 
sustainability can reinforce each other or if the 
one can only be achieved to the detriment of the 
other. The cost of the transition to a low-carbon 
economy in terms of employment, skills and the 
ability to meet basic needs also has to be 
explored, as do the distributional effects of 
bearing this cost. Who would be the losers from 
this and what compensation and adjustment 
mechanisms can be put in place to enable a 
fairer sharing of the costs of transition?  

Climate change action and the related energy 
transition are expected to have limited, 
typically positive total employment effects, 
but composition effects are also important. 
Several recent studies and model projections 
(impact assessment on long-term GHG 
reduction strategy 2018, impacts of circular 
economy policies on the labour market 2018, 
Employment in Europe report 2009) have shown 
that climate change action to meet the Paris 
agreement targets should have a limited impact 
on GDP growth (between -1.3% and +2.2%) and 
aggregate employment in the EU (+0.3% to 
+0.9%). However, the transition to low carbon 
society is bound to produce winners and losers 
across various economic sectors and regions, at 
least in the short to medium term. The 
composition of employment across some sectors 
is likely to be affected significantly. Job increases 
are projected primarily in the renewable energy 
and energy efficiency sectors, including 
construction and eco-system services (e.g. 
agriculture). Jobs are most likely to disappear in 
mining and extraction, while the results for 
services and manufacturing are more 
ambiguous. EU regions that rely predominantly 
on sectors expected to experience job losses and 
those where industry will have to adapt the 
most, are likely to see more significant 
challenges from the transition. It will therefore 
be important to design compensation and 
adaptation measures in order to support these 
regions in transition. As the economy 
restructures, so will skill requirements of existing 
jobs. The current workforce in the declining 
sectors is not a perfect substitute for the human 
capital needs in the expanding sectors and, 
therefore, reskilling will be necessary. However, 
the transition to a low-carbon economy is 
expected to require more of the existing skills 
sets, with the emphasis on transversal skills in 

design, monitoring, and communications rather 
than the development of a completely new set 
of skills, as, for example, in the case of 
digitalisation. (54)  

In the transition to a low carbon economy, 
energy prices are expected to increase in the 
medium term, having a potentially 
detrimental effect on energy poverty.(55) 
Energy-poor households experience inadequate 
levels of essential energy services - warmth, 
cooling and lighting - which guarantee a decent 
quality of life including health. This does not 
necessarily affect only those at the bottom of 
the income distribution and it requires measures 
in addition to those for fighting poverty. Energy 
poverty is driven by a combination of factors 
including high energy prices, low incomes and 
inefficient buildings and appliances. In 2015, the 
poorest households spent around 10% of their 
total consumption expenditure on energy 
products including electricity, gas, liquid and 
solid fuels and central heating. Differences 
across Member States are significant, ranging 
from 3% in Sweden to 23% in Slovakia. (56) Up to 
2030, energy expenses are expected to increase 
significantly in absolute terms, but in relative 
terms they will increase less than they did 
between 2000-2015. After the 2030 peak a 
decline is expected under different modelling 
scenarios, as the benefits of the energy 
transition materialise fully. Subsidies to poor 
households are often badly designed, 
subsidising the cost of energy instead of 
compensating poor households for lost income 
and / or enabling them to invest in energy 
efficiency and thus lowering future consumption 
costs. These subsidies do little to encourage 
energy saving and switching to non-fossil fuels. 
In addition, poor households face greater 
constraints in frontloading investment in energy 
efficiency and renewable energy.  

There is no standardised or commonly 
accepted way of assessing vulnerability to 
environmental health hazards. (57) However, 
recent studies show that the detrimental impact 
of degrading environmental components is 
already visible today. For example, the recent 
                                                      
(54) CEDEFOP (2012); Cambridge Econometrics et al. (2018). 
(55) Methodological issues related to the concept of energy 

poverty call for a cautious interpretation of these 
estimates.  

(56) EU energy poverty observatory, 
https://www.energypoverty.eu 

(57) European Environmental Agency (2018). p. 77. 
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Court of Auditors report finds that air 
pollution is the biggest environmental risk to 
health in Europe (58). It causes about 400,000 
premature deaths in the EU and results in 
hundreds of billions of euro in health-related 
external costs. This has a direct effect on the 
quality of life, on productivity in terms of lost 
days at work and on public budgets.  

Environmental health hazards tend to affect 
more negatively groups of lower socio-
economic standing. However, evidence about 
the level of exposure of different groups is 
mixed. Regions that are both relatively poorer 
and more polluted in terms of particulate matter 
(PM) are located mainly in eastern and south-
eastern Europe. There is also a link between 
socio-economic status and exposure to PM at a 
finer-scale, local level. Wealthier sub-national 
regions tend to have higher average levels of 
nitrogen dioxide (NO2), mostly because of the 
concentration of traffic and industrial activities in 
these locations. However, poorer communities 
also tend to be exposed to higher local levels of 
NO2, as shown by studies with finer spatial 
granularity. In many cities, poorer communities 
are exposed to higher temperatures because of 
the urban heat island effect. (59) These 
temperatures are projected to continue to 
increase gradually due to climate change. 
However, a relatively high proportion of the 
individuals reporting pollution and other 
environmental problems in the EU belong to the 
national middle classes (see Chapter 5). 

5. CONCLUSIONS 
Sustainable development in its economic, 
social and environmental dimensions is a 
fundamental EU objective. All three 
dimensions of sustainable development, 
including the social, are high on the list of 
European citizens’ preoccupations.  

The social dimension figures prominently 
among EU priorities as set out in the Treaties 
and policies. It covers areas such as the 
promotion of employment, good working 
conditions, improvement of living standards, the 
fight against social exclusion and discrimination, 
social justice, human capital development, 
gender equality and social dialogue. The EU 
ranks very high in international comparisons in 
                                                      
(58) For the link between climate change and air pollution 

see Chapter 5.  
(59) European Environmental Agency (2018).  

terms of social progress, as confirmed by a 
number of international indices developed to 
monitor progress towards the Sustainable 
Development Goals. Nonetheless, challenges 
resulting from ageing, digitalisation and 
globalisation risk undermining the sustainability 
of these achievements.  

Social sustainability in its temporal aspect is 
difficult to measure. Different approaches have 
been proposed in the past. The Social 
Scoreboard can be considered as a tool for 
measuring progress in the social dimension of 
sustainability. Its overall methodology implicitly 
measures existing stocks and monitors flows 
under 14 headline indicators. 

Identifying synergies among different 
dimensions of social sustainability as well as 
between social, economic and environmental 
dimensions is crucial. Useful as these 
approaches are, dashboard-type metrics do not 
necessarily identify synergies between the 
constituent aspects of the social dimension or 
between the social and other dimensions of 
sustainability. More information on these 
synergies could provide pivotal guidance to 
policymakers on promoting various objectives 
across all dimensions of sustainability in a 
balanced manner. This chapter has undertaken a 
factor analysis that reveals four principal 
components (factors) linking the different 
dimensions of sustainability. 

The first factor – policies focusing on human 
capital (skills and social welfare) - most 
resembles a virtuous circle of sustainable 
development. This factor also shows how 
effective institutions and high energy 
productivity create social trust and favour 
economic efficiency. By contrast, the second 
factor illustrates conditions and weaknesses that 
undermine sustainable development - 
unaddressed structural problems, which 
accumulate over time and lead to internal 
devaluation. Another factor suggests that 
targeted welfare spending can be effective in 
lowering poverty rates and inequality.   

The factor analysis identifies clusters of 
Member States according to their (social) 
sustainability characteristics. The cluster 
analysis presents some initial evidence of 
structural labour market inefficiencies in certain 
Member States in the South of Europe. Such 
inefficiencies are indicated by high 
unemployment, poor labour market 
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performance of vulnerable groups and low 
bargaining power of employees. (60) Most north-
western Member States seem to have solid 
sustainability foundations: a skilled workforce 
coincides with higher productivity, reinforced by 
effective and trustworthy institutions. These 
countries also invest more in social welfare and 
display higher efficiency in the use of natural 
resources. Eastern Member States are still 
catching up with founding Member States in 
terms of GDP per capita and labour productivity. 
Their tradition of social dialogue is less 
developed and people have a lower level of trust 
in institutions. Finally, a number of these 
countries lag behind in terms of skills and 
environmental policy implementation. The Baltic 
States together with Romania and Bulgaria have 
high poverty and inequality and low potential 
for social transfers to ameliorate these social 
outcomes.  

Policy action needs to exploit synergies 
between the social and other dimensions of 
sustainable development. Employment and 
social policies need to support social 
sustainability in a world that is being reshaped 
by demographic change, automation/ 
digitalisation and climate change. Social policies 
have to be accompanied by a broader policy mix 
to ensure that no one is left behind in the 
upcoming transitions. To secure social 
acceptance of the necessary reforms, a 
generalized upstream integration of the social 
dimension in all future policies is essential.  

                                                      
(60) For a more detailed analysis of labour-market 

inefficiency and its drivers see section 3.3 of Chapter 3. 
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The Social Scoreboard is a central tool for 
monitoring performance in the employment and 
social domains, and convergence towards better 
living and working conditions. It helps to monitor 
the situation of Member States on measurable 
dimensions of the Pillar, complementing the 
existing monitoring tools, e.g. the Employment 
Performance Monitor and the Social Protection 
Performance Monitor. The Scoreboard’s 14 
headline indicators assess employment and social 
trends in: 

Equal opportunities and access to the labour 
market 

Share of early leavers from education and 
training, age 18-24 

Gender gap in employment rate, age 20-64 

Income inequality measured as quintile share 
ratio - S80/S20 

At-risk-of-poverty or social exclusion rate 
(AROPE) 

Young people neither in employment nor in 
education or training (NEET rate), age 15-24 

Dynamic labour markets and fair working 
conditions: 

Employment rate, age 20-64 

Unemployment rate, age 15-74 

Long-term unemployment rate, age 15-74 

Gross disposable income of households in real 
terms, per capita  

Net earnings of a full-time single worker 
without children earning an average wage  

Public support / Social protection and inclusion 

Impact of social transfers (other than pensions) 
on poverty reduction  

Children aged under 3 in formal childcare 

Self-reported unmet need for medical care 

Share of population whose overall digital skills 
are basic or above. 

The methodology for analysing headline indicators 
has been agreed by the Employment Committee 
and the Social Protection Committee. The 2019 
exercise of the Scoreboard shows that Europe is 
making progress in labour market and social 
situations. In a context of improving labour 
markets and declining poverty, all 14 headline 
indicators recorded an improvement, on average, 
over the previous available year (2017 or 2016). 
The most significant progress was recorded in 
(overall and long-term) unemployment rates, which 
decreased in all Member States in 2017, with only 
one "critical situation" highlighted. Although 
labour markets have improved considerably across 
the Member States, the fact that most problematic 
flags appear in the social situation is an additional 
indication of the fact that the dividends of 
recovery/growth are unevenly distributed across 
income quintiles and territories. Similar to the 2018 
Joint Employment Report, problematic flags appear 
more frequently in the area of ‘public 
support/social protection and inclusion’, with an 
average of 9.8 cases (of which 3.5 are ‘critical 
situations’) per indicator. ‘Children aged under 3 in 
formal childcare’ appears as the indicator with 
most flags, i.e. for 12 Member States (of which 4 
are in the bottom category). 

The Social Scoreboard measures progress in key 
dimensions of the Social Pillar, using mostly 
existing and well-established indicators. The 
methodology allows measurement of convergence 
by analysis of both the levels of and changes in the 
indicators. The presentation of results using a 
colour code is relatively straightforward. However, 
the Scoreboard does not cover all Social Pillar 
principles. It also does not allow capturing upward 
convergence, as the benchmark is the change 
regardless of the direction. 
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A2.1.1. Additional variables 
complementing the Factor Analysis 

Table 2.2 of this chapter presented the results of a 
Factor Analysis, which included 45 different 
variables from seven thematic blocks that are 
relevant to sustainable development.  

Those 45 original variables were reduced to just 
four principal components of sustainable 
development. Given that the original variables are 
correlated, it was possible to radically reduce their 
numbers while keeping 73% of the information 
about cross-country differences captured in the 
original variables. 

However, the number of indicators that were 
funneled into the analysis as input information was 
much higher than 45 - several hundred variables 
from very different sources were tested. Most were 
eliminated because they did not sufficiently 
contribute to explaining one of the factors (no 
correlation). Others were not sufficiently related in 
terms of the content of one of the seven thematic 
blocks. In addition, a number of variables were 
excluded from the final Factor Analysis because 
they were so highly correlated to other variables 
that they would not yield any additional 
information.  

A number of variables not included may well have 

added value. However, inserting too many 
variables in the extraction of only four factors 
would render the factors unstable and complicate 
their interpretation. The following table gives a 
selection of variables for which this is the case, 
presenting their correlation with the four factors (if 
the value of their loading is equal to at least 0.5). 
They confirm the interpretation of the factors 
provided in the chapter.  

The following sections explain variables whose 
definition may not be self-explanatory or 
commonly known. 

A2.1.2. Explaining the variables used in the 
Factor Analysis 

NEET rate for population aged 15-24 – total 

Young people neither in employment nor in 
education or training 

Source: Eurostat 

Job satisfaction 

Measurement based on a question from the 
Quality of Life Survey 2016: "Could you please tell 
me on a scale of 1 to 10 how satisfied you are with 
the job, where 1 means you are very dissatisfied 
and 10 means you are very satisfied?"  

 

Chart A2.1 
Additional variables confirm the four principal components of sustainable development 
Variables not included in the Factor Analysis of Table 2.2: correlation with the four factors (suppressed if < 0.5) 

 

Note: Data sources: 1:  Eurostat EU Labour Force Survey (2017); 2:  Eurostat EU Survey of Income and Living Conditions (2017); 3:   Eco-Innovation Index published by Eurostat 
Source: Commission Services 
Click here to download chart. 
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Source: Eurofound 

Lifelong learning (percentage of adult 
population participating in education and 
training) 

Information from the EU Labour Force Survey 2017: 
Participation in formal and non-formal education 
and training in the last four weeks before the 
survey. 

Source: Eurostat 

Poverty threshold (60% of median income)  

60 % of the national median equivalised disposable 
income after social transfers. Information from the 
EU Survey of Income and Living Conditions. 

Source: Eurostat 

At-risk-of poverty rate 

The share of people with an equivalised disposable 
income (after social transfers) below the at-risk-of-
poverty threshold. Information from the EU Survey 
of Income and Living Conditions. 

Source: Eurostat 

Impact of social transfers (incl. pensions) in 
reducing poverty 

The reduction in percentage of the risk of poverty 
rate, due to social transfers: compares the at-risk-
of poverty rates before and after social transfers 
(transfers without pensions). 

Source: Eurostat 

Severe material deprivation rate 

A measure of living conditions severely constrained 
by a lack of resources, in which people experience 
at least 4 out of the following 9 deprivations: they 
cannot afford i) to pay rent or utility bills, ii) to 
keep their home warm enough, iii) to face 
unexpected expenses, iv) to eat meat, fish or a 
protein equivalent every second day, v) a week’s 
holiday away from home, vi) a car, vii) a washing 
machine, viii) a colour TV or ix) a telephone. 

Source: Eurostat 

In-work poverty  

The proportion of employed persons at risk of 
poverty.  Information from the EU Survey of 
Income and Living Conditions. 

Source: Eurostat 

S80/S20 

Ratio between the highest and the lowest income 
quintile, i.e., the 80th percentile divided by the 20th 
percentile of the income distribution. 

Source: Eurostat 

Social protection expenditure in % of GDP 

Under the European system of integrated social 
protection statistics (ESSPROSS), the expenditure of 
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social protection is classified by type and function, 
old-age being one of these functions.  

Source: Eurostat 

Tax wedge, earnings 100%, single 

An OECD measure defined as the ratio between the 
amount of taxes paid by an average single worker 
(a single person at 100% of average earnings) 
without children and the corresponding total 
labour cost for the employer.' 

Source: OECD 

Trade union density 

A measure that OECD defines as ‘union 
membership as a proportion of wage and salary 
earners'. 

Source: OECD  

Bargaining coverage rate 

The 'proportion of all wage earners with right to 
bargaining' defined in the Database on 
Institutional Characteristics of Trade Unions, Wage 
Setting, State Intervention and Social Pacts 
(ICTWSS), maintained by the University of 
Amsterdam. 

Source: ICTWSS  

Collective Bargaining at Sectoral or Regional 
level  

In the questionnaire of the 2013 European 
Company Survey distributed to managers one 
question was: "Are employees in this establishment 
covered by any of the following collective wage 
agreements?" One of the answer options is: "A 
collective agreement negotiated at sectoral or 
regional level" (as opposed to national, or 
individual - i.e.company - level). 

Source: Eurofound 

Voice and Accountability 

According to the Worldwide Governance Indicators 
project (WGI) this indicator "reflects perceptions of 
the extent to which a country's citizens are able to 
participate in selecting their government, as well as 
freedom of expression, freedom of association, and 
a free media." 

Source: WGI (World Bank) 

Government Effectiveness  

According to the Worldwide Governance Indicators 
project (WGI), this indicator "reflects perceptions of 
the quality of public services, the quality of the civil 
service and the degree of its independence from 
political pressures, the quality of policy formulation 
and implementation, and the credibility of the 
government's commitment to such policies." 

Source: WGI (World Bank) 

Rule of Law  

According to the Worldwide Governance Indicators 
project (WGI),  this indicator "reflects perceptions 
of the extent to which agents have confidence in 
and abide by the rules of society, and in particular 
the quality of contract enforcement, property 
rights, the police, and the courts, as well as the 
likelihood of crime and violence." 

Source: WGI (World Bank) 

Control of Corruption Index 

According to the Worldwide Governance Indicators 
project (WGI), this indicator "reflects perceptions of 
the extent to which public power is exercised for 
private gain, including both petty and grand forms 
of corruption, as well as 'capture' of the state by 
elites and private interests." 

Source: WGI (World Bank) 

Energy productivity 

The indicator measures the amount of economic 
output that is produced per unit of available 
energy. Further Information: Eurostat. The variable 
is part of the set of indicators supporting the 
Sustainable Development Goals in an EU context. 

Source: Eurostat 

Resource productivity and domestic material 
consumption 

Gross domestic product divided by domestic 
material consumption (DMC). DMC measures the 
total amount of materials directly used by an 
economy. For further information see Eurostat. The 
variable is part of the set of indicators supporting 
the Sustainable Development Goals in an EU 
context. 

Source: Eurostat 
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A2.1.3. Additional variables  

People at-risk-of poverty or social exclusion 

People at risk of poverty (threshold: 60% of the 
national median equivalised income) or severely 
materially deprived or living in households with 
very low work intensity. People living in households 
with very low work intensity are those aged 0-59 
living in households where the adults (aged 18-59) 
work 20% or less of their total work potential 
during the past year. 

Source: Eurostat 

Relative median poverty risk gap 

Gap between the median income of those living 
below the poverty threshold and the poverty 
threshold itself (as percent of the poverty 
threshold). 

Source: Eurostat 

Persistent at-risk-of-poverty rate 

People at risk of poverty for the current and at 
least two out of the preceding three years.  

Source: Eurostat 

Median relative income ratio of elderly people 
(65+) 

The ratio of the median equivalised disposable 
income of people aged above 65 to the median 
equivalised disposable income of those aged 
below 65. 

Source: Eurostat 

Housing deprivation (65+) 

Percentage of the population deprived of certain 
housing items. For more information see Eurostat. 

Source: Eurostat 

Self-perceived health (very good + good) 

Indicator expresses subjective assessment by the 
respondent of his/her health. It is based on one 
question from the EU statistics on income and 
living conditions (EU-SILC): "How is your health in 
general?" (four answer options). 

Source: Eurostat 

Gender gap in part-time employment  

Difference between the share of part-time 
employment in total employment of women and 
men aged 20-64. The indicator is based on the EU 
Labour Force Survey. 

Source: Eurostat 

Eco-Innovation Index 

A composite indicator is calculated from 16 sub-
indices, which measure ecological efficiency and 
innovation. For more information see EU Open 
Data Portal. 

Source: Eurostat. 
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In the 2017 Employment and Social Developments 
in Europe annual review a simple illustration was 
presented to demonstrate how demographic 
ageing in the EU may impact future pension levels 
and contribution rates to the EU's pension 
schemes. (61) This model can be extended to show 
how longer working lives can help sustain current 
pension systems.  

The model starts from the extreme assumption 
that the EU had one single pension scheme, with 
one single contribution rate paid by workers and 
one average level of pensions, relative to average 
wages. Everyone of working age (20 to 65 years) is 
assumed to be in employment, everyone older 
than 65 is on a pension. The pension level is 
assumed to be 47% of the average wage, which 
corresponds to today's average level of pensions. 
Under these assumptions, workers will have to pay 
a contribution rate equal to 14% of wages in order 
to finance these pensions in a pure Pay-As-You-Go 
pension system.  

Under these simple assumptions, the only 
determinant of the pension level and the 
contribution rate is demographic change. (62) 
Working-age population is projected to decline 
whereas the number of older people will increase. 
As a result, there will be more than 0.5 older 
people per person of working age in 2060, up from 
0.3 today. Considering the strong increase in 
demographic dependency, it is assumed that some 
kind of pension reform will be implemented today 
(in the base-year 2017). This reform will lower the 
level of pensions with the aim of limiting the 
expected necessary increase of the pension 
contribution rate to a maximum of 20% (which 
otherwise would increase beyond that level). The 
reforms may be deemed necessary to keep labour 
costs from increasing too strongly, given that 
employers will have to pay their share of workers' 
social security contributions.  

The model looks at cohorts, starting with workers 
born in 1997 who are assumed to start their 
working lives aged 20 (in 2017) and then work for 
46 years, before receiving a pension for 20 years.  

                                                      
(61) ESDE 2017, Chapter 4, especially Box 4.2 on pp. 122-3. 
(62) ESDE 2018 extends the model by including a labour market 

scenario (Chapter 5, especially Box 5.5). 

The left chart shows the average contribution rate 
workers of the different cohorts would have to pay 
throughout their entire working lives. For workers 
born today it is already very close to the 20% limit, 
much higher than what today's workers pay on 
average (14%).  
 

Chart A3.1 
Longer working lives can reduce the double burden on 
future cohorts significantly. 
Average lifetime contribution rate and average pension level by cohort 
if contribution rates were not to increase beyond 20%, EU-28 

 

Source: Commission calculations based on Eurostat 2015 population projection s 
Click here to download chart. 

 
The right chart shows the level of pensions (in 
percent of wages) which the respective cohorts will 
receive when retired. The same cohorts that had to 
pay higher contributions during their working lives 
will receive a pension equivalent to some 37% of 
average wages, much lower than today's pension 
level of 47%. This decline is necessary because we 
do not allow the increase of the contribution rate 
beyond 20%, so that higher pensions can no 
longer be financed. 

To demonstrate the impact of longer working lives 
one could assume that every worker worked for 
one more year (47 instead of 46), retiring aged 67 
instead of 66. As a result, contributions are being 
paid for one more year. Accordingly, pensions 
would have to be paid for only 19 instead of 20 
years. In that case, an average lifetime contribution 
rate of 20% would be sufficient to finance a 
lifetime pension level of 39%, two percentage 
points higher than without with lower retirement 
age (see right side of the Chart). The ‘double 
burden’ of ageing for future cohorts would be thus 
alleviated to a significant extent. 
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