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1. The political, economic and social context 
The preparation for the third European Semester for policy coordination and of the implementation of the Europe 2020 strategy takes place at a time when the European Union is facing a multidimensional crisis: financial, economic, social and increasingly political. 
The economic and employment outlook for 2013 has further worsened in recent months as Europe re-entered into recession in 2012 and the prospect of a double dip in economic growth has materialised in many Member States. Unemployment has been rising steadily since mid-2011, climbing from 23 million to over 25 million in the EU-27. The latest forecasts for inactivity and unemployment for 2013 from the OECD and IMF have seen further upwards revisions.
Despite intensive efforts at all levels of government, the impact of the crisis on the employment, the well-being of citizens and social cohesion is deep. The impact of the crisis continues to differ across various groups and, in particular, further increases the risk of marginalization for young people. 
Against the background of slow GDP recovery, employment and social policies play a key role from both macroeconomic and microeconomic perspectives. At stake is an economic recovery in which Europe will be able to ensure sustainable growth, prevent macroeconomic imbalances, reduce divergences across the Member States, and follow the path towards reduction of social inequalities. Employment and social policies are crucial in all these respects. Making progress towards the Europe 2020 targets appears to be more difficult in a low growth scenario, but also more necessary.
The political context is therefore that of a complex and multi-faceted policy agenda determined inter alia by the following concerns: 

· The need to ensure that fiscal consolidation programmes and systemic solutions to the EMU crisis, necessary for macroeconomic stability, are supportive of inclusive and job-rich growth.

· The need to mobilise labour for growth through improved employment and productivity, reducing the massive unemployment - especially amongst young people - against a difficult background of continued fiscal constraints and lack of economic leverage.  

· The need to protect the growing number of those at risk of poverty or exclusion against the impact of the crisis.
· The need, in view of medium-to-long term structural challenges, to step up investment in people to allow their full participation in society and the labour market, with a view to developing and preserving Europe's human capital,  ensuring social inclusion of the less advantaged and fostering social cohesion.
· The need to provide coherent policy advice for Member States facing different challenges and with differentiated economic foundations.

· The need to ensure adequate financing, including through EU funds and to orient the EU funds towards the priority areas identified in the European Semester.
The 2012 AGS focused on growth-friendly fiscal consolidation, restoring normal lending to the economy, promoting growth and competitiveness, tackling unemployment and the social consequences of the crisis, and modernising public administration. 
The Country-Specific Recommendations adopted by Council in July 2012 focused, in addition to fiscal consolidation, on supporting youth employment, linking the pensionable age to life expectancy, protecting the most vulnerable, confronting child poverty, shifting taxes away from labour, enhancing participation of women, adjusting employment protection legislation, more effective and efficient public employment services, reviewing wage indexation and wage-setting systems (see annex). 
Earlier this year the Commission adopted the Employment Package, setting out medium term guidance for steps towards a job-rich recovery in an adverse economic context, in accordance with the Europe 2020 strategy and the Employment Guidelines. In 2013 the Commission will present a Social Investment Package with medium term priorities to support Member States in increasing effectiveness and efficiency of social protection systems, strengthening active inclusion policies and fighting poverty and social exclusion.  
Fairness and equity are the essential conditions for making the necessary structural reforms socially and politically acceptable. The responses to the crisis and to societal trends such as the demographic challenge, and the implementation of the general and specific policy advice at European level entail a significant number of reforms of labour market and social policies reflecting the fact that they are increasingly interlinked and mutually dependent. 
Success of this reform agenda will largely depend on ensuring adequate financing of the economy from the private and public sectors. At the EU level this requires notably a positive outcome of the MFF negotiations along the proposal made by the Commission, with strong components for human capital investment.   
The involvement of the social partners at EU and national in shaping and implementing the reforms will be essential. 

Multilateral surveillance in the governance of employment and social policies has been strengthened during the 2012 European Semester through thematic and country peer reviews in the Employment and Social Protection Committees. This process will be further strengthened during the next Semester through a Reform Tracking Device and a benchmarking system.
Finally, the economic and monetary union (EMU) is being reinforced through measures that will imply stronger economic integration among Member States in the Euro area. This also implies stronger governance of employment and social policies. 
2. Labour market and social challenges
Five years after the start of the crisis, Europe is the only major world region where unemployment is not going down. Europe is slowly but steadily drifting away from the Europe 2020 targets. The short term challenges of the crisis in terms of lower job creation, rising unemployment, increasing risks of poverty and social exclusion come on top of the more long term structural challenges that Europe's labour markets and societies are facing, such as an ageing population, technological change and increased competitive pressures derived from globalisation.

The EU is currently characterised by increased divergences across its Member States. We see a group of Southern and peripheral European countries that are or risk to be trapped in a vicious circle of recession and growing unemployment and poverty, while most of the countries of Northern and Central Europe show better employment and social resilience so far.
Most salient features of the labour market and social situation include the following:
· There has been an overall deterioration of the EU labour market with employment rate stuck around 68.6% and EU and Euro Area (EA) unemployment rates climbing to 10.4% and 11.3% respectively. 

· Long term and structural unemployment has continued to grow in most Member States, raising increasing concerns over the deterioration of Europe’s human capital. Over 40% of the 25 million unemployed have been so for more than one year in the EU. The longer a worker is out of work, the harder it is for him or her to get a job.

· Growing long-term unemployment lead to a significant increase in the number of people having to rely on benefits, including on social assistance. In a few countries, there are indications that more and more people are not covered by any protection or assistance scheme (Baltic countries, Italy, Portugal, Greece, Spain).
· Poverty and social exclusion is on the rise in one third of EU Member States. This is most visible in the increase of people living in jobless households, which was especially strong in Spain, Portugal, Slovakia, the Baltic Countries, Ireland and the UK. In the Baltic States, Hungary, and Ireland, the significant increase of the number of people in severe material deprivation also illustrates the severity of the crisis and its impact of the most deprived populations. Children and youth, already at heightened risk of poverty before the crisis, have been worst affected. The situation is especially critical where a high risk of entering into poverty is associated with low chances to exit from it (Latvia, Lithuania, Bulgaria, Greece, Italy, Malta and Romania).
· Integration of young people in the labour market and access to employment is one of the major concerns for the EU and individual Member States. Despite a shrinking and increasingly better-educated youth population, young people in many Member States face increasingly considerable problems in making the transition from education into employment. And many of those who have gained a foothold in the labour market often hold unstable jobs with unfavourable conditions.
· One of the weakest elements in current economic policy is the inability to exploit the job creation potential. The green economy, information and communication technologies, and health services are the three areas that will generate the most job opportunities in the near future. Job creation and maintenance/transformation of existing jobs across the economy should be boosted by encouraging labour demand and by fostering and supporting the transition towards a smart, sustainable and inclusive economy. 
· Labour market and skills mismatches remain a problem with rising vacancies or other labour shortage indicators associated with a given (non-falling) level of unemployment. With more than two million jobs vacancies across the EU, redoubled efforts for addressing skills mismatches by training and retraining policies are needed. Restoring the dynamic of the European labour market also requires addressing labour market mobility with new EU level instruments.
· Polarisation of the EU labour markets remains strong. Young people, non-nationals and the low-skilled are still the groups most affected by deteriorating labour market conditions. A structural trend of medium-paid jobs' disappearance (or "hollowing out" of the labour market) has been observed. Though not seeing higher unemployment, the rise in the employment rate for women has also been interrupted from 2008 onwards. Despite significant and continuous improvements since 2000, the gender gap in terms of the employment rate, as well as the pay gap, is still considerable. 
· Segmentation is not being reduced with the fluctuations in the number of jobs since the crisis mainly driven by part-time work and temporary (short-term) contracts. Temporary contracts have proved to be the main adjustment variable for companies and therefore the most volatile segment since the crisis. The share of temporary employees in the total number of employees has picked up again after a pre-crisis fall to 14.0 % during the timid recovery in 2010-2011. The number of self-employed has changed little. Moreover, nearly 94 % of the (modest) net job creation in the 15-64 age group in 2011 consisted of part-time contracts.
· Wages developments have remained subdued and labour costs per employee and unit labour cost developments stay moderate. They are increasingly following patterns supportive of external re-balancing, increasing at lower rates in deficit countries, and a re-allocation of work towards the tradable sectors (e.g. industry).In deficit countries the adjustments in labour costs competitiveness have been stronger than in overall price competitiveness. On average, real unit labour cost (and thus labour share in total income) has declined in the EU in 2010 and 2011.
· The tax wedge directly influences labour costs. While the majority of Member States have somewhat reduced their tax wedge on labour over the past decade, some with the highest percentages (BE, FR, CZ) have not and some (AT, IR, LV) have increased it. An increase over the decade can also be noted for ES, PT and EL. In the last years the tax wedge has increased in most countries due to the pressing needs to consolidate public finances. A shift of taxation away from labour to VAT, green taxes and most property taxes need appropriate accompanying measures to offset regressive distributional effects.  
· Over the last decade, the previous trend towards ever earlier retirement has been reversed in all Member States but premature labour market exit is still a major problem in several countries. In 2010 the average exit age varied between 58.9 and 65.2 years across Member States, and was below 60 in 6 Member States. Pension reform is happening but possibilities for older workers to work, especially over the age of 60, need to be enhanced.
· Job losses, reduced working hours, and in some cases pay freezes and pay cuts, as well as the weakening of benefit entitlements directly affected households’ financial situation. Household incomes have declined in two thirds of the Member States since 2009, much more than in the first phase of the crisis. The decline was strongest (larger than 4%) in the Southern countries, Ireland, Hungary and the Baltic States, severely undermining aggregate demand.

· In most EU countries, the effect of social spending which played an important role in stabilizing incomes and protecting the most vulnerable during the first phase of the crisis, has started weakening after 2009. This declining impact results from the 'automatic' reduction of benefit entitlements over time (degressive benefits and limited duration); from the phasing out of initial discretionary income support measures; and, in some countries, from the cutbacks in social spending that were part of fiscal consolidation programmes. 
· Countries with similar levels of public budgets achieve very different results in terms of both poverty reduction and stabilization impact of the tax and benefit systems. In a context of budgetary constraints, optimisation of public policy interventions is key. In some countries, the age-orientation of spending, low coverage and take-up rates of social insurance, inadequate targeting or the lack of adjustment of benefits to the economic cycles hamper effectiveness. In others, improving the balance between benefits in cash and in-kind could improve incentives to work for beneficiaries. Reducing the shadow economy and tax evasion is also essential.
· The need of ensuring, for the period 2014-2020, an adequate level and use of EU funds, including ESF to address the priority areas identified in the framework of the European Semester is contradicted by the ongoing negotiations on the MFF in the Council, when at the same time, the European Council decides ambitious political objectives for the ESF in the compact for growth and jobs. The current GAC compromise deprives the European budget (2014-2020) from an explicit human dimension by excluding a predictable envelope for the ESF in each MS. Ensuring an ESF share of at least 25% of cohesion policy funding is all the more important as ESF invests in human capital (employment, with special emphasis on Youth Opportunities Initiative, education and social inclusion) and contributes to capacity building of public administration, including of labour market institutions. 
· European level stabilisation policies are an essential component of a sustainable monetary union. Member States' national budgets provide a high if different degree of stabilisation against economic shocks. Of key importance in this context are unemployment benefits systems. An EU level unemployment benefit scheme could provide EU level stabilisation and mitigation of the worst effects of an economic downturn in those Member States most affected or affected by asymmetric shocks.
3. Immediate employment and social priorities 
The immediate employment and social priorities have to follow on from the current context, the key challenges identified, the framework of the Employment Package adopted earlier this year, and anticipate the Social Investment Package for Growth and Cohesion foreseen for 2013. 

First and foremost the 3rd European Semester should be characterised by continuity. The Europe 2020 strategy is a long term growth strategy and what is first of all essential is to implement and monitor the country specific advice which has been provided to Member States.  

Synergies must be improved between macro-economic, employment and social policies by taking into account the balance between short and longer term objectives and the distributional impacts thereof. The Employment Package reinforced the EU employment agenda, emphasising the need to boost demand for labour, couple reforms with investments in human capital, build dynamic and inclusive European labour market and strengthen the employment dimension in EU governance. The Social Investment Package for Growth and Cohesion will set out priorities for social investment and protection to achieve increased effectiveness and efficiency in spending, for activating and enabling policies in line with the active inclusion approach, for social inclusion and adequate livelihoods, for support to social innovation and social policy experimentation, and streamlined governance and monitoring. 
Issues for debate:
· Do you agree with the identification of employment and social challenges identified in the note? Are there additional challenges that should be considered?
· What are the measures that would help supporting a re-bound of employment and economic growth and improve the social situation? 
Annex 1 – 2012 Country specific recommendations
Based on the guidance of the 2012 AGS, the Country-Specific Recommendations (CSRs) on Social and Employment issues were adopted by Council in July 2012 and focused on:

· Supporting youth employment: facilitating transition from school to work by incentivising companies to hire young people companies (ES, PT, FI) through apprenticeships and work-based learning (IT, DK, EE, FR, ES, LT, LV, LU, MT, PL, SK, SI, UK);

· Urging for an explicit link between pensionable age and life expectancy (AT, BE, CY, FI, ES, LT, LU, MT, NL, PL, SK, SI) and a clear path to reducing early retirement (AT, BE, BG, CZ, DK, FI, LU, MT, NL, PL, SI), while promoting active ageing and life-long learning (ES, SI);

· Shielding the vulnerable from the damage of the crisis by ensuring the adequacy and coverage of social protection systems (CY, EE) and the access to quality social services (BG), and by better targeting social assistance become a concern for a number of countries (BG, EE, LT, LV).
· Tackling child poverty by making child support more effect (ES) and facilitating access to childcare services (UK, BG);

· Advising a tax shift away from labour on to other tax sources (such as environmental taxes) and with a focus on low income earners (AT, BE, CZ, FR, DE, HU, ES, LV, SK);

· Enhancing participation of women in the labour markets and promoting full time care facilities for dependants (AT, CZ, DE, HU, IT, MT, PL, SK, UK), reducing tax disincentives for second earners (DE, NL) and ensuring flexible working arrangements;

· Adjusting employment protection legislation to address youth unemployment and make hiring easier (LT, PL, SI, FR, SE, IT); 
· Making public employment services more efficient and effective in helping the unemployed and improve access to training and life-long learning opportunities;
· Reviewing wage indexation (BE, CY, LU, MT) and wage-setting systems in a number of Member States to allow alignment with productivity developments, while considering minimum wages -in line with competitiveness constraints- as a useful instrument when low wages translate into in-work poverty and low-wage traps (BE, IT, MT, SI, SE);
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