POLICY
PAPER

Implications of COVID-19
Key messages
LABOUR FORCE:
Between the 4th quarter of 2019 and the 4th quarter of 2020:
•

In EU, employment rate decreased by 1.7% (3.9 million less workers); working hours
reduced by 5.3% (6.5 hours per day); unemployment rate stood at 7.3% (15.7 million
more unemployed); inactive workers (not employed and not seeking for an
employment) reached 17%.

•

Women and youngsters are the most negatively impacted categories of workers due
to their large presence in the service sector, strongly hit by the crisis.

•

Telework saved as many jobs as the STW schemes, but reinforced inequalities among
the labour force.

SELF-EMPLOYED:
•

The health crisis had a disproportionately large effect on self-employed. In numbers,
the pandemic pushed more than half million of self-employed to close their businesses
between the 4th quarter of 2019 and the 4th quarter of 2020. Nonetheless, these figures
frame only partially the situation: the imposed suspension of firms’ bankruptcy
procedures by some national governments pushed some self-employed to postpone
the permanent closure of their businesses.

•

Self-employed are reported across whole Europe to have experienced more financial
difficulties, higher likelihood of get out of assignments, and larger reductions in
working hours and in income than employees. The business sectors more negatively
affected are: construction and personal and business services (graphs in the text).

•

Given the exclusion of self-employed from traditional support schemes (mainly
addressed to employed), the proper implementation of ad-hoc measures might be
pivotal in maintaining the livelihood of this category of workers. Around EU, 50% of
self-employed (on average) could benefit from support schemes to maintain their
businesses.
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•

Current national support schemes for self-employed present flaws in the eligibility
criteria, in the duration and the coverage of the support provided to this category of
workers.

EMPLOYMENT SCHEMES EFFECTS:
•

The support schemes covered more than 42 million workers across the whole EU
between March and September 2020. With the prolongation of the crisis, the duration
and eligibility criteria of these schemes have been extended to be more inclusive.
Consequently, STW schemes allowed SMEs to maintain a constant level of their
workforce.

HOUSEHOLDS AND SOCIAL IMPACT:
•

The crisis has stronger impact on the most fragile categories (regressive crisis): selfemployed, single-parent households, risk of poverty households, etc.

•

The loss of households’ welfare is visible in various elements: reduction in
consumption, loss in gross income and services disruption. Surveys across Europe
during the pandemic report a generalised worsening of financial conditions and a
growth in the risk of poverty. These phenomena result in pushing people either to draw
on savings or to incur into debt.

•

On the other hand, given the rising uncertainty about the future and the duration of
the crisis and missing opportunities to spend, in 2020 households increase their
propensity to save (around 17%).

•

Mortgage moratoria and rent deferral measures along with social support measures
have been implemented to limit the negative impact on households. Nonetheless,
doubts are visible on the long-term impact of these measures.
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Labour market
The strong impact of restrictions and lockdowns of the first months of 2020 is well visible in
2020 and 2021 figures of employment, working hours, and unemployment. Nonetheless, a
caveat is necessary: the dynamic and fast-paced evolution of the crisis cannot be not perfectly
framed by current instruments, which can only grasp the main movements of the workforce
and the major effects on society once every quarter.
More in detail, in the fourth quarter of 2020 there were about 3.9 million less employed workers
in EU (about -1.7%) and about 3.1 million less employed workers in the euro area (about -2.0%)
with regard to previous year (2019Q4). Indeed, the impact on employment was cushioned by
job-retention schemes and by milder and more targeted containment measures implemented
by governments. Proof of this phenomenon is given by Eurostat: in the third quarter of 2020,
8.5 million jobs were maintained over 8 Member States thanks to the government measures
and support schemes.
However, the 2020 drop in temporary contracts and the cuts in businesses’ budgets negatively
influenced employment possibilities for youngsters and low-paid workers, the first categories
subject to furlough during crises. This trend is confirmed by relatively small impact of the crisis
on prime-age workers (25-54 years old). Looking at the latest data, the figures for temporary
and part-time employment show variability in trend-sign: after a decrease in the second
quarter of 2020, a moderate growth depicts the third quarter, reaching 11.2%, but still below
pre-crisis levels.
Eventually, the pandemic and the rising uncertainty had effect also on post-retirement workers
(+65 years old), which exploited the uncertainty of the situation to leave the working force and
retire. Expectations about employment remained stable in the last months of 2020 and in the
beginning of 20211, but still well-below pre-crisis levels (-14% with regard 2019Q4); signals of
an expected upturn are visible in the industry and in the construction sectors.
After an encouraging recovery in the third quarter of 2020, working hours dropped in the last
quarter of 2020, reaching an average of 390 hours worked per quarter: -1.4% when compared
to the previous term (2020Q3) and -5.3% with regard the previous year (2019Q4). In facts, the
large use of cuts in working hours allowed employers to reduce the pressure to dismiss workers
after the considerable drops in production and consumers’ demand that depicted the whole
2020. The decrease in working hours is evenly distributed across occupational categories,
among which with male workers are the most affected; in facts, probably due to caring
responsibilities, female workers were more likely to have temporarily stopped working
altogether.

1

This trend is grasped by the Employment Expectations Indicator (EEI) index. The results concerning the period
under analysis are stable around the value of 90.
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The European average of inactive workers 2 reached 17% in mid-2020 estimations, starting
from the 7% registered in the last months of 2019. However, people managed to re-enter the
labour force with the loosening of containment measures of the third quarter of 2020, reaching
a total activity rate of 73.2% in EU and euro area.

In the first half of 2020, unemployment rate reached 6.7%; more recent results of January 2021
outline an increase to 7.3% in EU and 8.1% in the euro area (i.e. 15.7 million more unemployed
in EU and 13.3 million more in euro area in January 2021).

The graph above delineates the evolution of unemployment rate and outlines a consistent
unemployment upturn across all Member States since the outbreak of the pandemic. The rate
of unemployment remained constant in the last months of 2020 and at the beginning of 2021,
both at EU-level and in the euro area.
In the most recent projections (EC, ECB and OECD), unemployment is forecasted to grow in
2021 up to 8.6% in EU and to 9.4% in the euro area. Unemployment expectations remain quite
high for 2021, suggesting a relative pessimism by economic operators in the incoming period.
The chart below illustrates the situation regarding quarter to quarter labour market transitions.
2

Inactive persons (persons outside the labour force): comprise persons that are not classified in the labour force,
that is persons in the working age population which are not employed and are not actively seeking employment.
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Each category has three arrows and the sum of the percentages on the three arrows on the
same quarter should count to 100% (rounding errors are possible)3.

Overall, the most impacted categories are: youngsters approaching the labour market, and
women. Particularly, the first category records a reduction of -3.6% in employed workers
between 20 and 24 years old in the third quarter of 2020 with regard to the previous year
(2019Q3). However, it is necessary to remark that in EU and in the euro area youth
unemployment declined from the peaks of August 2020, reaching respectively 16.9% and
17.1% (about 2.9 and 2.4 million workers) - an improvement that, over the same period, more
positively impacted young women (16.8% from 18.8%) than young men (16.9% from 17.8%).
The slight improvement of women situation is also confirmed by the more pronounced increase
in employment with regard to men in the third quarter of 2020.

3

An example is provided to clarify the graph. For instance, take unemployment in 20Q3. Here, from the second to
the third quarter of 2020, 56.5% of unemployed workforce remained unemployed; 22.4% of unemployed became
inactive; 21.1% of unemployed found a job and became employed.
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Indeed, these two categories, youngsters and women, are over-represented in the contactintensive service sector (arts, entertainment, accommodation, food, etc.), which was strongly
hit by the sanitary restrictions and the closure of non-essential business activities.
The most recent data gathered on employment allows to validate this phenomenon: the
“wholesale and retail” sector employment declined by 2.2 million workers on an annual basis (4.2%), and “arts and entertainment” sector declined by 0.4 million workers (-3.4%) in the same
period. Also the industry sector suffered the loss of 0.8 million people (-2.5%) when compared
to the last quarter of 2019. Nonetheless, the contractions experienced were only partially
counterbalanced by the raising demand for workers in other sectors and business areas:
construction, and information and communication sectors grew respectively by 0.5% and 2.9%,
hiring a total of 0.3 million workers altogether.
By July 2020, telework reached about 40% of the workers whose job can be carried out from
remote, thus saving as many jobs as the short-term working schemes. While advantages might
be seen in the reduced interaction with peers and colleagues, teleworking strengthen the
advantage of highly educated and urban workers (increasing inequality with uneducated and
rural workers), thanks to their larger ability to adapt to remote working and the easier access
to digital infrastructures.
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Self-employed
Self-employed declined of 0.5 million on an annual basis. In general, self-employed reported
more financial difficulties than employees in the surveys conducted during the crisis. According
to the Eurobarometer in July-August 2020, 58% of self-employed expected serious financial
difficulties due to the pandemic. Additionally, following the European Parliament, in September
2020, 75% of self-employed experienced some negative financial impact due to the health
crisis. In fact, despite the large caps of short-term working schemes and similar instruments,
freelancers, solo-self-employed and self-employed groups were excluded. The absence of
these schemes for the mentioned categories mainly derives from their inability to bargain
collectively, the lack, or limited extent, of social protection systems, and the absence of minimum
income scheme.
Eurofound’s ‘Living, working and COVID-19’ e-survey showed that the likelihood of becoming
unemployed during the COVID-19 crisis was much higher for solo self-employed people (13%)
than employees (8%) and self-employed people with employees (2.3%). Self-employed
reported a larger reduction of working hours (around -18.2% in the second quarter of 2020
with regard to the same quarter in 2019) and of income than regular employees. Additionally,
the risk of unemployment is larger in those sectors acutely impacted by the crisis (i.e. personal
and business service sector). These negative trends are confirmed by Eurostat in the following
graph:

Few phenomena might justify the reported numbers. The large autonomy of self-employed,
when compared to employees, allowed an easier switch towards remote work, but at the same
time, reduced the scope of their business activities. The suspension of certain administrative
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procedures (i.e. bankruptcy procedures) and the high uncertainty of the overall economic
outlook pushed some self-employed to postpone the decision to end their businesses.
A sector analysis confirms the disproportionate impact of the crisis on self-employed across all
Member States. Construction, arts entertainment and recreation, accommodation and food
services were the most hit, while agriculture was only limitedly impacted.
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Furthermore, when turning to income categories, the self-employed are over-represented the
highest and lowest income groups (large share of self-employed in the two income categories);
yet, the share of over-indebted households of self-employed is higher than among employees.
Hence, a catalogue of business support measures was designed in most countries to prevent
significant numbers of business failures. However, arguably, for the most vulnerable groups of
self-employed people, including solo-self-employed people and micro companies, income
support measures are likely to play a more important role in maintaining livelihoods than other
measures, as low levels of capitalisation among this group of self-employed people mean that
even a more limited, short-term downturn in turnover can prove to be an existential threat.
Furthermore, the major differences across self-employed incomes might entail concerns over
the distributional impact of support measures. The number of beneficiaries among selfemployed of income support measures has been estimated around 50% (table below).
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With the exception of Finland, Spain and Belgium, income support initiatives for self-employed
were completely new. The novelty and the required fast-paced implementation were the
among the main challenges to be faced by governments in designing these aids; moreover, an
efficient execution and the proper dispensing of the funds were flawed by bottlenecks in
processing and by the lack of clarity.

Further important limitations regarded the timing of implementation of these schemes (only
after workers’ protection and only after pressure from business groups) and the too restrictive
eligibility criteria (limited support only to certain groups and sectors, and thresholds on
income/turnover losses to access funds). Many of the temporary measures introduced in the
Spring of 2020 have been renewed in light of the perpetuation of the crisis, and consequently
adjusted to increase the targeting.
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STW4, Temporary Lay-off schemes5 and their effects
The swiftly unfolding COVID-19 crisis pushed Member States to take quick actions to mitigate
the worst effects on citizens, workers and business activities. Hence, employment schemes,
financial aids, and support measures were introduced to avoid the large-scale unemployment
caused by the soon-imposed sanitary restrictions. As result, employment contracted much less
than the overall economy in 2020.

The employment schemes
At European level, EU has adopted measures to support Member States as:
•

•
•
•

The early-April 2020 proposed package of €540 billion emergency rescue including:
o A pan-European Guarantee Fund, established by the EIB, providing €200 billion in
financing for companies (especially SMEs);
o A fund, the SURE, providing up to €100 billion to support Member States in the
implementation of short term working schemes and safeguard job measures. This
instrument is supposed to give Member States favourable terms loans to protect jobs
(both employed and self-employed) against unemployment risk.
The additional flexibility of the EU Structural Funds to transfer money across funds and
regions and, thus, reduce the impact of the pandemic.
Specific sectoral measures for hard-hit sectors (e.g. tourism).
The July 2020 borrow plan amounting to €750 billion. The majority of these funds (€672.5
billion) would be used in the Recovery and Resilience Facility (RRF) to assist members in
dealing with economic and social impacts of the pandemic.

At National level, the implemented approaches and schemes widely vary:

4
5

Working time is reduced but employees still work on an ongoing basis.
Workers do not work but their employment contract is maintained with certain levels of income.
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The quick implementation of national support schemes could not allow for a strict collaboration
and constant consultation of social partners, which were excluded from the main decisions in
the first phases of the pandemic.
Here, a graph with the distribution of business continuity measures during the first phase of the
pandemic:

The effects of the employment schemes
The unprecedented policy efforts to limit the economic impact of the pandemic are expected to
contain the downturn and trigger the recovery. On the other hand, the gradual dismantling of
restrictions should support the improvement in the overall situation by the second half of 2020
(EC Spring Economic forecast), with uneven expected effects across countries.
The main effects of the employment measures are:
•

Data from different sources confirm that employment declines are milder in countries that
strongly rely on publicly-subsidised STW schemes to reduce working hours and capital of
employees. In detail, those countries that experience the largest declines in working hours
and manage to compensate with strong STW schemes are Austria, Belgium, Germany and
France. The STW schemes imply a strong multiplier effect, as one job being subsidised by
STW schemes saves more than this one job. The opportunity to have one more job covered
by STW schemes could be decisive for an entire firm during an economic downturn and
decide whether a firm remains optimistic enough not to dismiss staff – this is particularly
adaptable to the case of SMEs, since they have the tendency to avoid firing staff until strictly
necessary.
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•

•

•

•

The European level instruments, among which the SURE, helped in limiting the increase in
unemployment. However, knowledge about the SURE remained low as of September 2020
and many concerns regarded the negotiations for the eligibility criteria: casual contracts,
agency and fixed-term workers were mostly excluded by these schemes.
National instruments mainly allowed access to funds to those firms which experienced a
drop in revenues larger than 25% and/or a drop in workforce of more than 30%. These funds

were aimed at covering from 60% to 100% of the hours not worked, but, in some cases, the
provided funds were significatively below these numbers due to the applied caps on
maximum granted payments. The duration of these schemes varied from 2 to 21 months.
In this regard, to accommodate the evolution of the crisis, 13 countries extended dismissal
protection beyond the maximum period (from 1 month to more than 12 months) and 5
countries extended the employers’ schemes to the whole workforce.
Between March and September 2020, over 42 million workers (+25%) of European workers
applied to these measures at the end of April6. An OECD study shows that employment
protection schemes reduced the number of jobs at termination risk by 10 percentage points
(from 22% to 12%) and workers under these schemes are better off than those under fulltime unemployment insurance benefits. The rationale behind this preference lays in the
lower level of benefits offered by unemployment benefit payments when compared to
employment protection schemes.
As in the case of 2008 financial crisis, it was raised again the question of a possible
combination of temporary unemployment schemes with trainings to enhance human capital
and employability in the downtime. This rationale finds fertile ground in the strong push for
a recovery driven by digitalisation and carbon-neutral and greener practices. Data show

6

In the 2008 financial crisis less than 1.8 million workers used these same schemes – the current expenditure on
these schemes is 10 times higher than for 2008 measures.
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that education of the workforce during downtime caused by COVID-19 was low. Many are
the reasons behind this poor result: the lack of planning and adaptation of support schemes
with trainings opportunities (i.e. if part of training schemes, no financial support will be
provided), limited resources of workers that could devoted to this aim (time and money), the
limited possibility to adapt manual trainings to online modalities, and the low quality
provided by online trainings.
A more detailed overview of the total budget spent on short-term working and similar schemes
by each Member State is here reported:
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Households and Social impact
Households and propensity to save
The loss in gross disposable income of households due to the pandemic is estimated to be
around 3.0% in the second quarter of 2020, in spite of the policy measures implemented by
governments, with a upturn of 1.3% only in the third quarter of 2020. However, the pandemic
might affect individuals and households through other channels, as consumption (rising prices,
additional health-related expenses, etc.) and service disruption.
A more detailed view on these channels is provided by the following figure:

The deterioration of the situation is reflected in the surveys’ results carried out at the European
level in July 2020 and by EC simulations. While the survey reports the worsening of financial
situations of one household out of three, significant likelihood to increase the poverty risk in the
very-short term is forecasted. Fortunately, the proportion of people reporting financial distress
decreased between April 2020 and February 2021, reaching 12.9% (from 13.7% in April 2020).
The impact of the crisis is regressive (i.e. low-middle income households are more likely to be
negatively impacted and being in arrears). Moreover, the services disruption (schooling
especially) and the lower levels of wealth to compensate the losses in income will cause larger
damages to the most fragile categories (single-parents households, people at risk of poverty,
but also self-employed, platform and informal workers and people working in rural areas).
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A more detailed of the financial distress could be found in a survey carried out in July 2020,
interviewing unemployed and employees who experienced a reduction in working hours due to
COVID-19 reported to have experienced financial distress. Here, 79% of unemployed reported
that their household has financial difficulties in making ends meet, while 36% of employed
households reported the same issue. In general, the financial impact of the pandemic on
employees under the support schemes is heterogeneous across countries, the results varies
according to the replacement rates and the criteria used in the calculation of benefits for the
time not worked. Generally speaking, the results are an increasing difficulty in housing
affordability, in finding alternative (cheaper) accommodations (due to movements restrictions)
and in financial vulnerability. Additional data reports that in February 2021 12.9% of the
population declared the need to draw on savings or to run into debt. A further break-down on
the financial distress situation shows that financial distress continued to decrease for the
wealthiest households (6.2%), but remained consistently stable at high level for those on low
incomes (23.7%) across different Member States.
Unsurprisingly, the uncertainty, the negative economic outlook and the impossibility in
consuming (-17.3% in EU and -15.3% in euro area in 2020 with regard to 2019) triggered an
increase in propensity to save, which reached 17% according to the ECB bulletin.
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Mortgage and rent deferrals and hardship funds
To provide support to the citizens in financial difficulties, most of the Member States imposed
mortgage moratoria and rent deferral measures. However, the schemes mainly served to delay
payment commitments, leaving doubts over longer-term impacts.
In general, the support provided to privates via social assistance systems was more restrictive
than the one offered to workers and self-employed. The pandemic aggravated existing
problems in social assistance systems, including limited access, poor targeting and inadequate
benefit levels. To address this, at least 12 Member States adjusted their social assistance
measures to improve the support to vulnerable groups. The result are positive contributions of
net social benefits in the second and third quarters of 2020, respectively 4.8% and 2.8%.

Inequality and COVID
Regarding the impact of COVID-19 on inequality, data are still not fully available to provide for
complete figures but only estimates are possible.
The methodologies and measures usable to calculate inequality are different, varying according
to the aim of the research. The most commonly used measure is the Gini index, thanks to its
ease in comparing results across time and space and its ease in calculation. This index ranges
from 0 (or 0%) to 1 (or 100%), with 0 depicting a perfectly equal society and 1 depicting a
perfectly inequal society; both these conditions are not possible in reality, the average values
for developed countries range from 0.15-0.2 in the most equal society (e.g. Scandinavian
countries) to 0.4-0.5 in most unequal ones (e.g. Italy, Spain, UK and US7).
Inequality might be estimated in two different modalities: the first is the inequality between
different countries, which provides a picture at more macroeconomic level; the second is the
within inequality, which frames the national-level inequality. Regarding COVID-19 impact, FAO
assumes worsening conditions with long lasting impacts both for between and within countries
inequality (i.e. which translates into larger disparities across countries - between inequality and wider differences across population in the national contest - within inequality).
•

Between countries inequality: higher-income countries, with ample financial resources and
stronger public health systems have staggered under COVID-19 yet are managing to
address the pandemic; mid- and lower-income countries, due to lacking resources, will have
larger difficulties in addressing health, social and economic consequences of the pandemic8.

7

US is the most unequal among developed countries, closely followed by UK.
Mid- and low-income countries have 3 structural characteristics that make their systems vulnerable: large
informal sectors, limited fiscal space and poor governance.
8
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•

Within country inequality: COVID-19 is likely to increase the Gini index of each country of
0.02 points or 2%9, i.e. increase in inequality (WB source). If so, the number of poor would
rise from 83 million to 200 million people worldwide (2020 is the first year since 1998 with
an increase in the global rate of poverty). Not only poverty, but also income of poor and
vulnerable would be impacted: the income growth rate of bottom 40% of the population
would drop on average by an additional 2.7% (in facts, inequality reduces the impact of
economic growth on poverty reduction). For the first time in history a global increase of 2%
in Gini index would be experienced. COVID-19 will magnify the differences between high
and low income individuals, with impact visible on education, nutrition, health and living
conditions. The effect would be visible on the rising inequality in disposable income;
however, the mitigation effect of automatic stabilisers (tax-benefit systems) and the
extended support of social policies should contain the shock experienced by self-employed,
low-income, temporary and informal workers, rural inhabitants, poor educated people and
women.
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Different plausible scenarios have been tested with 0%, 1% and 2% increase in Gini.
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