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ISSUE2014/03spending cuts, but the distribution of adjustment costs between the youngand old has been uneven; a growing generational divide is evident, disad-vantaging the young. The efficiency of the social security systems of EUcountries varies widely. Countries with greater inequality tended to havehigher household borrowing prior to the crisis resulting in more subduedconsumption growth during the crisis. The resulting high private debt, highunemployment, poverty and more limited access to education underminelong-term growth and social and political stability.

Source: Bruegel. Note: rhs = right-hand scale; lhs = left-hand scale.
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This Policy Brief was prepared
for the informal meeting of EU

finance ministers (ECOFIN) of 1
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3. For example Alvaredo
et al(2013).

4. Three quarters of the
reduction in inequality

is due to transfers,
while the remaining

quarter is the conse-
quence of direct

household taxation,
according to OECD

(2012a).

5. For a comprehensive
overview of the devel-

opments of social
indicators in Europe,

see Darvas et al
(2014).

6. In Table 1 we
grouped countries into
a few broad groups for

readability.
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9. Poverty among the
elderly declined up to
2010, but increased
slightly in 2011-12,
though there was a

decline overall between
2007 and 2012, as

Figure 4 shows.

10. Ostry et al(2014).

11. Rajan (2010), and
Cynamon and Fazzari

(2014).
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in the long term. In the short-term,
there are different dynamics.
Deep recession can lead to signif-
icant increases in unemployment
and thereby affect long-term
growth. A number of different
channels can be identified.

A first and important line of argu-
ment is that rising income
inequality has led to excessive
borrowing by low-income house-
holds, which eventually became
unsustainable. In the US, there is
strong evidence11 that with the
decreasing amount of income
going to the bottom 95 percent of
the income distribution, those

households borrowed on a sub-
stantial scale and they did so to





tutions is low, the acceptability of
painful structural reforms and
fiscal consolidation measures is
lower, which could diminish the
reform momentum and may even
lead to political instability.

Overall, a number of EU countries
face a serious unemployment
and poverty challenge, undermin-
ing the opportunities for personal
fulfilment, reducing economic
growth and threatening public
finances. With households under
pressure and social support
budgets affected, support for
national and EU authorities has
tumbled to record lows.

IMPLICATIONS FOR POLICY

A number of conclusions can be
drawn from the analysis.

First, addressing unemployment
and poverty should remain a high
priority not only for its own sake,
but also in view of the sustain-
ability of public debt and the
growth rates of our economies.

• High levels of unemployment
undermine long-term growth;

• Youth unemployment in partic-
ular can have lasting negative
effects, as skills are under-
mined over the whole lifetime,
with trickle-down effects on fer-
tility rates and child support;

• Poverty undermines the ability
to access educational and
health services, with a knock-
on negative effect on long-term
productivity;

• Excessive income inequality
might raise the risk of exces-
sive household borrowing
leading to later periods of sub-
dued consumption growth;

• Poverty and unemployment
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15. ‘Actions to foster
youth employment in

the Member States’,




