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The gap between rich and poor in Europe has increased compared to thirty years ago, affecting 
young cohorts in particular. Yet the social protection systems currently in place across European 
countries were designed during the past century and are no longer fit for the present, argues Cyril 
Muller.

Almost 20 years ago, Frances Stewart, professor of development economics at the University of 
Oxford, wrote about the impact of inequalities between groups in society, and how they insidiously 
erode social cohesion. Professor Stewart reminded us that an intrinsic part of human life is group 
membership; in fact, it is this that makes up the identity of the individual.

This is especially relevant today as we examine rising inequality and strained social cohesion in 
Europe and Central Asia. Captured by indexes such as the Gini coefficient, the gap between the 
rich and poor individuals has increased, compared with thirty years ago. And, using tax data, we 
see the concentration of incomes at the top has dramatically increased. This has contributed to 
declining trust among citizens in institutions and governments.

When it comes to inequality between groups, three factors matter most: the occupations people 
hold, how old they are, and where they live within countries. Inequality is linked to employment, 
demography and geography.

In terms of jobs, technological change, together with a significant increase in trade openness, has 
influenced indus­tries and workers in very different ways in recent decades. Some have thrived, 
but others face significant strain. Entire sectors have lost importance and many occupations are 
disappearing.

A particularly striking trend is the shrinking share of routine, task ጀ椀渀琀攀渀猀椀瘀攀 occupations, which are 
typically held by middle-class workers. In just over a decade, this share fell from around 40% to 
around 33%. Workers in these types of occupations do not easily transition to other jobs, and so 
their livelihoods are jeopardized.

For individuals who do find a different job, it is often less well-paid, or part-time, with pay cuts 
averaging 30 percentage points. The loss of long-held occupations for middle-class workers means 
lower earnings – and loss of security and identity.



Transformations in the labour market have not only affected occupationalgroups but also 
generated rifts between generations. Younger cohorts include a larger share of people who are 
unemployed or in low-quality jobs.

For example, in 2015, temporary contracts represented close to 50% of employment among 
workers aged 15 ጀ㈀㐀 years in France and the Netherlands, compared with around 20% among the 
overall population in both countries.

Young people will likely have to work more years and will likely have less savings to finance 
retirement, despite longer work histories compared with earlier generations.

For these younger workers, lower earnings and fewer old-age income prospects imply a widening 
intergenerational divide. Indeed, the life experiences of young and old cohorts today are starkly 
different, as if they were living in different countries. This wider income dispersion is a sign of 
greater insecurity and vulnerability.

Taking a geographic perspective, we see that differences in income levels and poverty rates have 
persisted   ጀ  or even increased   ጀ  between regions in many countries. In the European Union, for 
example, income inequality between regions in some countries is today 10% higher than it was in 
the year 2000, while income inequality between countries is 20% lower.

Because societys poorest citizens often have no access to formal insurance, they rely heavily on 
local family networks to provide informal protection  ጀ following home damage, loss of income, for 
example. As such, they are less inclined to leave their native regions, which might explain why we 
are seeing a rise in the concentration of poverty in some regions.

In Armenia, for example, the difference in poverty rates between the less well-off regions and the 
more well-off ones rose from 25 percentage points to 38 percentage points between 2005 and 
2014.

Social and economic tensions  ᐀戀攀琀眀攀攀渀  workers, between generations, and between regions  ᐀ 
impact citizens day-to-day lives and their sense of well-being. While one might argue that 
countries in Europe and Central Asia are well-equipped to deal with such tensions, given their long 
experiences with social welfare institutions, we must remember that these institutions were 
designed during a very different economic environment.

In many countries today, the bulk of social protection and pension benefits are available to those 
with long and stable employment histories  ጀ but younger generations, in particular, do not have 
such histories.

Since the 1980s, tax systems have increasingly penalised younger cohorts. In the early 2010s, 
when flat tax regimes were introduced in some Eastern European countries, the average tax rate 
for 18 to 24-year-old taxpayers rose by about 10 percentage points, while it decreased for 
individuals aged 35 to 44 years.

We know there is no quick fix. But pas­sively compensating individuals, while trying to curb the 
trends  ጀ by preventing trade or rejecting new technologies  ጀ has not worked in the past and will 
not work in the future.

Our new report proposes three overall policy principles to help address rising inequality and 



increased vulnerability in society.

This approach would promote equal protection of all workers, regardless of their type of 
employment; encourage the universal provision of social assistance, social insurance, and basic 
quality services; and improve the fairness of the tax system by supporting progressivity of a broad 
tax base that complements labour income taxation with the taxation of capital.

And, hopefully, this research and analysis will help countries level the playing field and unleash 
greater economic opportunity for all citizens   ጀ  regardless of their occupation, age, gender or 
location.
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