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c h a p t e r  1

Introduction

Why and What

The financial crisis that hit the global market in the middle of 2008 gave way to 
the sharpest contraction of the European economies since the Great Depression. 
Since then, the economies have slowly recovered, but unemployment has 
 continued to rise, reaching 11 percent in 2013, up from 7.1 percent in 2008.

The economy of the European Union shrank 4.5 percent in 2009, the largest 
reduction in its GDP since the Union’s creation. Furthermore, for the European 
Union as a whole, long-term unemployment among 15- to 64-year-olds increased 
from 37.2 percent in 2008 to 47.5 percent of total unemployment in 2013. 
In several countries more than half of those unemployed are long-term unem-
ployed, that is, they have been looking for jobs for more than 12 months. 
In Greece and Bulgaria the share of long-term unemployed in 2013 was 
67.5  percent and 57.3 percent, respectively. Youth unemployment, on the other 
hand, has increased almost 8 percentage points since 2008, reaching 23.3 percent 
in 2013 in the EU-28 countries. In Bulgaria, Romania, and Hungary, around a 
fourth of 15- to 24-year-olds are unemployed; in Greece close to 60 percent of 
youth were unemployed in 2013.

Long spells of unemployment expose individuals to impoverishment. They 
can also lead to deterioration of skills and detachment from the labor market. 
Youth unemployment is particularly concerning as it risks damaging longer-term 
employment prospects for young people, leading them to face higher risks of 
exclusion and poverty. Youth unemployment also has growth implications as a 
generation of educated and productive people are not working at their potential. 
Finally, very high levels of youth unemployment for long periods of time can 
become a threat to social stability.

Another issue of concern is the demographic change in Europe. As the baby 
boomers’ cohort approaches retirement, the younger cohorts entering the labor 
market are smaller due to the low birth rate of the past decades. The results are 
a population that is older, and an active labor force that is shrinking over time. 
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This demographic change, coupled with high youth unemployment, will have 
significant effects on Europe’s fiscal balances at a time when the size of the older 
generations in need of adequate pensions and health care continues to increase.

With government budgets under stress and an environment marked by demo-
graphic changes, using the labor force to its full potential is key. Knowing what 
the out-of-work population looks like is fundamental to a holistic approach to 
policy making with respect to the inactive and the unemployed. To this end, this 
report presents “profiles” or “portraits” of individuals who have no or limited 
labor market attachment. The profiles are derived using the latest available 
European Union Statistics of Income and Living Conditions (EU-SILC) surveys 
and focus on those who defined themselves as unemployed, retired, or inactive 
at the time of the survey.

The portraits attach stories to statistics. They identify distinct groups of indi-
viduals who are the potential clients of income—and employment—support 
policies by examining detailed labor market, demographic, and social circum-
stances. The analysis is a pragmatic way of looking at individuals through the 
lenses of both poverty/welfare status and labor market indicators. In a sense it 
combines labor market analysis and poverty profiling.

Portraits of Labor Market Exclusion analysis takes a comprehensive view of 
policy making, focusing on both the labor market attachment of a country’s 
 out-of-work population and the social assistance package and poverty profile of 
the same segment of the population. Through this examination of the character-
istics of different subgroups, this analysis aims to contribute policy-relevant 
information about the social and economic risks these subgroups are facing, and 
on the barriers that hold back their labor market integration. In doing so, it can 
facilitate effective formulation and targeting of policies that seek to alleviate 
these barriers. In this sense, the portraits help move the dialogue on activation 
from a labor market-centric view to a broader dialogue that includes social policy 
as a whole. Figure 1.1 provides a pictorial view of the different government agen-
cies and activities that address labor market and social exclusion issues. This is an 
important shift; for instance, social protection programs, such as family benefits 
and maternity benefits, and broader social policy issues such as retirement ages, 
often have a great impact on who remains inactive. By creating a space for dia-
logue between citizens and between different public organizations (social, labor, 
health, child care, and so on) who normally do not speak to each other, analyses 
such as Portraits of Labor Market Exclusion take additional steps toward more 
successful labor market inclusion of citizens.

Specifically, the report presents portraits of the out-of-work population of six 
countries (Bulgaria, Estonia, Greece, Hungary, Lithuania, and Romania) in terms 
of distance from the labor market, human capital, and labor supply conditions, 
as well as demographic conditions. The analysis relies on the EU-SILC surveys 
for the years 2007–11.1 Latent class analysis methodology allows multidimen-
sional profiling of the out-of-work population, and identifies classes or groups of 
out-of-work individuals that are as homogeneous as possible within each class 
according to a set of observable characteristics, and as distant as possible between 
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classes. In so doing, this analysis provides a much richer glimpse of the very 
 different barriers to labor market integration that these various groups experi-
ence, considerably augmenting the limited amount of information contained in 
traditional descriptive statistics.

Box 1.1 tries to provide an intuitive understanding of latent class methodol-
ogy, while box 1.2 explains the statistical underpinning behind this methodology. 
The emerging profiles can then be contrasted with the design and targeting of 
current activation policies, to identify potential gaps and to enhance their design 
features.

The identification of latent classes relies on a number of “indicator variables” 
to capture different “symptoms” of an overall latent condition (in this case, 
 joblessness). The challenge in such models is to identify a discrete number 
of variables that can best depict the heterogeneity among individuals. In this 
report, two or three sets of categorical variables were selected to show the extent 

Figure 1.1 labor market and social exclusion, Government activities
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Box 1.1 latent class analysis (lca): a sweet and intuitive example

LCA is used in several fields, including the medical profession and behavioral sciences, to 
 identify hidden and underlying subgroups of individuals that share observable character-
istics within a population of interest. To intuitively understand how this statistical 
 methodology works, a simple example may help. WeMakeTheWorldHappier Ltd., 
a  producer of “all things sweet,” is interested in better understanding patterns behind the 
 consumption of its products (ice cream, chocolate, and so on) among children and early 
teenagers so that it can more  efficiently target marketing campaigns. Also, for prevention 
purposes, policy makers are  trying to identify specific groups at risk of obesity or diabetes 
that are not noticeable to the naked eye. Now assume that individual surveys were con-
ducted among a diverse group of children that included data on ice cream and chocolate 
consumption. Think of these data as “indicators,” the noticeable symptoms of an underly-
ing vulnerability or disease. For simplicity, let’s say that individuals were asked about the 
frequency of their chocolate and ice cream (ab)use; each activity could be categorized as 
frequent/regular (I sneak to the fridge once dad and mom are asleep), occasional (unfor-
tunately the fridge is usually locked at night), or nonexistent (we have actually never seen 
such a child but we are told they exist).

Furthermore, the survey collected information on certain main demographic characteris-
tics (such as gender—we are told women enjoy chocolate more than men—age, and having 
siblings), and early-stage behaviors that are typically associated with high consumption of 
sweets (regular attendance at friends’ parties, spending lots of time at grandparents’ 
house(s), and regularly playing sports or not). Think of these as the main correlates of a given 
condition (for example, chocolate addiction); in LCA jargon, these are the active covariates. 
Finally, the survey includes other demographic information such as economic and social 
background, race, nationality, and so forth; in LCA terminology, these are the inactive 
 covariates that will simply help describe the unobservable groups.

By running LCA on the dataset, each child surveyed will be placed in a specific group (or 
latent cluster), based on his or her probability of answering the sweets-consumption 
 questions in a certain way given his/her active covariates (which, in this example, are the 
main demographic and behavioral characteristics). The number of groups obtained is not 
predetermined and will vary based on how well a certain model fits the available data; 
 however, the groups are such that every individual can be assigned to one group only (the 
groups are  mutually exclusive) and all observations will be assigned to a group (collectively 
exhaustive). Each group can then be further analyzed along additional demographic lines 
(the inactive covariates) that do not affect the fit of the model but allow us to get a more 
detailed profile of candy-devourers.

For illustrative purposes, LCA methodology applied to the described dataset will con-
struct unobservable clusters of children that, given certain features, have the same prob-
ability of a certain pattern of consumption. For instance, LCA might detect the existence 
of a cluster of “will-eat-ice-cream-in-my-sleep” young children of both genders, who are 
very active, mostly started binge-eating ice-cream at their grandparents’, and attend the 
birthday parties of every child in town (even if they are not invited). LCA might also 

box continues next page
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Box 1.2 the statistical Basis behind latent class analysis (lca)

Descriptive statistics enable the illustration of the heterogeneity of a particular population in a 
limited number of dimensions. Without other measures, it is challenging to synthetically 
describe individuals in the population according to their prevailing characteristics.

The main purpose of LCA is to identify an organizing principle for a complex array of 
variables. This latent variable model uses “categorical observed variables, representing 
characteristics, behaviors, symptoms, or the like as the basis for organizing people into two 
or more meaningful homogeneous subgroups” (Collins and Lanza 2010). Formally, LCA 
enables a characterization of a categorical latent (unobserved) variable, starting from an 
analysis of the relationships among several observed variables (named “indicators”), using 
a maximum likelihood estimation method. The estimation model used in this study also 
includes covariates, which are “variables that may be used to describe or predict (rather 
than to define or measure) the latent classes and if active, to reduce classification error” 
(Vermunt and Magidson 2005).

Through LCA, individuals are scored according to the likelihood of belonging to each of the 
computed latent classes, and then assigned to the class to which they have the highest poste-
rior probability of belonging (modal assignment) given their observed characteristics. Statistics 
such as the Bayesian Indicator Criterion (BIC) are used to identify the most appropriate number 
of classes, that is, the model that has on average the highest likelihood of predicting class 
membership for all individuals in the given sample.

A fundamental assumption underlying LCA is that of local independence, which implies 
that each of the chosen indicator variables is related to the others uniquely through the latent 
class membership, and a random error. Advanced computational techniques allow detecting 
and, in part, controlling for the correlation between the residuals of selected indicators, thus 
enabling the use of the available information to construct categories.

Source: Adapted from Collins and Lanza 2010; Vermunt and Magidson 2005.

define a smaller group of young chocolate-addicted girls who do well in school and have 
one or two older brothers who are often mean to them. It might identify a group of 
“candy monsters” (undiscriminating candy eaters), who consume as much chocolate and 
ice cream as they can, often stash goodies under their beds, live in open defiance of their 
desperate parents, are not very active in sports, and so on. The analysis could identify 
more clusters, each of which would differ from the  others in at least one dimension. 
Knowledge of these groups would allow for the identification of early–warning signs of 
candy addiction, and would allow parents to take preventive measures. Note to kids: you 
may want to hide this research.

Source: Adapted from LCA Applied Example, The Methodology Center, Penn State University.

Box 1.1 latent class analysis (lca): a sweet and intuitive example (continued) 
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of labor market distance and to capture some of the main factors that can affect 
employment on the supply side: labor supply conditions (household-level 
 incentives to work and physical ability to take part in daily activities (or work)), 
prior work experience, and human capital (box 1.3 explains the definitions of 
labor market status and  education levels used in this report).

In addition to indicators, the model includes active covariates, which are used 
to improve the classification of individuals into each class. Demographic variables 
that are normally used to disaggregate labor market outcomes, like age, gender, 
highest educational level achieved, and degree of urbanization, are typically 
active covariates.

Once the latent classes have been defined, inactive covariates that were not 
included in the model can be used to characterize the individuals in each class 

Box 1.3 Definition of labor market status and educational levels Used 
in this report

In order to categorize the out-of-work population according to labor market status, we first 
use the European Union Statistics of Income and Living Conditions (EU-SILC) household regis-
ter variable corresponding to the self-defined current activity at the time of the household 
interview. This variable allows for the classification of individuals as employed, unemployed, 
retired, or “other inactive.” Next, the variable from the personal questionnaire, in which indi-
viduals again self-define their labor market status, is used to further classify the inactive into 
disabled or “other inactive.” a The EU-SILC self-defined employed status differs from the stan-
dard ILO (International Labor Organization) definition used in European Union Labor Force 
Surveys (EU-LFS), which classifies as employed anyone who has worked for at least one hour 
or had a job from which they were temporarily absent during the reference period. Self-
reporting of employment may lead to a larger out-of-work population, to the extent that indi-
viduals working very few hours may not perceive themselves as employed. In the same vein, 
the EU-SILC definition of unemployment also differs from the standard ILO definition, which 
restricts the unemployed to those who have actively searched for work during the reference 
period  (usually two to four weeks) and who are also available for work in the near future.b 
Moreover, it is worth noting that because disability status (that is, permanently disabled or 
unfit for work) is also based on self-perception, individuals who self-report as disabled do not 
necessarily also report limitations on their activities due to health problems, and vice versa. 
Finally, in this report, individuals who self-define as unemployed are further classified as 
(short-term) unemployed and long-term unemployed. Specifically, individuals who report 
having been unemployed for the calendar year prior to the survey year are considered to be 
long-term unemployed. 

As regards the education variable used as an active covariate, this variable is divided into 
three main categories: primary, secondary, and tertiary. Primary education refers to indi-
viduals who have completed at most International Standard Classification of Education 
(ISCEDc) level 1; secondary refers to individuals who have completed at most ISCED level 3 

box continues next page
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and the households in which they live in great detail. Examples of these covari-
ates are variables that indicate household welfare conditions, such as income 
quintile, labor market status of a partner and home ownership, and variables for 
household demographics, such as household size and whether the household has 
children younger than six years old, among others.

The resulting groups are then labeled according to their main distinguishing 
characteristics. Given that a large number of characteristics describe each group, 
often a few salient ones are used to name the group. In short, the labeling of 
groups can be considered more of an art than a science. However, the names do 
represent an important starting point in the design of social policies and in the 
prioritization of activation policies.

The overarching objective of the portraits analysis is to help reduce the risk of 
poverty and/or labor market exclusion by strengthening the evidence base for 
designing and targeting income support, activation, and employment support 
policies. In this sense, LCA is not an operational tool, but one that can guide 
policy making.

Nevertheless, “without demand, everything is nothing in the labor market.” In 
economies where there is little or no growth, it is difficult to create demand for 
workers in an open labor market, even with the most sophisticated profiling and 
targeting of activation policies. This is not to say that labor supply side interven-
tions like training, activation, or payment of benefits (linked to activation) would 
be useless, but they can only do so much to “grease the wheels” of the labor 
market. Linkage of activation with job creation and local economic development 
policies, enterprise growth policies, and overall market conditions is critical.

A second caveat arises from the use of survey data from 2011. The suggestions 
for future policy discussions have been derived from the analysis of the EU-SILC 

(upper  secondary school) and tertiary refers to individuals who have completed ISCED 
 levels 5 or 6 (the first or second stages of tertiary education).d In order to provide greater 
detail on  educational attainment, education levels are further disaggregated in the list of 
covariates, this time among the six ISCED levels: distinguishing between no education or 
some primary education; primary; lower secondary; upper secondary; postsecondary; and 
tertiary (levels 5 and 6 are combined into one level due to a very low number of out-of-work 
individuals with level 6 education, that is, doctoral degrees). Unfortunately, EU-SILC data do 
not provide further detail regarding the qualification status of individuals, such as voca-
tional versus general education, or any training or certificates received. 

Source: World Bank staff analysis 2014.
a. Individuals ages 16–24 years who self-classified as students were excluded from the sample.
b. This explains why a variable indicating whether or not the individual has been engaged in an active job search is also 
included as part of the inactive covariates that describe the clusters.
c. ISCED refers to the International Standard Classification of Education, developed by UNESCO (United Nations 
Educational, Scientific and Cultural Organization) in order to facilitate the comparison of education statistics and indicators 
across countries.
d. The educational classification used in EU-SILC data is the International Standard Classification of Education (ISCED1997), 
coded according to the seven ISCED-97 categories.

Box 1.3 Definition of labor market status and educational levels Used in this report (continued) 
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data from 2007 to 2011. Since that time, general economic development and 
country-level policy reforms might have improved the labor market integration 
and activation of some of the groups data sets. The World Bank team remains 
willing to use national EU-SILC data sets to update analysis and  provide more 
up-to-date results (provided additional reimbursement advisory services (RAS) 
or trust funds are available).

The report presents the analysis for six countries: Bulgaria, Estonia, Greece, 
Lithuania, Hungary and Romania. The current set of countries represents a pilot 
group for this first-time analysis. The priority for analysis in these countries was 
decided by the European Commission, Directorate General of Employment, 
Social Affairs and Inclusion (EC DG EMPL), in light of recent economic and 
labor market developments. The World Bank team contributed advice on the 
selection of countries. The country-specific reports provide a starting point to the 
discussion and the enrichment of the country-specific recommendation process 
of the European Semester. Table 1.1 presents some key statistics for the selected 
countries. 

The Portraits of Labor Market Exclusion country analysis reports were 
written based on EU-SILC/Eurostat data according to a common methodol-
ogy. See box 1.4 for a discussion of EU-SILC/Eurostat data limitations. After 
a first draft was submitted by the World Bank team, a first review with the 
respective EC DG EMPL Country Desk was conducted in Brussels. 
Following feedback, changes, and additions received from these meetings, 
a second draft of the report was presented and discussed during joint coun-
try missions of EC DG EMPL and the World Bank with the respective 
Member States. Joint country missions occurred on the following dates (all 
2014): Bulgaria (January 23), Lithuania (March 13), Estonia (March 14), 
Romania (April 7), Greece (April 10), Hungary (April 25). During and after 
the joint country missions, Member States provided feedback and additional 
material for the reports. 

table 1.1 Key statistics of selected countries, 2013

Country Flag

Population 
(annual average, 

thousands)

Inactive Population 
(% of population 

ages 15–64 years)
GDP (millions 

of euro)

GDP per 
capita 
(euro)

GDP 2013/
GDP 2008

Bulgaria 7,242 31.6 39,940 5,500 0.98

Estonia 1,316 24.9 18,435 13,800 1.01

Greece 10,999 32.0 182,054 16,466* 0.77

Hungary 9,779 34.9 98,071 9,900 0.95

Lithuania 2,960 27.6 36,601 11,700 0.98

Romania 21,286 35.4 142,245 7,100 0.98

Source: Eurostat, except * WEO—World Economic Outlook. 
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Box 1.4 limitations of european Union statistics of income and living 
conditions (eU-silc) Data

This report relies on 2011 harmonized EU-SILC data (published in 2013) in order to present 
profiles of the out-of-work population according to their socioeconomic and labor market 
characteristics. EU-SILC data, as opposed to European Union Labor Force Surveys (EU-LFS) 
data, were chosen for this analysis because they provide more detailed information regarding 
income; EU-LFS income data, on the other hand, are limited to labor earnings and do not pro-
vide information on income from benefitsa or other sources. Having this more comprehensive 
income information is useful for prioritizing interventions among the identified clusters 
according to their risk of poverty, an important welfare dimension. Furthermore, EU-SILC data 
allow for the identification of broad categories of benefits received, as well the percentage of 
household income that can be attributable to benefits. Again, this type of information can be 
instrumental in analyzing the current welfare situation of the out-of-work, as well as in formu-
lating active inclusion policies. Despite this comparative advantage of EU-SILC data, there are 
some limitations to the data that are worth mentioning. 

One limitation of EU-SILC data is that it does not result in the same official labor market 
statistics that are reported by Eurostat using the EU-LFS surveys. There are several reasons 
for this. First, the anonymized EU-SILC data provided by Eurostat relies on self-reported labor 
market status, rather than the standard ILO definitions used by EU-LFS. Self-definition of 
employment may overestimate the out-of-work population if individuals who work few hours 
self-identify as inactive, and unemployment may be overestimated if individuals self-identify 
as unemployed because of their willingness to work rather than their engagement in an active 
job search and availability for work in the near future. While the individual EU-SILC country 
questionnaires could allow for the calculation of official ILO labor market status, the May 2011 
description of target variables provided by Eurostat suggests that only out-of-work individuals 
below the official retirement age should be asked if they have been actively searching for a job. 
Thus, unemployment may be underestimated among the population under 64 years of age 
that has already reached retirement age. Another important difference between the two data 
sources is the time horizon: The EU-SILC survey is conducted only at one point during the year, 
whereas the EU-LFS survey is conducted continuously throughout the year. Lastly, the EU-LFS 
survey includes individuals as young as 15, while EU-SILC only surveys individuals 16 years of 
age and older in its personal questionnaire.

Unlike EU-LFS data, EU-SILC survey data also provide relatively little detail concerning the 
educational status of individuals. In particular, the EU-SILC survey only allows for differentia-
tion by highest ISCED level achieved. In contrast with the EU-LFS survey, no information 
regarding vocational versus general education, field of study, or additional training or certifi-
cations is provided. More detailed knowledge regarding the qualifications of the out-of-work 
would be useful for tailoring active labor market policies, especially those related to training. 
Nonetheless, it is worth noting that even with a more detailed survey, sample limitations may 
still generally preclude the labeling of clusters according to their educational status. In this 
report, education was used in a cluster’s label only if a clear pattern emerged, with the educa-
tion status of its members visibly differentiated from that of other groups.

box continues next page
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Another limitation of EU-SILC data concerns benefit data. The anonymized EU-SILC 
 databases provided by Eurostat aggregate social benefits according to nine categories: 
 old-age, survivor, family/child, unemployment, sickness, disability, social exclusion, housing, 
and education. While this categorization can be useful, it is nonetheless limited. On the one 
hand, “unemployment” and “old-age” benefits do not distinguish between social insurance 
and social assistance. This distinction would be helpful for evaluating the targeting of social 
benefits toward more socially disadvantaged groups. What is more, family/child benefits are 
not differentiated, for example, between child benefits and maternity leave. These two types 
of benefits can have profoundly different effects on female labor force participation. 
Differentiating between the two could also aid in further research on how benefits affect 
women’s decisions to participate in the labor market. Perhaps in the future Eurostat could 
categorize individual EU-SILC country data regarding benefits in such a way that at least the 
contributory or social assistance nature of benefits can be identified.

Some of the profiles of the out-of-work, especially those that are most vulnerable due 
to low education levels, unemployment, and at-risk-of-poverty status, may comprise a 
significant portion of the Roma population. However, we can only arrive at this conclusion 
because of what is known about Roma from other sources. EU-SILC survey data do not 
include information regarding ethnicity.b Knowledge of which groups include Roma, and 
to what extent, can aid in prioritizing policies that aim toward Roma inclusion, including 
reaching out to their often isolated communities and addressing discrimination in the 
workforce. Information regarding ethnicity could aid in making the vulnerable situation of 
out-of-work Roma more visible, and even perhaps in eliminating stereotypes of Roma as 
not being  interested in participating in the labor market and actively seeking work. As 
mentioned in this report, the integration of Roma in the labor market is not only a moral 
imperative but also smart economics in light of the aging populations and shrinking 
working-age populations among EU countries with significant Roma populations. 

Finally, it is worth pointing out that latent class analysis benefits greatly from large 
 sample sizes, as they allow for a larger number of clusters to be identified that can be differ-
entiated from each other with a certain degree of statistical significance. A larger number of 
identified clusters can result in identified clusters that are more homogenous within them-
selves and more heterogeneous among each other. It is possible that with a significantly 
larger sample size, similar to that of the EU-LFS surveys,c a greater number of, and more 
importantly, more homogenous clusters of out-of-work population could be identified, 
allowing for the formulation of policies that are even more specifically tailored toward the 
activation potential and need faced by each group. 

Source: World Bank staff analysis 2014.
a. The EU-LFS survey only includes information regarding whether or not unemployment benefits are received.
b. EU-LFS surveys also do not inquire about ethnicity.
c. Depending on the country, EU-LFS surveys can include 10 times more observations than EU-SILC surveys.

Box 1.4 limitations of european Union statistics of income and living conditions 
(eU-silc) Data (continued) 
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The report proceeds as follows: chapter 2 starts by presenting an overview of 
the general economic background and unemployment situation of the countries, 
followed by the main facts. The following chapters present Portraits of Labor 
Market Exclusion reports for each country separately.

note

 1. Years the survey is available differ among countries analyzed.

http://dx.doi.org/10.1596/978-1-4648-0539-4




   13  Portraits of Labor Market Exclusion • http://dx.doi.org/10.1596/978-1-4648-0539-4 

c h a p t e r  2

Portraits of Labor Market Exclusion 

General economic Background

After years of moderate growth, Europe was adversely impacted by the global 
financial crisis and has yet to fully recover. For the countries presented in this 
study, the period leading to the global financial crisis was one of high output 
growth. Bulgaria, Estonia, Lithuania, and Romania all grew at more than 6 percent 
on average from 2003 to 2007 (figure 2.1), more than twice the average rate of 
the region as a whole. 

The timing and magnitude of the contraction that followed the crisis varied 
among the countries in the region. On average, the economies of the six countries 
analyzed contracted 8.5 percent during 2009. While Lithuania and Estonia 
recovered from the shock more quickly and have since experienced positive 
growth rates, postcrisis growth in Bulgaria, Hungary, and Romania has been more 
anemic, and has not reached pre-crisis growth levels. Greece, meanwhile, contin-
ued to contract through 2013, with GDP declining by almost 25 percent since 
the onset of the crisis.

As the crisis unraveled, unemployment rates deteriorated sharply. As 
unemployment rose, young workers were among the worst affected—an 
adverse situation that was observed in all six countries. Youth unemploy-
ment in Greece was a staggering 58 percent in 2012, and one-fourth of the 
15-to-24 cohort remained without a job in Bulgaria and Hungary at the end 
of 2013.

A look at the unemployment rates disaggregated by gender shows that there 
is no common pattern among all the countries. For the average EU-28 member 
country prior to the crisis there was a difference of less than 1 percentage point 
between the unemployment rates of men and women, a difference that disap-
peared after 2009 (see figure 2.2). Greece is the only country where women had 
higher unemployment rates throughout the period, with gaps ranging from 
6.3 to 9.5 percentage points. 

One of the most worrying developments of the crisis is the significant increase 
in the share of long-term unemployed. In 2013, as shown in figure 2.3, more than 
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Figure 2.1 annual real GDp Growth, 2003–13
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Figure 2.2 Gender Gap in Unemployment rates, 2003–13
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Note: Gap is calculated by subtracting the female unemployment rate from the unemployment rate of males.
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47.5 percent of the unemployed had been looking for work for more than 
12 months in the average EU-28 country. For Bulgaria and Greece, more than 
half of the unemployed are long-term: 57.3 percent in Bulgaria and 67.5 percent 
in Greece. 

Employment levels also deteriorated following the crisis. The average employ-
ment rate for the EU-28 had been slowly rising and peaked at 65.7 percent in 
2009; it had fallen to 64.1 by 2013. The fall in employment in some of the 
countries studied was more pronounced. After six years of recession, employ-
ment in Greece had fallen more than ten percentage points, from 61.9 to 
49.3 percent, from 2008 to 2013.

In summary, the global financial crisis impacted both output and employ-
ment outcomes in the EU region. While the magnitude and timing of the 
crisis and subsequent recovery have varied in the countries studied, unem-
ployment levels are still above pre-crisis levels. Of particular concern are the 
increase in the share of long-term unemployment and the adverse labor situ-
ation that youth face. These, along with other key structural issues that have 
emerged from the analysis of the European Union Statistics of Income and 
Living Conditions (EU-SILC) data of the countries, are discussed in the 
 following section.

Figure 2.3 long-term Unemployment as a share of total Unemployment, 2003–13
percent
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stylized issues emerging from the analysis

The analysis of the EU-SILC data using latent class methodology in this report 
focuses on the out-of-work among the working-age population (16- to 64-year-
olds).1 Only the working-age population is analyzed because labor activation 
options—the main policy focus of this note—are only viable for that segment of 
the population. 

The total out-of-work population analyzed in this document has increased in 
five of the six countries studied (see figure 2.4). Estonia and Lithuania had the 
greatest increase in the out-of-work population, both increasing 33 percent 
from 2007 to 2011, but they had the smallest increase in terms of absolute 
number of individuals (55,000 and 152,000, respectively). In Greece this group 
increased almost 26 percent, by more than 550,000 people. Hungary had a 
small increase in the out-of-work population (25,000), but had the highest 
share of  out-of-work in 2008 and second highest in 2011 (37 and 38 percent, 
respectively). Only in Romania did the out-of-work population decrease 
(2.5 percent or 106,000), but it remains a large share of the total working-age 
population (31.2 percent). 

Such increases in the out-of-work population are of great concern, particularly 
given the rapidly aging populations in these countries. As expenditures on pen-
sion and disability benefits are expected to continue to grow, increasing labor 
force participation rates and addressing the barriers to employment of the vari-
ous groups emerge as priorities to sustain the economic recovery and overall 
standards of living.

Addressing barriers to employment effectively requires first understanding the 
distinct groups that make up the out-of-work population. This report determines 

Figure 2.4 out-of-Work population and share of total Working-age population, 2007/2008 and 2011
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such groups using latent class methodology. Integration of distinct groups into 
the labor market may involve a variety of solutions—such as increasing the trans-
port options for rural populations, providing young mothers with child-care 
options, back-to-work bonuses, and so on. Developing comprehensive solutions 
to the barriers faced by the distinct groups identified is outside the scope of this 
report. Rather, this report focuses on the first step in this process: developing 
distinct “portraits” of the out-of-work.

The characteristics of the groups of out-of-work population vary from country 
to country. Based on the EU-SILC survey for 2011, Estonia, Bulgaria, and Greece 
have seven groups of out-of-work individuals, while Lithuania and Romania have 
eight groups, and Hungary has 10. Nevertheless, there are some general groups 
that can be identified in all six countries. Clusters of middle-aged unemployed, 
long-term unemployed, retirees, disabled, inactive women or mothers, and 
NEETs (young people not in employment, education, or training) are present in 
every country. The size, share, and profile characteristics of these groups differ, 
reflecting the demographics and labor market of a particular country.

Detailed findings for the groups in each country are presented in their respec-
tive country chapters. In this section, we draw the main stylized facts that emerge 
in common across these countries. Against the backdrop of the economic crisis 
and recovery in the European Union, the analysis yields a number of insights 
across countries.

Middle-Aged Job Losers
In most countries, the number of middle-aged job losers has grown in absolute and 
relative terms. This issue is observed in Greece, Bulgaria, and Lithuania, where 
clusters of middle-aged unemployed account for around 20 percent of the out-
of-work population. In Lithuania, there are two middle-aged unemployed 
groups, the middle-aged poor rural long-term unemployed and the middle-aged 
educated unemployed family men. Together they represent 37 percent of the out-
of-work population of 2011. Most concerning is that the middle-aged poor rural 
long-term unemployed cluster more than tripled in number between 2007 and 
2011, and the share that have been unemployed for more than 12 months grew 
from 49 to 71 percent. Although part of the increase may be ascribed to the 
global downturn, this group of low-income unemployed adults is now a struc-
tural feature of the Lithuanian labor market. 

In Estonia, the largest cluster identified in 2011 is also composed mainly of 
middle-aged individuals, but unlike the aforementioned groups, 92 percent 
declare their labor market status as disabled (and thus not unemployed, but 
rather, inactive). This group represents 21 percent of the out-of-work population 
in 2011, has grown significantly since 2007 (24 percent) and is at high poverty 
risk,2 as more than half of it is in the poorest income quintile and only 35 percent 
living in households with at least one working adult. Although a large majority 
declare themselves to be disabled, and 93 percent say they receive disability 
benefits, only 43 percent report that they have strong limitations in performing 
their usual activities because of health problems. 
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18 Portraits of Labor Market Exclusion 

Portraits of Labor Market Exclusion • http://dx.doi.org/10.1596/978-1-4648-0539-4

Individuals confronted with job losses face increased poverty risk, owing 
partly to limited benefit receipts (a low level of social inclusion benefits or the 
short duration of unemployment insurance benefits) and to large household 
sizes. (See box 2.1 for an explanation of the at-risk-of-poverty rate in the EU and 
the rate used in this report.) Some households were able to counter such job 
losses, possibly with the labor market entry of another household member. 

Box 2.1 at-risk-of-poverty rate in the eU and in this report

According to Eurostat, “the at-risk-of-poverty rate is the share of people with an equivalized 
disposable income (after social transfers) below the at-risk-of-poverty threshold, which is set at 
60 percent of the national median equivalized disposable income after social transfers. This 
indicator does not measure wealth or poverty, but low income in comparison to other resi-
dents in that country, which does not necessarily imply a low standard of living.” Table B2.1.1  
shows the “at-risk-of-poverty rate” in the six countries covered in this report, as reported in the 
Eurostat database and based on EU-SILC 2011 data.

However, for this report’s purposes, we define the at-risk-of-poverty rate as the relative risk 
of being in the first quintile of the income distribution. This enables us to provide more detail 
on the analyzed population. Instead of simply presenting clusters along the “at risk of poverty” 
or “not at risk of poverty” dimension, we present income information for all clusters divided by 
quintiles, and we refer to the first quintile as “at risk of poverty.” Furthermore, as shown in the 
table above, in five of the six countries analyzed in this report the at-risk-of-poverty rate in 2011 
as defined by Eurostat was very close to 20 percent (that is, it was very similar to the probability 
of falling in the bottom quintile of a country’s income distribution). In other words, by looking 
at the first quintile of the income distribution in all countries except Hungary, one can get a 
good sense of what the at-risk-of-poverty rate would look like if defined following Eurostat’s 
guidelines. Granted, it is worth noting that these measures of poverty refer to relative poverty, 
as opposed to absolute poverty. As such, they do not reflect deprivations in actual living condi-
tions and are largely dependent on the income distribution of each respective country.

Source: http://epp.Eurostat.ec.europa.eu/statistics_explained/index.php/Glossary:At-risk-of-poverty_rate.

table B2.1.1 percentage of population Below 
60 percent of median income, by country

Country Percent

Bulgaria 22.2
Estonia 17.4
Greece 21.3
Lithuania 19.2
Hungary 13.8
Romania 22.2

Source: Eurostat, EU-SILC.
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Youth Not in Employment, Education, or Training (NEETs)
An increase in the size of the NEET population was also observed in many coun-
tries, with young adults continuing to live in multigenerational households and 
struggling to enter the labor market. Labor force participation was low among 
youth in many of the countries studied to begin with (see figure 2.5). Furthermore, 
the percentage of young individuals ages 15–24 years who are not in employment, 
or education, or training (NEET rate) was high and increased in all countries fol-
lowing the crisis (figure 2.6). For the region as a whole, the NEET rate, which had 
fallen to 10.9 percent in 2008, in 2013 was back at 2003 levels (13 percent). 

The adverse labor situation faced by youth is also captured in the latent class 
analysis of the EU-SILC data. In all six countries analyzed, it is possible to iden-
tify a cluster of youth or NEETs that make up an important share of the 
 out-of-work population. In Estonia, this cluster almost doubled in size from 
2007 to 2011 (from 11,000 to 20,000 individuals). The NEET cluster in 
Greece grew more than 25 percent from 2007 to 2011 and accounted for 
almost half a million individuals in 2011. In Bulgaria, on the other hand, this 
cluster grew from 197,000 individuals in 2008 to 233,000 in 2011. About 
80 percent of the Estonians, 60 percent of the Bulgarians, and 46 percent of the 
Greeks in these clusters have no prior work experience, and around 40 percent 
of the Estonians and Bulgarians belong to the first income quintile (27 percent 
of the Greeks do). The activation of these individuals should be a priority for 
policy makers, to avoid the further depreciation of the stock of human capital 
among these young  individuals and to promote their long-term well-being.

Quite importantly, some of the NEET clusters in the portraits include indi-
viduals above the age of 24 years (the usual age limit of NEET categorization).3 

Figure 2.5 labor Force participation among Youth ages 15–24 Years, european countries, 2013
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It may be crucial to ensure that such young adults, who continue to remain 
vulnerable, are also considered for first-time labor market entrants’ programs. 

Early Retirees
The labor force participation rate for older people in the countries under study 
is, in general, among the lowest in Europe. As figure 2.7 shows, this is especially 
true for Romania, Greece, and Hungary, whose labor force participation rate for 
both the 55- to 59-year-old and 55- to 64-year-old cohort is much lower than the 

Figure 2.7 labor Force participation as share of age Group, european countries, 2013
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Figure 2.6 neet rates, european countries, 2008 and 2013
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EU-28 average of 70.3 and 54.3 percent, respectively. The low labor participa-
tion for the 55- to 64-year-old cohort may reflect in part that a relatively 
high percentage of the population between 60 and 64 years old have reached 
retirement age in all these countries, particularly among females. 

Early retirees (in this report, under 60 years of age) and retirees (between 
60 and 64 years) are a noteworthy phenomenon in most of the countries under 
study. Many of the members in these profiles also declare themselves to be lim-
ited in their activities because of health problems. In many countries, the welfare 
position (risk of poverty) of the retirees and early retirees is rather favorable in 
comparison to the other  out-of-work population groups (due to low but stable 
retirement income, small household sizes, and so forth). 

Retirement and disability are the main reasons for the population in these age 
groups to be out of the labor market. Indeed, it is possible to identify clusters of 
retired or disabled individuals in all the countries analyzed, and in some cases 
they make up an important portion of the out-of-work population. Disabled 
individuals, on the other hand, identified either because they declare their labor 
market status as disabled or otherwise declare strong  limitations on daily activi-
ties due to health conditions, make up more than 20 percent of the out-of-work 
population in Estonia, Lithuania, and Hungary. The combination of rising 
 numbers of disabled individuals and an aging population will likely increase 
expenditures on disability benefits and old-age  pensions that governments will 
have to pay in the coming decades. As the working-age population shrinks and 
life expectancy grows, raising the retirement age and increasing labor force 
 participation among older individuals may prove important to counteract a 
shrinking workforce and the increasing fiscal costs related to aging.

Early retirees account for around half of the out-of-work population in 
Romania and 30 percent in Hungary. In Romania, half of these people, almost 
one million individuals, have not reached retirement age; in Hungary, almost 
40 percent of the mostly male early retirees and retirees cluster are between 45 and 
59 years old.4 In Bulgaria, two clusters contain a large number of early retirees: 
retired and early retired men and low-educated early retired and disabled; together 
they represented 16 percent of the out-of-work population in 2011. In the first 
cluster, almost half are between 45 and 59 years old,5 while in the second one, 
all of them are under 60 years old, and half of them are retired (another 
40 percent are disabled). 

A cluster of early retirees also emerged in Greece after the crisis, accounting 
for 6.7 percent of the out-of-work population. A striking difference is that almost 
70 percent have tertiary education, unlike the early retiree clusters in the other 
countries, whose members mostly had only secondary educations. Also, more 
than half of the early retirees in Greece are in the richest income quintile; 
77 percent are in the top two income quintiles. Given the dire economic situa-
tion in Greece since 2009, early retirement may be an attractive alternative in 
times of high unemployment.

On the other hand, clusters of mainly retired women appear in Lithuania and 
Hungary throughout the years analyzed, but their shares have been reduced 
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over time. In Lithuania, the married rural women with old-age pension cluster’s 
share decreased from 25 percent in 2007 to 18 percent in 2011. Similarly, in 
Hungary, the urban retired women cluster’s share decreased from 20 percent in 
2008 to 15 percent in 2011. Unlike the other two countries, the retired women 
cluster in Bulgaria emerged in 2010, separating from the retirees cluster identified 
the previous years. It represented a share of 20 percent of the out-of-work popu-
lation in 2011. 

Inactive Women and Stay-At-Home Mothers
Inactive women and stay-at-home mothers can be identified as distinct catego-
ries in some countries. 

The high rates of inactivity in the working-age population, particularly among 
women, are an issue of concern in most of the countries analyzed. Around a third 
of the population between 15–64 years of age in Hungary, Romania, Bulgaria, 
and Greece does not participate in the labor market. On the other hand, the 
share of inactive women is over 40 percent for Romania, Hungary, and Greece, 
while this share is, on average, 34.1 percent in the EU-28 countries in 2013. On 
average, these three countries had a gap of more than 15 percentage points 
between female and male participation rates (figure 2.8). 

When looking at the EU-SILC data, clusters of inactive women are clearly 
identified in all of the countries. In Greece, the top group of the out-of-work 
population is made up largely of inactive women. In Hungary, the group of inac-
tive women accounts for 17 percent of the out-of-work population, while in 
Romania the clusters containing inactive women make up more than 30 percent 

Figure 2.8 labor Force participation as a percentage of the total population ages 15–64 Years by Gender, 
european countries, 2013
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of the out-of-work population. Similarly, a stay-at-home female cluster is found 
in Bulgaria, Estonia, and Lithuania, accounting for 12, 17, and 5 percent of the 
out-of-work population in 2011, respectively.

The large groups of inactive women can be explained in part by cultural 
and social reasons or by the limited availability of formal child care and elder 
care facilities. Figure 2.9 shows that access to formal child care in all six coun-
tries is well below the 29 percent average of the EU-28. Lithuania, Hungary, 
Bulgaria, and Romania all have less than 10 percent of children younger than 
three years of age in formal child care. For Hungary and Estonia, the percent-
age of women 25–49 years old who reported being inactive in 2013 because 
they were looking after children or incapacitated adults was 56.5 and 
73 percent, respectively. This is much higher than the 38.5 percent average 
for the EU-28. Increasing the  availability of affordable child-care and elder-
care facilities may help address one of the main labor market barriers that the 
female population faces. 

A reduction in the inactivity of women after the crisis can also be identified 
when looking at the clusters of inactive stay-at-home mothers, possibly reflecting 
a fall in this option’s affordability. This decline is prevalent in all the countries in 
terms of the stay-at-home mother clusters’ share of the out-of-work population. 
Lithuania, Romania, and Greece had the largest decrease, all falling between 
8–9 percentage points from 2007 to 2011. Romania had the largest decrease in 
absolute numbers, with its low educated rural mothers without work experience clus-
ter decreasing by almost 332,000 individuals. It is interesting to see that the num-
ber of women within the Greek stay-at-home mothers cluster that declared 
themselves unemployed or long-term unemployed (versus inactive) increased 
from 12 to 23 percent; similarly, in Estonia 7 percent of the young inactive  educated 
mothers with working partner declared themselves unemployed in 2011 (versus 
0 percent in 2007). Notwithstanding this reduction in the inactivity of women, 

Figure 2.9 Formal child care as a percentage of all children Younger than 3 Years old, european 
countries, 2011
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the clusters of stay-at-home mothers continue to represent an important share of 
the out-of-work population, ranging from 12 percent in Lithuania and Bulgaria to 
23 percent in Greece. 

Long-Term Unemployed
The high share and number of long-term unemployed is another worrisome issue 
in all the countries analyzed. The EU-SILC data shows that across the clusters of 
unemployed, the share of individuals in long-term unemployment in all coun-
tries has grown. In addition, in Lithuania, Estonia, Hungary, and Romania it is 
possible to identify clusters of long-term unemployed that account for 
12–28 percent of the out-of-work population. Long-term unemployment not 
only imposes a significant financial burden on households, but affects the long-
term health status of jobseekers, negatively impacts government finances, and 
results in a lower overall long-term level of skills among a country’s workforce, 
with permanent negative effects on productivity (Katz 2010). Equally worri-
some, many individuals who have been unemployed for extended periods 
become discouraged and drop out of the labor market altogether. Addressing the 
plea of the long-term unemployed should be among the policy priorities.

Rural Unemployed
Labor market participation differences and access to services between urban and 
rural living contexts can be distinguished as a defining feature in some countries. 
There is an important share of the out-of-work population that lives in rural 
areas, particularly in Lithuania and Romania. Although in all countries, except 
Greece, more than half of the out-of-work population live in rural areas, this 
share is 62 percent in Romania and 69 percent in Lithuania. In addition, the 
number of individuals of the out-of-work population living in a rural areas grew 
40 percent from 2007 to 2011 in Lithuania. In Romania half of the clusters have 
more than 60 percent of their members living in rural areas. Taking into account 
the urban/rural divide of the out-of-work population in the design of activation 
policies may prove critical in order to reach the desired population. 

selected issues for Further policy Dialogue

The current general labor market situation, along with institutional and resource 
limitations, make the activation and integration of many of the identified 
 out-of-work groups a demanding challenge. Prioritization of intervention is 
therefore of great importance. This section starts by presenting those groups 
identified in the country analysis that, given their activation need or potential, 
should be prioritized. We later discuss the type of activation that might best 
address the social or labor market barriers each prioritized group needs to over-
come barriers to employment and outline the main implications for policy dis-
cussion. For this, this section draws on the recent study by the World Bank, Back 
to Work (Arias et al. 2014), which explores more deeply policies that can lead 
people to jobs (box 2.2). 
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The following should be considered as a starting point for further policy dia-
logue between the EC, the World Bank, and country authorities, bearing in mind 
that the groups identified are heterogeneous in ways that may affect the type of 
support required. Accordingly, these suggestions are not meant to be an exhaus-
tive set of possible activation measures. It should also be kept in mind that the 
groups have been derived from the 2011 EU-SILC data. Since then, general 
economic development, policy actions by each government, and the EC’s 
 country-specific recommendations might have reflected some of these policy sug-
gestions or rendered them obsolete.

A first step for prioritization (“activation priority”) is assessing the activation 
need and potential of a group. Activation need refers to a group’s need 

Box 2.2 Back to Work: Growing with Jobs in Europe and Central Asia

In early 2014, the World Bank published Back to Work: Growing with Jobs in Europe and Central 
Asia, a report that studies the labor markets and enterprise dynamics in the region to 
address how economies in Europe create more jobs, and what specific policies help workers 
access those jobs. The findings of Back to Work intersect with those of this report, as the 
policy areas that bring workers into productive jobs are the same as those that will promote 
inclusion in the labor market of the inactive and unemployed individuals identified by the 
“Portraits” analysis. 

The main findings of Back to Work are: (a) market reforms pay off in terms of jobs and pro-
ductivity growth, although with a time lag; (b) a small fraction of superstar high-growth firms, 
largely young but not necessarily small, account for most new jobs created in the region; thus, 
countries need to unleash the potentially high levels of latent entrepreneurship to start up 
new firms; (c) skill gaps hinder employment prospects, especially of youth and older workers, 
due to the inadequate response of the education and training systems to changes in the 
demand for skills; (d) employment is hindered by high implicit taxes on work for those transi-
tioning to formal jobs from inactivity or unemployment and by barriers that especially affect 
women, minorities, youth, and older workers; and (e) low internal labor mobility prevents 
labor relocation to places with greater job creation potential. 

The report emphasizes that in order for more people to access jobs countries must carry out 
institutional reforms to establish the fundamentals to create jobs for all workers. A first step is 
taken by instituting reforms to create an auspicious environment for firms, allowing existing 
firms to either grow and become more productive, or exit the market and make way for new 
firms to emerge and succeed or fail, quickly and cheaply. A second set of policies that should be 
implemented are those that support workers and prepare them, in terms of skills and incen-
tives, for the new jobs being created. These policies need to address those additional barriers to 
productive employability that disproportionately affect younger and older workers, women, 
and ethnic minorities, including lack of adequate skills, low mobility, lack of child- and elder-care 
options, limited flexible work arrangements, imperfect access to productive inputs, networks 

box continues next page
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for inclusion in the labor market in order to achieve income and reduce or end 
poverty. Activation potential, on the other hand, describes the group’s ability or 
motivation to be included in the labor market. A high activation need could be 
driven by high poverty risk, whereas a high activation potential could be driven 
by previous work experience or a relatively good educational base. Overall prior-
ity for action can also be supported by the size of the group. Table 2.1 shows the 
groups with high and medium priority for action. 

and information, and adverse attitudes and social norms (figure B2.2.1). These barriers not only 
interact with other disincentives from labor tax and social protection systems, but also reinforce 
each other in aggravating exclusion from labor markets. Activation policies that help overcome 
these employability barriers will be fundamental for the region’s future prospects. 

Figure B2.2.1 mutually reinforcing Barriers to employment for Younger and 
older Workers, Women, and ethnic minorities
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Box 2.2 Back to Work: Growing with Jobs in Europe and Central Asia (continued)
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In general, clusters of unemployed have high priority owing to their activa-
tion need in terms of poverty risks and their potential through labor market 
proximity and/or education level. Clusters of youth, on the other hand, form 
prioritized groups because of the potential scarring effects of labor market 
detachment for young people at an early age. 

table 2.1 activation priority: overview of inactive clusters with high and medium priority for action

Country
Share % 
(2011) Cluster

Activation 
need

Activation 
potential

High priority for action

Bulgaria 23 Middle-aged unemployed Medium High

15 Single male NEETs High Medium
12 Low-educated rural long-term unemployed High Medium

estonia 19 Prime-aged low income long-term unemployed High High

13 Prime-aged educated unemployed High High
9 Single NEETs without work experience High Medium

Greece 18 Highly educated single NEETs High Medium

18 Middle-aged unemployed heads of households High High

hungary 14 Prime-aged unemployed High Medium

12 Prime-aged long-term unemployed High Medium
4 Unemployed youth High Medium

lithuania 28 Middle-aged poor rural long-term unemployed High Medium

11 Young educated rural unemployed High High
9 Middle-aged educated unemployed family men High High
7 Single poor rural unemployed women High Medium

romania 7 Long-term unemployed educated single youth High High

5 Working-age long-term unemployed High Medium

Medium priority for action

Bulgaria 15 Stay-at-home young mothers Medium Medium

estonia 21 Middle-aged educated disabled with previous work experience Medium Medium

17 Young inactive educated mothers with working partner Medium High

Greece 23 Stay-at-home mothers Medium Medium

hungary 19 Disabled with previous work experience Medium Medium

13 Prime-aged inactive mothers with work experience Medium High
4 Low-educated rural inactive mothers without work experience High Low
2 Educated single students Low High

lithuania 5 Stay-at-home poor rural women High Medium

romania 19 Low-educated rural mothers without work experience High Low

15 Inactive middle-aged wives High Medium

3 Working-age newly unemployed Medium High

Source: World Bank staff analysis and assessment 2014.
Note: NEET = not in employment, education, or training.
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The groups classified with medium priority for the most part have medium 
activation need in that they have comparatively lower poverty risk due to having 
other working adults in the household or receiving social welfare benefits. Three 
clusters of inactive women with high activation need, driven by their high pov-
erty risk (in Hungary, Lithuania, and Romania), are considered of medium prior-
ity due to their distance from their labor market and therefore lower potential 
for activation. The Hungarian cluster of educated single students, although it has 
low activation need, is prioritized (like the other clusters of young individuals) 
because of the potential effects of labor market detachment on this group. The 
clusters of retirees, retirees’ wives, and disabled are not prioritized for action 
owing to their lower activation need (many have reached the official retirement 
age or receive old-age benefits) or extreme distance (via very low educational 
attainment or self-declared disability) from the labor market. 

The relative severity of labor market or social obstacles to be overcome for 
labor market integration can also be used as an orientation for activation 
approaches. By mapping the respective barriers for labor market integration 
faced by the prioritized groups, it is possible to discern the respective types of 
activation that could be undertaken for each group (figure 2.10). 

The clusters mapped near the bottom left corner have relatively lower 
labor market barriers and are considered “market ready” (see each one of the 
six country charts in figure 2.10). In this category of activation type are the 
clusters of unemployed with work experience and/or education such as the prime-
aged unemployed clusters found in Estonia, Hungary, and Lithuania, the 
young educated rural unemployed in Lithuania, and the middle-aged unemployed 
heads of households in Greece. Two groups of youth without work experience 
are also considered for this activation type: the Hungarian educated single stu-
dents and the single male NEETs in Bulgaria. Given that these clusters are still 
quite close to the labor market, activation measures should focus on market-based 
types of interventions, such as providing information on job openings and assisting 
in job search, application, and job-matching intermediation—services that could 
be provided through public employment services (PESs) or private employment 
agencies. 

The upper left quadrant clusters are individuals who will require more intensi-
fied activation. Clusters whose individuals have been detached from the labor 
market for a longer time, such as the working-age long-term unemployed and the 
long-term unemployed single youth in Romania, the middle-aged unemployed in 
Bulgaria, and both the middle-aged poor rural long-term unemployed and middle-
aged educated family men in Lithuania, are considered to need this type of intensi-
fied activation. The Hungarian unemployed youth cluster and the single NEET 
groups in Greece and Estonia are also mapped in this quadrant as they could 
probably benefit from adding practical skills to their education. 

Among the measures to be considered in such “intensified activation” are 
those that help with job market reentry, training, and mobility. Taking into 
account the years of work experience and potential industry and trade knowl-
edge of the individuals in these groups, reconnecting them to their previous field 
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Figure 2.10 activation types of prioritized clusters
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Figure 2.10 activation types of prioritized clusters (continued)
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Figure 2.10 activation types of prioritized clusters (continued)
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of employment, building on their acquired skills, and upgrading missing func-
tional or technical skills may strengthen their case with new employers. The 
older out-of-work population in these groups is particularly at risk of skills obso-
lescence as the skills demanded by employers change. Activation policies should 
promote effective, age-sensitive training and create the conditions for the devel-
opment of a market for adult education and training services. Moreover, in order 
to combat any behavioral and attitudinal detachment from the labor market that 
may result after long periods of unemployment, programs that subject individu-
als to a (time-limited) public works requirement, combined with training, job 
search, and skills support could also be implemented. Finally, mobility measures 
should also be taken into account, particularly when considering long-term 
unemployed in rural areas.

In addition, linkage with regional economic development activities, self-
employment, and entrepreneurship support could help some of these unem-
ployed individuals attain self-sufficient lives and improve their welfare. Broader 
structural reforms that improve the business climate, such as those that lower 
the cost of starting and closing a business, improve access to financing, and 
promote more favorable attitudes and social norms toward risk taking can go a 
long way in fostering new ventures. Tapping into the latent entrepreneurship of 
the out-of-work population not only helps them enter the labor market, but 
also has the potential of playing an essential role in creating new jobs for the 
economy.

Given the potential scarring effects of labor market detachment at an early 
age, special consideration should be taken to the clusters of youth. Job-start pro-
grams that offer placement through subsidized internships accompanied by 
professional and life skills training could be a promising line of action, breaking 
the common barrier of required work experience for many entry-level positions. 
Another line of action is larger labor market policies that encourage flexible 
work schedules and part-time work. These would allow youth to combine work 
and study, help them gain the necessary experience, and facilitate full entry into 
the labor market. Job-search offerings by PESs should consider virtual plat-
forms, since the use of mobile technology will be taken for granted by many 
members of these groups. Mobility support within each country and the EU 
(including foreign language training) could also be considered, particularly for 
those with higher qualifications, considering their low level of caregiving 
responsibility. 

As Arias et al. (2014) emphasize, for younger cohorts, having the wrong set of 
skills (both generic and technical) is often an issue. Some educational systems still 
track students into vocational streams too early, neglecting generic skills that are 
valuable in today’s workplace. Postponing this early tracking and promoting a 
diversified supply of courses (from traditional apprenticeships to IT skills), as 
well as providers that have strong linkages with employers and labor markets, 
would be steps forward in closing the skill gap. On the other hand, while tertiary 
schooling has expanded quickly among youth, quality and relevance vary. 
Broader reforms that manage the expansion of tertiary education through quality 
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assurance systems and which make information available about the labor pros-
pects of various careers will also be key for new entrants to the labor market. 

Clusters in the two right quadrants of the figures above have relatively higher 
social barriers and therefore will require additional activation support. Most of 
the clusters of inactive women are mapped in these two quadrants, depending on 
years of work experience, education level, and/or poverty. For instance, the low 
education and lack of work experience of the Romanian low-educated rural 
 mothers without work experience and the inactive middle-aged wives limit their 
activation potential; these groups are therefore considered hard to serve. 
Similarly, the low-educated rural inactive mothers without work experience in 
Hungary and single poor rural unemployed women in Lithuania are also mapped 
in the upper right quadrant. On the other hand, the clusters of stay-at-home 
mothers in Greece, Hungary, and Bulgaria are younger, more educated, and may 
have work experience, and therefore face fewer labor market barriers. Given the 
lower poverty risk, age, and work experience of the Estonian cluster of inactive 
mothers, this group mapped in the border between “market-ready” and “special 
support” activation type.

In general, women face important disincentives and barriers to work, which 
are reflected in the appearance of female out-of-work clusters in all the countries 
analyzed. Labor taxes and social protection systems create strong deterrents for 
second earners (generally women) to seek formal jobs. Along with these disincen-
tives, women also face labor market barriers such as lack of services (child or 
elder care), limited flexibility in work schedules, and imperfect access to produc-
tive inputs, networks, and information. Adverse attitudes and social norms may 
also limit women’s access to jobs and in many cases reinforce each other (Arias 
et al. 2014). 

Potential activation measures for all the clusters of inactive women are similar 
in nature, ideally with options that enable women to sort into the measure that 
would correspond best to their needs. In general, these groups could  benefit from 
greater access to social and public services near their home (such as child care) 
as well as from job-search assistance and professional training. Those with previ-
ous work experience could build on it to gain labor market entry. Opening a 
“window” for mothers with children in public works programs that include child 
care and training opportunities might help some of these women get initial work 
experience and address their poverty situation. Short “second chance” schooling 
with a focus on professional skills tailored to the needs and skills of individuals 
could be offered. Another possible line of action would be offering community-
based social work and entrepreneurship education to help in labor market inte-
gration. In addition to training in job hunting and basic functional skills, 
(temporary) mobility support for transportation and housing should also be 
considered to help women in these groups find employment in regional or larger 
cities. Improving access to child-care and school after-care offerings would on 
their own enable many women in these clusters to better participate in the labor 
market or to take part in professional training or entrepreneurship offerings. 
Moreover, improving flexibility in work schedules, including part-time and 
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home-based work in order to facilitate combining work with other responsibili-
ties, would make it easier for women to hold jobs.

Finally, clusters that contain a large of share of individuals who declare their 
work capacity to be strongly limited because of health problems (in Estonia and 
Hungary) and clusters of low-educated, long-term unemployed (in Estonia and 
Bulgaria) are also mapped to the upper right quadrant, and will require poli-
cies that address strong social and labor market barriers. Standard PES job 
search assistance and placement support, while also reassessing the labor 
market status of those who declare themselves disabled, could be a potential 
activation measure. For those considered fit to work, a set of support mea-
sures and continuing benefits (potentially with a phase-out period) ought to 
be provided to cushion the transition to labor market integration. By recon-
necting individuals in these groups with previous employment experiences, 
they could be equipped with missing functional or technical skills, second-
chance apprenticeship programs, and upper secondary school certificates. 
Mobility support could be an important service. Finally, improving social 
inclusion benefits and linking them to activation could improve the welfare 
of those in low-educated, long-term unemployed clusters. 

Looking at household income composition allows assessing potential cross-
dependencies of the benefit system with labor market status. In general, only 
disability and old-age benefits contribute an important share to household 
income, and only in those groups where these benefit receipts correspond to the 
social-demographic situation of the cluster. This highlights the fact that social pro-
tection in most of these countries is largely centered upon pensions, providing little 
protection in terms of unemployment insurance or social assistance.

Nevertheless, in Estonia, Romania, and Hungary, the high percentage of 
individuals receiving disability receipts in the middle-aged educated disabled 
with previous work experience, early retirees, and disabled with previous experi-
ence clusters, respectively, attract attention when considering that only a 
small percentage in each group report strong limitations on daily activity. 
These countries could potentially profit from a review of the disability benefit 
allocation. At any rate, this significant group of out-of-work citizens needs to 
be followed closely and any new applications for disability benefits closely 
monitored and controlled. Limiting the inflow into this group (via more 
stringent disability benefit criteria) will be easier than forcing the activated 
exit of members from these groups. Prevention of long-term disability benefit 
dependency should also be addressed through a review of work capacity, 
together with early identification of people with disabilities who can work 
and their integration into the workforce through financial incentives for dis-
abled  workers and their employers. 

Although social protection systems seem to have little impact on the house-
hold incomes of most of the out-of-work clusters in the countries studied, it is 
important to keep in mind that labor taxation in conjunction with these protec-
tion systems may play a role in deterring entry into the labor market, particularly 
for second earners (generally women) and lower wage earners (such as youth). 

http://dx.doi.org/10.1596/978-1-4648-0539-4


Portraits of Labor Market Exclusion  35

Portraits of Labor Market Exclusion • http://dx.doi.org/10.1596/978-1-4648-0539-4 

Redesigning these systems by reducing or eliminating the abrupt withdrawal of 
social benefits when a person starts formal work, and eliminating  filters that 
make a household ineligible for a benefit if one of its members is employed, 
should be considered part of the policy agenda. The challenge for these coun-
tries lies in expanding social protection systems without creating disincentives 
to work.

Retirees and early retirees, on the other hand, represent a large (and growing) 
share of the out-of-work population, which has important implications for fis-
cal expenditures. Given their overall low need and activation potential these 
groups are not further considered for activation policies during times of low 
labor demand and high unemployment. As with disability recipients, stemming 
the outflow of new retirees may be more effective than attempting to increase 
the inflows back into activity. In times of high unemployment, early retirement 
may become more attractive for the long-term unemployed. Policies can and 
should be implemented to delay early retirement, including reforms to pension 
systems and the promotion of skill maintenance and lifelong learning, along 
with flexible work schedules, adaptable work environments (for example, to 
health requirements), and working from home. 

Broader policy issues

In general, further policy dialogue with the authorities ought to focus as much 
on the general level and setup of resources devoted to labor market integration 
and activation of the inactive and out-of-work as on the ongoing improvement 
of services on the national and local levels.

From the potential activation policies mentioned in the previous section, 
there are a few areas that may transversely benefit different groups within the 
out-of-work population and could constitute a starting point for further policy 
dialogue. As stated before, the policies outlined are by no means an exhaustive 
set of possibilities, and their relevance will depend on the particular institu-
tional framework of each country and the characteristics of its out-of-work 
population.

For many out-of-work individuals, particularly youth, the older popula-
tion, and those who have been out-of-work for longer periods, skill deteriora-
tion or not having the adequate set for the employer’s needs are important 
employability barriers. Policies should tackle this skill gap by prioritizing the 
development of a strong foundation of generic skills, ensuring quality and 
relevance in expanding the tertiary education system, and making the train-
ing system responsive to market needs and age-sensitive to enable lifelong 
learning.

In parallel to broader education and training policies, activation services 
should build on previous work experience for training and work placement. 
Considering that a large share of the out-of-work population have years of work 
experience, training measures combined with temporary work placement in 
companies, nonprofits, or social enterprises could help to strengthen labor 
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market attachment. Reconnecting individuals with their previous industry or 
profession can build on existing ties and professional knowledge, improving reen-
try into the labor market after unemployment or maternity leaves.

Meanwhile, greater coordination between social protection policies and 
labor market measures will allow for more effective provision and better 
targeting of governmental programs, particularly for individuals with disabili-
ties or greater poverty risk. For some inactive and unemployed clusters, labor 
taxes, social protection systems, and labor regulation can pose strong disin-
centives to work. This can be particularly true in the case of second earners 
(generally women), older workers (nearing retirement), and those who will 
access low-paying or part-time jobs. Overall pension reform and improve-
ment to the design of social assistance and unemployment benefits, particu-
larly by removing explicit bans or penalties to (formal) work, would reduce 
disincentives to work. Social programs should not only provide adequate 
protection to the poor and vulnerable, but also be compatible with work and 
linked to job search and activation. In addition, reforms that make labor taxa-
tion more progressive and take into account hours worked and family struc-
ture may also pay off in weakening the disincentives to work, particularly for 
those inactive women who are “market-ready” and youth who wish to balance 
work and study.

Women, youth, older population members, and minorities face additional 
barriers that should also be considered in the policy agenda. Lack of services, 
such as child or elder care; limited flexible work schedules; imperfect access to 
productive inputs, networks, and information; or adverse attitudes and social 
norms, limits their access to jobs. Extending child-care and early childhood 
development offerings as well as alternatives for elder care will play an impor-
tant role in enabling earlier labor market integration of women. Broader labor 
market reforms that consider more flexible work schedules and encourage 
 age-sensitive work environments may be relevant in bringing women, youth, 
and the older population closer to the labor market. Finally, the policy agenda 
should also consider influencing changes in culture and social norms in favor 
of greater labor market participation by women, and a more positive percep-
tion of older workers and minorities.

Geographic mobility is another policy area that is relevant for many of the 
clusters identified. For those living in rural areas, improving regional trans-
portation and other policies to support mobility may prove necessary for 
access to more dynamic labor markets and employment matching. In addi-
tion, linking mobility to training offerings may enable some jobseekers to 
participate in higher-quality training in central places. Promoting labor 
migration within the EU, coupled with foreign language training, can be an 
important measure to prevent the deterioration of human capital, particu-
larly in the younger population with higher qualifications and fewer caregiv-
ing responsibilities.

Policies that foster mobility (both internal and international) should look to 
remove barriers when people want to move in search of better opportunities, 
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and make their investments and benefits portable. Arias et al. (2014) high-
lights several factors or barriers that can affect internal mobility. Among 
 others, barriers, such as skill and lack of information networks,  underdeveloped 
housing and credit markets increase the cost of migration, especially for 
those with liquidity constraints. Moreover, social benefits, insurance, and 
regional development policies can either help or hinder mobility. Inasmuch 
as these policies help people overcome financial constraints, they will allow 
people to connect with better jobs in more productive regions. On the other 
hand, if poorly designed, social benefits (like some housing benefits) and 
 territorial policies (such as agricultural subsidies) can end up limiting internal 
mobility, tying people to economically lagging regions and decreasing incen-
tives to work.

Finally, while active labor market policies, activation, and job-matching sup-
port can help smooth frictions in the labor market, they will not lead to stable, 
sustainable employment. Demand for jobs comes from the economic activity 
of firms and the social sector; therefore, the integration of labor market policy 
with regional economic development policy is especially important. Broad eco-
nomic reforms to the business climate that strengthen job creation and entre-
preneurship will likely be effective in fostering the attachment to the labor 
market of the out-of-work population. In addition, any mix of activation and 
enabling measures that help inactive or unemployed citizens reconnect to the 
labor market will need to take a wide-ranging approach (from training to self-
employment), ensuring at all times linkage with firms (through work place-
ments and so on), integration with efforts at regional economic development, 
and building on the activity and experience base of the jobseekers concerned. 
In this sense, all efforts need to be embedded into activities for economic 
growth and job demand creation.

notes

 1. Specifically, only individuals ages 25–64 years who are not employed, and indi-
viduals ages 16–24 years who were not employed, in education, or in training are 
considered. Individuals ages 16–24 years who are out of work and enrolled in 
education are excluded from the sample; they are considered to be investing in 
their final stages of human capital formation and therefore are not a particular 
target group for activation policies. Individuals ages 25 and 64 years enrolled in 
school are, however, included in the latent class analysis and will be grouped under 
“other inactive.” It is important to note that this group of students, those older 
than 24 years, accounts for only 1 percent of total population of working age in 
each of the countries studied.

 2. See box 2.1 for a definition of “at-risk-of-poverty.”

 3. Thirty-five percent of the individuals in the NEET cluster in Bulgaria are between 
25–34 years old. This share is 18 percent in Estonia, while in Greece 60 percent are 
in this age group.

 4. Another 4 percent are 35–44 years old.

 5. Another 6 percent are 35–44 years old.
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c h a p t e r  3

Latent Class Analysis of the 
Out-of-Work Population in 
Bulgaria, 2007–11 

Background

After years of economic expansion, Bulgaria was strongly affected by the global 
 financial crisis and has yet to recover pre-crisis growth rates. Between 2003 and 
2008, the country grew at an average rate of 6.3 percent, well above the 
2.2  percent average among the EU-28 Member States during the same period. 
Like most countries in the region, Bulgaria was hit in 2009 by the crisis, causing 
the economy to contract 5.5 percent. Though this contraction was larger than the 
EU-28 member state average (4.5 percent), it was considerably smaller than 
countries like Latvia and Lithuania that contracted 17.7 and 14.8 percent that 
year, respectively. Nevertheless, Bulgaria’s recovery has been less dynamic: gross 
domestic product grew 1 percent on average over 2010–13. 

Following the economic downturn in 2009, and given the anemic recovery 
that followed, unemployment rates in Bulgaria have failed to recover to 
 pre-crisis levels. The joblessness rate for the population ages 15–64 years in 
Bulgaria had declined steadily earlier in the decade, reaching 5.7 in 2008. 
However, as the effects of the global financial crisis unraveled, the country 
suffered a large and extremely rapid increase in unemployment; by the end 
of 2009, joblessness had risen to 6.9 percent. Although the economy has been 
growing since 2009, the unemployment rate has continued to grow and has 
doubled since the onset of the crisis, reaching 13 percent in 2013. While the 
growth in unemployment is significant, such an increase is only slightly larger 
than those observed in the EU-28 (11 percent) or the euro area as a whole 
(12 percent).

As unemployment rates continue to rise, youth are among the worst affected. 
Unemployment for individuals ages 15–24 years old, independent of gender, 
has grown dramatically since 2009, increasing from 12.7 percent in 2008 
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to 28.4 percent in 2013. High youth unemployment is also reflected in very 
low employment rates for youth: in 2013, this rate was astonishingly low at 
21.2  percent, compared to an average of 32.3 percent for the EU. 

The percentage of youth not in education, employment, or training (the NEET rate) 
increased. The NEET rate, which measures the share of youth ages 15–24 years 
not engaged in education, training, or employment, rose from 17.4 percent in 
2008 to 21.6 percent in 2013. However, it is noteworthy that the NEET rate has 
been decreasing (falling almost 9 percentage points in the last ten years), perhaps 
reflecting the fact that many youth, facing a tight labor market in which their 
lack of work experience puts them at a disadvantage, have chosen to stay longer 
in school and/or training. 

In Bulgaria, long-term unemployment as a share of total unemployment 
has been usually higher than the average for the EU-28 countries. In 2013, 
according to Eurostat and as shown in figure 3.1, in the average EU-28 country 
almost 48 percent of the unemployed have been looking for work for more than 
12 months, up from 33 percent in 2009. Long-term unemployment in Bulgaria 
has been considerably higher than the EU-28 average during the last 10 years. In 
2009, it had declined to 43.3 percent—still 10 percentage points higher than the 
average EU-28 country. By 2013, 57.3 percent of the unemployed were long-
term unemployed. 

Following the crisis, low-educated individuals were especially affected by the rise 
in unemployment. Unemployment rates were already considerably higher for 
the group of less educated individuals. After the crisis hit in 2009 the gap was 
accentuated, reflecting structural changes that increased the demand for 
more-skilled workers (figure 3.2). In fact, the difference in unemployment 
rates for low- and higher-educated workers grew from 12.6 percentage points 

Figure 3.1 long-term Unemployment as a share of total Unemployment, 
2003–13
percent

0

10

20

30

40

50

60

70

80

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

EU-28Bulgaria Greece Romania

Source: Eurostat, EU-LFS.

http://dx.doi.org/10.1596/978-1-4648-0539-4


Latent Class Analysis of the Out-of-Work Population in Bulgaria, 2007–11  41

Portraits of Labor Market Exclusion • http://dx.doi.org/10.1596/978-1-4648-0539-4 

in 2008 to 23.9  percentage points in 2013. However, all educational groups 
saw an increase in their unemployment rates from 2008 to 2013. For those 
with tertiary education and upper secondary and postsecondary nontertiary 
education, unemployment rates more than doubled, from 2.3 to 5.9 percent 
and from 4.5 to 11.7 percent, respectively. 

Employment levels have fallen since the onset of the crisis, but less drastically 
than for the highly educated. The employment rate for the population ages 
15–64 years peaked in 2008 at 64 percent; it was significantly lower in 2013 at 
59.5. Employment rates have fallen across all education groups, but this fall is 
more pronounced for individuals with an upper secondary education. Individuals 
with lower levels of education are more susceptible to seasonal volatility. Such 
seasonality has also affected individuals with an upper secondary degree since 
the crisis. 

During the period from 2008 to 2011, the sample of out-of-work population 
considered in this note increased, from 1.49 to 1.56 million individuals. The 
analysis of the out-of-work population in this note focuses on the working-age 
population (16–64 years old). Specifically, only individuals ages 25–64 years 
who are not employed, and individuals ages 16–24 years who were neither 
employed nor in education nor training were considered.1 Only the working-
age population (16- to 64- year-olds) is analyzed, as labor activation 
options—the main policy focus of this note—are only viable for that seg-
ment of the population. In 2011, 1.56 million out of the 4.7 million indi-
viduals in our sample, or 33.3 percent, were out of work. There have also 
been significant increases in the number of long-term unemployed and inac-
tive among the out-of-work population (see  figure 3.3). Moreover, the group 
of disabled has more than doubled, from 13,000 in 2008 to 29,000 in 2011 
(table 3.1). 

Figure 3.2 Unemployment among 15- to 64-Year-olds by educational level in 
Bulgaria, 2003–13
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methodology: latent class analysis

In chapter 1 a general overview of the latent class analysis methodology was 
presented. This section explains in detail the variables and covariates used to 
identify classes or groups of out-of-work individuals that are as homogeneous as 
possible within each class according to a set of observable characteristics, and as 
distant as possible between classes. The emerging profiles can then be contrasted 
with the design and targeting of current activation policies, in order to identify 
the potential gaps and to enhance their design features.2 

Figure 3.3 Distribution of out-of-Work population in Bulgaria, 2008 and 2011
percent
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table 3.1 number and percentage of Working-age individuals (ages 16–64 
Years) by labor market attachment in Bulgaria, 2008 and 2011

2008 2011 Change 2008–11 (%)

At work 3,221 3,130 −2.8
68.4% 66.7%

Unemployed 325 293 −9.9
6.9% 6.2%

Long-term unemployed 358 433 20.7
7.6% 9.2%

(Early) retirement 530 539 1.8
11.3% 11.5%

Disabled 13 29 115.4
0.3% 0.6%

Other inactive 259 271 4.9
5.5% 5.8%

Total 4,706 4,695 −0.2
100% 100%

Source: World Bank staff analysis based on EU-SILC.
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Variable Selection
The definition of latent classes relies on a number of indicator variables to 
 capture different “symptoms” of an overall latent condition (in this case, the 
typology of joblessness). The challenge in such models is to identify a discrete 
number of variables that can best explain the heterogeneity of individual out-
comes. In this case, two sets of categorical variables were selected: the first set to 
show the extent of labor market distance and the other to capture some of the 
main factors that can affect employment on the supply side, such as labor supply 
conditions (household-level incentives to work and physical ability to work).

•	 Distance from labor market: short-term unemployment, long-term unemploy-
ment, (early) retirement, disability, and other inactivity (largely unpaid domes-
tic work).3 

•	 Labor supply conditions: whether the individual’s household has at least 
one working adult,4 and perceived limitations on activities due to health 
problems.5 

In addition to indicators, the model includes active covariates, which are used 
to improve the classification of individuals in each class. In this case the active 
covariates are the demographic variables that are normally used to disaggregate 
labor market outcomes:

•	 Age-group category (four groups)
•	 Gender
•	 Human capital: the highest educational level achieved (three groups)
•	 Urban/rural location

Once the latent classes have been defined, inactive covariates that were not 
included in the model can be used to characterize the individuals in each class 
and the households in which they live. The inactive covariates chosen describe 
those characteristics that may provide valuable information for the design of 
tailored policies that address barriers to employment, including income level. 
They include:

•	 Household welfare conditions:
 – Income quintile (defined by equivalized disposable household income6,7) 
 – Labor, benefit, and other income as share of total gross household income8 
 – Binary variable denoting whether at least one working adult (age 25 years 

and older) is present in the household
 – Household ownership
 – Household able to keep dwelling warm
 – Partner’s labor income
 – Quintile of partner’s labor income
 – Binary variables denoting whether individuals or their households are 

 beneficiaries of any of eight social protection benefits9 
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•	 Household demographics:
 – Household size
 – Household composition
 – Binary variable showing whether there are children younger than 6 years of 

age in the household
 – Binary variable denoting whether there are three or more under-16 children 

in the household
 – Children younger than 13 years of age in the household receiving child care: 

all, some, or none of the children
 – Older person (65 years of age and older) in the household

•	 Other individual-level demographics:
 – More refined age groups (seven groups)
 – Marital status

•	 Individual human capital:
 – More refined highest educational level achieved (six groups)
 – Work experience in years
 – Binary variable for previous work experience

•	 Household location:
 – Degree of urbanization10: densely populated, intermediate area, sparsely 

populated 
 – Regional breakdown: northern and eastern, southwestern and south-central

Group Labeling
The resulting groups are then labeled according to the greatest proportional 
characteristics within groups that also aid in distinguishing among groups. 
Granted, a large number of characteristics describe these groups, and only a few 
are taken into account for the purpose of labeling. In part, some of these charac-
teristics may exhibit a large degree of heterogeneity and may thus not be relevant 
for defining a group. In addition, some characteristics may be more relevant for 
the purposes of policy design than others. In short, though the labeling of groups 
can be considered more an art than a science, when taken together with detailed 
descriptions of a group’s most prominent characteristics, labeling can serve as an 
important starting point in the design and prioritization of activation policies.

The analysis relies on cross-sectional as well as panel data from the European 
Union Statistics of Income and Living Conditions (EU-SILC) surveys for 
 2008–11, which combine individual-level information with household character-
istics. The first part of the note presents a cross-sectional analysis for the years 
2008, 2009, 2010, and 2011. In particular, the latent class analysis on 2008 data 
shows the main characteristics of the out-of-work before the global economic 
crisis hit the Bulgarian economy, and thus highlight what could be considered 
more structural issues of the country’s labor market. The 2011 latent class analy-
sis will contrast this initial assessment with more recent developments. The 
 second part of the note exploits longitudinal data between 2008 and 201011 to 
trace the prior labor market status of individuals observed last in 2010 in various 
classes, and will shed light on the relative persistence in the out-of-work status 
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among different classes of individuals. The set of variables chosen for the cross-
section and the longitudinal analysis are slightly different, due to minor differ-
ences in the set of variables recorded in each of the two types of data sets. 

main Findings

Out-of-Work Population: Group Profiles from Cross-Section Analysis
The latent class analysis categorizes the out-of-work population into six major 
groups prior to the crisis and into seven groups in 2010 and 2011. The groups 
are named according to their most salient characteristics. Figure 3.4 shows the 
share of each of the seven classes identified in 2011, while table 3.2 presents 
their summary characteristics. 

The seven major clusters emerging from the LCA can be characterized as 
 follows for the year 2011 (for more detail, see Appendix A for a link to the 
online-only annexes):

•	 Cluster 1: Middle-aged unemployed. This group represents 23 percent of the 
out-of-work sample of 2011. They are mostly of prime age—35 to 59 years 
old. A total of 33 percent of males in this age bracket were unemployed; 
more worrisome, an additional 50 percent were long-term unemployed. 

Figure 3.4 classes of out-of-Work individuals in Bulgaria, 2011
percent
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table 3.2 summary characteristics of latent classes of out-of-Work population in Bulgaria, 2011

1: Middle-aged unemployed (23%) 2: Retired women (19%)
• 50% are long-term unemployed; 33% unemployed
• 63% are married
• 66% have at least one working adult in the household
• 66% are 35–54 years old
• Mid-skilled: 67% have completed upper secondary 

school
• 85% have worked before; 18 years of experience on 

average
• 64% live in rural areas
• High poverty risk: 37% live in poorest income quintile

• 97% are retired
• 56% have a partner who is not working; 36% do not 

have a partner
• 86% are 60–64 years old
• 83% are female
• 94% worked before; 33 years of experience on average
• Low poverty risk: 22% live in poorest income quintile
• 82% receive old-age benefits

3: Stay-at-home young mothers (15%) 4: Single male NEETs (15%)
• 67% are inactive; 33% are unemployed
• 58% have a partner who is working
• 79% have at least one working adult in household
• 75% are 16–34 years old
• 99% are female
• 83% live with dependent children; 54% live with 

children younger than 6 years old
• High poverty risk: 37% live in poorest income quintile
• 61% receive family child benefits

• 43% are long-term unemployed; 25% are unemployed; 
31% are inactive

• 92% have never married; 95% are without a partner
• 69% have at least one working adult in the household
• 96% are 16–34 years old; 61% are 16–24 years old
• 73% are male
• 61% have never worked before; 5 years of work 

experience on average
• High poverty risk: 38% live in poorest income quintile

5: Retired and early-retired men (13%) 6: Low-educated rural long-term unemployed (12%)
• 86% are retired
• 65% have at least one working adult in household
• 83% are married
• 73% are 55–64 years old
• 88% male
• 93% have worked before; 29 years of experience 

on average
• Low poverty risk: 20% live in poorest income quintile
• 63% receive old-age benefits

• 61% are long-term unemployed; 31% are unemployed
• 87% have a partner who is not working; 61% have an 

unemployed partner
• 67% have no working adults in the household
• Low skilled: 82% have below upper secondary education
• 69% are 25–54 years old
• 68% have worked before; 15 years of experience 

on average
• 70% live with dependent children; 39% live with 

children younger than 6 years old
• 70% live in rural areas
• Very high poverty risk: 69% live in poorest income quintile
• 53% receive family/child benefits; 23% receive social 

exclusion benefits

7: Low-educated early-retired and disabled (3%)
• 50% are retired; 40% are disabled
• 77% report having a strongly limited capacity to work
• 81% are without a partner
• 89% are 25–59 years old; 11% are 16–24 years old
• 60% are male
• Low-skilled: 40% below upper secondary school; 37% 

have completed upper secondary
• Moderate poverty risk: 33% live in poorest income 

quintile
• 80% receive disability benefits

Source: World Bank staff analysis based on EU-SILC.
Note: Percentages in parentheses following the group names refer to the share of the total out-of-work population. “Years of work experience” 
refer only to those individuals who have worked before. “Dependent children” include children younger than 18 years of age and household 
members ages 18–24 years who are economically inactive and living with at least one parent. “Working adult” refers to adults ages 25 years and 
older. For this report’s purposes, we define the at-risk-of-poverty rate as the relative risk of being in the first quintile of the income distribution. 
The reference period for income reported in EU-SILC surveys is the year preceding the survey year.
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This group is relatively educated: although only 7 percent have a tertiary 
degree, a significant majority (67 percent) have completed upper secondary 
school. In terms of the economic status of their partners, this group is fairly 
mixed: 52 percent have a working partner earning a relatively high income, 
whereas 48 percent either have an inactive partner or are without a partner 
altogether. In part, this explains why 37 percent of this class is in the poorest 
20 percent of the income distribution. A little more than 50 percent live in 
households with at least one child, and 65 percent are receiving at least one 
type of social protection benefit. 

•	 Cluster 2: Retired women. This group made up 19 percent of the out-of-work 
population in 2011. It is composed of retired women between the ages of 60 
and 64 years, 53 percent of whom have no more than an upper secondary edu-
cation, and 12 percent of whom have a tertiary education degree. They report 
an average of 33 years of work experience, are likely to live in relatively small 
households, and do not have a working partner: they are for the most part wid-
owed (23 percent) or have a retired partner (about 50 percent). In addition, 
82 percent receive old-age benefits and 17 percent receive disability benefits. 
In part, the old-age benefit receipt, along with the fact that their households 
are relatively small (three members, on average), may explain their relatively 
low risk of poverty; 22 percent of this class is in the bottom-income quintile. 

•	 Cluster 3: Stay-at-home young mothers. This group, whose share of the out-of-
work population for 2011 was 15 percent, comprises young women between 
16 and 34 years old. A slight majority of them report having children younger 
than 6 years of age, and about 70 percent live in households with two or more 
children. This group consists of mostly inactive women (67 percent), although it 
is noteworthy that one-third are also unemployed. They are low skilled: 47 per-
cent have not completed upper secondary education. Another characteristic is 
that 58  percent report a working partner whose average income is the highest 
among all the clusters in this analysis, while 79 percent report at least one work-
ing adult within the household. However, as this group’s households are rela-
tively large (5.1 members, on average) it is not surprising that despite available 
labor income, more than 36 percent are in the bottom 20 percent of the income 
distribution. A little more than 50 percent of the women in this group have no 
work experience and a majority (61 percent) receive family benefits at the 
household level (10 percent also report receiving social exclusion benefits). 

•	 Cluster 4: Single male NEETs. Members of this class are predominantly male 
(73 percent), largely younger than 35 years of age, and concentrated among 
those between 16 and 24 years old.12 They resemble the unemployed 
youth who have been particularly hit by the economic crisis across Europe, 
as 43 percent are long-term unemployed and 25 percent are short-term 
unemployed, although almost one-third are also inactive. They have never 
been married and most (61 percent) report having never worked before. 
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Around 17 percent have a tertiary education while another 48 percent have 
completed upper secondary school, making them relatively educated among 
the out-of-work population. Most may live at home with their parents, since 
despite being single, 69 percent report living with at least one working adult 
and in households with an average size of more than four members. Their 
income situation is nonetheless precarious, as 38 percent live in the bottom 
income quintile. Like the stay-at-home young mothers, this group represented 
15 percent of the out-of-work population in 2011. 

•	 Cluster 5: Retired and early-retired men. This group represented 13 percent of 
the out-of-work population in 2011. The group is composed of early-retired 
men between 45 and 59 years old (about 47 percent) and retired men 
between 60 and 64 years old (about 47 percent). Although 87 percent have a 
partner who is not working, 65  percent do live in households where at least 
one adult works. They belong to households with relatively high incomes in 
comparison to the rest of the out-of-work groups identified, with only 
20  percent living in the bottom-income quintile. Their relatively favorable 
economic situation is partially explained by the fact that they live in relatively 
small households without children (65 percent report no children in the 
household, the highest percentage among the groups identified). They have on 
average 30 years of work experience. Some 63 percent receive old-age benefits 
and 31 percent receive disability benefits (14 percent report being strongly 
limited in their activities because of health conditions). 

•	 Cluster 6: Low-educated rural long-term unemployed. This group, representing 
12 percent of the population out of work in 2011, consists of individuals of 
prime age (25–54 years) who are largely long-term unemployed (61 percent), 
although almost one third are short-term unemployed. They have very low 
levels of education (82 percent have at most completed lower secondary 
school) and predominantly live in rural areas (70 percent). The majority of this 
group (68 percent) have previous work experience, an average of 15 years. They 
live in households with high dependency rates, as their partners tend to also be 
unemployed. Only one-third report living with at least one adult who is work-
ing, and 65 percent live in households with two or more children. The majority 
(71 percent) receive at least one social benefit; just over half have access to 
family benefits and 23 percent to social exclusion benefits at the household 
level, but only 13 percent receive unemployment benefits. Nonetheless, the 
benefits received are not sufficient to take them out of poverty, as a startling 
69 percent are in the poorest quintile of the income distribution. 

•	 Cluster 7: Low-educated early-retired and disabled. This group represented 
3 percent of the out-of-work population in 2011, with 80 percent receiving 
disability benefits and 77 percent reporting a strong limitation in their daily 
activities due to a health condition. They are mostly of prime age (25–59 years 
old), mostly male (60 percent), and without a partner. Fifty percent report 
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table 3.3 latent classes of out-of-Work population in Bulgaria: indicators, 2011

All out-of-
work

1. Middle-
aged 

unemployed
2. Retired 
women

3. Stay-at-
home 
young 

mothers

4. Single 
male 
NEETs

5. Retired 
and early-

retired 
men

6. Low-
educated 

rural 
long-term 

unemployed

7. Low-
educated 

early-
retired and 

disabled

cluster size (%) 100 23 20 15 15 13 12 3
population 1,564,723 353,940 315,918 241,906 232,674 197,937 180,100 42,248

indicators (%)
Labor market 

attachment
Unemployed 19 32 0 23 25 4 31 0
Long-term 

unemployed 28 50 1 10 43 8 61 8
Retired 34 11 97 0 1 86 0 50
Disabled 2 2 0 0 0 2 0 40
Other inactive 17 5 2 67 31 0 8 2

Working spouse
Yes 28 52 8 57 0 44 1 5
No 34 17 56 15 5 41 87 14
NA* 38 32 36 28 95 15 12 81

Self-assessed 
physical capacity

Strongly limited 94 1 8 1 1 14 2 77
None/limited 6 99 93 99 99 86 98 23

Source: World Bank staff analysis based on EU-SILC.
*NA = not applicable.

their labor market status as retired and another 40 percent as disabled. They 
are relatively low-educated: 40 percent received at most a lower secondary 
education, while 37 percent completed upper secondary school. A third of this 
group is in the bottom quintile of the income distribution, putting them at a 
moderate risk for poverty. 

The following tables present the main characteristics of each group in 2011. 
For the complete table, including inactive covariates, see Appendix A for a link 
to the online-only annexes.

Although most of the identified out-of-work population classes have been quite 
stable over the last few years, they have experienced some changes in composition and 
in their share of the total out of work. Table 3.5 shows the evolution of the classes 
identified from 2008 to 2011 as a share of the total out-of-work population, 
while figure 3.5 graphs the absolute numbers. From the graph, the first important 
observation is that the size of the out-of-work population has increased only 
slightly, by 5 percent, between 2008 and 2011. However, some classes have 
changed across time; for example, classes identified in 2011 that were present in 
previous years changed in relative size and also in composition. The fact that the 
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table 3.4 latent classes of out-of-Work population in Bulgaria: active covariates, 2011

All out-of-
work

1. Middle-
aged 

unemployed
2. Retired 
women

3. Stay-at-
home 
young 

mothers

4. Single 
male 
NEETs

5. Retired 
and early-

retired 
men

6. Low-
educated 

rural 
long-term 

unemployed

7. Low-
educated 

early-
retired and 

disabled

cluster size (%) 100 23 20 15 15 13 12 3
population 1,564,723 353,940 315,918 241,906 232,674 197,937 180,100 42,248

active covariates (%)
Age groups (years)
16–24 15 1 0 25 61 0 10 11
25–34 20 13 0 50 35 0 27 31
35–59 41 85 14 24 4 53 56 58
60–64 24 2 86 1 0 47 6 0

Gender
Male 45 51 17 1 73 88 53 60
Female 55 49 83 99 27 12 47 40

Education
Primary 39 25 33 48 31 34 82 40
Secondary 48 67 54 38 48 49 11 37
Tertiary 11 7 12 12 17 16 4 6
Not applicable 3 2 1 3 3 2 3 16
Urban 44 36 48 53 45 53 30 47
Rural 56 64 52 47 55 47 70 53

Source: World Bank staff analysis based on EU-SILC
Note: NEET = not in employment, education, or training.

table 3.5 classes of out-of-Work population in Bulgaria as a percentage of total out-of-Work population, 
2008–11
percent

2008 2009 2010 2011

Middle-aged unemployed (2010 and 2011) n.a. n.a. 31 23
Retired women (2010 and 2011) n.a. n.a. 25 19
Stay-at-home young mothers 16 15 12 15
Single male NEETs 13 17 17 15
Retired and early-retired men (2010 and 2011) n.a. n.a. 10 13
Low-educated rural long-term unemployed (not in 2010) 15 17 n.a. 12
Low-educated early-retired and disabled 5 3 4 3
Retirees (2008 and 2009) 25 30 n.a. n.a.
Unemployed and early retirees (2008 and 2009) 26 19 n.a. n.a.

Source: World Bank staff analysis based on EU-SILC.
Note: n.a. = not applicable; NEET = not in employment, education, or training. 

http://dx.doi.org/10.1596/978-1-4648-0539-4


Latent Class Analysis of the Out-of-Work Population in Bulgaria, 2007–11  51

Portraits of Labor Market Exclusion • http://dx.doi.org/10.1596/978-1-4648-0539-4 

composition of the classes changes over time is particularly important to keep in 
mind when interpreting changes in class size. For instance, significant increases 
(or decreases) in class size are sometimes due to reassignments of individuals 
across classes, resulting in changes in class composition. Thus, although some 
classes may retain similar names across years due to their most salient character-
istics, their composition may nonetheless vary. The evolution of particular classes’ 
size and composition over 2008–11 can be summarized as follows: 

•	 Across time, one of the most significant changes is the increase in size of the 
group of single male NEETs, which grew by 18 percent from 197,000 to 
233,000. The composition of this group also changed. While 76 percent of this 
cluster was between 16 and 24 years old in 2007, by 2011 this share had fallen 
to 60 percent of the group. The proportion of males also increased, from 61 to 
73 percent. Moreover, the group became more skilled as the share of individu-
als who had tertiary education increased from 7 to 18 percent. Although the 
share of this group that belonged to the lowest 20 percent of the income 
 distribution decreased, it is worrisome that the number of long-term unem-
ployed increased in this group, from 38 to 43 percent. 

Figure 3.5 classes of out-of-Work population in Bulgaria, 2008–11, thousands 
of individuals
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•	 Most importantly, the previous class labeled as unemployed and early retirees 
split into two groups starting in 2010: a smaller group of retired and early-
retired men and a relatively large group of middle-aged unemployed, which 
now accounts for 23 percent of the out-of-work. The emergence of this 
new group of unemployed results from the increase in joblessness following 
the crisis. 

•	 On the other hand, although the total number of retirees also grew during the 
period,13 many of the individuals in the newly emerged group of retired and 
early-retired men may have in earlier years been grouped in the retirees cluster. 
Starting in 2010, these individuals are now grouped together with early retired 
men in the newly emerged retired and early-retired men cluster. The retirees 
group identified in 2008 and 2009 was only 65 percent female; by 2011, it 
had evolved to become 83 percent female and had also diminished in size. 
Because of its changed composition in terms of gender, it is labeled as retired 
women starting in 2010. 

•	 The stay-at-home young mothers cluster remained fairly stable in terms of its 
share of the out-of-work population during the period, although its composi-
tion varied slightly. In 2007 this cluster’s population was younger: 40 percent 
were between 16–24 years old, compared to 25 percent in 2011. Another 
important difference is in the young mothers’ partners. Although in 2009 the 
percentage of this group that had a working partner increased to 82 percent 
(from 77 the previous year), the figure decreased rapidly following the crisis to 
58 percent in 2011. This loss of income in the household meant an increased 
risk of poverty in this cluster; the share of those in the poorest income quintile 
increased 9 points from 2007 to 2011. 

•	 The low-educated early-retired disabled group maintained the same relative 
share of the out-of-work population, between 3 and 5 percent, during the 
period. In terms of composition, a larger share of the individuals in this 
group became disabled—from 15 to 40 percent—and a larger share also 
became long-term unemployed, 8 percent in 2011 compared to 0.1 percent 
in 2007. 

•	 Finally, the cluster of low-educated rural long-term unemployed was a decreasing 
share of the out-of-work population, falling from 15 to 12 percent from 2007 
to 2011. (Note, however, that in 2009 this share went up to 17 percent before 
falling sharply.) 

Structural Aspects and Emerging Trends in the Profiles of the Out-of-Work
The clusters identified in the out-of-work population for the 2008–11 period 
reflect both structural aspects of the Bulgarian labor market. This section uses 
cross- sectional and longitudinal analysis of clusters of the out-of-work population 
to further examine the effects of the crisis on the Bulgarian labor market.
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Not only is unemployment high among youth and employment low, but youth 
labor force participation rates (LFPRs) in Bulgaria are among the lowest in the 
EU. In recent years, Bulgaria’s NEET rate has consistently been among the highest 
among the EU, while youth LFPRs, at only 29.6 percent in 2013, are well below 
the EU average of 42.2 percent (figure 3.6). In part, low labor force  participation 
and employment rates among youth reflect a full-time work tradition in Bulgaria. 
In many EU countries, youth have higher LFPRs because they are able to combine 
their studies with part-time work. For example, as many as 75 percent and 40 per-
cent, respectively, of youth in the Netherlands and Slovenia report working part 
time (Dimitrov and Duell 2013). In contrast, only about 4 percent of youth in 
Bulgaria work part time, and this figure has remained steady in recent years (ibid). 

Disabled individuals face significant barriers to employment, with important 
consequences for spending on disability benefits. In 2011, 53 percent of individu-
als of working age with at least one permanent difficulty in their daily activities 
were inactive, and only 31 percent were employed (Dimitrov and Duell 2013). 
In this analysis, the low-educated early-retired disabled cluster represented, on 
average, 4 percent of the out-of-work population (around 50,000 individuals), 
and 80 percent of this group received disability benefits. Although the percent-
age of expenditures on disability benefits as a share of GDP in Bulgaria is among 
the lowest in the European Union, this proportion has been increasing (see 
 figure 3.7) and will likely continue to rise significantly in coming years, as the 
Bulgarian population continues to age at rapid rates. Moreover, the identified 
cluster is not only heavily reliant on benefits but is also relatively young,14 imply-
ing that benefit payments are likely to continue for decades to come. Low levels 
of education and lack of work experience, as well as an inaccessible physical 

Figure 3.6 labor Force participation among Youth ages 15–24 Years, european countries, 2013
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environment and employer reluctance to hire individuals with disabilities, repre-
sent some of the structural barriers faced by this population. 

A relatively large percentage of the working-age population is already retired. In 
the working-age sample used in this analysis, two main clusters of retirees 
emerge, representing around a third of the out-of-work population. This may 
partly reflect the fact that a relatively high percentage of the population 
between 15 and 64 years old has reached retirement age.15 As shown in 
 figure 3.8, Bulgaria’s population is expected to age dramatically in the coming 
years. The median age has already increased from 30.3 in 1960 to 42.7 in 2012. 
This presently represents the third highest median age in the EU, surpassed only 
by Germany and Italy. In addition, LFPRs for both men and women close to 
retirement are lower than the EU-27 average.16 Delaying retirement and increas-
ing labor force participation among older individuals and the general working-
age population thus emerge as important policy priorities. 

Not only has the number of unemployed grown with the crisis, unemployment 
has also changed in nature. A new distinct class of unemployed (the  middle-aged 
unemployed) has emerged, representing 354,000 mostly unemployed individu-
als, many of whom were affected by the financial crisis. The length of 
 unemployment spells also increased following the crisis, with a resulting rise 
in the number of long-term unemployed individuals. It is also evident that 
youth—who as a group are already at a disadvantage in the labor market for 

Figure 3.7 expenditures on Disability Benefits as a share of GDp in europe, 2008 and 2010
percent
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structural reasons—were also affected by the crisis, as can be seen by the 
increasing number of single male NEETs.

Despite their high reliance on benefits, many of the unemployed and stay-at-
home mothers identified in this study remain at risk for poverty. The key trans-
mission channel of income shocks during the crisis was the labor market, with 
less-educated individuals, including most Roma (see box 3.1 for a discussion of 
Roma population and labor market exclusion in Bulgaria), being the most likely 
to have been affected by labor market shocks. The public response, which 
included an increase in pensions and other social protection spending, prevented 
a sharp increase in poverty (World Bank 2012). However, the stimulus under-
utilized Bulgaria’s battery of well-targeted programs, including child allowances 
and especially the guaranteed minimum income (GMI) program, which covers a 
very small part of the population and of the poor. As such, inefficient targeting 
and low generosity have thwarted poverty reduction, even though on average 
more than 60 percent of the middle-aged unemployed, stay-at-home young mothers, 
and low-educated rural long-term unemployed identified in this study receive at 
least one form of social benefit. This is especially the case for the low-educated 
rural long-term unemployed, 69 percent of whom are in the poorest income quin-
tile. The groups of retired individuals, on the other hand, are well protected from 
poverty, in part because of a generous old-age benefit. 

Out-of-Work Population: Group Profiles from Longitudinal Analysis
Finally, by looking at longitudinal EU-SILC data for the 2008–10 period, one can 
better understand the dynamics within clusters and notice other movements in 

Figure 3.8 Demographic change in Bulgaria
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Box 3.1 roma population and labor market exclusion in Bulgaria

Labor market exclusion in Bulgaria cannot be discussed without giving special consideration 
to the situation of the country’s Roma population, a population that faces significant structural 
barriers. Because EU-SILC data do not include a differentiating indicator for Roma and non-
Roma, the out-of-work population classes identified in this exercise cannot directly be linked 
to a Roma/non-Roma pattern.

According to national census information, there are about 370,000 citizens of Roma origin 
living in Bulgaria (approximately 5 percent of the total population). This number reflects the 
lower bound of estimates, in part because many Roma in Bulgaria also identify with the Turkish 
ethnicity. Members of the Roma minority achieve lower human development outcomes and 
are not fully integrated into economic activity. In 2011, the poverty headcount rate among 
Roma was 68 percent, in contrast to a poverty rate of 23 percent at the national level (see 
table B3.1.1). In the same year the employment rate stood at 57 and 52 percent, respectively, 
for non-Roma men and women, while for Roma the corresponding figures were only 42 and 
26 percent (World Bank 2013a). Willingness to work, as measured in the labor force participa-
tion rate (LFPR), has been shown to be relatively high among Roma, exceeding the LFPR in the 
majority population in the case of men: According to data from the 2007 World Bank Bulgaria 
Multi-Topic Survey, LFPR among non-Roma stood at 79 percent and 68 percent for men and 
women, respectively; in contrast, among Roma, the corresponding results were 85 and 
59   percent. Unemployment rates are also disproportionately high among Roma, having 
reached as high as 53  percent among Roma women before the crisis (data are for 2007). 
Unfavorable labor market outcomes among Roma population can be in part explained by a 
significant education gap between Roma and non-Roma population that is even higher 
among women. A World Bank study (2010) finds large gaps in the share of Roma and non-
Roma population with a secondary education: Among Roma, only 16 and 10 percent of men 
and women, respectively, had completed secondary education; the corresponding figures for 
non-Roma men and women stood at around 87 percent. Only in recent years have educational 
outcomes for Roma children started to improve. Lastly, discrimination appears to be the cause 
of about a third of the Roma/non-Roma wage gap (World Bank 2010), and may be a further 
contributor to low employment rates. 

As World Bank (2010) outlined, the underperformance and exclusion of Roma carries a 
 significant economic and fiscal cost for countries in the region. For Bulgaria, the economic and 
fiscal costs of Roma exclusion were estimated at EUR 0.56 billion and 0.37 billion in 2010, 
respectively. In light of the projected decline of the working-age population in Bulgaria, active 
inclusion of minority populations in education, labor markets, and other areas of society is a 
key development challenge for the country. 

box continues next page
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the labor market. The latent class analysis of the out-of-work in the 2010 longi-
tudinal data set (which comprises a subsample of around 500 observations), 
yielded  similar results in terms of latent classes, though in light of the reduced 
sample size it became necessary to combine some categories of out-of-work 
individuals, producing only four distinct clusters. Since there are some similarities 
in the size and characteristics of these four clusters compared to the cross-section 
 analysis, the findings from the panel data can be used to understand further the 
dynamics of the previously described sample. The four identified classes, in order 
of magnitude, are: 

•	 Married or widowed retirees (30 percent)
•	 Low-educated rural unemployed (30 percent)
•	 Single NEETs (26 percent) 
•	 Stay-at-home mothers (14 percent)

Annex 3 (see Appendix A for a link to the online-only annexes) shows the sta-
tistical description of the latent classes in full, while table 3.6 summarizes the 
most salient characteristics of the four classes. 

An advantage of the dynamic panel analysis is that the labor market status of 
individuals in these four classes can be observed across time, providing informa-
tion on the flows in and out of jobs two years later (tables 3.7 and 3.8). 

The longitudinal analysis indicates that the reduction in employment 
between 2008 and 2010 is predominantly explained by job losses and move-
ment into unemployment. Table 3.7 shows the flows of the 2008 working-age 
population,17 according to their labor market status in 2008 into any of the 
four latent out-of-work classes or into employment. The table shows that 11 per-
cent of the individuals who were employed in 2008 moved into one of the four 
out-of-work classes in 2010, whereas the remaining 89 percent continued in 
employment. The group of low-educated rural unemployed absorbed almost half 
of the job losses—around 5 percent of the previously employed, versus only 
2 percent in the case of married or widowed retirees, single NEETs, and 

Box 3.1 roma population and labor market exclusion in Bulgaria (continued)

table B3.1.1 poverty headcount rate and Distribution

Poverty headcount rate Distribution of the poor Distribution of population

Feb-10 Oct-10 Feb-11 Feb-10 Oct-10 Feb-11 Feb-10 Oct-10 Feb-11

Total 21.1 21.2 23 100 100 100 100 100 100

Ethnicity
Bulgarian 14.1 15.5 16.4 55.5 61.4 59.1 82.5 82 .9 83.1
Turkish 41.4 43.4 50.9 18.7 21.1 22 9.5 10.2 9.9
Roma 72.5 64.4 68.4 23.1 15.1 15.4 6.7 4.9 5.2

Source: Crisis monitoring survey OSI-WB, 2010–11.

Sources: World Bank 2010, 2012, 2013a.
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stay-at-home mothers, respectively. Given that single NEETs are predominantly 
unemployed (68 percent), it can also be inferred that roughly 7 percent of those 
who were employed in 2008 moved into a largely unemployed cluster in 2010, 
while the remaining 4 percent predominantly moved into an inactive class.

A significant proportion of all of the out-of work groups identified in 2010 
were hit by job losses, meaning that they were employed in 2008; this is 

table 3.6 longitudinal analysis: summary characteristics of latent classes of out-of-Work 
population in Bulgaria, 2010

1: Married or widowed retirees (30%) 2: Low-educated rural unemployed (30%)
• 96% are retired
• 43% have a partner who is not working; 38% 

are without a partner
• 60% are married; 19% are widowed
• 79% are 55–64 years old
• 68% are female
• 48% have upper secondary education; 30% have 

lower secondary
• 29 years of work experience on average
• 57% live in rural areas
• 11% report strongly limited capacity to work
• Low poverty risk: 20% in poorest income quintile
• 55% receive old-age benefits; 46% disability benefits

• 98% are unemployed
• 49% have a partner who is not working; 26% 

are without a partner
• 61% have no working adults in household
• 63% are between 35–54 years old
• Low-skilled: 60% have lower secondary 

education or below
• 17 years of work experience on average
• 60% live with children
• 70% live in rural areas
• Very high poverty risk: 54% in poorest income 

quintile
• 56% receive family child benefits

3: Single NEETs (26%) 4: Stay-at-home mothers (14%)
• 67% are unemployed; 33% are inactive
• 93% are without a partner or never married
• 69% have at least one working adult in household
• 99% are between 16–34 years old 
• 55% are male
• 3 years of work experience on average
• 63% live in rural areas
• High poverty risk: 43% in poorest income quintile
• 6 household members on average

• 59% are inactive, 39% unemployed
• 96% have a working partner
• 81% are between 25–54 years old
• 99% are female
• 12 years of work experience on average
• 73% live with children
• Moderate poverty risk: 26% in poorest income 

quintile
• 57% receive family child benefits

Source: World Bank staff analysis based on EU-SILC. 
Note: “Years of work experience” refers only to those individuals who have worked before. “Dependent children” include 
children younger than 18 years of age and household members ages 18–24 years who are economically inactive and living 
with at least one parent. “Working adult” refers to adults ages 24 years and older.

table 3.7 Bulgaria: composition of 2010 clusters based on 2008 labor market status (column percentages)

Cluster Working-age population in 2010

Labor market status in 2008

Unemployed Retired Disabled Other inactive Employed

1 Married or widowed retirees 4 95 52 5 2
2 Low-educated rural unemployed 39 4 0 6 5
3 Single NEETs 21 0 48 44 2
4 Stay-at-home mothers 12 0 0 18 2
NC Employed 25 1 0 28 89
Total 100 100 100 100 100

Source: World Bank staff analysis based on EU-SILC. 
Note: For 2010, students 16–24 years old who are inactive are excluded from the sample. Numbers referred to in the text appear shaded in gray;
NEET = not in employment, education, or training.
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especially so among the low-educated rural unemployed and stay-at-home mothers. 
Table 3.8 allows for the identification of the groups in the 2010 population that 
were most affected by job losses. The group of low-educated rural unemployed is 
the hardest hit, with 34 percent of its members formerly employed in 2008. 
The second group to be affected by job losses is the class of stay-at-home mothers, 
27 percent of whom lost their jobs. Comparatively, only 13 percent of single 
NEETs lost their jobs. However, this may explain the fact that many single 
NEETs who are unemployed are first-time jobseekers, so few were likely to have 
been employed in 2008 in the first place. During economic downturns, youth 
are generally more likely to lose their jobs, since they tend to work in cyclically 
 sensitive industries such as construction or hold temporary contracts 
(Eurofound 2012). 

Longitudinal analysis suggests a lack of flow into employment. Table 3.8 also 
shows that 90 percent of those employed in 2010 were already employed in 
2008. In addition, from the previous table, it is clear that only 25 percent of the 
unemployed and 28 percent of the “other inactive” (that is, not retired or 
 disabled) in 2008 moved into employment in 2010. This pattern might then 
reinforce the divide between the employed and the unemployed. 

From profiling to activation

The current general labor market situation, along with institutional and resource 
deficiencies, make the activation and integration of many of the identified out-
of-work groups a demanding challenge. Low labor demand and sluggish growth 
are exacerbated by deficiencies in the institutional setup and resources of the 
public employment service, active labor market policies (ALMPs), and related 
social services in Bulgaria. Spending on ALMPs has been drastically reduced in 
recent years, while the GMI scheme provides low coverage and is generally not 
associated with activation measures. Prioritizing interventions is therefore of 
great importance. This section will (a) give an overview of activation and inclu-
sion policies in Bulgaria; (b) gauge the activation need and activation potential of 
each group of out-of-work persons; and (c) propose a focused set of interventions 
for the prioritized groups. It is important to keep in mind that the proposed 

table 3.8 Bulgaria: composition of 2010 clusters Based on 2008 labor market status (row percentages)

Cluster Working-age population in 2010

Labor market status in 2008

Unemployed Retired Disabled Other inactive Employed Total

1 Married or widowed retirees 5 77 1 4 12 100
2 Low-educated rural unemployed 58 3 0 5 34 100
3 Single NEETs 38 0 1 48 13 100
4 Stay-at-home mothers 39 0 0 34 27 100
NC Employed 6 0 0 4 90 100

Source: World Bank staff analysis based on EU-SILC. 
Note: For 2010, students 16–24 years old who are inactive are excluded from the sample. Numbers referred to in the text appear shaded in gray;
NEET = not in employment, education, or training.
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interventions are meant only as a starting point in a discussion with country 
authorities on general activation policies and their respective priorities. While the 
latent classes identified in this exercise points generally toward certain effectively 
tailored policies, it would be beneficial to conduct a more detailed profiling exer-
cise at the individual level. Latent class analysis allows for the classification of a 
vast population into broad meaningful categories, but variation within groups 
still has implications for the level of appropriate support for the purposes of 
activation.

Activation and Inclusion Policies in Bulgaria
After the financial crisis started to have economic and employment effects in 
2009, Bulgaria responded with a further cutback of ALMP spending from 
2009 onward. In contrast to the average OECD spending on labor market poli-
cies (LMPs) of 1.44 percent of GDP in 2011, Bulgaria spent only 0.59  percent 
of GDP on public employment service administration, ALMPs, unemploy-
ment, and early retirement benefits combined (see figure 3.9). Some of the 
spending from the national budget on ALMPs has since been replaced with 
funding from the European Social Fund (ESF), allowing for more  program 
flexibility, but also incurring additional administrative burdens on public 
employment services. 

The great majority (71 percent) of LMP spending in Bulgaria goes to “passive” 
benefits, namely unemployment benefits and early retirement. Though, on aver-
age, OECD countries also allocate most LMP spending to these types of benefits, 
the proportion is considerably lower, at 60 percent (see figure 3.10). 

Even though a large proportion of LMP spending goes to passive policies, 
coverage of the unemployed by unemployment benefits or the GMI program is 
low. Of the registered unemployed (comprising short- and long-term unem-
ployed workers), only 14 percent received unemployment benefits and only 
6 percent received GMI. Activity in the informal economy is high, estimated at 
19.5  percent for men and 12.9 percent for women in 2008, which exacerbates 
the lack of access to unemployment insurance (Packard, Koettl, and Montenegro 
2012, 31). 

Participation in the GMI program is not well linked to activation or work 
 incentives. Recent findings from a World Bank study on the activation of vulner-
able groups in Bulgaria (Dimitrov and Duell 2013) confirmed that the participa-
tion in the GMI program is generally handled in a traditional “social assistance” 
type way, with social workers more concerned about enforcing asset and income 
tests than providing activation and linkage to social services. The attractiveness of 
the GMI and any work incentives are further reduced by a six-month waiting 
period, mandatory community work (without activation, employment linkage, or 
skill development), and the absence of earnings disregards for benefit recipients. 
Absence of part-time employment legislation further increases the barriers to 
entry-level employment for young people, parents, and labor market outsiders 
(EC 2013b, 24). 

http://dx.doi.org/10.1596/978-1-4648-0539-4


Latent Class Analysis of the Out-of-Work Population in Bulgaria, 2007–11  61

Portraits of Labor Market Exclusion • http://dx.doi.org/10.1596/978-1-4648-0539-4 

The institutional setup of active labor markets and services is highly fragmented. 
The institutional delivery structure for activating policies and services is divided 
between the Public Employment Service, the Social Assistance Agency, the 
National Security Institute, and other agencies, including the Ministry of 
Education (literacy) and Medical Commissions (disability). Current collabora-
tion between these agencies is limited, focused on rule enforcement and program 
crosschecks rather than on activation and job linkage. Strict, regular enforcement 
of asset and income tests among the GMI population further reduces the 
 incentive for (formal) work. 

Figure 3.9 labor market policy (lmp) spending in Bulgaria as a share of GDp
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Labor force participation and maternity leave. Potential concerns for female 
labor force participants in many countries are regulations and labor market 
arrangements for (paid) maternity leave and extended absences from the 
 workplace. Bulgaria grants an OECD record of 68 weeks of maternity leave, 
most of it with paid benefits, for formal nonagricultural workers. While the 
intuitive conclusion would be to assume a lower female employment rate, the 
opposite is true among the active population. Female unemployment 
(9.8  percent) for 15- to 64-year-olds is actually lower than the male unemploy-
ment rate (12.4 percent in 2011). LFPR for young women is lower (24.9  percent 
compared to 33.9 percent for men), but this could be explained by women’s 
greater participation in higher education. Once women hit prime age, their 
labor force participation is actually quite high in Bulgaria compared to EU-27: 
79.3  percent for women vs. 84.5 percent for men. The gender gap in LFPR is 
thus 5.2  percentage points in Bulgaria, compared to a 13 percentage point gap 
in the EU-27. Overall, Bulgaria could benefit from a more employment-friendly 
and human-capital preserving approach to maternity leave, since the overall 
LFPR is quite low. Women’s  caregiving responsibilities, combined with a lack of 
child-care options, play a part in this. 

Figure 3.10 composition of spending on labor market policies (lmps) in 
Bulgaria, 2011
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Finally, some programs for the inclusion of inactive and marginalized groups 
deserve special mention. These are the program for Roma mediators in employ-
ment offices (“Activating inactive people in the labor market”) and the national 
literacy program for adults, which help to overcome severe under qualification 
and barriers to entry. 

Activation Priority, Activation Type, and Benefit Receipt by Group
In further considering the approach toward labor market integration, an assess-
ment of the priorities and potentials of the identified groups is needed. Given the 
limited resources for programs and the low availability and difficulty coordinat-
ing staff in the Bulgarian social assistance and public employment departments, 
prioritization of interventions is all the more important. After the first step 
(“activation priority”) of prioritizing interventions along activation need and 
 activation potential, a second step (“activation type”) will classify the groups 
according to the kind of activation intervention needed, depending on the social 
or labor market barriers to be overcome. Lastly, as a third step, information on 
household income composition of the different groups will be used to assess poten-
tial cross-dependencies of the benefit system with the labor market status and 
activation approaches. 

Activation Priority
Table 3.9 gives an overview of the identified inactive classes, their respective 
activation need, and activation potential. The total number of persons estimated 
in these clusters is 1.56 million, representing about 21 percent of the total popu-
lation and 33 percent of the working-age (16–64) population of Bulgaria in 2011.

In the table, “activation need” refers to a group’s level of need for inclusion in 
the labor market in order to gain income and reduce or end poverty. “Activation 
potential” describes that group’s ability or motivation to be in the labor market. 
High activation need might be driven by high poverty risk (as in the case of the 
low-educated rural long-term unemployed), whereas high activation potential could 
be driven by previous work experience or a relatively good educational base (for 
example, the middle-aged unemployed). 

table 3.9 activation need and potential of Different clusters in Bulgaria

Share % 
(2011) Cluster

Activation 
need

Activation 
potential

Priority 
for action

23 Middle-aged unemployed Medium High High
19 Retired women Low Low Low
15 Stay-at-home young mothers Medium Medium Medium
15 Single male NEETs High Medium High
13 Retired and early-retired men Low Medium Low
12 Low-educated rural long-term unemployed High Medium High
3 Low-educated early-retired and disabled Low Low Low

Source: World Bank staff analysis and assessment 2014.
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From this overview, an initial set of priorities arises: the middle-aged 
 unemployed, single male NEETs, and low-educated rural long-term unemployed are 
the highest priority for activation. Their high priority stems from their relatively 
large cohort sizes, high or medium activation need due to high poverty risks, and 
activation potential through labor market proximity given their work histories 
and education. Stay-at-home young mothers follow closely behind these classes as 
a priority, but are classified as slightly lower priority owing to their nondeclared 
unemployment and to the significant share who have at least one working adult 
in their households. Retired women (86 percent of whom are over the current 
retirement age of 60 years),18 retired and early-retired men (who have compara-
tively low poverty risk, in part due to old-age benefit income), and the 
 low- educated early-retired and disabled are not prioritized for activation measures 
or policies due to their lower activation need and potential (almost 80 percent 
of the low-educated early-retired and disabled report a strongly limited capacity 
to work). 

In a less constrained environment, with more established activation and labor 
market integration policies for younger and middle-aged jobseekers, additional 
consideration could be given to reprioritizing the group of retired and early-retired 
men. Nearly half, 47 percent, are between ages 45 and 59 years, and could thus 
be considered to be in early retirement19 and potentially amenable to reintegra-
tion into the labor market. Given the extreme demographic pressures in Bulgaria, 
special attention needs to be paid to limiting inflow into this group of unem-
ployed and avoiding further increases in the number of early retirees. Given the 
fact that 52 percent of this group’s total household income still derives from 
labor and 46 percent from transfers (specifically, old-age and disability benefits 
for this class represent 29 percent and 11 percent, respectively, of the total spent 
on such benefits), all three levers need to be considered: (1) continuing labor 
income, (2) reducing retirements and pension payments, and (3) managing entry 
into disability benefits. 

Activation Type
As a second step, the relative severity of labor market or social obstacles to 
labor market integration will serve as an orientation for activation approaches. 
Figure 3.11 depicts the prioritized clusters along the labor market and social 
 barrier dimensions; the size of the bubbles correspond to their relative 
group size. 

As a result of mapping the barriers to labor market integration faced by the 
four prioritized groups, we can quickly discern the respective types of activation 
that could be undertaken for them. Whereas the low-educated rural long-term 
unemployed will require activation across the labor market proximity and social 
inclusion axes, the single male NEETs or the stay-at-home young mothers will 
mainly require job-search and professional training assistance on the labor mar-
ket dimension. For the stay-at-home young mothers group, local social  services 
(especially child care) will have the greatest effect on activation. The middle-
aged unemployed will mainly require employability-enhancing measures. 
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Household Income Composition
When analyzing the 2011 household income of the groups, we realize that 
 benefits are the major income source for only two of them (retired women and 
low-educated early-retired and disabled). For the large prioritized groups, no 
immediate benefit or incentive-trap picture emerges from the overview. 
Households of middle-aged unemployed rely on pensions for 14 percent of their 
income, but in terms of actual numbers, only 7 percent receive old-age benefits. 
For retired women, old-age benefits make up 46 percent of household income, 
consistent with the fact that 97 percent of the group is retired and 86 percent is 
60-plus years old. 

Stay-at-home young mothers have the lowest benefit incidence among all 
groups (23 percent of household income) while single male NEETs are close 
behind, with 24 percent of household income. Old-age benefits make up 8 and 
11 percent of the household income in these groups, an understandable fact since 
someone older than 64 is present in 19 and 23 percent of these households, 
respectively. These are interesting household composition effects, but they pres-
ent no immediate labor market participation disincentives for the young women 
and men in the stay-at-home young mothers and single male NEETs groups. 

Retired and early-retired men receive 29 percent of old-age benefits, 40 percent 
if old-age and disability benefits are combined. The same figure for the low- 
educated early-retired and disabled is 44 percent (with disability benefits making 
up 26 percent of the total). Among the low-educated rural long-term unemployed, 
incidence of family/child benefits is rather high (13 percent of household 
income) and old-age benefit income comparatively low. This could reconfirm the 

Figure 3.11 activation types of prioritized clusters, Bulgaria

Intensified activation
(TVET, skills)

Market ready
(job info, matching,
search assistance)

Hard-to-serve
(skills, special support)

Special support
(care for dependents,

transport, social, health)

Stay-at-home
young mothers

Low-educated
rural long-

term
unemployed

Single
male

NEETs

Middle-aged
unemployed 

Social barriers (child care, gender, poverty, disability)

La
bo

r m
ar

ke
t b

ar
ri

er
s 

(e
du

ca
ti

on
, s

ki
lls

, e
xp

er
ie

nc
e)

High

High

Source: World Bank staff analysis and assessment 2014.
Note: TVET = technical and vocational education and training.

http://dx.doi.org/10.1596/978-1-4648-0539-4


66 Latent Class Analysis of the Out-of-Work Population in Bulgaria, 2007–11 

Portraits of Labor Market Exclusion • http://dx.doi.org/10.1596/978-1-4648-0539-4

hypothesis that many Roma and Turkish minority citizens are part of this group, 
as their benefit receipt patterns show greater use of family/child than of old-age 
benefits. 

Given the overall picture of benefit receipt revealed by EU-SILC data, no 
immediate need for action emerges when looking just at these groups of inactive 
and out-of-work residents.

Suggestions for Activation Measures and Further Analysis
This section sets out a set of potential activation measures for each of the priority 
groups. Areas for further policy dialogue with respect to improving the imple-
mentation of activation policies are also outlined.

The suggestions below should be considered as a starting point for further policy 
dialogue between EC DG EMPL, the World Bank, and the Bulgarian authorities, 
bearing in mind that the groups identified still have some heterogeneity that may 
affect the level of support required. Accordingly, these suggestions are not meant 
to be an exhaustive set of possible activation measures. 

It should be kept in mind that the class descriptions are derived from 2011 
EU-SILC data. Since then, general economic development, policy actions by the 
government of Bulgaria, and European Commission country-specific recommen-
dations might already have reflected some of the policy suggestions or rendered 
them obsolete.

Middle-aged unemployed (23 percent, Priority: High). This group is character-
ized by a middle-aged (66 percent between 35 and 54 years) and mainly rural 
(64 percent) profile comprising both men and women who are unemployed 
(83 percent). Their mid-level skill profile and average of 18 years of work experi-
ence makes them a ready-to-work group. They have an elevated need for activa-
tion, as only a small majority (52 percent) have working spouses, and with 
37 percent in the poorest income quintile, their poverty risk is high. Potential 
activation measures for this group include the following: 

•	 Build activation on previous work experience and skills. Owing to the fact that 
labor market integration is as much about hard skills as it is about self-esteem 
and self-motivation, activation measures for the middle-aged unemployed could 
start by reconnecting with the jobseekers’ previous industry or skill profile. It 
will be important for employment counselors or training providers to avoid 
narrowly looking at the occupation held, but rather attempt to reconnect, 
update, and extend the skills that the worker exercised during the last job. In 
light of the potential for informal economy employment for this group, efforts 
to formalize employment ought to be promoted, for example through the 
introduction of in-work benefits and greater use of part-time employment. 
Generally, however, formalized employment must be supported from a multi-
tude of angles (taxes, labor inspection, benefit systems, and so on). 

•	 Facilitate part-time work and temporary placement in companies. In order to 
enable jobseekers to reconnect with the labor market and with specific (new) 
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industries or employers, part-time work experiences or temporary placements 
could be encouraged. This would require working arrangements through the 
local regional employment commissions or district development councils. 

•	 Mobility and training schemes. For individuals in households with limited fam-
ily commitments (at least 48 percent do not have caregiving responsibility for 
children20), training combined with (regional) mobility support could enhance 
the labor market prospects of some jobseekers in this class, overcoming the 
shortage of employment in rural areas. 

Single male NEETs (15 percent, Priority: High). Two-thirds of this group’s mem-
bers are unemployed (68 percent), 43 percent for more than one year; an addi-
tional 31 percent are inactive. The class is 73 percent male, between 16 and 34 
years old, and has generally never married or is without a partner. The majority 
(61 percent) have no work experience. Their qualification level is more 
 heterogeneous than that of the middle-aged unemployed, with close to one-third 
having no more than a lower secondary education and one-sixth having a tertiary 
degree. While the activation need for this group is high (long periods of unem-
ployment during youth can have detrimental effects on lifetime employment and 
earnings prospects), their activation potential is lower, owing to their lack of 
labor market experience and relatively high (32 percent21) receipt of social assis-
tance benefits, which might not encourage job seeking. Following are some pro-
posed activation policies for this group. 

•	 Second-chance programs. In light of the recent educational experience of some 
of the group’s members, programs to reconnect with technical schools or pro-
fessional education colleges could be attempted with this target group. For 
“older” candidates and those with low educational attainment, these second-
chance programs would need to take the form of traditional training and work 
placement schemes, and be strongly complemented by basic life and occupa-
tional behavior and motivation elements. 

•	 Mobility and young-adult housing in cities. In order to provide an orderly and 
supported channel for rural to urban migration and professional experience, a 
“foyer” model could be introduced which provides low-cost housing, profes-
sional orientation, and general guidance for young people moving from rural 
areas to live and work in major cities. This mobility support would need to be 
integrated with general public employment service programs and “foyers” 
would need to draw on a network of partner employers to place and train 
young people. 

•	 Language skills and training for (temporary) migration. Given the low level of 
caregiving responsibility for this group, labor market integration could also 
evolve around (temporary) migration to other European Union countries and 
placement into jobs that have the potential to provide mid- to high-level 
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employment in Bulgaria. Activation and training measures for jobseekers 
could focus on language skills and job-search skills. The government should 
seek agreements with receiving countries to ensure investment in qualifica-
tion and adequate treatment of jobseekers during the work placement abroad. 
In 2014, Bulgarian nationals will enjoy freedom of movement and occupation 
within the European Union. LMP could complement this opening of 
opportunities. 

•	 Youth volunteer mobilization programs. In light of the high proportion of 
inactive members and the low level of work experience in this group, 
another axis of activation and labor market attachment is volunteering and 
community organizing projects. Such programs, which provide a combina-
tion of community work, minimal remuneration, and elements of training 
on basic skills, self-esteem, and physical exercise could be supported by 
public employment services, municipalities, or cultural and educational 
NGOs. 

Low-educated rural long-term unemployed (12 percent, Priority: High). This 
group has the highest poverty risk in the sample (69 percent fall in the poorest 
income quintile), a very low education level, high unemployment, and inactivity. 
The class is more rural (70 percent) and tends to belong to households with 
caregiving responsibility for children (70 percent live in a household with at least 
one child). The high poverty risk coincides with a substantial self-declared share 
of social assistance receipts (64 percent22). While no “Roma” indicator is con-
tained in the EU-SILC data, this profile suggests that Roma might make up a 
significant part of this group. Any activation policy targeted toward this group 
would need to be closely coordinated with national and international efforts to 
improve Roma integration and access to services. Among our proposed policies 
for this group are: 

•	 Integrate basic education into training and employment programs. Given the low 
level of secondary educational attainment in this group, activation measures 
would need to include adult-learning modules and “second chance” opportuni-
ties for basic numeracy, literacy, and general knowledge. If an important share 
of ethnic minority members (Roma) are to be found in this class, appropriate 
linkage with resident and embedded coordinators inside employment offices 
or social assistance agencies should be ensured. 

•	 Provide local employment and training. Given the high share of family-bound 
members in this group, wider mobility support will likely be ineffective. 
Instead, local employment creation and “enhanced” public works programs 
(for example, combined morning training modules and afternoon work mod-
ules) could maintain labor market linkage and provide support locally or 
regionally. 
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•	 Build on existing work experience. As prime-aged (25–54 years) unemployed, 
many in this group can count on a relatively long tenure of work experience 
(15 years on average). While some of the skills gained in that work experience 
might have become obsolete or atrophied during extended unemployment, 
re connecting with prior firms, industries, and occupational communities can 
be an important step for this group. Active labor market programs should 
support this through self-help support or direct training/individual 
coaching. 

•	 Address discrimination. It is possible that some members of this group are sub-
ject to labor market discrimination because of their regional or ethnic origin. 
Discrimination in the workplace would need to be addressed as part of a wider 
anti-discrimination policy in the country. 

Stay-at-home young mothers (15 percent, priority: medium). This group of women 
is relatively young, with 75 percent between the ages of 16 and 34 years. Eighty-
three percent are likely to have caregiving responsibility for children (54 percent 
live in households with children below six years of age). Their activation poten-
tial is gauged as slightly lower, owing to such family commitments. Although 
their risk of poverty is similar to that of the middle-aged unemployed or single male 
NEETs, a great majority (79 percent) of the members of this group have at least 
one working adult in the household. Some possible activation policies for this 
group include: 

•	 Linkage of child-care offerings with (re)-qualifications for mothers. Given the fact 
that the majority of women in this group may remain inactive as a result of 
caregiving responsibilities and the fact that at least one adult in the household 
is already working, one of the key steps to enable activation and labor market 
participation is to make available sufficient good-quality child-care offerings. 
Provision of child care could be coupled with training and refresher education 
classes for women. 

•	 Volunteering, self-organization, and training in social services or entrepreneurship. 
In light of the very high level of inactive (67 percent) women in this group, 
novel forms of “activity” attachment could be supported through local public 
employment services or municipalities. Given available free time (that is, if 
child care is provided), women could be encouraged to volunteer in commu-
nity causes or be supported in self-organization of cooperatives or small busi-
nesses. This volunteering could be combined with on-the-job training units in 
the respective services (for example child care, elderly care, community work, 
and so on). 

•	 (Temporary) part-time employment as a first step into the labor market. Taking a 
part-time contract (and expanding it to full time after some years) can be an 
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appropriate means to maintain labor market engagement for mothers. As a 
subject of labor law policy, this flexibility should be explored, while at the 
same time creating incentives for employers and employees to switch to full-
time employment as soon as possible23 (given the upcoming labor shortage in 
the overall economy and expected shortfall in retirement income for women 
with a part-time work history). 

•	 General work placement and training courses. When courses are available, 
women from this group should be given the opportunity to receive training 
and qualification courses by the PES. 

The latent classes of retired women (19 percent), retired and early-retired men 
(13 percent), and low-educated early-retired and disabled (3 percent) are not 
further considered for activation policies in this study. Together, these classes 
represent 36 percent of the out-of-work working-age population in Bulgaria. 
Given the extreme demographic challenges in the country, the recently 
approved increase in the retirement age to around 65 for men by 2018 and 
63 for women by 2021 is a necessary step. This increase will need to be 
matched by policies to maintain the skills and employment of workers 
54 years of age and older, along with better integration of people with disabili-
ties into the workforce, in order to counter the projected decline in the overall 
 working-age population. 

In general, further policy dialogue with the Bulgarian authorities ought to 
focus on areas that enable the government and its agencies, municipalities, and 
other labor market actors to better deploy their resources, increase coordination, 
and improve the staffing and resource situation of services. Some of the areas for 
future dialogue include:

•	 Ensuring the basis for activation policies. When delivering activation policies, 
local and regional actors (Public Employment Service, social assistance offices, 
municipalities, and so on) need to be equipped and organized in a way that 
jobseekers and inactive citizens find the right support networks and are not 
facing “silos” of different public administration. Potential areas of improve-
ment include but are not limited to (1) focusing social workers in the GMI 
program more on activation than on rule enforcement, (2) enhancing col-
laboration with nonprofits and social economy organizations for delivery of 
community and training programs and the development of an ALMP pro-
vider ecosystem, (3) reviewing the staffing level in the public employment 
service. 

•	 Changing the balance between passive and active spending. Even within its cur-
rent budget, Bulgaria could strengthen spending on active labor market mea-
sures and reduce spending on passive measures (benefits), setting a path for 
further (potential) overall increases in resources for activation policies. Given 
the extremely low level of benefits, there are natural limits to this strategy. 

http://dx.doi.org/10.1596/978-1-4648-0539-4


Latent Class Analysis of the Out-of-Work Population in Bulgaria, 2007–11  71

Portraits of Labor Market Exclusion • http://dx.doi.org/10.1596/978-1-4648-0539-4 

•	 Maintaining and extending institutional anchors for disadvantaged groups. 
Building on the experience with Roma mediators in public employment 
offices, Bulgaria ought to explore other ways to improve outreach to inactive 
and hard-to-place groups in the labor market, either through facilitators or 
through collaboration with specific community organizations or social econ-
omy providers. 

In summary, Bulgaria could benefit from improving the activation approach 
toward its out-of-work population, especially in light of the projected demo-
graphic shift. To maintain its growth potential and ensure adequate development 
for all its citizens, Bulgaria must muster “all hands on deck” to increase the num-
ber and qualifications of workers. Allowing high numbers of citizens to remain 
inactive or unemployed and not included in the labor market will exacerbate the 
grave development challenges ahead.

notes

 1. Individuals ages 16–24 years who are out of work and enrolled in education are 
excluded from the sample; they are considered to be investing in their final stages of 
human capital formation and therefore are not a particular target group for activation 
policies. Individuals enrolled in school who are between 25 and 64 years old are, how-
ever, included in the latent class analysis and will be grouped under “other inactive.” It 
is important to note that these students (those who are older than 24 years of age) 
account for less than 1 percent of total working-age population.

 2. For the latest developments on active inclusion in Bulgaria, see EC (2013b). 

 3. This variable is constructed using the self-reported current work status in the 
EU-SILC survey that has four categories: at work, unemployed, retired, and inactive. 
The unemployed are further classified into short- and long-term based on how long 
they have been actively looking for a job. The inactive is combined with another ques-
tion to separate this group into students, disabled, military, and other inactive.

 4. In order to construct this variable, individuals aged 25 or older are considered adults.

 5. This is a binary variable that takes the value one if an individual answered “yes, strong 
limitations” to whether they had been hampered in their usual activities because of 
health problems for at least the last six months. The value is zero if the answer is “yes, 
limited” or “no, not limited.”

 6. The equivalized household income takes into account an equivalence factor to weight 
the number of household members used in the denominator when calculating house-
hold income per capita. The first adult age 18 years or older has a weight of 1.0, 
children younger than 14 years old have a weight of 0.3, and other individuals 14 and 
older have a weight of 0.5. The sum of the weights of all household members is equal 
to the equivalent household size.

 7. Note that income reported in EU-SILC surveys is for the year preceding the 
survey year.

 8. Total household gross income is defined as the sum of: (at the individual level) gross 
employee cash or near-cash income; company car, gross cash benefits or losses from 
self-employment (including royalties); unemployment benefits; old-age benefits; 
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survivor benefits; sickness benefits; disability benefits; education allowances; and 
(at the household level) income from rental of property or land; family/children 
related allowances; social exclusion not elsewhere classified; housing allowances; 
regular inter-household cash transfers received; interests, dividends, profit from capi-
tal investments in unincorporated business; pensions from individual private plans; 
and income received by people under 16. Total household net income, in turn, was 
calculated by subtracting from total household gross income regular taxes on wealth, 
taxes on income and social insurance contributions, and regular inter-household case 
 transfers paid.

 9. Social benefits are aggregated in eight branches using the European System of inte-
grated Social PROtection Statistics (ESSPROS) definitions. For more information, see 
Eurostat (2011). 

 10. According to EU-SILC guidelines, dense areas have more than 500 inhabitants per 
square kilometer, where the total population for the set is at least 50,000 inhabitants. 
Intermediate areas have more than 100 inhabitants per square kilometer, and either a 
total population for the set of at least 50,000 inhabitants or a location adjacent to a 
dense area. The remaining areas are categorized as sparsely populated.

 11. The EU-SILC longitudinal survey consists of a four-year rotating panel. In each year, 
approximately three-quarters of individuals present in the previous year are retained. 
The samples used in the latent class analysis include about 3,000 observations for each 
year in the cross-sectional analysis and 500 observations in the longitudinal analysis. 
The population is weighted with individual weights.

 12. Sixty-one percent are 16–24 years old, and another 35 percent are 25–34 years old.

 13. From 2008 to 2011, the number of (early) retired men and women in our sample rose 
by 2 percent; in contrast, the number of short-term and long-term unemployed 
increased by 6 percent.

 14. In 2011, 42 percent of this group was younger than 35, and 36 percent was between 
the ages of 35 and 54 years.

 15. The current retirement age in Bulgaria is 60 for women and 63 for men.

 16. The labor force participation rate for men ages 55–64 years is about 4 percentage 
points lower than the EU27 average; for women ages 60–64 years, labor force partici-
pation is about 5 percentage points below the EU27 average. 

 17. The data do not include individuals 62 years of age and older in 2008, who would be 
dropped from the sample in 2010 because they are older than 64 years of age. Also, 
students younger than 25 years old in 2010 are excluded from this analysis because 
they are not considered a target group for activation policies.

 18. http://www.ssa.gov/policy/docs/progdesc/ssptw/2012–2013/europe/bulgaria.html

 19. The current retirement age for men in Bulgaria is 63 years.

 20. Almost half of this group have no children, and the proportion without child-care 
responsibilities could be even higher: only 19 percent live in households with children 
younger than six years of age.

 21. Twenty-eight percent receive family benefits and 11 percent receive social exclusion 
benefits; together, 32 percent receive at least one of these two benefits.

 22. Fifty-three percent receive a family child benefit and 23 percent receive a social exclu-
sion benefit; together, 64 percent receive at least one of these two benefits.

 23. That is, as care-giving responsibilities start to diminish.
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c h a p t e r  4

Latent Class Analysis of the 
Out-of-Work Population in 
Estonia, 2007–11

Background

Estonia entered the global financial crisis following a long period of high growth. 
According to the World Bank’s World Development Indicators, between 2000 
and 2007, the country was one of the fastest growing economies in the world, 
growing at an average rate of about 8 percent per year, with a peak of more than 
10 percent in 2006. These figures are all the more impressive if compared to the 
growth rates observed by the EU-28 as a whole, or the euro area (which 
expanded 0–3 percent per year over the same period). 

Estonia saw a significant downturn associated with the global economic crisis, but 
it rebounded quite quickly, at least in terms of GDP growth. The cyclical downturn 
of the economy started earlier in Estonia than in neighboring countries. By 2008, 
the country had already felt the effects of the global downturn, with GDP 
growth for the year settling at negative 4 percent, in stark contrast to neighboring 
Lithuania, which displayed 3 percent GDP growth for the same year. The 
Estonian economy suffered its worst year in 2009, when output contracted by a 
staggering 14.1 percent, only slightly better than Lithuania’s 14.8 percent. As 
with other countries in the region, this decline was mostly due to Estonia’s strong 
dependence on exports, which collapsed in the 2008–09 period. While neighbor-
ing Latvia fared somewhat worse, the Estonian economy’s dip was much more 
severe than those suffered by the average EU-28 country or euro-area member, 
which witnessed negative growth rates in the 5 percent region in 2009. However, 
like nearby countries with similar income levels (for example, Lithuania and 
Latvia), Estonia recovered from the shock faster than its European partners. GDP 
growth was back into positive territory by mid-2009, settled at almost 3 percent 
in 2010, and reached a staggering 9.6 percent by 2011—almost twice the rates 
of Latvia and Lithuania—making the country the fastest growing economy in the 
EU. Growth rates returned to more modest levels by 2012 and 2013, at 3.9 and 
0.8, respectively. 
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Unemployment levels, which saw a dramatic increase, are taking much longer to 
recover. Paralleling the developments observed in Lithuania and Latvia, unem-
ployment in Estonia had been decreasing since the early 2000s, settling at a little 
more than 4 percent in 2007. However, as the effects of the global financial crisis 
unraveled, the country suffered a large and extremely rapid increase in unem-
ployment; by the end of 2008, joblessness had risen to about 6 percent, climbing 
to 14 percent in 2009 and eventually peaking at 17 percent in 2010. Such 
increases were considerably larger than those in the EU-28 or the euro area as a 
whole, but comparable to what other countries in the region of similar income 
levels witnessed. However, unemployment started decreasing in late 2010. By 
2013, the average rate reached 8.9 percent, which is still above pre-crisis levels, 
but considerably lower than the joblessness rate observed in the region. 

As in Lithuania and Latvia, young Estonians were particularly affected by the 
downturn. Like the overall unemployment rate, joblessness among those between 
the ages of 15 and 24 declined steadily in the pre-crisis period, reaching 
10  percent in 2007. As the recession hit, youth unemployment skyrocketed to 
29 percent in 2009 and 33 percent in 2010. However, by 2013 unemployment 
in the 15–24 cohort had significantly recovered, reaching 19 percent or so, still 
almost 10 percentage points above the 2007 level but considerably lower that 
the rates observed in Lithuania and Latvia (22–24 percent). 

Men were generally more affected than women by the crisis, at least in terms of 
unemployment. As figure 4.1 below shows, at all age levels, Estonian men suffered 
larger increases than women in their rate of unemployment. Both men and 
women in the 25–64 age category entered the crisis with unemployment rates 
close or slightly below 5 percent; however, by late 2010, women in this age group 
displayed unemployment rates hovering around 13 percent, as opposed to the 
18 percent or so registered among men of the same age. Among young Estonians, 
men were also affected much more than women, with the rate of joblessness 
among 15- to 24-year-old men peaking at 35 percent, as opposed to 30 percent 

Figure 4.1 Unemployment rates by age and Gender in estonia, 2003–13
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among women of the same cohort. Based on data from Statistics Estonia, the 
OECD (2012) also points to labor market discrepancies between Estonians and 
ethnic non-Estonians. Whereas about 10 percent of Estonians were unemployed 
in 2011, ethnic non-Estonians were unemployed in about 18 percent of the cases. 

One of the most worrying developments of the crisis was the significant increase 
in the share of long-term unemployed. In 2013, according to Eurostat and as shown 
in figure 4.2, in the average EU-28 country almost 48 percent of the unem-
ployed had been looking for work for more than 12 months, up from 35 percent 
in 2009. In Estonia however, the long-term unemployment share, which had 
declined all the way to about 27 percent in 2009, reached a staggering 57  percent 
in 2011 and settled at 54 percent in 2012, a development comparable to those 
observed in Latvia and Lithuania, before declining to 45 percent in 2013. 

Another troubling change in the Estonian labor market since 2007 is the rapid 
increase in both the absolute number of out-of work individuals and in the share of 
out-of-work population relative to total population and working-age population. 
European Union Statistics of Income and Living Conditions (EU-SILC) data 
reveal that the number of the out-of-work population between the ages of 16 
and 64 (excluding students) increased steadily between 2007 and 2011, going 
from slightly more than 167,000 to slightly more than 224,000.1 This is all the 
more alarming as it occurred in a period during which both the total size of the 
population and the total number of working-age individuals in Estonia remained 
essentially unchanged (at about 1.34 million and about 0.8 million, respectively). 
This resulted in the share of out-of-work population relative to all working-age 
population increasing from 21 percent to 28 percent. 

The 2007–11 period witnessed a sizeable increase in the number and relative 
importance of unemployment (particularly long-term unemployment). Figure 4.4 and 
figure 4.5 below show the composition of working-age and of out-of-work 
Estonians in 2007 and 2011, respectively. Not only, as figure 4.3 above shows, did 
the size of the out-of-work population increase between 2007 and 2011 relative 

Figure 4.2 long-term Unemployment as a share of total Unemployment, 2003–13
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to working-age population, but long-term unemployment represented a greater 
share of Estonians, with the share of those at-work losing ground. While the share 
of long-term unemployed relative to total working-age people was about 
2  percent in 2007, the figure had increased to more than 5 percent in 2007; 

Figure 4.3 evolution of out-of-Work population in estonia, 2007–11
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Figure 4.4 composition of Working-age population (ages 16–64 Years) by labor 
market attachment in estonia, 2007 and 2011
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similarly, long-term unemployed accounted for 9 percent of the out-of-work 
population in 2007, but for 19 percent in 2011. The share of total unemploy-
ment (long-term and otherwise) among working-age individuals (excluding 
 students between 15 and 242) also more than doubled over the period, increasing 
from 4 percent to 10 percent; jobless individuals accounted for 18 percent of the 
out-of-work population in 2007, but for 37 percent in 2011. 

The developments highlighted above, in particular the increase in the size and 
relative weight of the out-of-work population and the unemployed, point to a 
deterioration in the Estonian labor market from 2007 to 2011. A deeper analysis 
of the out-of-work population, and understanding of its composition, is in fact 
key to ensuring that the right policy measures are taken and that priorities are set 
in an appropriate manner.

methodology: latent class analysis

In chapter 1 a general overview of the latent class analysis methodology was 
presented. This section explains in detail the variables and covariates used to 
identify classes or groups of out-of-work individuals that are as homogeneous as 
possible within each class according to a set of observable characteristics, and as 
distant as possible between classes. The emerging profiles can then be contrasted 
with the design and targeting of current activation policies, in order to identify 
the potential gaps and to enhance their design features.

Variable Selection
The definition of latent classes relies on a number of indicator variables to cap-
ture different “symptoms” of an overall latent condition (in this case, the typology 

Figure 4.5 Distribution of out-of-Work population in estonia, 2007 and 2011
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of joblessness). The challenge in such models is to identify a discrete number of 
variables that can best explain the heterogeneity of individual outcomes. In this 
case, two sets of categorical variables were selected: the first set to show the 
extent of labor market distance and the other to capture some of the main factors 
that can affect employment on the supply side, such as labor supply conditions 
(household-level incentives to work and physical ability to work).

•	 Distance from labor market: short-term unemployment, long-term unemploy-
ment, (early) retirement, disability, and other inactivity (largely unpaid domes-
tic work).3

•	 Labor supply conditions: whether the individual’s household has at least one 
working adult,4 and perceived limitations on activities due to health 
problems.5 

•	 Work experience: if the individual has worked before and, in this case, whether 
he or she worked for two or more months in the last year. 

In addition to indicators, the model includes active covariates, which are used 
to improve the classification of individuals in each class. In this case the active 
covariates are the demographic variables that are normally used to disaggregate 
labor market outcomes:

•	 Age-group category (four groups)
•	 Gender
•	 Human capital: the highest educational level achieved (three groups)
•	 Degree of urbanization6: densely populated, intermediate area, sparsely 

populated 

Once the latent classes have been defined, inactive covariates that were not 
included in the model can be used to characterize the individuals in each class 
and the households in which they live. The inactive covariates chosen describe 
those characteristics that may provide valuable information for the design of 
tailored policies that address barriers to employment, including income level. 
They include:

•	 Household welfare conditions:
 – Income quintile (defined by equivalized disposable household income7,8) 
 – Labor, benefit, and other income as share of total gross household income9 
 – Labor market status of partner
 – Tenure status
 – Household ability to keep dwelling warm
 – Partner’s labor income
 – Quintile of partner’s labor income
 – Binary variables for beneficiaries of social protection benefits10 
 – Share of each benefit over the household’s total gross income
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•	 Household demographics:
 – Household size
 – Household family types
 – Binary variable showing whether there are children younger than 6 years of 

age in the household
 – Binary variable denoting whether there are three or more under-16 children 

in the household
 – Children younger than 13 years of age in the household receiving child care: 

all, some, or none of the children
 – Older person (65 years of age and older) in the household

•	 Other individual-level demographics:
 – More refined age groups (eight groups)
 – Marital status

•	 Individual human capital:
 – More refined highest educational level achieved (six groups)
 – Whether the individual is enrolled in school
 – Dummy for previous work experience

•	 Household location:
 – Urban/rural status

Group Labeling
The resulting groups are then labeled according to the greatest proportional 
characteristics within groups that also aid in distinguishing among groups. 
Granted, a large number of characteristics describe these groups, and only a few 
are taken into account for the purpose of labeling. In part, some of these char-
acteristics may exhibit a large degree of heterogeneity and may thus not be 
relevant for defining a group. In addition, some characteristics may be more 
relevant for the purposes of policy design than others. In short, though the label-
ing of groups can be considered more an art than a science, when taken together 
with detailed descriptions of a group’s most prominent characteristics, labeling 
can serve as an important starting point in the design and prioritization of acti-
vation policies.

The analysis relies on cross-sectional as well as panel data from the EU-SILC 
surveys for 2008–11, which combine individual-level information with house-
hold characteristics. The first part of the note presents a cross-sectional analysis 
for the years 2008, 2009, 2010, and 2011. In particular, the latent class analysis 
on 2008 data shows the main characteristics of the out-of-work before the 
global economic crisis hit Estonia, and thus highlight what could be considered 
more structural issues of the country’s labor market. The 2011 latent class 
analysis will contrast this initial assessment with more recent developments. 
The second part of the note exploits longitudinal data between 2008 and 
201011 to trace the prior labor market status of individuals observed last in 
2010 in various classes, and will shed light on the relative persistence in the 
out-of-work status among different classes of individuals. The set of variables 
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chosen for the cross-section and the longitudinal analysis are slightly different, 
due to minor differences in the set of variables recorded in each of the two 
types of data sets. 

main Findings

Out-of-Work Population: Group Profiles
The latent class analysis supports the classification of the out-of-work into seven 
main groups, some of which have remained stable over time. The groups were 
named according to their most salient characteristics. Figure 4.6 shows the shares 
of each of the seven classes identified for the year 2011 and table 4.1 presents 
their most salient characteristics. 

The eight main clusters emerging from the LCA can be characterized as fol-
lows for the year 2011 (for more detail, see Appendix A for a link to the online-
only annexes):

•	 Cluster 1: Middle-aged educated disabled with previous work experience. This 
group represents 21 percent of the out-of-work population in 2011. Most indi-
viduals in this group report their labor market status as disabled (92 percent) 

Figure 4.6 classes of out-of-Work individuals in estonia, 2011
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Source: World Bank staff analysis based on EU-SILC.
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table 4.1 summary characteristics of latent classes of out-of-Work population in estonia, 2011

1: Middle-aged educated disabled with previous work 
experience (21%)

2: Prime-aged low-income long-term unemployed (19%)
• 85% are long-term unemployed
• Two-thirds are male
• About 75% are 35–59 years old
• Another 25% are 25–34 years old
• 81% are in the first two income quintiles
• Only 20% receive unemployment benefits

• 92% are disabled
• 86% are 35–59 years old
• Another 10% 60–64 years old
• 64% have secondary education and another 

14% have tertiary education
• 62% live in rural areas
• 77% belong to the first two income quintiles
• 90% have prior work experience
• 93% receive disability benefits
• 98% receive some benefit
• Benefits represent almost 70% of household income

3: Educated retirees (18%) 4: Young inactive educated mothers with working partner (17%)
• 100% are retired
• 92% are 60–64 years old
• Almost 65% are female
• 84% have completed secondary or tertiary education
• 59% are married and another 18% are widowed
• 98% of them receive old-age benefits
• 87% live in a household without dependent children
• They mostly live in small sized households
• Benefits make up almost 74% of total household 

income
• 60% are in the first two income quintiles

• 92% are engaged in domestic or other activities
• 94% are female
• 85% live in a household with a working adult
• 52% have tertiary education
• 97% have work experience and 26% have worked in the 

previous year
• 93% are 25–55 years old
• 69% are 25–34 years old
• 33% are in the top two income quintiles
• 78% have a child below 6 in their household
• 92% receive at least one benefit; 84% receive family/child 

benefits

5: Prime-aged educated unemployed (13%) 6: Single NEETs without work experience (9%)
• 90% are unemployed
• 63% are male
• 84% are 25–59 years old
• 27% have tertiary education and another 56% 

have completed secondary education
• 70% receive at least one benefit
• 33% receive unemployment benefits
• 85% live in a household with 1 or 2 dependent 

children
• 36% are in the first income quintile

• 35% are unemployed; 25% are long-term unemployed
• The remaining 40% are engaged in domestic or other 

activities
• All are 16–35 years old
• 82% are 16–24 years old
• 80% have never worked
• Almost 90% are single 
• 60% belong to the first two income quintiles
• 51% have secondary education and 31% only primary 

education
• 76% live in a household with a working adult

7: Young low-educated and rural disabled (3%)
• 76% are disabled
• 96% have never worked
• 70% are under the age of 34
• 75% are in the first two income quintiles
• 71% have only primary education
• About 75% live in urban areas
• 95% receive benefits; 80% receive disability benefits
• 82% are single

Source: World Bank staff analysis based on EU-SILC. 
Note: Percentages in parentheses following the group names refer to the share of the total out-of-work population, “Years of work experience” 
refer only to those individuals who have worked before. “Dependent children” include children younger than 18 years of age and household 
members ages 18–24 years who are economically inactive and living with at least one parent. “Working adult” refers to adults ages 25 years and 
older. For this report’s purposes, we define the at-risk-of-poverty rate as the relative risk of being in the first quintile of the income distribution. 
The reference period for income reported in EU-SILC surveys is the year preceding the survey year.
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and the majority are between 35 and 59 years of age (86 percent). However, 
only 43 percent report having strong limitations in their ability to work. As 
table 4.1 shows, this cluster is relatively well educated as 64 percent have 
 secondary education and another 14 percent tertiary education. About 
62  percent of individuals in this group live in rural areas. The group also 
appears to be quite poor, with 51 percent belonging to the first income quin-
tile. The large majority of these individuals (93 percent) receive disability ben-
efits,12 and almost all (98 percent) of them receive at least one benefit. Finally, 
benefits account for a large share of these individuals’ household incomes: 
almost 70 percent. 

•	 Cluster 2: Prime-aged low-income long-term unemployed. This group, accounting 
for 19 percent of the out-of-work population, is made up overwhelmingly 
(85 percent) of long-term unemployed. Two-thirds of the individuals in this 
cluster are men, and about 70 percent live in rural areas. Three out of four are 
between 35 and 59 years old and the remaining 25 percent are between 
25 and 34. This cluster also appears to be at very high risk of poverty, given 
that 66 percent of individuals belong to the lowest income quintile. Importantly, 
only 20 percent receive unemployment benefits; however, about 60 percent 
receive some form of benefit, even though benefits make up on average less 
than 50 percent of household income. 

•	 Cluster 3: Educated retirees. This third cluster, which makes up 18 percent of 
the out-of-work population, is composed exclusively of retired individuals, of 
which almost 65 percent are women. More than 90 percent of those in this 
group are between 60 and 64 years old. Most of them hold relatively high 
levels of education (84 percent of them have completed secondary or tertiary 
education). They are mostly married (59 percent) and another 18 percent are 
widowed. Ninety-eight percent receive old-age benefits, which tend to be 
 particularly generous, as benefits make up 74 percent of their total household 
incomes. 

•	 Cluster 4: Young inactive educated mothers with a working partner. This group 
includes 17 percent of the out-of-work population and is for the large part 
made up of women (94 percent), in their prime age and young (93 percent are 
between 25 and 55, and almost 70 percent are between 25 and 34), and mostly 
engaged in domestic or other activities (92 percent). About 85 percent live in 
a household with a working adult, and are relatively well off, as about one-
third belong to the top two income quintiles. This group is well educated, as 
more than 50 percent have tertiary education. Almost 80 percent of the indi-
viduals in this group have a child below 6 in their household and 92 percent 
receive some benefit, while another 84 percent receive family/child benefits. 

•	 Cluster 5: Prime-aged educated unemployed. This group, of which 90 percent 
is unemployed, makes up 13 percent of the out-of-work population and 
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includes a majority of men (63 percent). Almost two-thirds of them are 
between 35 and 59 years old and another 22 percent are between 25 and 
34 years old; like Group 4, they are well educated, as 56 percent have com-
pleted upper or postsecondary education and 27 percent tertiary. Also, most 
of them (85  percent) live in households with one or more children. 
Interestingly, 70 percent receive social benefits, but only one-third receive 
unemployment benefits, and, overall, benefits make up only slightly more 
than 20 percent of household income. 

•	 Cluster 6: Single NEETs without work experience. This group accounts for 
9  percent of out-of-work individuals and is mostly composed of unemployed 
individuals (60 percent of the cluster, with 40 percent of the unemployed 
being long-term unemployed). The remaining 40 percent are engaged in 
domestic or other activities. All individuals are between 16 and 35 years old, 
and 82 percent of them are between 16 and 24, making this cluster the young-
est one by far on average. About 80 percent have never worked and almost 
90 percent are single, with three out of four living in a household with a 
working adult. This cluster is also quite low-income, with 60 percent of it fall-
ing in the first two income quintiles. This cluster is also not particularly well 
educated, as 51  percent have an upper secondary education, but a sizeable 
portion (36  percent) have only primary education. 

•	 Cluster 7: Young low-educated and rural disabled. Members of this cluster, 
76 percent of which report their labor market status as disabled, account for 
the last 3 percent of the Estonian out-of-work population in 2011. Nearly all 
in this cluster, 96 percent, have never worked despite the fact that only half 
report a strong limitation on daily activities; 82 percent are single and 
70  percent are below 35 years of age. The individuals in this group, which is for 
the most part rural (75 percent live in rural areas), tend to be both low-income 
(as 75 percent fall in the first two income quintile) and low-educated (with 
71 percent having completed only primary education). Importantly, 80  percent 
of them receive disability benefits, and 95 percent receive at least one benefit. 
These benefits make up almost 70 percent of the average household income. 

The following tables present the main characteristics of each group in 2011. 
For a complete table including the inactive covariates, see Appendix A for a link 
to the online-only annexes.

The composition of the classes has also experienced considerable change over 
the last few years. Table 4.4 shows the evolutions of the classes from 2007 to 
2011 as a share of total out-of-work population, while figure 4.7 graphs the 
absolute numbers. As mentioned before, one important development between 
2007 and 2011 was the noticeable increase in the size of the out-of-work 
population, from about 167,000 to roughly 224,000 individuals. Furthermore, 
it is interesting how some of the clusters identified by analyzing the 2011 
data could also be identified (broadly speaking) in the 2007 and 2009 data, 
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table 4.2 latent classes of out-of-Work population in estonia: indicators, 2011

All  
out-of-work

1. Middle-aged educated 
disabled with previous 

work experience

2. Prime-aged low- 
income long-term 

unemployed
3. Educated 

retirees

4. Young inactive 
educated mothers 

with working partner

5. Prime-aged 
educated 

unemployed

6. Single NEETs 
without work 

experience

7. Young low-
educated and 
rural disabled

cluster size (%) 100 21 19 18 17 13 9 3
population 224,738 47,694 43,446 39,221 37,108 29,421 20,656 7,192

indicators (%)

Labor market attachment
Unemployed 18 3 4 0 7 90 35 4
Long-term unemployed 19 1 85 0 0 0 25 6
Retired 18 3 0 100 0 0 0 0
Disabled 22 92 0 0 0 0 1 76
Other inactive 13 1 11 0 92 10 39 14

Work experience
Never worked 11 0 0 0 3 0 79 96
Less than 2 months 

in last year 68 94 100 87 72 1 20 3
Two or more months 

in last year 21 6 0 13 26 99 0 1

Self-assessed physical 
capacity

Strongly limited 13 43 2 11 0 2 0 51
None/limited 85 57 98 89 100 98 100 49

At least one working adult 
in household

No 48 3 4 0 7 90 35 4
Yes 52 1 85 0 0 0 25 6

Source: World Bank staff analysis based on EU-SILC.
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table 4.3 latent classes of out-of-Work population in estonia: active covariates, 2011

All  
out-of-work

1. Middle-aged 
educated disabled 
with previous work 

experience

2. Prime-aged 
low- income long-
term unemployed

3. Educated 
retirees

4. Young inactive 
educated 

mothers with 
working partner

5. Prime-aged 
educated 

unemployed

6. Single NEETs 
without work 

experience

7. Young 
low-educated and 

rural disabled

cluster size (%) 100 21 19 17 17 13 9 3
population 224,738 47,694 43,446 39,221 37,108 29,421 20,656 7,192

active covariates (%)

Age groups (years)
16–24 11 0 3 0 5 13 82 23
25–34 23 4 25 0 69 22 18 46
35–59 47 86 73 8 26 62 0 31
60–64 19 10 0 92 0 3 0 0

Gender
Male 46 58 63 37 6 63 47 54
Female 54 42 37 63 94 37 53 46
Education
Primary 20 21 22 16 7 15 36 71
Secondary 56 64 68 55 40 56 51 28
Tertiary 23 14 10 29 52 27 9 1
Never studied before/

illiterate/not 
available 1 0 0 0 1 2 4 0

Location
Urban 47 38 53 44 55 58 37 27
Rural 53 62 47 56 45 42 63 73

Source: World Bank staff analysis based on EU-SILC.



88 Latent Class Analysis of the Out-of-Work Population in Estonia, 2007–11

Portraits of Labor Market Exclusion • http://dx.doi.org/10.1596/978-1-4648-0539-4

although the relative sizes of such clusters might have changed. In 
particular: 

•	 The most worrying development, arguably as a result of the crisis, is the emergence 
in 2011 of a large cluster of young long-term unemployed individuals. As shown  
in the first section, the relative weights of long-term unemployment and of 
overall unemployment as a share of the out-of-work population have doubled 
between 2007 and 2011, from 19 percent to 37 percent and from 9 to 19 per-
cent, respectively. Within these groups, by 2011 a cluster of mostly young 
(between 16 and 34 years of age) and long-term unemployed individuals, 
accounting for about 19 percent of the out-of-work population in Estonia, had 
emerged.

•	 Similarly, and just as worryingly, the last few years have witnessed the steady 
increase in the size and weight of the clusters of young Estonians who are not 
employed, in education, or in training. In 2007, the young people not in employ-
ment, education or training (NEET) cluster accounted for about 11,000 indi-
viduals (or 7 percent of the out-of-work population). By 2011, this cluster had 
grown to include more than 20,000 people, almost doubling in size. And while 
it should be noted that in 2009 the cluster of NEETs was somewhat different 
than the clusters of NEETs observed in 2007 and 2011 (that is, it was “more 
rural” and “less educated”), the fact that the ranks of young NEETs with no 
prior work experience have grown so substantially in such a short time span is 
troubling from a policy and social perspective.

•	 Furthermore, at least in part as a result of the crisis, the cluster of prime-aged 
 unemployed individuals has witnessed a considerable amount of movement. 

table 4.4 classes of out-of-Work individuals in estonia as a percentage of total out-of-Work population, 
2007, 2009, and 2011
percent

Name of cluster 2007 2009 2011

Middle-aged educated disabled with previous work experience 23 19 21
Prime-aged low income long-term unemployed (2011) n.a. n.a. 19
Middle-aged long-term unemployed men (2007 and 2009) 11 9 n.a.
Educated retirees (2009 and 2011) n.a. 18 18
Educated retired women (2007) 22 n.a. n.a.
Young inactive educated mothers with working partner 21 18 17
Prime-aged educated unemployed 13 29 13
Single NEETs without work experience (2007 and 2011) 7 n.a. 9
Single uneducated and rural NEETs without work experience (2009) n.a. 7 n.a.
Young low-educated and rural disabled (2011) n.a. n.a. 3
Low-educated and rural disabled youth (2007) 3 n.a. n.a.
Total 100 100 100

Source: World Bank staff analysis based on EU-SILC.
Note: n.a. = not applicable; NEET = not in employment, education, or training.
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Such cluster, which included roughly 22,000 people in 2007, almost tripled in 
size in a two-year period, increasing to more than 61,000 people in 2009, 
before declining all the way back to 29,000 by 2011, still marking a 30 percent 
increase in absolute size from the 2007 figures.

•	 The number of disabled individuals has also increased significantly over the last 
few years. Over the 2007–11 period there were two clusters of disabled indi-
viduals, the combined size of which steadily increased from about 43,000 to 

Figure 4.7 classes of out-of-Work individuals in estonia, 2007, 2009, and 2011
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more than 54,000 individuals. The first cluster, which increased by about 
25 percent, from 38,000 individuals to 47,000 and can be observed through-
out the period, was composed of middle-aged educated disabled. The second 
cluster changed somewhat during the period and could not be observed in 
2009, but essentially included young, low-educated disabled individuals. This 
cluster also increased in size, from 5,000 to 7,000. 

•	 The number of adult retirees receiving benefits has been generally stable over the 
years, although with some changes in the features of the cluster. In 2007, the clus-
ter including retirees numbered about 38,000 people; by 2011 this cluster had 
only slightly increased to about 39,000. As a result, the share of retirees in the 
out-of-work population decreased from about 22 percent to 17 percent. 
Furthermore, while the cluster of retirees was mostly made of women in 2007, 
by 2011 this group had become more gender-balanced.

Structural Aspects and Emerging Trends in the Profiles of the Out-of-Work
The analysis of the EU-SILC data using latent class methodology reveals the 
existence of a number of clusters or groups of out-of-work individuals that can 
be more or less clearly defined and that differ from one another in important 
characteristics. Some of the features that we have highlighted are more perma-
nent in nature, while others can most likely be ascribed to the global downturn 
and might therefore be more cyclical.

On the structural side, first and foremost, our analysis shows that young 
Estonians fare quite poorly in the labor market in absolute terms, although better 
than youth in neighboring countries. Their performance is also in line with 
EU-wide averages. The unemployment rate in the 15- to 24-year-old cohort was 
about 19 percent in 2013, after peaking at more than 35 percent among males and 
30 percent among females in 2010. Noticeably, the 2013 data, while quite alarm-
ing per se, is better than that registered for the EU as a whole, and for Lithuania 
and Latvia (22–23 percent). Employment rates in Estonia among those between 
15 and 24 years of age peaked, in fact, at 36 percent in 2008, before dropping to 
26 percent in 2010 and recovering somewhat to 32 percent in 2013. Again, such 
figures are aligned with the EU-28 average (32 percent), and stand in stark con-
trast to those recorded in Lithuania (25 percent). Similarly, as  figure 4.8 shows, 
labor force participation among youth between 15 and 24 years of age is in 
line with the rest of the European Union; in 2013, youth labor force participation 
rates settled at about 40 percent in Estonia, considerably lower than the rate reg-
istered in some Nordic and continental European countries, but almost 10 per-
centage points higher than countries such as Lithuania and Bulgaria. The female 
participation rate for this age cohort was 38 percent in 2013, 1 percentage point 
lower than the EU-28, and more than 10 points higher than countries such as 
Lithuania and Bulgaria. 

Second, disabled individuals have been and will continue to be a sizeable por-
tion of the out-of-work population, and population aging will only increase 
Estonia’s expenditure on disability benefits. EU-SILC data shows that the number 
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of individuals who report their labor market status as disabled (the majority of 
whom also receive benefits) settled at just under 50,000 in 2011, a year in which 
there were two distinct clusters of mostly disabled individuals. In 2007, however, 
the number of disabled individuals totaled less than 40,000. Thus, even though the 
share of disabled in the out-of-work population marginally decreased over the last 
few years (from 23 to 22 percent between 2007 and 2011, and mostly because of 
the large increase in the total out-of-work population), the absolute number of 
those classified as disabled increased considerably, with the increase occurring 
entirely between 2009 and 2011. Furthermore, as seen, disabled Estonians tend 
for the most part to have little or no work experience and to be above 35 years of 
age. The majority of such individuals benefit from disability or other benefits, 
which tend to be quite generous (making up on average 70 percent of household 
income). These factors combined (no work experience, age, and benefit availabil-
ity) point to high (and growing) impediments for entering or re-entering the labor 
market, even when disabilities are not too severe. These patterns are somewhat 
troubling, given the rapid aging the Estonian society will undergo in the coming 
decades; projections based on current census data show that in the 2001–11 
decade alone, the share of Estonian permanent residents older than 65 years of age 
rose from 15 to 18 percent. According to the Center for International Futures at 
the University of Denver, this number will almost double by 2060 to about 
33 percent. At the same time, the number of working-age people will decline 
from 66 percent to 52 percent. The most recent census (2011) also shows that 
over the last decade the country has lost 5.5 percent of its population (from 1.37 
million to 1.295 million) and, using the Center for International Futures’ data 
once again, by 2060 only 0.86 million people will likely live in the country, down 
from 1.3 million in 2011. The combination of increasing numbers of disabled 
individuals with an aging and shrinking population will likely increase the 

Figure 4.8 labor Force participation among Youth ages 15–24 Years, european countries, 2013
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expenditure on disability benefits that the government will have to undertake in 
the coming decades. Figure 4.9 below shows that expenditure on disability ben-
efits as a share of GDP, while lower than the EU average, had 
already increased between 2008 and 2010, going from 1.4 percent to 1.9 percent. 

Third, a number of negative developments can be observed within the unem-
ployed category, all of which pose significant and urgent challenges for policy-
makers. In particular:

•	 As already noted above, one of the most striking developments between 2007 and 
2011 is the dramatic increase in the size and share of the unemployed, especially 
long-term unemployed, in Estonia. Not only, as shown above, have the number 
of unemployed and their share of the out-of-work population increased dra-
matically in Estonia from 2007 to 2011 but, across all clusters of unemployed 
individuals, an extremely worrying phenomenon is the growing share of indi-
viduals in long-term unemployment, the absolute numbers of which have 
almost tripled over the period, according to EU-SILC data.13 Long-term 
unemployment not only imposes a significant financial burden on households, 
but also affects the long-term health status of jobseekers, negatively affects 
government finances, and results in a lower overall long-term level of skills 
among a country’s workforce, with permanent negative effects on productivity 
(Katz 2010). Once more, addressing the plight of the long-term unemployed 
should be among the policy priorities for Estonian policy makers. 

•	 A further concerning development is the significant increase in the size of the NEETs 
group, the size of which almost doubled over the last few years. About 80 percent 
of the individuals in this cluster have no prior work experience, and 60 percent 

Figure 4.9 expenditures on Disability Benefits as a share of GDp in europe, 2008 and 2010
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of them belong to the first two income quintiles; activating these clusters 
should therefore be another policy priority for Estonian policy makers, to 
avoid the further depreciation of the stock of human capital among these 
young individuals and to promote their long-term well-being.

•	 In line with the first point above, the global downturn is likely at least partly respon-
sible for the rise of a group of young long-term unemployed, a cluster that did not 
exist in 2007 or in 2009 but represented a staggering 19 percent of the out-of-
work population in 2011. With about two-thirds of them being men in their 
prime (hence many of them likely to be heads of households), and given the 
high risk of poverty within this group (as shown, 80 percent of these individu-
als fall in the first two income quintiles), facilitating the transition of this group 
into the labor market is key to the long-term well-being of these individuals 
and their families.

•	 The downturn is also probably responsible for at least part of the increase in the 
size of the group of well-educated, unemployed individuals in their prime. 
Despite the fact that this cluster tripled in size between 2007 and 2009, 
and reverted back to “only” 30 percent above its pre-crisis level by 2011, the 
existence of a large and increasing number of well-educated, mostly prime-
aged, jobless men is now a structural feature of the Estonian labor market.

Out-of-Work Population: Group Profiles from Longitudinal Analysis
Finally, by looking at longitudinal EU-SILC data for the period 2008–10, one can 
better understand the in-cluster dynamics, as well as notice other movements in the 
labor market. EU-SILC allows for the tracking of a number of out-of-work individuals 
between 2008 and 2010. Of course, because of the difficulties in tracking people 
across time, the sample size of the panel data set is considerably smaller than the 
cross-section surveys; the 2008–10 longitudinal data set includes in fact about 
560 observations, as opposed to 2,400 observations for 2011. However, the panel 
data confirm the existence of some latent classes that emerged in the cross-sec-
tional analysis. And even though the smaller sample size forced us to lower the 
number of clusters identified, some clear patterns emerged. Through longitudinal 
data five classes can be defined, some of which can also be found in the cross-
section data sets: 

•	 Prime-aged educated unemployed (38 percent)
•	 Educated retirees (21 percent)
•	 Young inactive educated mothers with working partner (17 percent)
•	 Middle-aged low-educated and rural disabled (15 percent)
•	 Single NEETs without work experience (9)

Annex 3 (see Appendix A for a link to the online-only annexes) shows the 
 statistical description of the latent classes in full while table 4.5 summarizes the 
key features of each group. 
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A further advantage of the panel analysis is to provide information on the 
movement of individuals in and out of certain clusters and in and out of jobs 
between 2008 and 2010. Table 4.6 shows the flow of individuals into the differ-
ent clusters as of 2010, according to their labor market status in 2008. The most 
interesting column is the one relative to those that were employed in 2010. 
According to the panel data, among those categorized as employed in 2010, 
81 percent were also employed in 2008; however, and somewhat encouragingly, 
almost 30 percent of those unemployed in 2008 moved into employment by 
2010, while 55 percent of those classified as “other inactive” in 2008 had become 
employed by 2010. However, 19 percent of those employed in 2008 had fallen 
into one of the out-of-work categories by 2010. 

Table 4.7, on the other hand, shows a considerable amount of movement out 
of employment between 2008 and 2010. For instance, 80 percent of those in the 
prime-aged educated unemployed cluster were actually employed in 2008. 

table 4.5 longitudinal analysis: summary characteristics of latent classes of out-of-Work population in 
estonia, 2010

1: Prime-aged educated unemployed (38%) 2: Educated retirees (21%)
• 90% are unemployed
• 93% are 25–59 years old, and 63% are 35–59 years old
• 31% have tertiary education
• 70% are male
• 50% are in the first two income quintiles
• Three out of four receive at least one benefit

• 85% are retired and the rest disabled
• 96% are age 60 and older
• 60% are female
• 70% have upper and postsecondary education
• 60% are in the first two income quintiles
• 97% receive at least one benefit

3: Young inactive educated mothers with working partner (17%) 4: Middle-aged low-educated and rural disabled (15%)
• 75% are inactive and another 20% unemployed
• Almost 80% are younger than 34 years old
• 97% are female
• Almost 40% have tertiary education
• Almost 95% receive some benefit, and about 85% receive 

family benefits
• 39% are in the first two income quintiles

5: Single NEETs without work experience (9%)
• 85% are unemployed
• 80% are male
• About 60% live in a household with at least one 

working adult
• 53% have never worked
• 80% are 16–24 years old, and the remaining 20% are 

25–34 years old
• 65% live in rural areas
• Almost 90% are single
• 52% are in the first two income quintiles

• 60% are disabled, 23% unemployed, and another 
15% inactive

• About 75% live in a household without at least one 
working adult

• More than 85% reside in rural areas
• 92% are 35–59 years old
• 85% receive at least one benefit
• Almost 80% belong to the two poorest income 

quintiles

Source: World Bank staff analysis based on EU-SILC. 
Note: “Years of work experience” refers only to those individuals who have worked before. “Dependent children” include children younger than 
18 years of age and household members ages 18–24 years who are economically inactive and living with at least one parent. “Working adult” 
refers to adults ages 24 years and older.
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Similarly, 22 percent of the 2010 NEETs cluster were employed in 2008, and 
more than 30 percent of the young, inactive mothers had also left the ranks of 
the gainfully employed between 2008 and 2010. 

From profiling to activation

Activation and Inclusion Policies in Estonia
Expenditures on active labor market policies (ALMPs) are relatively low but have 
been scaled up since 2008. Up until the crisis, employment services and activation 
policies for the unemployed had not been a particular concern in Estonia; 

table 4.6 estonia: composition of 2010 clusters Based on 2008 labor market status (column percentages)

Cluster Working-age population in 2010

Labor market status in 2008

Unemployed Retired Disabled Other inactive Employed Total

1 Prime-aged educated 
unemployed 27 3 2 5 12 11

2 Educated retirees 8 92 26 1 2 5

3 Young inactive educated mothers 
with working partner 3 0 7 19 2 5

4 Middle-aged low-educated and 
rural disabled 19 0 60 6 2 6

5 Single NEETs without work 
experience 14 0 0 15 1 4

NC Employed 29 5 6 55 81 69
Total 100 100 100 100 100 100

Source: World Bank staff analysis based on EU-SILC.
Note: For 2010, students 16–24 years old who are inactive are excluded from the sample. Numbers referred to in the text appear shaded in gray;
NEET = not in employment, education, or training.

table 4.7 estonia: composition of 2010 clusters Based on 2008 labor market status (row percentages)

Cluster Working-age population in 2010

Labor market status in 2008

Unemployed Retired Disabled Other inactive Employed Total

1 Prime-aged educated 
unemployed 11 1 1 7 80 100

2 Educated retirees 6 36 24 4 29 100
3 Young inactive educated mothers 

with working partner 2 0 7 60 31 100
4 Middle-aged low-educated and 

rural disabled 14 0 51 14 21 100
5 Single NEETs without work 

experience 17 0 0 61 22 100
NC Employed 2 0 0 12 85 100

Total 5 2 5 16 73 100

Source: World Bank staff analysis 2014. 
Note: For 2010, students 16–24 years old who are inactive are excluded from the sample. Numbers referred to in the text appear shaded in gray; 
NEET = not in employment, education, or training.
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in 2008, for instance, ALMP expenditures accounted for 0.1 percent of GDP, 
half of which was covered through EU funds (OECD 2010). More than half of 
that amount was spent on employment services, counseling, and job-search 
activities, and no more than 0.5 percent of the total workforce benefited from 
labor market policies (LMPs). Few of the unemployed received benefits, either 
contributory or noncontributory. The effects of the financial crisis underlined the 
need for labor market reforms, for greater resources to support the unemployed; 
accordingly, in 2009, the country underwent an extensive reform process that 
affected labor market regulations, contractual agreements, labor compensation 
and wage policies, unemployment insurance, social protection and insurance 
schemes, and so on. 

In the post-2009 scenario, the main agency in charge of employment services 
and unemployment benefits is the Unemployment Insurance Fund (UIF). Until 
2009 the country had a self-standing public employment service (PES) under the 
Ministry of Social Affairs; however, with the advent of the crisis and the increas-
ing need to tighten the link between unemployment assistance, unemployment 
insurance, and employment services, the PES was merged with the UIF. After the 
merge, the UIF, a public agency fully financed by employers’ and employees’ 
contributions, became a “tripartite” organization in charge of all active and pas-
sive LMPs. The merged UIF, which remained under the supervision of the 
Ministry of Social Affairs, maintained its 15 regional and 26 local labor offices, 
80 percent of which provide information and job counseling and manage job-
seekers and employers’ cases through their front-line staff (OECD 2010). 

As a result of the crisis, the range of active and passive LMPs and employment 
services offered by the UIF is now wide. In particular, examples of services and 
programs offered by UIF include (OECD 2010): 

•	 Supported Employment Programs/Measures. These include career counseling, 
job-search assistance, job-broking services, measures for disabled jobseekers, 
and public works in selected municipalities; 

•	 Training Schemes in the form of benefits for both employers and employees, 
workplace trainings, and so on; 

•	 Support Schemes for Job Creation, such as start-up incentives, support to 
employers in finding suitable workers; 

•	 Passive measures such as unemployment benefits. 

Estonia traditionally spends much less on LMPs than other OECD countries; 
this pattern still holds despite the fact that the crisis resulted in a notable 
increase in such expenditures. As figure 4.10 shows, in 2011 Estonia spent little 
more than 0.6 percent of GDP on LMPs, two-thirds of which was devoted to 
unemployment benefits and early retirement. The average OECD country, on 
the other hand, spent more than 1.4 percent of GDP in LMPs, almost two and 
a half times the Estonian figure. Looking at the evolution of such expenditures 
between 2003 and 2011, it is immediately noticeable that the downturn was 
associated with a massive increase in unemployment and early retirement 
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Figure 4.10 labor market policy (lmp) spending in estonia as a share of GDp 
percent
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benefits. In the pre-crisis period, total LMP expenditure was extremely low; it 
ranged between 0.1 and 0.2 percent of national GDP, with unemployment and 
early benefits absorbing about three-quarters of the expenditures (0.07–
0.15 percent of GDP). By 2009, at the peak of the crisis, the share of these 
benefits had increased more than tenfold, reaching 1.6 and 1.3 percent of GDP, 
respectively. By 2012, unemployment and early retirement benefits as a share of 
GDP were still three times as much as the pre-crisis level (Eurostat and OECD 
data). It should be noted as a positive that Estonia did not respond to the crisis 
with a decrease in relative activation spending, but rather increased such expen-
ditures; the share of ALMP spending in GDP quadrupled between 2007 and 
2012 (from about 0.05 to 0.2 percent of GDP). Overall, then, even though the 
range of LMPs offered by the UIF is now quite wide and comparable to the packages 
offered by the LMP systems of other OECD countries, the scale of such programs is 
much more limited.

The large increase (and then decrease) in the share of total LMP costs that 
went toward unemployment benefits was matched by a dramatic rise (and then 
fall) in the number of beneficiaries. As figure 4.11 shows, while the 2003–11 
period did witness an increase (although from a very low basis) in the number of 
ALMP beneficiaries from about 1,000 in 2003 to 6,000 in 2011, the downturn 
was clearly linked to a spike in the number of those receiving unemployment or 
early retirement benefits, with almost 30,000 individuals joining the ranks of the 
beneficiaries between 2008 and 2009 alone. 

As previously mentioned, the level of ALMP spending has increased con-
siderably as a result of the global financial crisis, albeit from a very low base; 
 furthermore, the composition and source of such expenditures have changed. 

Figure 4.11 labor market policy Beneficiaries in estonia (annual)
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As depicted in figure 4.12, spending on training, which made up virtually all 
of ALMP expenditures in 2008, increased threefold. On the other hand, 
spending on employment incentives became a sizeable budget item in 2001, 
but was almost negligible in 2008 (Eurostat 2011). In addition to the new 
composition of LMP spending, the crisis also led to a change in the financing 
of the inclusion measure: after 2009, a major funding source has in fact now 
become the EU structural funds, which currently support projects that pro-
vide vocational training, improve the quality of working life, facilitate job 
creation, and so on. 

Activation Priority, Activation Type, and Benefit Receipt by Group
When further considering the approach to labor market integration, an assess-
ment of the priorities and potential of the identified groups needs to be under-
taken. Given the cautious increase in nominal resources for activation programs, 
further prioritization of intervention is all the more important. After a first step 
(“activation priority”) of prioritizing the intervention along activation need and 
activation potential, a second step (“activation type”) will attempt to classify the 
groups according to the kind of activation intervention needed, depending on 
social or labor market barriers to be overcome. Lastly, as a third step, information 
on the household income composition of the different groups will be used to assess 
potential cross-dependencies of the benefit system with the labor market status 
and activation approaches. 

Figure 4.12 composition of spending on almps in estonia, 2008 and 2011
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Activation Priorities
Table 4.8 gives an overview of the identified out-of-work classes and their 
respective activation need and activation potential. The total number of persons 
estimated in these clusters was about 224,000 in 2011, representing 28 percent 
of the working-age (16–64-year-old) population of Estonia in 2011.

In the table, “activation need” refers to a group’s level of need for inclusion 
in the labor market in order to achieve earnings and reduce or end poverty. 
“Activation potential” describes that group’s ability or motivation to be 
included in the labor market. A high activation need could be driven by high 
poverty risk (as in the case of the prime-aged low-income long-term unemployed) 
whereas a high activation potential could be driven by previous work experi-
ence or a relatively good educational base (for example, the prime-aged 
 educated unemployed). Overall priority for action can also be supported by the 
size of the group. 

From this prioritization exercise, a set of five groups emerges with “high” or 
“medium” priority for action. Middle-aged disabled with previous work experience 
are a large group with a relatively high share of benefit receipts and prima-facie 
work limitations. At the same time, they have previous work experience and a 
relatively high educational status (14 percent even have tertiary degrees). Prime-
age low-income long-term unemployed have a high activation need among other 
factors, owing to their high exposure to poverty. At the same time, they report 
almost no work limitation because of disabilities and have a good education sta-
tus. Young inactive educated mothers with working partner show a medium activa-
tion need, less so because of their poverty risk but more because of their labor 
market contribution potential (52 percent have tertiary education!). Their activa-
tion potential is high but their overall priority should be set to “medium” in light 
of their households’ relatively secure position. Prime-aged educated  unemployed 
and single NEETs without work experience are both rated as “high priority” because 
of either good work experience and maintenance of human capital or young age 
and avoidance of ”scarring” effects. 

table 4.8 activation need and potential of Different clusters in estonia

Share % 
(2011) Cluster

Activation 
need

Activation 
potential

Priority 
for action

21 Middle-aged educated disabled with previous 
work experience Medium Medium Medium

19 Prime-aged low-income long-term unemployed High High High
18 Educated retirees Low Low Low
17 Young inactive educated mothers with working 

partner Medium High Medium
13 Prime-aged educated unemployed High High High
9 Single NEETs without work experience High Medium High
3 Young low-educated rural disabled Medium Low Low

Source: World Bank staff analysis and assessment 2014. 
Note: NEET = not in employment, education, or training.
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Educated retirees and young low-educated rural disabled are not prioritized for 
further action owing, respectively, to their officially achieved retirement status 
and extreme distance (via very low educational attainment and self-declared 
 disability) from the labor market. 

Activation Type
As a second step, the relative severity of labor market or social obstacles to be 
overcome for labor market integration will serve as an orientation for activation 
approaches. Figure 4.13 depicts the prioritized clusters along the labor market 
and social barrier dimensions; the size of the bubbles correspond to their relative 
group size. 

When mapping the respective barriers for labor market integration faced by 
the five prioritized groups, we can see that while many of them have severe 
labor market distance and attachment challenges, only the middle-aged educated 
disabled with previous work experience emerge as a group that will face severe 
social barriers owing to the high share of disability within the group. The young 
inactive educated mothers with working partner could be described as facing a 
“social” barrier because of the relative importance of paid maternity leave com-
pared with the availability of public child-care offerings in Estonia. On the 
other hand, their satisfactory household welfare situation (only 19 percent in 
bottom income  quintile) could lead to the conclusion that their social situation 
might be in part self-chosen or driven by “cultural norms,” if not that potential 
combined household income will not be perceived as sufficient to cover 

Figure 4.13 activation types of prioritized clusters in estonia
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eventual private child-care costs. Nevertheless it should be kept in mind that 
Estonia has higher female labor market participation than Europe as a whole 
(71.5 percent versus 65.5  percent for EU-28 for 2012). The female participa-
tion is even greater in the 25- to 64-year-old cohort at almost 80 percent, 
10 points higher than the region’s average. 

Finally, the three groups of single NEETs without work experience, prime-aged 
low-income long-term unemployed, and prime-aged educated unemployed can be 
distinguished by their relative distance from the labor market (in terms of quali-
fication and work experience). However, the prime-aged low-income long-term 
unemployed face significantly higher poverty. 

Household Income Composition
When analyzing the 2011 household income of the prioritized groups, it is a 
striking feature that most households have a relatively high share of labor 
income. This is related to the low level and degree of coverage of unemploy-
ment and social assistance benefits in Estonia (EC 2013b). Among the priori-
tized groups, only the middle-aged educated disabled with previous work 
experience (29 percent) have a low share of labor income, a fact certainly cor-
responding to the 62 percent of household income stemming from disability 
and old-age benefits. With 92 percent of this group’s individuals reporting their 
labor market status as “disabled,” but only 43 percent strongly limited in their 
capacity to work because of their physical or mental condition, there appears 
to be some potential for labor market mobilization and benefit rationalization 
in this group. 

Apart from this observation, the general level of benefit receipt in the 
prioritized groups is small to nonexistent. The single NEETs without work 
experience are the only group with a noticeable amount (1 percent (!)) of 
household income stemming from social exclusion benefits. In light of the 
fact that, with the exception of the young, educated mothers with working 
partner, all of the groups are severely overrepresented in the two bottom-
income quintiles, this pattern of benefit receipts certainly falls short on any 
social inclusion target. 

Given the overall picture of benefit receipt revealed by EU-SILC data, a key 
need for action emerges around a potential review of disability benefit allocation 
among middle-aged educated disabled with previous work experience and on the 
coverage and generosity of the unemployment and social exclusion benefits in 
general. 

Suggestions for Activation Measures and Further Analysis
This section sets out a set of potential activation measures for each of the priority 
groups. Areas for further policy dialogue are also outlined. Any suggestion or 
policy discussion around concrete measures will need to take into account that 
the Estonian authorities have introduced a recent set of reforms and changes 
to existing programs in the field of employment and labor market inclusion 
(EU 2013b).
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The suggestions below should be considered as a starting point for further 
policy dialogue between the EC, the World Bank, and Estonia, bearing in mind 
that the groups identified still carry heterogeneity that may affect the type of 
support required. Accordingly, these suggestions are also not meant to be an 
exhaustive set of possible activation measures.

It is important to keep in mind that the groups have been derived from 
EU-SILC data from the year 2011. Since then, general economic development, 
policy actions by the government of Estonia, and European Commission country-
specific recommendations might reflect some of these policy suggestions or  render 
them obsolete. Among the policy changes that the government of Estonia has 
initiated since 2011 that ought to improve the labor market integration or activa-
tion of some of the groups is a major reform of the incapacity-for-work 
scheme and the implementation of measures to prevent youth unemployment, 
support youth who are NEET, and include a wage subsidy for the employer and 
reimbursement of training costs for people between 17 and 29 years old.

Middle-aged educated disabled with previous work experience (21 percent, 
Priority: Medium). This is the largest group among the identified and priori-
tized groups. Its almost 48,000 members make up about 5 percent of the total 
 working-age population in Estonia. Forty-three percent of this group report 
severe limitations in their capacity to work. While this is significantly lower than 
the share of individuals reporting their activity status as disabled (93 percent), 
any improved labor market integration of this group is likely going to require a 
complex set of social, medical, and therapeutic support actions. 

At any rate, this significant group of out-of-work citizens needs to be followed 
more closely, and any new applicants for disability benefits closely monitored and 
controlled. Limiting the inflows into this group (via more stringent disability 
benefit criteria) will be easier than forcing the activated exit from members of 
this group. Potential activation measures for the inactive who remain in this 
group will largely depend on the ability of local governments to provide and 
finance services for disabled (transport, social and medical care, and so on), but 
also on the integration of national policies with local service standards and ade-
quate financing. In light of the potentially high integration cost for and potential 
discrimination against disabled workers, local social services cannot be expected 
to finance these approaches without support from central government. Potential 
activation measures include:

•	 Review disability status but continue benefits (for now). While continuing to 
provide current benefits, the government could make the members of this 
group eligible for a review of their disability and work-ability status. When 
considered “fit to work” in this review, a set of support measures and continu-
ing benefits (potentially with a phase-out period) ought to be provided to 
cushion the transition to labor market integration. According to Estonian 
officials, measures along these lines are currently under consideration and 
changes in the way the country supports and integrates disabled individuals 
will be introduced. 
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•	 Mobility support. Given the fact that the majority of this population lives in 
rural contexts, support for labor market access and mobility could be an impor-
tant service. When providing transport or mobility solutions, local authorities 
could draw on social enterprises or cooperatives, providing additional opportu-
nities for local employment. 

•	 Standard PES job search assistance and placement support. Building on the strong 
previous work experience of this group and starting with the  “non disabled” 
members, integration into the standard (or emerging) activation regime of the 
Estonian UIF, the PES in Estonia. 

•	 Social economy support and sheltered employment as time-limited transition offer-
ings. For members of this group who are subjected to transition from “disabled” 
to “unemployed” labor market status, temporary placement in social economy 
enterprises or “sheltered” employment could provide a first step back into a 
fully competitive labor market. Special care needs to be taken that these offer-
ings are time-limited and linked to clear activation regimes. 

Prime-aged low-income long-term unemployed (19 percent, Priority: High). This 
middle-aged group shows strong work availability, is majority male, and has 
a nearly 50/50 urban-rural split. It has the highest poverty risk among all the 
groups identified. 

•	 Improve social inclusion benefit and link to activation. In light of the extremely 
high poverty faced by this group, a targeted expansion of coverage and gener-
osity of an activating social inclusion benefit (conditional on job search) could 
improve the household welfare condition. This would require improved col-
laboration of the Estonian Unemployment Insurance Fund and municipal 
social welfare offices. 

•	 Reconnect with previous employment experience. Building on previous employ-
ment experience, this group could be equipped with missing functional or 
technical skills, second-chance apprenticeship programs, and higher secondary 
school certificates. Ideally, these programs would relate to industry experience 
already gained in previous employment spells. 

•	 Combined professional training and public works. In order to combat any behav-
ioral and attitudinal detachment from the labor market that may result after 
long periods of unemployment, it may be warranted to subject some of the 
members of this group to a (time-limited) public works requirement, combin-
ing this offering with training, job search, and skills support. 

•	 Mobility and training. Questions of geographic mobility are of great importance 
for this group of unemployed. Linking mobility to training offerings, enabling 
some of these jobseekers to participate in higher-quality training in central 
places can be an important addition to the menu of LMPs locally. Encouragingly, 
training needs are already assessed individually by local PESs, and transporta-
tion costs related to training will be reimbursed up to EUR 26 per day. 
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Young inactive educated mothers with working partner (17 percent, Priority: 
Medium). Given their excellent educational status, relatively low poverty, and 
the high income of their working partners, some of these women could be 
more or less voluntarily inactive. In terms of their labor market status, they 
could be regarded as “market” type customers for the Estonian Unemployment 
Insurance Fund, needing limited and self-driven forms of job search support 
and reconnection with previous employment and education experience, as 
long as any service needs (child care, elderly care in family, and so on) are taken 
care of. 

•	 Child care and early childhood development. Extension of accessible child-care 
offerings will play an important role in enabling earlier labor market integra-
tion for these women. Given their above-average household income, an 
income-graded cost for participation could pay for the necessary child-care 
services. It is likely that such policies will be supported by European Social 
Funds during the 2014–20 period. 

•	 Reconnection with previous employment. With 93 percent of the women having 
worked before, linking women to their previous industry or profession after 
maternity leave or family time can build on existing ties and professional 
knowledge. These interventions should ideally be employer-driven and only 
marginally supported by public intervention (for example, voucher systems), 
and focus on women who have been detached from their industry or employer 
for many years and have difficulties reconnecting.14 

•	 Group-specific job-search support. Support from PES counselors in job search 
techniques, soft skills, self-presentation, and update of certain functional skills 
may help members of this group reconnect with the labor market and attack 
the necessary challenges in a group-specific support network (for example, 
“young mothers job club,” and so on) 

Prime-aged educated unemployed (13 percent, Priority: High). This group 
should be among the highest priority customers of the PES since they boast a 
very good education level and relatively recent work experience. Building on 
these assets, this group’s integration in the benefit and activation system of the 
UIF should be strengthened. Currently, this group receives very limited social 
assistance benefits. 

•	 Job-search support through PES. Standard measures of job-search support, 
regular updates on personal progress, and personal action plans need to be 
the central pillar of activation support. Nevertheless, these should be seen 
as a “second level” option, to be used after a self-driven job search fails. 
As evidenced in EC (2013b), Estonia has already taken important steps in 
this direction with recent changes to unemployment and labor market 
programs. 
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•	 Placement in private enterprises. Job placement and training that occur within 
labor market activation programs need to be linked to employers’ needs 
for skills and workers. Given the good educational endowment of these 
 unemployed, supporting employers with skills upgrades for their existing 
workforces, together with these unemployed, could facilitate their access to 
companies. 

•	 Mobility and training. Questions of geographic mobility are of great impor-
tance for this group of unemployed. Linking mobility to training offerings, 
enabling some of these jobseekers to participate in higher-quality trainings in 
central places can be an important addition to the menu of LMPs locally. 

Single NEETs without work experience (9 percent, Priority: High). This group is 
mainly challenged with getting its first foothold in the labor market and building 
on recent educational experience. 

•	 Internet and social network-based activation and information offerings. Promotion 
of online job portals, potentially linked with “game-ification” of job search 
offerings, mobile CV submission, application, and so on. 

•	 Group job search. Mobilizing young people to continue job searching and not 
retreat to their homes can be an important measure to keep NEETs “engaged.” 

•	 Reconnect programs with educational history. Building on educational history, 
training and job-search offerings could help to build the functional skills neces-
sary for related industries. 

•	 School-to-work transition, first work experience. Estonia has already taken initial 
steps to strengthen this critical area. 

•	 Youth guarantee programs. Importantly, these programs are set to be introduced 
in 2015. The services, which will combine training and wage subsidies, aim to 
increase the number of active young people in the labor market. 

In general, further policy dialogue with the Estonian authorities ought to 
focus as much on the general level and setup of resources devoted to labor mar-
ket integration and activation of the inactive and out-of-work as on the ongoing 
improvement of services on the national and local levels. Within this discussion, 
a dialogue around specific measures for specific groups could be deepened. 
The following items appear especially important:

•	 Consistent local service delivery. According to EC (2013b), Estonia is intending 
to take steps to ensure consistent service delivery levels across the country. 
Given the fact that the majority of the country’s out-of-work population is 
situated in rural areas and many members of these groups require social and 
other public services for improved labor market integration, the adequate 
financing and equipment of local services (for example, support to disabled, 
child care, and so on) can be an important prerequisite and complement to any 
activation policy. 
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•	 Labor market (re-)entry policies. Several groups face barriers to labor market 
entry postschool or postwork interruption. Giving special attention to 
 school-to-work transitions and supporting fast reentry into the labor market 
after unemployment or maternity spells will address the activation needs of 
many prioritized groups (young mothers as well as NEETs). 

In summary, Estonia could benefit from accompanying the ongoing improve-
ment of its labor market services and social inclusion policies with an enhanced 
knowledge about the composition and socioeconomic situations of the different 
groups of out-of-work citizens. This notably relates to a unified view across 
traditional labor market categories (employed/unemployed) and social inclusion 
dimensions (poverty, living conditions, and access to services) because the two 
are intrinsically linked, especially for the labor market’s most marginalized 
participants.

notes

 1. According to Estonian officials, in 2013 the out-of-work population accounted for less 
than 200,000 people. The analysis that follows is based on EU-SILC 2011 data, the 
most recent and the only harmonized survey across the EU at the time of publication. 
All the numbers are likely to have changed since.

 2. Individuals ages 16–24 years who are out of work and enrolled in education are 
excluded from the sample; they are considered to be investing in their final stages of 
human capital formation and therefore are not a particular target group for activation 
policies. In 2011, there were close to 88,170 youth ages 16–24 years who were out of 
work and enrolled in education, representing 53 percent of the total population in this 
age category and 28 percent of the total out-of-work population of working age. 
Military personnel are included in the sample but considered “at-work,” and therefore 
do not feature in the latent class analysis below. Individuals enrolled in school who are 
older than 24 years and younger than 65 years are, however, included in the latent 
class analysis and will be grouped under “other inactive.” It is important to note that 
the two groups combined (military and students older than 24 years) account for less 
than 1 percent of total population of working age.

 3. This variable is constructed using the self-reported current work status in the 
EU-SILC survey that has four categories: at work, unemployed, retired, and 
 inactive. The unemployed are further classified into short- and long-term based on 
how long they have been actively looking for a job. The inactive is combined with 
another question to separate this group into students, disabled, military, and other 
inactive.

 4. In order to construct this variable, individuals age 25 years or older are considered adults.

 5. This is a binary variable that takes the value one if an individual answered “yes, strong 
limitations” to whether they had been hampered in their usual activities because of 
health problems for at least the last six months. The value is zero if the answer is “yes, 
limited” or “no, not limited.”

 6. According to EU-SILC guidelines, dense areas have more than 500 inhabitants per 
square kilometer, where the total population for the set is at least 50,000 inhabitants. 
Intermediate areas have more than 100 inhabitants per square kilometer, and either 
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a total population for the set of at least 50,000 inhabitants or a location adjacent to a 
dense area. The remaining areas are categorized as sparsely populated.

 7. The equivalized household income takes into account an equivalence factor to weight 
the number of household members used in the denominator when calculating 
 household income per capita. The first adult 18 years of age or older has a weight of 
1.0, children younger than 14 years old have a weight of 0.3, and other individuals 
14 years of age and older have a weight of 0.5. The sum of the weights of all house-
hold members is equal to the equivalent household size.

 8. Note that income reported in EU-SILC surveys is for the year preceding the 
survey year.

 9. Total household gross income is defined as the sum of: (at the individual level) gross 
employee cash or near-cash income; company car, gross cash benefits or losses from 
self-employment (including royalties); unemployment benefits; old-age benefits; 
survivor benefits; sickness benefits; disability benefits; education allowances; and (at 
the household level) income from rental of property or land; family/children related 
allowances; social exclusion not elsewhere classified; housing allowances; regular 
inter-household cash transfers received; interests, dividends, profit from capital 
investments in unincorporated business; pensions from individual private plans; and 
income received by people under 16. Total household net income, in turn, was cal-
culated by subtracting from total household gross income regular taxes on wealth, 
taxes on income and social insurance contributions, and regular inter-household case 
transfers paid.

 10. Social benefits are aggregated in eight branches using the European System of 
 integrated Social PROtection Statistics (ESSPROS) definitions. For more information, 
see Eurostat (2011). 

 11. The EU-SILC longitudinal survey consists of a four-year rotating panel. In each year, 
approximately three-quarters of individuals present in the previous year are retained. 
The samples used in the latent class analysis include about 3,000 observations for each 
year in the cross-sectional analysis and 600 observations in the longitudinal analysis. 
The population is weighted with individual weights.

 12. It should be kept in mind that the EU-SILC activity status is self-reported. Therefore, 
the disabled population figure may not be accurate when compared to administrative 
data. Furthermore, in Estonia there are different benefits that are probably being cap-
tured as disability benefits: the incapacity-for-work pension and the disability benefit 
for people who incur additional costs due to their disability.

 13. By 2013 the number of long-term unemployed had decreased significantly. According 
to Estonian Labor Force Survey data, there were 48,600 long-term unemployed in 
2011, but just over 26,100 in 2013.

 14. Currently, parents retain the right to rejoin their employer for up to three years after 
the birth of a child, with access to the same job.
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c h a p t e r  5

Latent Class Analysis of the 
Out-of-Work Population in 
Greece, 2007–11

Background

While most countries in the region have been able to recover after the global financial 
crisis, Greece is still in recession. Greece had a moderate growth rate of over 
4.3 percent from 2003 to 2007, above the 2.2 percent average among the EU-28 
Member States during the same period. Like most of Europe, in 2009 the coun-
try was hit by the crisis and the economy contracted 3.1 percent. Nonetheless, 
unlike other European countries, whose growth started recovering soon after-
ward, Greece’s economy continued its downturn, contracting during 2010, 2011, 
2012, and 2013. 

As it entered its sixth year of recession in 2013, Greece also witnessed a steady 
deterioration of employment outcomes, particularly since 2010. From 2004 to 
2008, unemployment of 15- to 64-year-olds slowly decreased, reaching 7.8 per-
cent. Following the onset of the crisis, unemployment rose rapidly, increasing 
more than 16 percentage points to 27.5 percent in 2013. This is more than twice 
the average rate that EU-28 countries had in 2013. Labor force participation is 
also low by European standards. In 2013, 32 percent of Greece’s working-age 
population was inactive, compared to a 28.1 percent average for the EU-28 
countries.

Conversely, unemployment rates rose steadily and disproportionately affected those 
segments of the working-age population traditionally at higher labor market risk in 
Greece (OECD 2013b). In 2013, a staggering 68.3 percent of young people ages 
15–24 years were unemployed, and among them, more than 60 percent were 
long-term unemployed (12 months or more), compared to about a third in 2008. 
Perhaps more tellingly, the share of youth not in education, employment, or 
training (NEET rate) nearly doubled, from 11.7 percent in 2008 to 20.6 percent 
in 2013. Greece has among the highest NEET rates in the EU. Another telling 
example of the social consequences of the crisis is that the share of children 0–17 
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Figure 5.1 Unemployment rates by age and Gender in Greece, 2007–13
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who live in households with no employed member increased from 3.6 percent 
in 2008 to 12.9 percent in 2012.

A look at unemployment rates disaggregated by gender shows that women were 
particularly affected by the crisis. As figure 5.1 shows, unemployment rates are 
generally higher for women, independent of age. While men in the 25–64 age 
category entered the crisis with unemployment rates close to 4.3 percent, the 
share of unemployed women in this same age group was close to 10.1 percent. 
By 2013 these rates had jumped to 19.9 and 25.7 percent, respectively. Among 
young Greeks, women were also affected more than men, with the rate of job-
lessness among 15- to 24-year-old men reaching 53.6 percent in 2013, as 
opposed to 64.2 percent for women of the same cohort.

In Greece, long-term unemployment as a share of total unemployment has 
usually been higher than the average for the EU-28 countries. In 2013, according 
to Eurostat and as shown in figure 5.2, in the average EU-28 country 47.5 per-
cent of the unemployed had been looking for work for more than 12 months, up 
from 33 percent in 2009. The long-term unemployment in Greece has been 
considerably higher than that during the last 10 years. In 2009, it declined to 
41 percent—still 6 percentage points higher than the average EU-28 country—
but by 2013 67.5 percent of the unemployed were long-term.

Following the crisis, low-educated individuals were especially affected by the 
rise in unemployment. Unemployment rates were already increasing for the 
group of less-educated individuals. After the crisis hit in 2009 this trend was 
somewhat accentuated. However, all educational groups saw an increase in 
unemployment rates during the period from 2008 to 2013. For those with a 
tertiary education, unemployment more than tripled, from 6.3 to 20.3 percent 
of the working-age population. Those with lower educational levels witnessed a 
greater increase in their unemployment rate, making the gap between low- and 
high-educated groups bigger during the period. The gap also reflects structural 
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changes that increased the demand for more skilled workers. The difference in 
unemployment rates for low- and high-educated workers grew from 1.3 percent-
age points in 2008 to 9.8 percentage points in 2013.

As a result of the crisis, employment rates also deteriorated. The employment 
rate of individuals ages 15–64 years, which peaked in 2008 at 61.9 percent, 
reached their lowest level in 2013 at 49.3 percent, notably with no major distinc-
tion across educational categories.

Although Greeks with lower educational levels suffered the most as a result of 
the crisis, their share of the active population has been decreasing over time. The 
percentage of people who have only lower secondary education or less has fallen 
almost 10 points since 2003, reaching 28.2 percent in 2013. Similarly, those with 
tertiary education have increased from 21 percent in 2003 to 30.5 percent 2013.

During the period from 2007 to 2011, the size of the out-of-work population con-
sidered in this note increased, from 2.139 to 2.695 million individuals. The analysis 
of the out-of-work population in this note focuses on the working-age popula-
tion (16–64 years old). Specifically, only individuals ages 25–64 years who are 
not employed and individuals ages 16–24 years who were neither employed nor 
in education or training were considered.1 Only the working-age population 
(16–64-year-olds) is analyzed, as labor activation options—the main policy focus 
of this note—are only viable for that segment of the population. The group in 
need of opportunities has substantially increased since 2007, as the profiles of 
working-age population by labor market status show (see figure 5.3). Table 5.1 
shows that the groups of unemployed (short and long term), and even of early 
retirees, have increased, while the share of disabled individuals and other inactive 
has decreased. Nonemployment,2 defined here as neither at work nor in military 
service, rose from 33 percent in 2007 to 41 percent in 2011.

Figure 5.2 long-term Unemployment as a share of total Unemployment, 
2003–13
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methodology: latent class analysis

In chapter 1 a general overview of the latent class analysis methodology was 
presented. This section explains in detail the variables and covariates used to 
identify classes or groups of out-of-work individuals that are as homogeneous as 
possible within each class according to a set of observable characteristics, and as 

Figure 5.3 Distribution of Working-age population (ages 16–64 Years) by labor market attachment in 
Greece, 2007 and 2011
percent
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table 5.1 number and percentage of Working-age individuals (ages 16–64 
Years) by labor market attachment in Greece, 2007 and 2011

2007 2011 Percent change 2007–11

At work 4,379 3,871 −11.6
67.2% 59.0%

Unemployed 204 435 113.1
3.1% 6.6%

Long-term unemployed 275 588 113.8
4.2% 9.0%

(Early) retirement 477 670 40.3
7.3% 10.2%

Disabled 134 61 −54.7
2.1% 0.9%

Other inactive 1,048 941 −10.3
16.1% 14.3%

Total 6,518 6,565 0.7
100% 100%

Source: World Bank staff analysis based on EU-SILC.
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distant as possible between classes. The emerging profiles can then be contrasted 
with the design and targeting of current activation policies, in order to identify 
the potential gaps and to enhance their design features.3

Variable Selection
The definition of latent classes relies on a number of indicator variables to 
 capture different “symptoms” of an overall latent condition (in this case, the 
typology of joblessness). The challenge in such models is to identify a discrete 
number of variables that can best explain the heterogeneity of individual out-
comes. In this case, two sets of categorical variables were selected: the first set 
to show the extent of labor market distance and the other to capture some of 
the main factors that can affect employment on the supply side, such as labor 
supply conditions (household-level incentives to work and physical ability to 
work).

•	 Distance from labor market: short-term unemployment, long-term unemploy-
ment, (early) retirement, disability, and other inactivity (largely unpaid domes-
tic work).4

•	 Labor supply conditions: whether the individual’s household has at least 
one working adult,5 and perceived limitations on activities due to health 
problems.6

In addition to indicators, the model includes active covariates, which are used 
to improve the classification of individuals in each class. In this case the active 
covariates are the demographic variables that are normally used to disaggregate 
labor market outcomes:

•	 Age-group category (four groups)
•	 Gender
•	 Human capital: the highest educational level achieved (three groups)
•	 Urban/rural location

Once the latent classes have been defined, inactive covariates that were not 
included in the model can be used to characterize the individuals in each class 
and the households in which they live. The inactive covariates chosen describe 
those characteristics that may provide valuable information for the design of 
tailored policies that address barriers to employment, including income level. 
They include:

•	 Household welfare conditions:
 – Income quintile (defined by equivalized disposable household income7,8)
 – Labor, benefit, and other income as share of total gross household 

income9

 – Binary variable denoting whether at least one working adult (age 25 years 
and older) is present in the household
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 – Tenure status
 – Household able to keep dwelling warm
 – Partner’s labor income
 – Quintile of partner’s labor income
 – Binary variables denoting whether individuals or their households are 

 beneficiaries of any of eight social protection benefits10

•	 Household demographics:
 – Household size
 – Household composition
 – Binary variable showing whether there are children younger than six years 

of age in the household
 – Binary variable denoting whether there are three or more children younger 

than 16 years old in the household
 – Children younger than 13 years old in the household receiving child care: 

all, some, or none of the children
 – Older person (65 years of age and older) in the household

•	 Other individual-level demographics:
 – More refined age groups (seven groups)
 – Marital status

•	 Individual human capital:
 – More refined highest educational level achieved (six groups)
 – Work experience in years
 – Binary variable for previous work experience

•	 Household location:
 – Degree of urbanization11: densely populated, intermediate area, sparsely 

populated 
 – Regional breakdown: northern and eastern, southwestern and 

south-central

Group Labeling
The resulting groups are then labeled according to the greatest proportional 
characteristics within groups that also aid in distinguishing among groups. 
Granted, a large number of characteristics describe these groups, and only a few 
are taken into account for the purpose of labeling. In part, some of these char-
acteristics may exhibit a large degree of heterogeneity and may thus not be 
 relevant for defining a group. In addition, some characteristics may be more 
relevant for the purposes of policy design than others. In short, though the label-
ing of groups can be considered more an art than a science, when taken together 
with detailed descriptions of a group’s most prominent characteristics, labeling 
can serve as an important starting point in the design and prioritization of activa-
tion policies.

The analysis relies on cross-sectional as well as panel data from the 
European Union Statistics of Income and Living Conditions (EU-SILC) 
 surveys for 2008–11, which combine individual-level information with 
 household characteristics. The first part of the note presents a cross-sectional 
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analysis for the years 2008, 2009, 2010, and 2011. In particular, the latent class 
analysis on 2008 data shows the main characteristics of the out-of-work before 
the global economic crisis hit Greece, and thus highlight what could be 
 considered more structural issues of the country’s labor market. The 2011 
latent class analysis will contrast this initial assessment with more recent 
developments. The second part of the note exploits longitudinal data between 
2008 and 201012 to trace the prior labor market status of individuals observed 
last in 2010 in various classes, and will shed light on the relative persistence in 
the out-of-work status among different classes of individuals. The set of vari-
ables chosen for the cross-section and the longitudinal analysis are slightly 
different, due to minor differences in the set of variables recorded in each of 
the two types of data sets. 

main Findings

Out-of-Work Population: Group Profiles from Cross-Sectional Analysis
The latent class analysis supports the categorization of the out-of-work into 
seven major groups, some of which have remained stable over time. Figure 5.4 
shows the shares of each of these seven classes in the year 2011 while table 5.2 
presents their most salient characteristics.

Figure 5.4 classes of out-of-Work individuals in Greece, 2011
percent
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table 5.2 summary characteristics of latent classes of out-of-Work population in Greece, 2011

1: Stay-at-home mothers (23%) 2: Highly educated single NEETs (18%)
• 76% are inactive
• 86% have a working partner
• 99% are married
• Mid-skilled: 48% have completed upper secondary 

education while only 21% have completed tertiary 
or postsecondary education

• 11% have no working adult in household
• 63% are 35–54 years old
• They are all female
• 56% have worked before; 11 years of experience 

on average
• 67% live with children; 29% with children younger 

than 6 years old
• Moderate poverty risk: 28% in poorest income quintile

• 43% are long-term unemployed, unemployed (29%)
• 94% have never married (94%)
• High-skilled: 55% have completed tertiary or post-

secondary education
• 40% have no working adult in household
• 60% are 25–34 years old
• 59% are male
• 53% have worked before; 5 years of experience on 

average
• 63% live in urban areas
• Moderate poverty risk: 29% in poorest income quintile

3: Middle-aged unemployed heads of households (18%) 4: Retirees’ inactive wives (17%)
• 29% are unemployed; 54% are long-term unemployed
• 67% don’t have a partner or partner not working
• 56% have no working adult in household
• 69% are married
• Mid-skilled: 38% have upper secondary education; 

25% tertiary or postsecondary
• 71% are 35–54 years old
• 61% are male
• 93% have worked before; 17 years of experience on 

average
• 71% live in urban areas
• Very high poverty risk: 44% in poorest income quintile
• 19% receive unemployment benefits

• 69% are inactive
• 76% are married; 62% have a retired partner
• Low-skilled: 64% have below upper secondary education
• 68% have no working adult in household
• 71% are 55–64 years old
• 100% are female
• 55% have worked before; 21 years of experience on 

average
• 58% live in urban areas
• Moderate poverty risk: 27% in poorest income quintile

5: Low-educated retirees (13%) 6: Highly educated early retirees (7%)
• 90% are retired
• 72% live in households without a working partner
• 90% are married
• Low-skilled: 52% have below upper secondary education
• 58% have no working adult in household
• 59% are 60–64 years old
• 86% are male
• 97% have worked before; 34 years of experience 

on average
• 62% live in urban areas
• Low poverty risk: 19% in poorest income quintile
• 71% receive old-age benefits

• 99% are retired
• 61% live in a household without a working partner
• 85% are married
• High-skilled: 76% have tertiary or postsecondary 

education
• 44% have no working adult in household
• 83% are 45–59 years old
• 61% are female
• 98% have worked before; 29 years of experience on 

average
• 71% live in urban areas
• Very low poverty risk: 4% in poorest income quintile
• 79% receive old-age benefits

7: Low-educated mostly rural disabled (5%)
• 44% report their labor market status as disabled; 

25% are retired
• 67% report a strongly limited capacity to work
• 86% live in a household without a working partner
• 61% have never married
• Low-skilled: 68% have below upper secondary education
• 64% have no working adult in household

table continues next page
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The seven main groups emerging from the LCA analysis in 2011 can be char-
acterized as follows (for more detail, see Appendix A for a link to the online-only 
annexes):

•	 Cluster 1: Stay-at-home mothers. This group, representing 23 percent of the 
out-of-work sample in 2011, consists largely of out-of-the-labor-force women 
(77 percent) in their prime age (35–54 years). Two-thirds of this group have 
children (almost one-third have children younger than 6 years of age), more 
than half have an upper secondary education, and only 56 percent claim to 
have worked before. Another robust characteristic of this group is a working 
partner who earns, on average, a medium level of annual income (EUR 17,000). 
This group has the lowest share of the “no working adult in the household” 
indicator (11 percent). However, as these women’s households tend to be rela-
tively large (3.5 members on average), it is not surprising that in terms of 
welfare, more than 50 percent of the class members live in the bottom 
40  percent of the income distribution. Overall, although some individuals in 
this group receive family/child benefits, this group can least rely on public 
transfers, owing to the fact that their partners are employed.

•	 Cluster 2: Highly educated single NEETs. This group represented 18 percent of 
the out-of-work population in 2011. Members of this class are largely younger 
than 35 years of age and resemble other unemployed youth who have been 
particularly hit by the economic crisis across the EU, as 40 percent of them are 
long-term unemployed and another 30 percent short-term unemployed. The 
protracted employment crisis is also evident through a relatively high (and ris-
ing) average age. In 2010, less than one-third of this group was younger than 
25 years old, while more than 60 percent was between 25 and 34 years of age. 
In 40 percent of these group’s households, there is no working adult. Moreover, 
this group is relatively highly educated; more than half have either tertiary 
education or a postsecondary degree. Another defining characteristic of the 
highly educated single NEETs is that they have never been married and live in 

7: Low-educated mostly rural disabled (5%)
• 72% are 35–59 years old
• 63% are male
• 59% have worked before; 20 years of experience on 

average
• 58% live in rural areas
• High poverty risk: 34% in poorest income quintile
• 51% receive disability benefits; 26% receive family/child 

benefits

Source: World Bank staff analysis based on EU-SILC. 
Note: Percentages in parentheses following the group names refer to the share of the total out-of-work population. “Years of work experience” 
refer only to individuals who have worked before. “Dependent children” include children younger than 18 years of age and household members 
ages 18–24 years who are economically inactive and living with at least one parent. “Working adult” refers to adults ages 25 years and older. 
For this report’s purposes, we define the at-risk-of-poverty rate as the relative risk of being in the first quintile of the income distribution. 
The reference period for income reported in EU-SILC surveys is the year preceding the survey year.

table 5.2 summary characteristics of latent classes of out-of-Work population in Greece, 2011 (continued)
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large households without children (probably their household of origin). 
Overall this group has a moderate poverty risk; 27 percent of them are in the 
poorest income quintile. 

•	 Cluster 3: Middle-aged unemployed heads of households. This group made up 
18 percent of the out-of-work in 2011. This group comprises individuals 
who are almost entirely middle-aged (35–59 years), majority male (61 percent), 
unemployed (more than half long-term, that is, unemployed for more than 
12 months). Together with the highly educated single NEETs they constitute 
more than 80 percent of the unemployed in the country.13 Unlike their 
younger counterparts, however, this group comprises individuals who have left 
their birth households, made the transition to marriage, and largely have chil-
dren. They are also fairly heterogeneous in terms of educational attainment: 36 
percent have not completed upper secondary and 25 percent have completed 
postsecondary or tertiary education. And while half of the NEETs never 
worked before, this group is composed almost entirely of job losers, with 
17 years of experience on average. Their joblessness and family status explain 
why they are by far the worst-off in the whole sample of the out-of-work in 
terms of welfare (44 percent belonged to the bottom income quintile in 2011). 
In this context, it is noteworthy that only one-fifth of them receive unemploy-
ment benefits and only a small fraction receive family/child benefits. In 56 
percent of these group’s households, there is no working adult, the second-
highest share among the nonretiree groups. 

•	 Cluster 4: Retirees’ inactive wives. Representing 17 percent of the out-of-work 
population of 2011, this group consists of low-educated, inactive women, mostly 
close to or at retirement age, who live in small households and are married to 
retired men. Just over half of this group reports having worked in the past, but 
only 30 percent describe themselves as retired. Over all, this group has a moder-
ate poverty risk; 27 percent of them live in the poorest income quintile.

•	 Cluster 5: Low-educated retirees. The fifth-largest group can be considered the 
male counterpart of the previous one, sharing similar household characteristics. 
They have low educational attainment: more than half did not finish upper 
secondary school. Interestingly, a third of the members in this group are less 
than 60 years old, but almost all of them (84 percent) receive either a perma-
nent (pension, disability pension) or unemployment-related income replace-
ment benefit. In fact, this group figures among those least likely to be in poverty 
or near poverty, with only 19 percent in the bottom income quintile. Their 
retirement status and previous work experience make them likely to be the 
main owners of pension rights for their households. Thirteen percent of them 
claim to have limited capacity to work due to illness or disability, a rather high 
share compared to most groups.

•	 Cluster 6: Highly educated early retirees. This group represented 7 percent of 
the out-of-work population in 2011. Its members are characterized by a 
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relatively low age for people in retirement (29 percent between 45 and 54, 
and another 53 percent between 55 and 59), all of them self-defining as retired, 
and about 85 percent of them receiving either old-age or disability benefits. 
They are by far the most highly educated (69 percent have tertiary education), 
urbanized (60 percent live in the capital of Athens), and highest-income group, 
with 54 percent in the top income quintile and only 4 percent in the bottom. 

•	 Cluster 7: Low-educated mostly rural disabled. This group, representing from 
4 to 5 percent of the out-of-work population, reports its labor market status as 
disabled (44 percent) or retired (25 percent), with very low education levels. 
A majority (67 percent) also report strongly limited work ability due to a 
health condition. In 65 percent of this group’s households, there is no working 
adult, the highest share among the nonretiree groups. Most of these individu-
als receive at least one social benefit: the most common are disability benefits 
(51 percent) and family/child benefits (26 percent). The members of this 
group are also characterized by the absence of a partner and live in households 
without a working adult. They are the group next at risk of falling into poverty 
after the middle-aged unemployed heads of households, with 34 percent belong-
ing to the poorest income quintile. A majority live in rural areas.

Table 5.3 and table 5.4 present the main characteristics of each group in 2011. 
Annex 2 (see Appendix A for a link to the online-only annexes) provides tables with 
the full characteristics of the identified groups for the years 2007, 2009, and 2011.

table 5.3 latent classes of out-of-Work population in Greece: indicators, 2011

All out-of-
work

1. Stay-
at-home 
mothers

2. Highly 
educated 

single 
NEETs

3. Middle-aged 
unemployed 

heads of 
households

4. Retirees’ 
inactive 

wives

5. Low-
educated 

retirees

6. Highly 
educated 

early 
retirees

7. Low-
educated 

mostly rural 
disabled

cluster size (%) 100 22.6 18.4 17.7 17.2 12.8 6.7 4.6
population 2,694,563 608,102 496,828 476,621 464,496 345,139 179,709 123,668

indicators (%)

Labor market 
attachment

Unemployed 16 11 29 45 0 3 0 2
Long-term 

unemployed 22 13 43 54 0 4 0 21
Retired 25 0 2 0 30 90 99 25
Disabled 2 0 0 0 0 2 0 44
Domestic tasks/

other 35 76 27 1 69 2 0 8

Education
Primary 36 32 5 37 68 52 1 74
Secondary 44 56 54 48 32 37 30 26
Tertiary 19 13 41 16 1 11 69 0

table continues next page
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table 5.4 latent classes of out-of-Work population in Greece: active covariates, 2011

All out-of-
work

1. Stay-at-
home 

mothers

2. Highly 
educated 

single 
NEETs

3. Middle-
aged 

unemployed 
heads of 

households

4. Retirees’ 
inactive 

wives

5. Low-
educated 

retirees

6. Highly 
educated 

early 
retirees

7. Low-
educated 

mostly 
rural 

disabled

cluster size (%) 100 22.6 18.4 17.7 17.2 12.8 6.7 4.6
population 2,694,563 608,102 496,828 476,621 464,496 345,139 179,709 123,668

acitve  
covariates (%)

Age group

16–24 years 7 3 32 4 0 0 0 1
25–34 years 20 25 60 15 0 0 0 19
35–59 years 55 72 8 81 57 31 86 72
60–64 years 18 1 0 0 43 69 14 7
Gender
Female 62 100 41 39 100 14 61 37
Male 38 0 59 61 0 86 39 63

Urbanization 
degree

Densely 
populated 46 35 49 55 48 51 37 35

Intermediate 
areas 15 18 14 16 10 11 34 7

Sparsely 
populated 39 47 37 29 42 38 29 58

At least one working 
adult in household

No 45 12 40 56 68 58 45 65
Yes 55 88 60 44 32 42 55 35

Source: World Bank staff analysis based on EU-SILC.

All out-of-
work

1. Stay-
at-home 
mothers

2. Highly 
educated 

single 
NEETs

3. Middle-aged 
unemployed 

heads of 
households

4. Retirees’ 
inactive 

wives

5. Low-
educated 

retirees

6. Highly 
educated 

early 
retirees

7. Low-
educated 

mostly rural 
disabled

Working partner
Yes 32 86 0 33 5 19 39 15
No 34 14 0 35 71 71 46 7
Not applicable 34 0 100 32 25 10 15 78

Self-assessed physical  
capacity

None/limited 92 99 99 97 90 87 99 33
Strongly limited 8 1 1 3 10 13 1 67

Source: World Bank staff analysis based on EU-SILC.

table 5.3 latent classes of out-of-Work population in Greece: indicators, 2011 (continued)
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Although a small number of the identified classes of out-of-work have been quite 
stable over the last few years, most of the identified classes experienced changes in 
composition and also in the share they represent of the total out-of-work. Table 5.5 
shows the evolution of the groups’ classifications from 2007 to 2011 as a share of 
the total out-of-work population, while figure 5.5 shows the absolute numbers. 
From the graph, the first important observation is that the size of the out-of-work 
population has increased from 2.142 million to 2.695 million individuals, almost 
a 27 percent increase. Some clusters have changed across time; for example, clus-
ters identified in 2011 that were present in previous years underwent changes in 
relative size and also in composition. The fact that the composition of the groups 
changes over time is particularly important to keep in mind when interpreting 
changes in group size. For instance, significant increases (decreases) in group size 
are sometimes due to reassignments of individuals across groups, resulting in 
changes in group composition. Thus, although some groups may retain similar 
names across years due to their most salient characteristics, they may nonetheless 
vary in composition across years. The evolution in terms of group size and group 
composition over the 2007–11 period can be summarized as follows: 

•	 The major difference across time is the division of early retirees/poor unem-
ployed cluster into two parts in 2011. Up until 2009 this group represented 
almost 13 percent of the out-of-work population. In 2011, this group splits 
into a smaller group of highly educated early retirees and a new, relatively large 
group comprising middle-aged unemployed heads of households. This new 
group captures the increase in unemployment among prime-aged individuals 
following the crisis. 

•	 The highly educated single NEETs cluster share of the total out-of-work popula-
tion remained stable at around 18 percent during the 2007–10 period. 
Nevertheless, the group had absolute growth of 25 percent in the same period 
(the population in this group was around 394,000 in 2007 and grew to 497,000 

table 5.5 classes of out-of-Work population in Greece, as a percentage of total 
out-of-Work population, 2007, 2009, and 2011
percent

Name of cluster 2007 2009 2011

Stay-at-home mothers 31 28 23
Highly educated single NEETs 18 19 18
Retirees’ inactive wives 17 22 17
Low-educated retirees 16 12 13
Low-educated mostly rural disabled 6 6 5
Early retirees/poor unemployed (2007 and 2009) 13 13 n.a.
Highly educated early retirees (2011) n.a. n.a. 7
Middle-aged unemployed heads of households (2011) n.a. n.a. 18

Source: World Bank staff analysis based on EU-SILC.
Note: n.a. = not applicable.
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Figure 5.5 classes of out-of-Work population in Greece, 2007, 2009, and 2011
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in 2011). The composition of the group also experienced some changes from 
2007 to 2010. In 2011 this cluster had more males than in previous years, increas-
ing from 46 to 59 percent. Also, the share of people with tertiary or post- 
secondary education increased to 57 percent in 2011, up from 33 percent in 2007. 

•	 There has been a slight decrease in the absolute size of the group of stay-
at-home mothers. It is notable that this group represented 30 percent of the 
out-of-work in 2007, but due to the growth in other groups as a direct result 
of the crisis, its relative size shrank to 23 percent after the crisis. Interestingly, 
the group also decreased in absolute size, possibly because of changes in 
incentives for labor supply due to the loss of income of the partner, along with 
a general trend toward higher female labor force participation. Indeed, while 
in 2007 88 percent declared themselves to be inactive, in 2010 only 76 per-
cent did so. Conversely, the group of stay-at-home mothers that claimed to be 
unemployed grew 11 percent. This group also became slightly more edu-
cated. In 2010, 17 percent had only a primary education (compared to 29 
percent in 2008), and 48 percent had upper secondary (compared to 39 
percent).

•	 The retirees’ inactive wives share of the out-of-work population oscillated 
between 17 and 22 percent from 2007 to 2009. Although the share of this 
cluster in 2011 with respect to that of 2007 did not vary significantly (17 per-
cent), in absolute numbers this group grew almost 29 percent, an additional 
103,000 people. In terms of composition there were also considerable changes. 
First, the percentage of individuals that were classified as retired increased from 
3 percent to 30 percent between 2007 and 2011. The share of inactive decreased 
from 96 to 69 percent during the same period. In addition, the members of this 
group became more likely to have worked before and the share of them that 
received old-age benefits increased from 4 to 21 percent.

•	 The low-educated retirees and low-educated mostly rural disabled groups 
remained stable in terms of absolute size. Although the relative size of both 
groups fell over time, the absolute numbers varied very little. The share of the 
out-of-work population for low-educated retirees decreased from 16 to 13 per-
cent while growing 14 percent in absolute numbers. In terms of composition, 
the share of individuals with secondary education increased by 13 percentage 
points, and were more likely to be male—86 percent in 2011 compared to 72 
percent in 2007. On the other hand, the low-educated mostly rural disabled 
group reduced its share from 6 to 4 percent, which in absolute numbers rep-
resented a 6 percent decrease. The share of individuals in the low-educated 
mostly rural disabled who were between 35–54 years old increased from 63 to 
72 percent, and 65 percent said there was no working adult in the household 
in 2011,  compared with 46 percent in 2007. A larger share of this group have 
never  married—the percentage increased from 44 to 61—and the group is also  
more likely to be living in urban areas than before. 
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Structural Aspects and Emerging Trends in the Profiles of the Out of-Work
The clusters identified in the out-of-work population for the period from 2007 to 2011 
reflect both structural and cyclical aspects of the labor market. This section identifies 
some of the key structural aspects of the Greek labor market and uses cross-
sectional and longitudinal analysis of clusters of the out-of-work population to 
further examine the effects of the crisis. 

Even in time of protracted economic crisis, only just over one-third of the 
out-of-work population reports being actively searching for work. Out of the 
seven classes identified in 2011, the first (largest) class, together with the last four 
(smallest) classes, comprise individuals with either low or no labor force partici-
pation, and with limited incentives to join the labor force. Limited incentives to 
work are found especially among the four smallest classes, all of which are made 
up of retired individuals and their wives or individuals on disability. The first 
(largest) group is composed of stay-at-home mothers who could potentially be 
pushed into the labor market in the case of loss of income from their partners, as 
well as if barriers, such as lack of child care, were removed. The two middle-sized 
groups of largely unemployed individuals (highly educated single NEETs and 
middle-aged unemployed heads of households) are only just above a third of the 
total unemployed (36 percent).

The low activity rates of some latent classes are associated with structural aspects 
of the labor market that preceded the crisis. The first issue relates to very limited 
female labor force participation, highlighted by the fact that the top group of the 
out-of-work population is made up of largely inactive women. In fact, the labor 
force participation rate for women of working age in Greece is 7 percentage 
points below that of the European Union average (see figure 5.6). 

Figure 5.6 Female labor Force participation rate, ages 55–64 Years, 2012
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The stay-at-home mothers depend on their partner’s income, and nearly half of 
them have never worked before despite being of prime working age. As noted 
below, however, their absolute number fell after the crisis, consistent with the 
fact that the female labor force participation rate has been rising in recent years. 

The structure of social protection benefits, particularly pensions, is directly 
linked with the very high levels of inactivity in the working-age population, 
especially among those between 55 and 64 years old. Low-educated retirees, highly 
educated early retirees, retirees’ inactive wives, and the low-educated mostly rural 
disabled make up 42 percent of the out-of-work population. It is interesting that 
their absolute number has been increasing since the crisis, probably as the low 
labor demand drove down incentives for remaining in the labor force and 
increased pressure to enter the pension system at an early age. As a relative num-
ber, these groups of retired individuals shrank compared to earlier years because 
of the large inflows of job losers in the out-of-work population. It is noteworthy 
that retirees and their wives are the groups that are best protected from the risk 
of poverty in the out-of-work population. In fact, the labor force participation 
rate for the population ages 55–64 years, at 42.5 percent in 2013, is almost 
12 percentage points lower than the average for the European Union (figure 5.7). 
In contrast, the low-educated mostly rural disabled are at the highest risk of pov-
erty, but make up only 5  percent of the out-of-work, versus 37 percent in the 
case of (early) retirees and their inactive wives.

Unemployment has changed in nature and size as a result of the crisis, with 
 middle-aged job losers acquiring new importance. Almost all of the groups of 

Figure 5.7 labor Force participation rate, ages 55–64 Years, 2013
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out-of-work individuals remained largely stable over time, though the crisis saw 
a rise in unemployed, middle-aged poor. The population comprised six similar 
groups in 2007 and 2009, expanding to seven well-defined groups in 2011, due 
to the increase in the size and the nature of joblessness. The crisis also reduced 
the affordability of inactivity among middle-class inactive mothers, and saw a 
significant reduction in the share of stay-at-home mothers.

Middle-aged unemployed heads of households appear to be at highest risk of 
falling into poverty. The significant share of inactive in this group that receive 
retirement benefits at a relatively young age appear to be at less risk of poverty 
than those who are out of work but staying in the labor market. In the middle 
lie stay-at-home mothers and highly educated single NEETs, who, although not as 
protected from poverty as retirees and their wives, are at less relative risk of 
poverty. 

Household composition patterns appear to be endogenous products of the  protracted 
employment crisis. Across groups, with the exception of stay-at-home mothers and 
middle-aged unemployed heads of households, households mainly comprise at least 
two adults and no children, even in the case of highly educated single NEETs. 
Of these, about 32 percent still live with their parents. This suggests that out-
of-work individuals live with their families, which play the role of a safety net. In 
the case of stay-at-home mothers, although the great majority (67 percent) live in 
households with children, an even larger proportion (86 percent) have a working 
partner. This is in contrast with middle-aged unemployed heads of households, for 
whom living with their families largely implies having dependents (only one 
third have a working spouse and a majority live in households with children) and 
thus a higher risk of falling into poverty.

The most discernible change between 2007 and 2011 is the emergence of 
the middle-aged unemployed heads of households and the large growth of highly 
educated single NEETs (figure 5.5). Models for 2007 and 2009 indicated the 
existence of six latent classes, while in 2011 the most fitting model supported 
seven classes. The main difference resulted from the clear growth in size of a new 
class of middle-aged unemployed heads of households, who represent the main 
departure from existing structural issues in the labor market—which especially 
penalized youth and women. The size of the highly educated single NEETs group 
also increased substantially during the period. 

Out-of-Work Population: Group Profiles from Longitudinal Analysis
The analysis of longitudinal data for the period 2008–10 can shed further light on 
the dynamics within clusters in the labor market. The latent class analysis on the 
out-of-work in the 2010 longitudinal data set (which comprises 600 observa-
tions, a subsample of the total) yielded similar results in terms of latent classes, 
though in light of the reduced sample size, some categories of out-of-work were 
combined into one class: early retirees were put together with retirees, and the 
unemployed (nonsingle NEET) together with the disabled. Given the qualitative 
similarity between the size and characteristics of these five clusters compared to 
those found in the cross-sectional analysis, the findings from the panel data are 
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here used to understand further the dynamics of the previously described sam-
ple. Overall the five classes include, in order of magnitude: 

•	 Stay-at-home mothers (28 percent) 
•	 Highly educated single NEETs (24percent) 
•	 Retired and early retired men (18 percent) 
•	 Retirees’ inactive wives (17 percent) 
•	 Low-educated unemployed or disabled (13 percent) 

Annex 3 (see Appendix A for a link to the online-only annexes) shows the sta-
tistical description of the latent classes in full while table 5.6 summarizes the 
main key characteristics of the five classes. 

A further advantage of the panel analysis is to provide information on the flow of 
individuals among clusters and in and out of employment. Table 5.7 shows the flow 
of individuals into each cluster of the out-of-work population or into employ-
ment in 2010 according to their labor market status in 2008. Between 2008 and 
2010, 88 percent of the employed remained at work. About 6 percent moved 
into unemployment, either to the group of the highly educated single NEETs or 
to the low-educated unemployed or disabled, while another 7 percent moved into 
inactivity: 3 percent into retirement, 1 percent into the retirees’ inactive wives 
group, and an additional 3 percent into the stay-at-home mothers group. There is 
also an interesting flow into employment among those who were unemployed or 
inactive in 2008. In 2010, 34 percent of those who were classified as unemployed 
and 21 percent who were classified as inactive in 2008 were found to be 
employed. The sample size of individuals who were inactive in 2010 and for 
whom we had information in 2008 is about 600. 

Job losses hit all identified groups to some extent, but they were more pro-
nounced among the low-educated unemployed or disabled and highly educated 
single NEETs. Table 5.7 shows the labor market status in 2008 for each cluster 
and at-work population in 2010. 

Table 5.8 identifies the 2010 population groups that were most affected by job 
loss. The fifth (and smallest) class of low-educated unemployed or disabled were 
those who were hardest hit, as close to half of them changed status from employ-
ment to nonemployment during this period. Young people were the  second 
hardest-hit group, as one-third of highly educated single NEETs lost their jobs. 

On the other hand, the lack of flow into employment was pronounced.
Table 5.8 also shows that of those employed in 2010, only 8 percent had 

been out of work in 2008. In addition, from the previous table it is clear that 
only one-third of the unemployed and one-fifth of the inactive moved into a job 
between 2008 and 2010. This suggests that the lack of job creation and the struc-
tural rigidities of the labor market reinforced the divide between the employed 
and the nonemployed during this period. 

Self-employment and the “informal economy.” Any discussion of the Greek 
economy and its labor market will need to take into account the presence of 
high self-employment and a variety of informal activities. For the purpose of the 
segmentation of the out-of-work population, EU-SILC data should be indifferent 
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to the formality or informality of work performed or income received. In an 
OECD working paper on the subject, Andrews, Caldera Sánchez, and Johansson 
(2011) give an overview of different measures for informality in EU and OECD 
countries and report the share of employees not covered by social security con-
tributions in Greece to be 37.3 percent in 2008 (with an OECD average of 32 
percent). At the same time, the authors question the reliability of the data in 
terms of the question design in the EU-SILC questionnaire. In a 2007 
Eurobarometer study on “undeclared work,” Greece reported the highest num-
ber (16 hours) of undeclared hours per week in the European OECD sample. 

table 5.6 longitudinal analysis: summary characteristics of latent classes of the out-of-Work population 
in Greece, 2010

1: Stay-at-home mothers (28%) 2: Highly educated single NEETs (24%)
• 86% are inactive
• 94% have a working partner
• Low-to-mid-skilled: 44% have primary education; 44% have 

upper secondary
• 88% are 25–54 years old
• All are female
• 10 years of work experience on average
• 63% live in households with children; 29% live with children 

younger than 6 years old
• 64% live in rural areas
• High poverty risk: 36% in poorest income quintile

• 64% are unemployed; 36% are inactive
• 99% do not have a partner
• High-skilled: 25% have completed tertiary education; 

44% have upper secondary or postsecondary
• 89% are 20–34 years old
• 56% are female
• 4 years of work experience on average
• 54% live in urban areas
• Low poverty risk: 24% in poorest income quintile

3: Retired and early retired men (18%) 4: Retirees’ inactive wives (17%)
• 76% are retired; 20% are unemployed
• 54% have a partner that is not working
• 90% are married
• Low-to-mid-skilled: 52% have below upper secondary 

education; 23% have tertiary
• 47% are 45–59 years old; 17% are 60–64 years old
• 73% are male
• 29 years of work experience on average
• 53% live in urban areas
• Low poverty risk: 22% in poorest income quintile
• 59% receive old-age benefits; 42% social assistance benefits

• 82% are inactive
• 97% do not have a working partner; 63% have a 

retired partner
• 76% are married
• Low-skilled: 79% have below upper secondary 

education
• 75% are 55–64 years old
• All are female
• 18 years of work experience on average
• 59% live in rural areas
• Moderate poverty risk: 28% in poorest income quintile

5: Low-educated unemployed or disabled (13%)
• 57% are unemployed; 35% report their labor market status 

as disabled
• 29% have strongly limited capacity to work
• 74% do not have a working partner
• 57% have never married
• Low-skilled: 59% have below upper secondary education
• 75% are 35–54 years old
• 73% are male
• 18 years of experience on average
• 61% live in rural areas
• High poverty risk: 40% in poorest income quintile
• 49% receive social assistance; 26% sickness benefits

Source: World Bank staff analysis based on EU-SILC.
Note: “Years of work experience” refer only to those individuals who have worked before. “Dependent children” include children younger than 18 years 
of age and household members ages 18–24 years who are economically inactive and living with at least one parent. “Working adult” refers to adults 
ages 24 years and older.
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The high prevalence of nonagricultural self-employment in Greece (higher than 
35 percent) and the almost 40 percent of workers without an employment con-
tract (ibid., pp. 17 and 18, respectively) indicate the main driver of informality 
in Greece, self-employment. 

From profiling to activation

Overall, the profiles of the out-of-work resulting from this analysis indicate that 
an important share of this population has very low activation potential, especially 
in the current dire labor market situation. Many of the groups that are not working 
now are inactive either from choice or from a combination of choice and labor 
market conditions. This section will start with (a) a short overview of the current 
state of activation and inclusion policies and programs in Greece, then (b) gauge 
the activation need and potential of the different groups, and conclude with 

table 5.7 Greece: composition of 2010 clusters Based on 2008 labor market status 
(column percentages)

Cluster
Working-age population 

in 2010

Labor market status in 2008

Unemployed Retired Disabled
Other 

inactive Employed

1 Stay-at-home mothers 18 0 0 33 3
2 Highly educated single NEETs 29 1 0 17 3
3 Retired and early retired men 3 71 17 1 3
4 Retirees’ inactive wives 0 21 4 27 1
5 Low-educated unemployed 

or disabled 16 5 79 1 3
NC Employed 34 2 0 21 88

Total 100 100 100 100 100

Source: World Bank staff analysis based on EU-SILC.
Note: For the year 2010, inactive individuals ages 16–24 years enrolled in education are excluded from the analysis. Numbers 
referred to in the text appear shaded in gray.

table 5.8 Greece: composition of 2010 clusters Based on 2008 labor market status 
(row percentages)

Cluster
Working-age population 

in 2010

Labor market status in 2008

Unemployed Retired Disabled
Other 

inactive Employed Total

1 Stay-at-home mothers 8 0 0 72 20 100
2 Highly educated single NEETs 16 0 0 49 34 100
3 Retired and early retired men 2 58 3 2 35 100
4 Retirees’ inactive wives 0 15 1 77 8 100
5 Low-educated unemployed 

or disabled 16 7 22 8 47 100
NC Employed 2 0 0 6 92 100

Source: World Bank staff analysis based on EU-SILC.
Note: Students ages 16–24 years who were inactive or unemployed are excluded from the sample. Numbers referred to in 
the text appear shaded in gray.
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(c) a focused set of suggestions for further analysis, policy approaches, and activa-
tion opportunities for the different groups. The suggested interventions are meant 
only as a starting point in a discussion with country authorities on general activa-
tion policies and their respective priorities. While the latent classes identified in 
this exercise can point to a general direction in terms of effective tailored policies, 
it would be beneficial to conduct a more detailed profiling exercise at the indi-
vidual level. Latent class analysis allows for the classification of a vast population 
into broad meaningful categories, but there is still variation within groups, with 
resulting implications for the appropriate level of support required for activation.

Activation and Inclusion Policies in Greece
The current state of social inclusion and activation policies in Greece can best be 
described as fragmentary (EC 2013b). Without a general minimum income 
scheme for social assistance and a very limited and uncoordinated set of active 
labor market policies (ALMPs), the country is ill equipped to withstand the cur-
rent social crisis by means of formal state intervention (Matsaganis 2012, 4). 
According to the OECD database on ALMPs, Greece spent 0.22 percent of GDP 
on ALMPs in 2010, vs. an OECD average of 0.49 percent (excluding public 
employment services (PES) operation, respectively). The ALMPs offered by 
the Greek public employment service (Organismou Apascholisis Ergatikou 
Dynamikou, or OAED) are in many cases funded from the European Social 
Fund (EC 2013b, 18) but can provide help for some unemployed (table 5.9). 

According to the EC DG EMPL, since 2010, about 1.2 million persons have 
benefited from OAED training and placement schemes at a total budget of 

table 5.9 number of Beneficiaries and Budget of selected almp interventions of 
oaeD, 2013

Program
Number of 

beneficiaries
Total budget 

(m EUR)

Subsidy program for social security contributions (2 years) 25,000 170.9
Subsidy program for social security contributions (4 years) 40,000 501.4
Work experience program for 16–24 -year-old labor market entrants; 

traineeships of 6–12 months at 80 percent of national minimum wage; 
100% subsidy of social security contributions. 5,000 1.4

Hiring subsidy for university and technical higher education graduates up 
to 35 years of age; twenty-four months part of wage subsidized. 7,200 40.1

Labor market entry voucher for training and work experience (up to 
5 months) up to 29 years of age. 35,000 130.0

Public Works Program. Jobs in local institutions and NGOs; EUR 625 /
month allowance for maximum 5 months; payroll and insurance 
contributions covered. 57,400 188.3

Training program for the unemployed in the tourism sector n.a. n.a.
Wage subsidy for older people, between 1 and 60 months for 

approximately 40 percent of wage bill.
n.a. n.a.

Placement program for older workers in local authority enterprises. 5,000 75.0

Source: EC DG EMPL Country Unit Greece.
Note: n.a. = not available. 
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EUR 3.87 billion. Evaluation of the programs by OAED finds that they have 
resulted in the retention of approximately 340,000 jobs, vocational training 
for 625,000 persons, and initial vocational training for 42,000 young people. 
It should be noted that the majority of vocational training institutions in the 
country are in fact run by the OAED organization. At the same time, the pro-
vider landscape for training, placement, and accompanying activation work is 
clearly underdeveloped.

Moreover, the Greek social protection model has at its core always relied on 
maintenance of primary breadwinner employment, family-based solidarity pat-
terns (Amitsis 2012, 6), and a strong role for social insurance benefits, while 
granting generous payments and treatments to privileged insider groups (bankers, 
senior civil servants, certain professions, and so on). 

Much like the entire country and its budgets, the current social protection 
system is under severe financial stress, contributing to the fiscal contraction 
agreed upon with EU authorities (Amitsis 2012, 5). At the same time, the crisis 
has forced changes in many social programs in Greece, especially in the field of 
social insurance (pensions, health) and the related general budget subsidies for 
these programs. Given these fiscal constraints, many of the proposed activation 
and support measures must be designed in a very cost-conscious way, giving initial 
preference to group interventions, self-help approaches, and self-service online 
services rather than customized and individual case manager approaches. 

Over the next two years, the government of Greece has committed to 
the introduction of a pilot program for a means-tested minimum income benefit 
(European Commission 2013c, 40). If successfully rolled out on a national scale 
to low-income individuals and households, this benefit could provide effective 
poverty relief and be a backstop against the deprivation currently experienced by 
some of the out-of-work groups identified in this note.14 With a benefit of this 
type, Greece would close its gap with the European standard for inclusion poli-
cies, providing generalized income support instead of insurance-based and cate-
gorical payments.

Concurrently, the government of Greece has announced an emergency  public 
works program, the details of which are still being negotiated with EU authori-
ties. Owing to the fact that this program will be limited in run time and volume, 
it will be considered only as a part of the policy approaches to address specific 
activation needs of the inactive groups in this survey, and not as a main line of 
policy response.

Activation Priority, Activation Type, and Benefit Receipt by Group
When further considering the approach toward labor market integration, an 
assessment of the priorities and potential of the identified groups needs to be 
undertaken. In the current context in Greece, a prioritization of intervention is 
very important. After a first step (“activation priority”) of prioritizing the inter-
vention along activation need and activation potential, a second step (“activation 
type”) will attempt to classify the groups according to the kind of activation 
intervention needed, depending on social or labor market barriers to be 

http://dx.doi.org/10.1596/978-1-4648-0539-4


134 Latent Class Analysis of the Out-of-Work Population in Greece, 2007–11

Portraits of Labor Market Exclusion • http://dx.doi.org/10.1596/978-1-4648-0539-4

overcome. Lastly, as a third step, information on household income composition of 
the different groups will be used to assess potential cross-dependencies of the 
benefit system with groups’ labor market status and activation approaches 

Activation Priority
Table 5.10 provides an overview of the seven primary groups of out-of-work 
persons among the population of working age according to their  activation need 
and potential. The total number of individuals included is 2.695 million, repre-
senting 25 percent of the total population in Greece in 2011, and 46 percent 
of the population of working age. 

“Activation need” describes a group’s need for inclusion in the labor market to 
achieve income and dampen or end poverty. “Activation potential” describes that 
group’s ability or motivation to be included in the labor market again. A high 
activation potential could indicate good qualifications and labor market experi-
ence (as in the case of the highly educated early retirees) or previous work experi-
ence and high household-level incentives to work (due to low employment) (as 
is the case of middle-aged unemployed heads of households).

From this simple overview of need and potential, a clear set of prioritizations 
arises. The groups highly educated single NEETs and middle-aged unemployed heads 
of households emerge as the top priority target groups for potential activation mea-
sures. The latter group is considered a particular priority due to its income situa-
tion and potential for activation. While highly educated single NEETs largely rely 
on other household members as a safety net, they are also considered a priority 
because their current unemployment status and difficulty in acquiring work expe-
rience could have long-lasting societal consequences, including negative effects on 
future employment outcomes and earnings for the economy as a whole. Stay-at-
home mothers represent the largest group among the out-of-work population and 
are largely inactive, with the presence of a working member/partner reducing 
their incentive to join the labor force. The presence of children also implies care-
giving responsibilities that may serve as a barrier to labor force participation. 
Because activation is more difficult in an environment of labor-demand shortage, 
they are considered second in line in terms of activation priorities. 

table 5.10 activation need and potential of Different clusters in Greece

Share % 
(2011) Cluster

Activation 
need

Activation 
potential

Priority 
for action

23 Stay-at-home mothers Medium Medium Medium
18 Highly educated single NEETs High Medium High
18 Middle-aged unemployed heads of 

households High High High
17 Retirees’ inactive wives Low Low Low
13 Low-educated retirees Low Medium Low
7 Highly educated early retirees Low High Low
5 Low-educated, mostly rural disabled Medium Low Low

Source: World Bank staff analysis and assessment 2014.
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Last, nonactivation target groups in the current state (thus considered as prior-
ity C) include retirees’ inactive wives, low-educated retirees, highly educated early 
retirees, and low-educated mostly rural disabled. As a whole, these groups will 
likely lack incentives to return to work. Nonetheless, they have also grown in size 
over the last four years and the majority of their members receive old age or dis-
ability benefits, resulting in fiscal pressures on the pension system. Reducing the 
inflow of individuals into these groups is thus also a policy priority for Greece. 

When looking at these groups in greater detail, special consideration needs to 
be given to the significant shares of early retirees in the groups of low-educated 
retirees and highly educated early retirees. The highly educated early retirees pose an 
especially striking example, with 83 percent of them 45–59 years old. This effect 
is less pronounced for the low-educated retirees, of whom 29 percent are in this 
age group. As discussed below, this pattern is a clear cause for concern because 
significant numbers of potential workers have been allowed to enter old-age 
benefit systems during their productive work years. While activating these groups 
out of the retirement status will be difficult, special care needs to be taken to 
limit further inflow into these groups. 

Activation Type
As a second step, the relative severity of labor market or social obstacles to labor 
market integration will serve as an orientation for activation approaches of the 
prioritized groups of stay-at-home mothers, highly educated single NEETs and 
middle-aged unemployed heads of households. Figure 5.8 depicts the prioritized 
clusters along the labor market and social barrier dimensions; the size of the 
bubbles correspond to their relative group size.

Figure 5.8 activation types of prioritized clusters, Greece
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Source: World Bank staff analysis and assessment 2014.
Note: NEET = not in employment, education, or training; TVET = technical and vocational education and training.
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By mapping the respective barriers for labor market integration faced by the 
three prioritized groups, we can quickly discern the respective types of activation 
that could be undertaken for them. The areas of activation are very broad and 
will need to be refined more narrowly when considering individual or group-
based intervention patterns for the different groups. Whereas the middle-aged 
unemployed heads of households probably require more “market-based” types of 
interventions because of their work experience, the highly educated single NEETs 
will need more intensified labor market entry support, adding practical and 
usable skills to their (often academic) education. Stay-at-home mothers require 
more social support (for child care, care of other dependents, and so on) but can 
build on previous work experience to gain labor market entry. 

Household Income Composition
In the third step, planning and consideration of activation approaches, an over-
view of the 2011 household income of the groups can be conducted. In the first 
three groups (stay-at-home mothers, highly educated single NEETs, and middle-aged 
unemployed heads of households), labor income represents the majority of house-
hold income. The situation reverses for the remaining four groups, with old-age 
and disability benefit payments consistently contributing between 50 and 
65 percent of household income. 

The striking feature of the receipt of benefits for groups four through seven 
is the high prevalence of old-age benefits. In the group of the low-educated mostly 
rural disabled, disability benefits come into play (representing 25 percent of total 
household income), but for the retirees’ inactive wives, the low-educated retirees, 
and the highly educated early retirees, old-age benefits contribute to 51, 55, and 
51 percent of household income, respectively. As briefly discussed before, this 
type of income will also fall to many of the below-64 years of age members in 
these groups, and will in fact act as a disincentive to labor market participation. 

In the prioritized groups, old-age benefits play a significant role only for the house-
holds of the highly educated single NEETs (representing close to one-fourth of total 
household income), implicitly suggesting the use of them as retirement income 
for older household members (20 percent of this group live in households with at 
least one member older than 64 years of age). While this benefit income helps to 
stabilize household welfare, it can take away from job search or work incentives 
for younger household members (the identified highly educated single NEETs).

Lastly, it is striking that all other forms of benefits, that is, those not associated 
with old age or disability, contribute an almost negligible proportion to the total 
household incomes of the identified groups. This highlights the fact that social 
protection in Greece is largely centered upon pensions, providing little protec-
tion in terms of unemployment insurance or social assistance.

Suggestions for Activation Measures and Further Analysis
The following sections set out a short set of potential activation measures for 
each of the priority groups. All of the suggestions below should be considered 
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as a starting point for further policy dialogue between EC DG EMPL, the World 
Bank, and the Greek authorities, bearing in mind that the groups identified still 
carry some heterogeneity that may affect the level of support required. 
Accordingly, these suggestions are also not meant to be an exhaustive set of 
possible activation measures. 

It should also be kept in mind that the recommendations are based on 
 clusters derived from 2011 EU-SILC data. Since then, policy actions by the gov-
ernment of Greece and the European Commission’s country-specific recommen-
dations might have reflected some of these policy suggestions or rendered them 
obsolete.

Highly educated single NEETs (18 percent, priority: high). This group is char-
acterized by a relatively high education standard and lack of independence (most 
are still living at home). The majority are unemployed, although a non-negligible 
29 percent are inactive. Potential activation measures for this group include the 
following:

•	 Assist in developing a qualification in a field related to the one studied, but 
promote technical or professional skills rather than further acquisition of 
 academic qualifications.

•	 Support skill development through work experience for postsecondary or 
 tertiary degree holders. Examples include internship and “second-chance” pro-
grams that enable youth to enhance and make use of analytical skills, while 
facilitating the transition between school and work.

•	 Support mobility within Greece and the EU (including foreign language train-
ing) that is aimed at placing highly qualified individuals.

•	 Enable participation in the intended public works program for the 45 per-
cent of NEETs who only have an upper secondary education or below, or for 
the 40 percent who do not have at least one working adult in their 
household.

Middle-aged unemployed heads of households (18 percent, priority: high). This 
group represents probably the most traditional group of activation-policy 
clients, having formed families and gained work experience, and having now 
lost their jobs in the crisis. Given the lack of other income support, it is here 
that the threat to welfare is especially severe. As an emergency backstop, this 
group will need to be made aware of its right to family benefits (by entering 
a tax return and applying for the reformed family benefit). Their high pov-
erty risk also implies that members of this group might also participate in 
the planned public works program, or apply for a yet-to-be-introduced mini-
mum income benefit in 2015 or later. When considering integration of this 
group with a new version of the public works program, the public works 
engagements could be combined with short training seminars, job-search 
clubs, or seminar offerings for participants. Focusing these complimentary 
offerings on participants with recent work experience will help to self-select 
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“market-type” clients into the offers. Potential activation  measures for this 
group include the following: 

•	 OAED training measures (opening OAED-run vocational schools to adults 
and “second chance” candidates)

•	 “Job-search club” group interventions for men from different professions
•	 Update of formal professional skills (certificates, new qualifications), including 

foreign language skills training aimed toward employment in the tourism 
industry

•	 Limited offer of self-employment training/start-up support (making this 
highly selective of clients with a good chance for success)

•	 Mobility support within Greece and within the EU (including foreign  language 
training)

Stay-at-home mothers (23 percent, Priority: Medium). This group presents a het-
erogeneous picture and would most likely need further analysis through a more 
qualitative approach. Activation should focus on the 50 percent of women in this 
group who have previous work experience. The respective pathways of women 
who successfully transitioned from inactivity to contingent breadwinner in 
response to partner job loss during the crisis might yield clues as to activation 
strategies for other women in this cohort. In general, potential activation 
 measures could include:

•	 “Reconnection” programs to seek contact with previous employer, industry, or 
colleagues and assess skill needs, availability, and so on for reentry.

•	 “Family enterprise and self-employment” programs to explore self- employment 
or joint employment with other family members.

•	 “Job club for experienced women”: multisession group activity for teaching 
job-search skills, resume and job interview training, and so on.

•	 Provision of free or subsidized child care for mothers of young children, 
using a means-tested approach targeted toward low-income households and 
low-skilled women who engage in work or a job search.

Retirees’ inactive wives (17 percent, Priority: Low). This group is characterized by 
very low activation needs and potential, due to their low education levels and 
close-to-retirement age. 

•	 Offer self-help portal on OAED website to assist in restarting their careers 
(but only opportunistically and without new resources).

Low-educated retirees (13 percent, Priority: Low). This group is also a low 
 priority for current activation-policy planning. Their retirement income is 
mostly sufficient to make any public transfers beyond the pension payment 
nonessential. 

Highly educated early retirees (7 percent, Priority: Low). Although their high 
educational attainment and work experience drive up its activation potential, 
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this group is also very unlikely to have an interest in activation policies. Over 
50 percent are in the richest income quintile and only 4 percent are in the bot-
tom quintile. 

Low-educated mostly rural disabled (5 percent, Priority: Low). While the 
 welfare of this group could certainly be enhanced by strengthening mobile 
and decentralized assistance services to disabled citizens (67 percent report 
“severe limitations” on taking up employment), the current focus on out-of-
work groups does not mesh with the lack of employment prospects for this 
group.

Retirees’ inactive wives (17 percent), low-educated retirees (13 percent), highly 
educated early retirees (7 percent), and the low-educated mostly rural disabled 
(5 percent) are not further considered for activation policies for the purposes 
of this study. Together, these clusters together represent more than a third of 
the out-of-work and their absolute size has been growing over time, with impli-
cations for fiscal expenditures. As mentioned above, however, given their over-
all low need and potential for activation, these groups are not considered a 
priority for activation during times of low labor demand and high unemploy-
ment. Moreover, international experience shows that stemming the outflow of 
new retirees and disability benefit recipients from work into inactivity may be 
more effective than attempting to increase inflows into activity.15 Stanching 
outflows is especially important in times of high unemployment if long-term 
disability or early retirement have become more attractive than work for the 
long-term unemployed. Policies can and should be implemented to delay early 
retirement, including the promotion of skill maintenance and lifelong learning, 
along with flexible work schedules and the ability to work from home. 
Prevention of long-term disability benefit dependency should also be addressed 
through a review of work capacity assessment, together with the early identifi-
cation of people with disabilities who can work and their integration into the 
workforce through financial incentives for disabled workers and their employ-
ers. Greek authorities note that there is a limited culture of workplace integra-
tion of disabled or (partly) incapacitated workers. Setting out to change this 
would require a long-term and very difficult effort in the current economic 
situation. 

In summary, while each cluster of the out-of-work has particular characteristics 
that need to be considered in the activation policy design, there are some overarch-
ing policy options that could cater to several groups at once. All poor households 
or individuals among the currently identified groups of out-of-work citizens 
are likely to benefit from the guaranteed minimum income program to be 
introduced in 2015 or later. The program is being piloted in 2014, and will 
potentially be taken to a national scale in the following years. LCA analysis has 
shown that the groups of out-of-work individuals most at risk of falling into 
poverty are middle-aged unemployed heads of households (of which 56 percent 
do not have another working adult in the household) and the low-educated 
mostly rural disabled, whereas the groups of (early) retirees are in least need of 
social assistance. 

http://dx.doi.org/10.1596/978-1-4648-0539-4


140 Latent Class Analysis of the Out-of-Work Population in Greece, 2007–11

Portraits of Labor Market Exclusion • http://dx.doi.org/10.1596/978-1-4648-0539-4

In general, current and future policy discussions between the government of 
Greece and international partners could focus on a set of policy areas where 
potential activation linkages can emerge. These include, but are not limited to:

•	 Emergency public works program. Responsible authorities ought to provide 
more details on the planned size, scope, and target groups of the program. If 
possible, the targeting mechanism for enrollment in the program ought to 
focus on the group of middle-aged unemployed heads of households but should 
also be open to highly educated single NEETs and stay-at-home mothers. The 
inherent self-targeting mechanism (effort, stigma, crowding-out of informal 
employment) of a well-managed public works program will most likely help 
to focus program participation on the truly needy (bottom quintiles) among 
the identified inactive groups 

•	 Reform of the public employment service (PES) and the unemployment insurance 
agency OAED. In 2011, Greece initiated a reform of its PES, supported by 
technical assistance from EU partner countries. Currently, OAED offers only 
limited activation support in the form of active labor market programs and is 
focusing many of its resources on administering the unemployment insurance 
benefit, which is limited to a year (OECD 2013a, 50). Work-streams 4 
through 6 of the current OAED reform (“Active labor market measures design, 
adjusted to market needs”; “Service provision related to the needs of jobseek-
ers”; and “Support of young apprentices”) can form a central piece of the 
 activation response for the group of excluded and out-of-work identified in 
this note.

•	 Integration with employment demand generation and competitiveness policies. 
While ALMPs, activation, and job-matching support can help smooth frictions 
in the labor market, they will not lead to stable and sustainable employment. 
Demand for jobs comes from the economic activity of firms and the social sec-
tor. This integration with regional economic development policy is especially 
important and has been recognized by the authorities.

In summary, Greece could benefit from focusing activation policies on the target 
groups identified, enhancing the opportunity for labor market inclusion and sta-
bilizing welfare for poor and inactive households.

notes

 1. Individuals ages 16–24 years who are out of work and enrolled in education are 
excluded from the sample; they are considered to be investing in their final stages of 
human capital formation and therefore are not a particular target group for activation 
policies. Individuals enrolled in school between 25 and 64 years of age are, however, 
included in the latent class analysis and will be grouped under “other inactive.” It is 
important to note that the group of students older than 24 years of age account for 
only 1 percent of total population of working age.
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 2. Throughout this report, this population is also referred to as the out-of-work 
population.

 3. For the latest developments on active inclusion in Greece, see EC (2013b). 

 4. This variable is constructed using the self-reported current work status in the 
EU-SILC survey that has four categories: at work, unemployed, retired, and inactive. 
The unemployed are further classified into short- and long-term based on how long 
they have been actively looking for a job. The inactive is combined with another ques-
tion to separate this group into students, disabled, military, and other inactive.

 5. In order to construct this variable, individuals 25 years of age or older are consid-
ered adults.

 6. This is a binary variable that takes the value one if an individual answered “yes, strong 
limitations” to whether they had been hampered in their usual activities because of 
health problems for at least the last six months. The value is zero if the answer is “yes, 
limited” or “no, not limited.”

 7. The equivalized household income takes into account an equivalence factor to 
weight the number of household members used in the denominator when calculating 
household income per capita. The first adult 18 years of age or older has a weight of 
1.0, children younger than 14 years old have a weight of 0.3, and other individuals 
14 years of age and older have a weight of 0.5. The sum of the weights of all house-
hold members is equal to the equivalent household size.

 8. Note that income reported in EU-SILC surveys is for the year preceding the 
survey year.

 9. Total household gross income is defined as the sum of: (at the individual level) gross 
employee cash or near-cash income; company car, gross cash benefits or losses from self-
employment (including royalties); unemployment benefits; old-age benefits;  survivor 
benefits; sickness benefits; disability benefits; education allowances; and (at the house-
hold level) income from rental of property or land; family/children related allowances; 
social exclusion not elsewhere classified; housing allowances; regular  inter-household 
cash transfers received; interests, dividends, profit from capital  investments in unincor-
porated business; pensions from individual private plans; and income received by youth 
younger than 16 years of age. Total household net income, in turn, was calculated by 
subtracting from total household gross income regular taxes on wealth, taxes on income 
and social insurance contributions, and regular inter-household case transfers paid.

 10. Social benefits are aggregated in eight branches using the European System of inte-
grated Social PROtection Statistics (ESSPROS) definitions. For more information, see 
Eurostat (2011). 

 11. According to EU-SILC guidelines, dense areas have more than 500 inhabitants per 
square kilometer, where the total population for the set is at least 50,000 inhabitants. 
Intermediate areas have more than 100 inhabitants per square kilometer, and either a 
total population for the set of at least 50,000 inhabitants or a location adjacent to a 
dense area. The remaining areas are categorized as sparsely populated.

 12. The EU-SILC longitudinal survey consists of a four-year rotating panel. In each year, 
approximately three-quarters of individuals present in the previous year are retained. 
The samples used in the latent class analysis include about 3,000 observations for each 
year in the cross-sectional analysis and 600 observations in the longitudinal analysis. 
The population is weighted with individual weights.

 13. As shown in table 5.1, there were 1.023 million unemployed individuals in our sam-
ple of the working-age population in 2011. As many as 98 percent of the middle-aged 
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unemployed heads of households and 71 percent of the highly educated single NEETs 
are reported to be unemployed; together, these two clusters are a concentration of 
80 percent of the unemployed. 

 14. The means-tested minimum income benefit will not necessarily be exclusively tar-
geted toward the out-of-work population; it will be targeted toward individuals and 
households living in extreme poverty in general.

 15. For the case of disability benefit recipients, see, for example, OECD (2010). 
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c h a p t e r  6

Latent Class Analysis of the 
Out-of-Work Population in 
Hungary, 2007–11

Background

Following the world financial crisis, Hungary’s economy underwent severe 
 economic contraction in 2009, and it has not fully recovered since then. Over 
the 2003–08 period, the Hungarian economy grew by an annual average of 
2.9  percent, not too far from the 2.2 percent average among EU-28 Member 
States during this same period. And as in other countries in the region, in 2009 
the crisis hit hard and output contracted by 6.8 percent. By the end of 2011 
Hungary was one of the most financially vulnerable countries in Europe outside 
the euro area (EEAG 2012) and growth has not recovered yet, as GDP declined 
1.7 percent in 2012 and grew 1.1 percent in 2013. 

Unemployment started rising during the mid-2000s with a sharper increase in 
2009, following the fall in output. In 2003 and 2004, unemployment (for those 
between 15 and 64 years old) was slightly below 6 percent. From 2005 to 2008, 
it rose to an average of 7.5 percent. After the crisis hit the Hungarian economy 
in 2009, unemployment increased by 2.2 percentage points, reaching a high of 
11.2 percent in 2010. It remained steady at 11 percent till 2012, and fell to 
10.3 percent in 2013. Unemployment in Hungary can be considered moderate 
when compared to the average of 11 percent for the EU-28 countries in 2013. 
And despite the fact that labor force participation is low by European  standards—
in 2013, the working-age population in the EU-28 countries was on average 
71.9 percent—it remained fairly constant during the crisis, at 61.6 percent in 
2009.1 By 2013, it had slightly increased to 65.1 percent. 

Young workers experienced a sharp rise in unemployment when compared to the 
overall working-age population. In 2003 unemployment rates were 7.1 percentage 
points higher for individuals ages 15–24 years than for individuals ages 
15–64 years. Youth were clearly disproportionately affected by the increase in 
unemployment. In 2012, the gap in the unemployment rates observed for these 
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two groups reached 17.1 percentage points, when youth unemployment reached 
28.1 percent. In 2013 the gap fell to 16.9 as youth unemployment fell slightly to 
27.2 percent. The percentage of young individuals ages 15–24 years that were 
not in employment, education, or training (the NEET rate) reached its lowest 
level for the decade in 2007—11.3 percent. After a downward trend between 
2003 and 2008, the NEET rate also increased, reaching 15.4 percent in 2013. 

A look at unemployment rates disaggregated by age and gender shows that young 
men were generally more affected by the crisis. As shown in figure 6.1, the economic 
downturn of 2009 also affected men the most, especially those in the 15- to 
24-year-old group, whose unemployment rate grew from 19 to 28 percent 
between 2008 and 2009, representing an increase of 48 percent. In contrast, 
unemployment for women in this age group only increased by 16 percent. Men 
ages 25–49 years and 50–64 years also experienced higher proportional increases 
in unemployment than women in the same age group. 

In Hungary, long-term unemployment as a share of total unemployment has 
 usually been higher than the average for the EU-28 countries. In 2010, it peaked at 
49.3 percent but has decreased again to the same level as in 2005, around 
45  percent. Unfortunately, in 2013 the percentage of long-term unemployed 
increased once more, reaching 48.6 percent (see figure 6.2). Even if there was no 
sharp increase in the share of long-term unemployment in the economy during 
the decade (on average), there is still a concern due to the high share of individu-
als who have been without a job for at least 12 months. 

Following the crisis, low-educated individuals were especially affected by the rise in 
unemployment. Unemployment rates were already increasing for the group of 

Figure 6.1 Unemployment rate by age and Gender in hungary, 2007–13
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less-educated individuals; after the crisis hit in 2009 this trend was rather 
 accentuated. However, all educational groups saw an increase in  unemployment 
rates during the period from 2008 to 2013. For those with tertiary education, the 
unemployment rate increased 50 percent, from 2.8 to 4.1. But the gap between 
the groups became bigger during the period, which reflects structural changes 
that increased the demand for more skilled workers. The difference in unemploy-
ment rates for low- and higher-educated workers grew from 16.1 percentage 
points in 2008 to 20.1 percentage points in 2013. 

Overall employment levels remained relatively stable before and following the 
crisis, slightly decreasing during the period for individuals in all educational levels. 
Employment levels have decreased slightly for all educational levels, not only 
after the crisis in 2009, but this trend had been in place since the mid-2000s. 
The educational composition of the working-age population in Hungary, on the 
other hand, has changed during the last decade. The share of the working-age 
population with less than an upper secondary education fell from 30.3 in 2003 
to 22.6 percent in 2013, while the share with tertiary education increased from 
12.9 percent to 19.5 during the same period. 

During the period from 2008 to 2011, the sample of the out-of-work population 
considered in this note increased, from 2.25 to 2.28 million individuals. The analysis 
of the out-of-work population in this note focuses on the working-age popula-
tion (16–64 years old). Specifically, only individuals ages 25–64 years who are 
not employed, and individuals ages 16–24 years who were neither employed nor 
in education nor training were considered.2 Only the working-age population 
(16–64 year-olds) is analyzed, as labor activation options—the main policy focus 
of this note—are only viable for that segment of the population. As a percentage 
of the population of working age under analysis, the out-of-work population rose 

Figure 6.2 long-term Unemployment as a share of total Unemployment, 2003–13
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from 37 percent to 38.1 percent. The two groups of the out-of-work population 
that became smaller during this period were the groups of disabled and other 
inactive, which decreased in size by 32 and 23 percent, respectively. On the other 
hand, the groups of (short-term) unemployed, long-term unemployed, and 
(early) retired grew by 99, 58, and 14 percent, respectively (see table 6.1). 
Figure 6.3 shows the composition of the out-of-work population in Hungary in 
2008 and 2011. 

Figure 6.3 Distribution of out-of-Work population in hungary, 2008 and 2011
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table 6.1 number and percentage of Working-age individuals (ages 16–64 
Years) by labor market attachment in hungary, 2008 and 2011
Number in thousands

2008 2011 Percent change 2008–11

3,834 3,702 3.4
At work 63% 62%

184 367 99.2
Unemployed 3% 6%

194 307 57.9
Long-term unemployed 3% 5%

599 681 13.7
(Early) retirement 10% 11%

664 454 −31.6
Disabled 11% 8%

610 469 −23.2
Other inactive 10% 8%

6,086 5,979 −1.7
Total 100% 100%

Source: World Bank staff analysis based on EU-SILC.
Note: Individuals ages 16–24 years who are out of work and enrolled in education (0.75 million individuals) 
are excluded from the sample.
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methodology: latent class analysis

In chapter 1 a general overview of the latent class analysis methodology was 
laid out. This section explains in detail the variables and covariates used to 
identify classes or groups of out-of-work individuals that are as homoge-
neous as possible within each class according to a set of observable charac-
teristics, and as distant as possible between classes. The emerging profiles 
can then be contrasted with the design and targeting of current activation 
 policies, in order to identify the potential gaps and to enhance their 
design features.3 

Variable Selection
The definition of latent classes relies on a number of indicator variables to 
capture different “symptoms” of an overall latent condition (in this case, the 
typology of joblessness). The challenge in such models is to identify a discrete 
number of variables that can best explain the heterogeneity of individual 
outcomes. In this case, two sets of categorical variables were selected: the first 
set to show the extent of labor market distance and the other to capture some 
of the main factors that can affect employment on the supply side, such as 
labor supply conditions (household-level incentives to work and physical 
ability to work).

•	 Distance from labor market: short-term unemployment, long-term unemploy-
ment, (early) retirement, disability, and other inactivity (largely unpaid domes-
tic work).4 

•	 Work experience: if individual has worked before and, in this case, whether he 
or she worked for two or more months in the last year. 

•	 Labor supply conditions: whether the individual’s household has at least one 
working adult,5 and perceived limitations on activities due to health 
problems.6 

In addition to indicators, the model includes active covariates, which are used 
to improve the classification of individuals in each class. In this case the active 
covariates are the demographic variables that are normally used to disaggregate 
labor market outcomes:

•	 Age-group category (four groups)
•	 Gender
•	 Human capital: the highest educational level achieved (three groups) 
•	 Urban/rural location

Once the latent classes have been defined, inactive covariates that were not 
included in the model can be used to characterize the individuals in each class 
and the households in which they live. The inactive covariates chosen describe 
those characteristics that may provide valuable information for the design of 
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tailored policies that address barriers to employment, including income level. 
They include:

•	 Household welfare conditions:
 – Income quintile (defined by equivalized disposable household income7,8) 
 – Labor, benefit, and other income as share of total gross household income9 
 – Working status of the partner
 – Household ability to keep dwelling warm
 – Partner’s labor income
 – Quintile of partner’s labor income
 – Tenure status
 – Binary variables denoting whether individuals or their households are ben-

eficiaries of any of eight social protection benefits10 
 – Share of benefits over the total household gross income

•	 Household demographics:
 – Household size
 – Household composition
 – Binary variable showing whether there are children younger than six years 

old in the household
 – Binary variable denoting whether there are three or more children younger 

than 16 years old in the household
 – Children younger than 13 years old in the household receiving child care: 

all, some, or none of the children
 – Older person (65 years of age and older) in the household
 – Presence of individual’s parents in the household

•	 Other individual-level demographics:
 – More refined age groups (eight groups)
 – Marital status

•	 Individual human capital:
 – More refined highest educational level achieved (six groups)
 – Work experience in years

•	 Household location:
 – Degree of urbanization11: densely populated, intermediate area, sparsely 

populated 
 – Regional breakdown

Group Labeling
The resulting groups are then labeled according to the greatest proportional 
characteristics within groups that also aid in distinguishing among groups. 
Granted, a large number of characteristics describe these groups, and only a few 
are taken into account for the purpose of labeling. In part, some of these char-
acteristics may exhibit a large degree of heterogeneity and may thus not be 
relevant for defining a group. In addition, some characteristics may be more 
relevant for the purposes of policy design than others. In short, though the 
labeling of groups can be considered more an art than a science, when taken 
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together with detailed descriptions of a group’s most prominent characteristics, 
labeling can serve as an important starting point in the design and prioritization 
of  activation policies.

The analysis relies on cross-sectional as well as panel data from the European 
Union Statistics of Income and Living Conditions (EU-SILC) surveys for 
2008–11, which combine individual-level information with household character-
istics. The first part of the note presents a cross-sectional analysis for the years 
2008, 2009, 2010, and 2011. In particular, the latent class analysis on 2008 data 
shows the main characteristics of the out-of-work before the global economic 
crisis hit Hungary, and thus highlight what could be considered more structural 
issues of the country’s labor market. The 2011 latent class analysis will contrast 
this initial assessment with more recent developments. The second part of the 
note exploits longitudinal data between 2008 and 201012 to trace the prior labor 
market status of individuals observed last in 2010 in various classes, and will shed 
light on the relative persistence in the out-of-work status among different classes 
of individuals. The set of variables chosen for the cross-section and the longitu-
dinal analysis are slightly different, due to minor differences in the set of variables 
recorded in each of the two types of data sets. 

main Findings

Out-of-Work Population: Group Profiles from Cross-Section Analysis
The latent class analysis supports the classification of the out-of-work into ten 
major groups, some of which have remained stable over time. The groups were 
named according to their most salient characteristics. Figure 6.4 shows the shares 
of each of the ten classes identified for the year 2011 while table 6.2 presents 
their most salient characteristics. 

The ten main groups emerging from the LCA analysis in 2011 can be charac-
terized as follows (for more detail, see Appendix A for a link to the online-only 
annexes):

•	 Cluster 1: Disabled with previous work experience. This group, representing 
almost one fifth of our sample of the out-of-work in 2011, reports its  economic 
status as disabled and most of them (89 percent) receive disability benefits,13 
despite the fact that only 35 percent report strong physical limitations on 
their ability to carry out daily activities. A majority (63 percent) live in rural 
areas. It is likely that many in this group could be work-ready: most have 
worked before, with 25 years of work experience on average, and educational 
attainment is in the low to mid-range: 37 percent have not completed upper 
secondary, while 58 percent have complete upper secondary or postsecond-
ary. The group is equal parts men and women and most (78 percent) are 
between 45 and 59 years of age. Just over half do not report at least one adult 
working in the household, and overall benefits amount to 64 percent of total 
gross household income.14 Their risk of poverty15 is high, with 36 percent 
living in the first income quintile. 
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table 6.2 summary characteristics of latent classes of the out-of-Work population in hungary, 2011

1: Disabled with previous work experience (19%) 2: Mostly male early retirees and retirees (15%)
• 94% report their labor market status as disabled
• 50% are male; 50% are female
• 78% are 45–59 years old
• 60% are married; 32% are without a partner
• 35% report strongly limited capacity to work
• 55% have no working adults in household
• Low-to-mid-skilled: 37% have not completed upper 

secondary education; 58% have completed upper or 
postsecondary

• 100% worked before; 98% worked less than 2 months in 
the previous year; 25 years of experience on average

• 72% live in households without dependent children; 
11% live alone

• 63% live in rural areas
• High poverty risk: 36% are in poorest income quintile
• 89% receive disability benefits
• Total household benefits represent 64% of gross 

household income

• 100% are retired
• 62% are male
• 57% are 60–64 years old; 31% are 55–59 years old
• 70% are married
• 12% report strongly limited capacity to work
• Low-to-mid-skilled: 29% have not completed upper 

secondary education; 59% have completed upper or 
postsecondary

• 99% have worked before, 90% worked less than 2 months 
in the previous year; 36 years of experience on average

• 79% live in households without dependent children
• 54% live in rural areas
• Very low poverty risk: 13% are in poorest income quintile
• 90% receive old-age benefits
• Total household benefits represent 67% of gross 

household income

table continues next page

Figure 6.4 classes of out-of-Work population in hungary, 2011
percent
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table 6.2 summary characteristics of latent classes of the out-of-Work population in hungary, 2011 (continued)

3: Urban retired women (15%) 4: Prime-aged unemployed (14%)
• 95% are retired; 5% report their labor market 

status as disabled
• 80% are female
• 96% are 60–64 years old
• 60% are married; 21% are widowed
• 79% have no working adults in household
• Low-to-mid-skilled: 21% have not completed upper 

secondary education; 62% have completed upper or 
postsecondary

• 98% have worked before, but less than 2 months in the 
previous year; 36 years of experience on average

• 91% live in households without dependent children; 
23% live alone

• 64% live in urban areas
• Very low poverty risk: 12% in poorest income quintile
• 94% receive old-age benefits
• Total household benefits represent 83% of gross 

household income

• 97% are unemployed
• 60% are male
• 76% are 25–54 years old
• 55% have no working adults in household
• Low-to-mid-skilled: 36% have not completed upper 

secondary education; 59% have completed upper or 
postsecondary

• 100% have worked before, 93% 2 or more months in the 
previous year; 16 years of experience on average

• 51% live in households with dependent children; 18% 
live in households with children younger than 6 years old

• 59% live in rural areas
• Very high poverty risk: 49% in poorest income quintile
• 55% receive unemployment benefits; 50% receive 

family/child benefits
• Total household benefits represent 35% of gross 

household income

5: Prime-aged inactive mothers with work experience (13%) 6: Prime-aged long-term unemployed (12%)
• 94% are inactive
• 100% are female
• 91% are 25–54 years old
• 82% have at least one working adult in household
• 73% have a working partner
• Mid-to-high-skilled: 57% with complete upper or 

postsecondary education; 24% with complete tertiary
• 100% have worked before, 89% have worked less than 2 

months in the previous year; 11 years of experience on 
average

• 91% live in households with dependent children; 72% 
live in households with children younger than 
6 years old

• High poverty risk: 32% in poorest income quintile
• 92% receive family/child benefits
• Total household benefits represent 40% of gross 

household income

• 86% are long-term unemployed; 14% are inactive
• 57% are male
• 75% are 25–54 years old; 18% are 54–59 years old
• 59% have no working adults in household
• Low-to-mid-skilled: 38% have not completed upper 

secondary education; 56% have completed upper or 
postsecondary

• 99% worked before, but less than 2 months in the 
previous year; 18 years of experience on average

• 50% live in households with dependent children; 19% 
live in households with children younger than 6 years old

• 50% live in rural areas
• Extreme poverty risk: 65% in poorest income quintile
• 49% receive unemployment benefits; 49% receive 

family/child benefits
• Total household benefits represent 56% of gross 

household income

7: Unemployed youth (4%)
• 47% are long-term unemployed; 43% are unemployed
• 56% are male
• 91% are 16–24 years old
• 78% have at least one working adult in household
• 57% are married
• Mid-skilled: 66% have completed upper or post-

secondary education
• 18% have worked before, but less than 2 months in the 

previous year; 2 years of experience on average
• 89% live with at least one parent
• High poverty risk: 44% in poorest income quintile
• Total household benefits represent 33% of gross 

household income

8: Low-educated rural inactive mothers 
without work experience (4%)
• 88% are inactive; 12% are long-term unemployed
• 90% are female
• 84% are 16–34 years old
• 62% are never married; 63% have a partner
• 53% have at least one working adult in household
• Low-skilled: 78% have not completed upper secondary 

education
• 78% have never worked before
• 88% live in households with dependent children; 62% 

live in households with children younger than 6 years old
• 70% live in rural areas
• Extreme poverty risk: 77% in poorest income quintile
• 86% receive family/child benefits; 38% receive housing 

allowance; 29% receive social exclusion benefits
• Total household benefits represent 57% of gross 

household income

table continues next page
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•	 Cluster 2: Mostly male early retirees and retirees. This group represented 
15  percent of the out-of-work population in 2011. It comprises mostly men 
(62 percent), and all of its members are retired, with 90 percent receiving old-
age benefits. A slim majority (57 percent) are 60–64 years old, meaning that 
they are likely to have reached the retirement age of 62. The remaining 
43  percent can be considered early retired, of which the majority are in 
the  55- to 59-age range. Because they are retired, this group’s members all 
have work experience, but only 9 percent report having worked for two or 
more months during the last year. They are low to mid-skilled: almost one-
third have not completed upper secondary school; the majority (59 percent) 
have completed upper or postsecondary education. Just over one-half do not 
report any working adults in the household. The benefit levels received by this 
group and their households appear to be generous: benefits represent 
67  percent of total gross household income, and only 13 percent of individuals 
in this group are in the poorest income quintile. 

•	 Cluster 3: Urban retired women. Like cluster 2 (mostly male early retirees and 
retirees), this group of retirees represented 15 percent of the out-of-work sam-
ple in 2011. In contrast to that group, however, nearly all the retirees in this 
group have reached retirement age, as 96 percent are 60–64 years old. They 
are also predominantly female (80 percent) and mostly live in urban areas 
(64 percent). Another characteristic that distinguishes them from cluster 2 is 
that 79 percent do not have any working adults in their households. As such, 
total benefits represent 83 percent of gross household income, the highest 

table 6.2 summary characteristics of latent classes of the out-of-Work population in hungary, 2011 (continued)

9: Educated single students (2%) 10: Low-educated disabled without work experience (2%)
• 90% are inactive
• 63% are male
• 91% are 25–29 years old
• 79% have at least one working adult in household
• Mid-to-high-skilled: 68% with complete upper or 

postsecondary education; 32% with complete tertiary
• 99% have never worked before
• 81% are enrolled in education
• 82% live with at least one parent
• 94% are single
• 77% live in urban areas
• Moderate poverty risk: 23% in poorest income quintile
• 23% receive education allowance
• Total household benefits represent 22% of gross 

household income

• 85% report their labor market status as disabled
• 52% are female
• 88% are 20–54 years old
• 67% report strongly limited capacity to work
• 58% have no working adults in the household
• 100% have never worked before
• Low skilled: 60% have not completed upper secondary 

education; an additional 15% have never studied before
• 76% live with at least one parent
• High poverty risk: 46% in poorest income quintile
• 74% receive disability benefits; 59% receive family/child 

benefits; 45% receive old-age benefits at household level
• Total household benefits represent 71% of gross 

household income

Source: World Bank staff analysis based on EU-SILC.
Note: Percentages in parentheses following the group names refer to the share of the total out-of-work population. “Years of work experience” 
refers only to those individuals who have worked before. “Dependent children” include children younger than 18 years of age and household 
members ages 18–24 years who are economically inactive and living with at least one parent. “Working adult” refers to adults ages 25 years and 
older. For this report’s purposes, we define the at-risk-of-poverty rate as the relative risk of being in the first quintile of the income distribution. 
The reference period for income reported in EU-SILC surveys is the year preceding the survey year.
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share among all identified groups. Benefits also appear to be sufficiently gener-
ous, as only 12 percent of this group live among the poorest income quintile.  

•	 Cluster 4: Prime-aged unemployed. This group made up 14 percent of the out-
of-work in 2011. Its members are newly unemployed individuals who worked 
for two or more months during the last year, and who, on average, have 16 years 
of work experience. They are mostly men (60 percent) in their prime age and 
are concentrated in rural areas (59 percent). Over one-third have not com-
pleted upper secondary school, and 59 percent have completed upper or post-
secondary studies, making this a low-to-mid-skilled group. Half of this group 
lives in households with dependent children. One-half also receive family/
child benefits, and a small majority receive unemployment benefits. One-half 
of the group’s members (55 percent) do not have any working adults in the 
household, and over all, benefits make up just over a third of their total house-
hold income. The group has a very high risk of poverty, as 49 percent live in 
the poorest income quintile.  

•	 Cluster 5: Prime-aged inactive mothers with work experience. This group of prime-
aged (ages 25–54 years) women represented 13 percent of the out-of-work in 
2011. Given that 91 percent live in households with dependent children 
(72 percent live in households with children younger than six years old), and 
that, for the most part, these inactive women have working partners, they are 
likely to be stay-at-home mothers. However, their work experience and rela-
tively high educational attainment—24 percent of them have completed a ter-
tiary degree—make the members of this group labor market ready. Ninety-two 
percent receive family/child benefits, and, on average, total household benefits 
represent 40 percent of gross household income. Perhaps due to a relatively 
large average household size of 4.2 members, this group has a high risk of pov-
erty, with 32 percent in the poorest income quintile. 

•	 Cluster 6: Prime-aged long-term unemployed. This group represented 12 per-
cent of the out-of-work in 2011 and resembles the larger group of prime-aged 
unemployed. Like its newly unemployed counterparts, the long-term unem-
ployed members of this group comprise mostly men (57 percent) who for the 
most part are in their prime (ages 25–54 years). This group, however, is some-
what skewed toward older individuals, and a non-negligible 18 percent are 
54–59 years old. Furthermore, the group is less rural, with a 50/50 urban/rural 
split, and a slightly larger majority (59 percent) of households are without any 
working adults. However, the educational attainment of this group is very 
similar, with 36 percent having not completed an upper secondary education 
and 59  percent having completed upper or postsecondary school. The mem-
bers of this group are just as likely as the larger group to have dependent 
children in their households (50 percent), as well as to receive family/child 
benefits. Interestingly, they are only marginally less likely to receive unem-
ployment benefits (49  percent), despite the fact that they have been 

http://dx.doi.org/10.1596/978-1-4648-0539-4


154 Latent Class Analysis of the Out-of-Work Population in Hungary, 2007–11

Portraits of Labor Market Exclusion • http://dx.doi.org/10.1596/978-1-4648-0539-4

unemployed for at least 12 months. Again, total household benefits make up 
a very similar percentage of total household income (57 percent). Nonetheless, 
despite having slightly smaller households (3.4 members, versus 3.5 for their 
newly unemployed counterparts) this group is more likely to be living in pov-
erty. With 65 percent in the poorest income quintile, this group has the second 
highest risk of poverty among the ten identified groups. 

•	 Cluster 7: Unemployed youth. Making up just 4 percent of the out-of-work in 
2011, this group comprises both long-term and newly unemployed youth ages 
16–24 years and resembles the unemployed youth who have been largely 
affected by the crisis in Europe. Owing to their young age, this group has very 
little work experience, with only 18 percent having worked before. They are 
for the most part mid-skilled, as 66 percent have completed upper or postsec-
ondary education. More than half are also in households that receive family/
child benefits and one-fifth receive unemployment benefits. Despite the fact 
that these never-married individuals are still living in their birth house-
holds—78 percent of which have at least one working adult—they remain at a 
high risk for poverty: 44 percent live in the poorest income quintile. With 
benefits making up 33 percent of total household income, their benefit depen-
dence is low in comparison to most other groups. 

•	 Cluster 8: Low-educated rural inactive mothers without work experience. This 
group, amounting to about 4 percent of the out-of-work population in 2011, is 
composed of relatively young (16–35 years old), inactive women living in rural 
areas. They are likely to be mothers, as 88 percent live in households with 
dependent children (62 percent with children younger than six years old). 
In contrast to the larger group of prime-aged inactive mothers with work experi-
ence, this group has lower prospects for labor market insertion, as they do not 
have previous work experience and have low educational attainment, with the 
great majority (78 percent) having not finished upper secondary school. Another 
 distinguishing feature of this group is that the majority (62 percent) has never 
been married and just over half do not have a working adult in their households. 
Like their counterparts with work experience, the great majority receive family/
child benefits. However, 29 percent also receive social exclusion  benefits and 
38 percent receive housing allowances, perhaps reflecting their lower socioeco-
nomic status. Benefits make up more than half (57 percent) of household 
income. Nonetheless, this group has the highest risk of poverty among the ten 
identified groups: 77 percent live in the poorest income quintile. 

•	 Cluster 9: Educated single students. This group only amounted to 2 percent of 
the out-of-work in 2011 and comprises students (81 percent) who are between 
25 and 29 years old (91 percent). This group is the most educated of the ten, 
with close to one-third having completed tertiary education; an additional 
68 percent have completed upper or secondary education. Despite being over 
24 years of age, the members of this group have never worked before. Like the 
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unemployed youth, they have also never married and for the most part are still 
living with their parents, in households that predominantly have at least one 
working adult. However, unlike their unemployed youth counterparts, they 
tend to live in urban areas, where educational opportunities are likely to be 
more abundant. Twenty-three percent of them receive an educational allow-
ance, and benefits make up 22 percent of total gross income, the lowest share 
among all groups. With 23 percent in the poorest income quintile, this group 
has a moderate risk of poverty.

•	 Cluster 10: Low-educated disabled without work experience. Like the group of 
young students, this group represented only 2 percent of the out-of-work in 
2011. Its members report their labor market status as disabled, but unlike the 
larger group of disabled (disabled with previous work experience), none have 
ever worked before and most (67 percent) report that their capacity to work 
is strongly limited. Nonetheless, the percentage that reports receiving disability 
benefits (74 percent) is lower than that of the disabled with previous work expe-
rience (89 percent). Just over half are women, and their ages span a larger 
range, with 80 percent between 20 and 54 years of age. Likely due to their 
disability status, their educational attainment is low: 15 percent have never 
attended school, 22 percent have never finished primary school, and another 
38 percent have never finished lower secondary. Another characteristic that 
distinguishes this group from their disabled counterparts with work experi-
ence is that they have never married and are still living with their parents. Just 
over half report having at least one working adult in their households, and 
benefit dependency is high: 71 percent of total gross household income is 
composed of benefits, second only to the group of urban retired women. This 
group is also at a high risk for poverty, as 46 percent of them live among the 
poorest income quintile. 

Tables 6.3 and 6.4 present the main characteristics of each group in 2011. For 
the complete table, including inactive covariates, see Appendix A for a link to the 
online-only annexes.

Although a small number of the identified classes of the out-of-work population 
have been quite stable over the last few years, most of the identified classes experi-
enced changes in their composition and also in the share they represent among the 
out-of-work. In table 6.5, clusters are compared over time between 2008 and 
2011 as a share of the total out-of-work population, while figure 6.5 shows the 
absolute numbers. From the graph, the first important observation is that the size 
of the out-of-work population has just slightly increased—by 1 percent between 
2008 and 2011. However, some clusters have changed across time; for example, 
clusters identified in 2011 that were present in previous years underwent 
changes in relative size and also in composition. The fact that the composition 
of the groups changes over time is particularly important to keep in mind when 
interpreting changes in group size. For instance, significant increases (decreases) 
in group size are sometimes due to reassignments of individuals across groups, 
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156 table 6.3 latent classes of out-of-Work population in hungary: indicators, 2011

All out-of-
work

1. Disabled 
with 

previous 
work 

experience

2. Mostly 
male early 

retirees 
and 

retirees

3. Urban 
retired 

women
4. Prime-aged 
unemployed

5. Prime-
aged 

inactive 
mothers 

with work 
experience

6. Prime-
aged long-

term 
unemployed

7. Unemployed 
youth

8. Low-
educated 

rural inactive 
mothers 

without work 
experience

9. Educated 
single 

students

10. Low-
educated 
disabled 
without 

work 
experience

cluster size (%) 100 19 15 15 14 13 12 4 4 2 2

population 2,277,342 432,012 351,394 346,839 318,600 301,065 265,310 95,648 91,094 39,170 36,210

indicators (%)
Labor market 

attachment
Unemployed 16 1 0 0 97 3 0 43 0 6 1
Long-term 

unemployed 13 3 0 0 0 3 86 47 12 3 6
Retired 30 0 100 95 0 0 0 0 0 0 2
Disabled 20 94 0 5 0 0 0 0 0 1 85
Other inactive 21 2 0 0 3 94 14 11 88 90 6

At least one working 
adult in household

No 51 55 52 79 55 18 59 22 47 21 58
Yes 49 45 48 21 45 82 41 78 53 79 42

Work experience
Never worked 10 0 0 1 0 0 1 82 78 99 100
Less than 2 

months in 
last year 73 98 90 98 7 89 99 18 21 1 0

2 or more months 
in last year 16 2 9 1 93 11 0 0 2 0 0

Self-assessed physical  
capacity

Strongly limited 12 35 12 8 3 2 3 0 0 0 67
None/limited 88 65 88 92 97 98 97 100 100 100 33

Source: World Bank staff analysis based on EU-SILC.
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table 6.4 latent classes of out-of-Work population in hungary: active covariates, 2011

All out-of-
work

1. Disabled 
with 

previous 
work 

experience

2. Mostly 
male early 

retirees 
and 

retirees

3. Urban 
retired 

women

4. Prime-
aged 

unemployed

5. Prime-aged 
inactive 

mothers with 
work 

experience

6. Prime-aged 
long-term 

unemployed
7. Unemployed 

youth

8. Low-
educated 

rural inactive 
mothers 

without work 
experience

9. Educated 
single 

students

10. Low-
educated 
disabled 
without 

work 
experience

cluster size (%) 100 19 15 15 14 13 12 4 4 2 2
population 2,277,342 432,012 351,394 346,839 318,600 301,065 265,310 95,648 91,094 39,170 36,210

active covariates (%)
Age groups (years)
16–24 9 0 0 0 14 3 5 91 52 0 31
25–34 17 2 0 0 25 50 20 9 32 100 33
35–59 48 88 43 4 60 45 73 0 15 0 34
60–64 26 10 57 96 1 1 2 0 1 0 2

Gender
Male 42 50 62 20 60 0 57 56 10 63 48
Female 58 50 38 80 40 100 43 44 90 37 52

Education
Primary 32 37 29 21 36 19 38 20 78 0 60
Secondary 57 58 59 62 59 57 56 60 21 68 23
Tertiary 11 5 12 17 5 24 6 20 2 32 1
Never studied 

before/
illiterate/not 
available 0 0 0 1 0 0 0 1 0 0 15

Location
Urban 48 37 46 64 41 52 50 45 30 77 47
Rural 52 63 54 36 59 48 50 55 70 23 53

Source: World Bank staff analysis based on EU-SILC.
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resulting in changes in group composition. Thus, although some groups may 
retain similar names across years due to their most salient characteristics, they 
may nonetheless vary in their composition across years. The evolution in terms 
of group size and group composition over the 2008–11 period can be summa-
rized as follows: 

•	 The composition of the group of disabled with previous work experience has 
been quite stable over time, but its relative and absolute size has decreased. 
The share of this cluster in the out-of-work population was 29 percent in 
2008. In 2011, it reached 19 percent (although it was still the largest cluster). 
This represented an approximate 33 percent decline in absolute numbers. 
More than 90 percent of the individuals in this cluster reported being disabled 
and around 35 percent of them claimed to have a strong limitation on work 
capacity due to their health. Indeed, 84 and 89 percent of them were receiving 
disability benefits in 2008 and 2011, respectively. Among the characteristics 
that have been quite stable, more than 80 percent are between 35 and 59 years 
old, around 40 percent live in urban areas, and a minimum of 60 percent have 
at least an upper secondary education. 

•	 The early retirees and retirees were a single group from 2008 to 2009. In 2011, 
retirees were classified as either mostly male early retirees and retirees or urban 
retired women. Taken together, they represent an absolute size increase of 
11 percent when compared to the original group in 2008. The cluster of early 
retirees and retirees changed in size and composition over time. In 2011, it was 

table 6.5 classes of out-of-Work population in hungary, as a percentage of total out-of-Work 
population, 2008–11
percent

Name of cluster 2008 2009 2010 2011

Disabled with previous work experience 29 25 17 19
Mostly male early retirees and retirees (2011) n.a. n.a. n.a. 15
Early retirees and retirees (except 2011) 28 13 19 n.a.
Urban retired women (except 2008) 18 15 15
Prime-aged unemployed 10 10 13 14
Prime-aged inactive mothers with work experience 14 14 13 13
Prime-aged long-term unemployed 9 10 11 12
Unemployed youth (2010 and 2011) n.a. n.a. 3 4
Low-educated rural inactive mothers without work experience 

(2011) n.a. n.a. n.a. 4
Low-educated inactive young women without work experience 

(except 2011) 8 8 7 n.a.
Educated single students (2011) n.a. n.a. n.a. 2
Low-educated disabled without work experience 2 2 2 2

Source: World Bank staff analysis based on EU-SILC.
Note: n.a. = not applicable.
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called mostly male early retirees and retirees because the female share fell from 
62 percent in 2008 to only 38 percent in 2011. This group also became less 
urban—the share of individuals living in urban areas fell from 59 to 46 percent 
over the period. It also became relatively younger—in 2008, 28 and 70 percent 
were 45–59 and 60–64 years old, respectively; in 2011 these shares changed to 
39 and 57 percent. Despite those differences in composition over time, around 
90 percent of the individuals in this cluster are receiving old-age benefits and 
have on average more than 35 years of work experience. 

Figure 6.5 classes of out-of-Work population in hungary, 2008–11
number of individuals
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Source: World Bank staff analysis based on EU-SILC.
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•	 In its turn, the cluster of urban retired women—which appeared as a separate 
group beginning in 2009—became more urban, female, and older. From being 
18 percent of the out-of-work population in 2009, this cluster lost almost 
50,000 individuals, reducing its share to 15 percent in 2011. Not only has its 
size changed, but individuals classified in this cluster became older—in 2011, 
96 percent of them were between 60 and 64 years old, against 76 percent in 
2009—the share of women increased from 68 to 80 percent during the same 
period, and they are more likely to be living in urban areas than before. 

•	 One important change observed is the increase in unemployment among prime-
aged individuals. Two clusters of prime-aged unemployed were identified in all 
the years: one of newly unemployed and the other representing those who 
have been unemployed for more than 12 months. Regardless of the year of 
analysis, the group of long-term unemployed comprises older individuals who 
are also more likely to be living in poverty. And from 2008 to 2011, both of 
these clusters increased in size. The prime-aged unemployed faced an increase of 
37 percent during this period, while the prime-aged long-term unemployed grew 
around 35 percent. However, not only did these clusters increase in size, but 
the composition of their members’ labor market status changed. Among the 
prime-aged unemployed, the share of individuals who reported being inactive 
fell from 31 to 3 percent, while the share of unemployed grew from 64 to 
97 percent. Among the prime-aged long-term unemployed the share of inactive 
fell from 27 to 14 percent, while the share of long-term unemployed increased 
from 70 to 86 percent. 

•	 Across time, different clusters of young individuals were found. It can be noticed 
that they have become relatively more likely to be unemployed and less likely 
to be inactive. Until 2009, 8 percent of the out-of-work population was 
represented by the low-educated inactive young women without work experi-
ence, but in the next years the composition of the clusters of younger indi-
viduals would become more defined and new clusters could be identified. 
Indeed, in 2010, this cluster of inactive young women itself represented a 
higher percentage of females, increasing from 69 to 81 percent of the total. 
In 2011, this cluster was replaced by the low-educated rural inactive mothers 
without work experience. Women represented 90 percent of this group, 
whose members were more likely to be living in rural areas. Sixty-three 
percent lived with a partner (regardless of marital status). This group was 
also less likely to report living with parents in the same household, and was 
less educated (78 percent had completed up to lower secondary educa-
tion). In 2010, the cluster of unemployed youth appeared, representing 
3 percent of the out-of-work population. In 2011, more than 20,000 young 
individuals were added to this cluster, an increase of more than 30 percent. 
So, in the last year analyzed, three clusters of young individuals were iden-
tified:  unemployed youth (4 percent), low-educated rural inactive mothers 
without work experience (4 percent), and educated single youth (2 percent). 
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Even accounting for the presence of inactive youth in the cluster of 
 unemployed and for the unemployed youth in the cluster of inactive, the 
percentage of young individuals that were classified as unemployed 
increased from 25 percent to 44 percent from 2008 to 2011. In addition, 
the absolute size of these youth clusters has become 22 percent larger 
 during this same period.

•	 Finally, the prime-aged inactive mothers with work experience and the low- 
educated disabled without work experience clusters remained most stable during 
the period in analysis, both in size and in composition. The cluster of inactive 
mothers with work experience represented around 13 percent of the  out-of-work 
individuals between 2008 and 2011, which in absolute numbers accounted for 
a slight decrease of 7 percent in its size—a reduction of around 23,000 people. 
Not only has its share been maintained, its composition also has not experi-
enced considerable changes. For the group of disabled without work experience, 
which represented only 2 percent of the out-of-work population during these 
four years, characteristics have only changed slightly. This group reported an 
increase in the share of people with a strong limitation on ability to work, from 
61 to 67 percent; its members became more likely to be living in urban areas—
from 37 percent in 2008 to 47 percent in 2011—and the share of women also 
rose, from 41 to 52 percent. 

Structural Aspects and Emerging Trends in the Profiles of the Out-of-Work
The clusters identified in the out-of-work population for the period from 2008 
to 2011 reflect both structural and cyclical aspects of the labor market. This sec-
tion identifies some of the key structural aspects of the Hungarian labor market 
and uses cross-sectional and longitudinal analysis of clusters of the out-of-work 
population to further examine the effects of the crisis.

The youth labor force participation rate in Hungary was the second lowest in 
Europe in 2013. Since 2007, Hungary’s NEET rate has increased, reaching 
15.4 percent in 2013. The youth labor force participation rate, at only 
27.2  percent in 2013, is the second lowest among the countries in the region 
(figure 6.6), and pales in comparison to the EU average of 42.2 percent. Two 
aspects might account for the low activity rate among the youth. In many EU 
countries, youth have higher labor force participation rates partly because 
they are able to combine their studies with part-time work. For example, as 
many as 75 percent and 40 percent of youth in the Netherlands and Slovenia, 
respectively, reported working part-time (Dimitrov and Duell 2013). 
However, in 2013, only about 10 percent of the youth in Hungary (15–24 
years old) reported working part-time (Eurostat 2013). Also, the labor tax 
wedge16 is one of the highest in the European Union (figure 6.7). Lower 
take-home wages reduce labor supply at the extensive margin, primarily for 
younger and older workers (EEAG 2012). 

Low participation rates among the older working-age population in Hungary can be 
explained by changes in both the demand for and the supply of labor in the economy. 
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The transition to a market economy and privatization schemes that led to 
increased competition among firms generated the restructuring and reallocation 
of resources in the economy. There was a decline in employment, particularly in 
the agricultural and industrial sectors, and a shift in the labor demand toward 
more skilled workers. From the supply side, a relatively low retirement age,17 and 

Figure 6.6 labor Force participation rate, ages 15–24 Years, european countries, 2013
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Figure 6.7 labor tax Wedges in europe, 2008 and 2010
percent

Switz
erla

nd
Malta

Ire
land

Ice
land

Luxe
mbourg

Unite
d States

Ja
pan

Unite
d Kingdom

Bulgaria

Portu
gal

Poland

Norw
ay

Neth
erla

nds

Greece

Slovak Republic

Turkey

Finland
Spain

Denmark

Slovenia

Esto
nia

Lith
uania

Cze
ch

 Republic

EU-27

Sweden

Romania

Austr
ia
Latvia

Ita
ly

Hungary

Germ
any

France

Belgium

20

10

0

2010 2008

30

40

50

60

Source: Eurostat, EU-LFS.

http://dx.doi.org/10.1596/978-1-4648-0539-4


Latent Class Analysis of the Out-of-Work Population in Hungary, 2007–11 163

Portraits of Labor Market Exclusion • http://dx.doi.org/10.1596/978-1-4648-0539-4 

the possibility of retiring earlier than the legal age with little or no penalty in terms 
of a lower pension, also contributes to explaining the low participation rates 
observed among older workers (EEAG 2012). 

Retired and disabled individuals make up more than half of the out-of-work 
population analyzed in this note. In the working-age sample used in this analysis, 
three clusters of retirees or disabled individuals with previous work experience 
emerge, representing almost half of the out-of-work population—or more than 
50 percent if we consider a small group of disabled without work experience. 
However, about half of them are younger than 60 years of age; in other words, 
they are under the legal retirement age. If we consider the two main clusters 
found—and exclude the cluster of urban retired women—this share reaches 
almost 70 percent. In the cluster of disabled with previous work experience, 
which represents almost one-fifth of the out-of-work sample analyzed, 88 per-
cent are between 35 and 59 years old, and 35 percent of them reported being 
strongly limited in work capacity due to a health condition. The second clus-
ter— mostly male early retirees and retirees—represents 15 percent of the out-
of-work population sample; 43 percent of the individuals in this group are 
between ages 35 and 59. 

Labor force participation rates for older people are among the lowest in Europe. In 
2013, Hungary showed a labor force participation rate of only 63.5 percent 
among the group of people ages 55–59 years old (figure 6.8). In the case of 
individuals 55–64 years old, rates are only 41.7 percent, much lower than the 
EU-28 average of 54.3 percent. Nevertheless, this difference has been decreasing 
over time, since in 2008 activity rates were only 33 and 48 percent in Hungary 
and the EU-28, respectively. Figure 6.9 shows that for other European countries, 
expenditures on old-age pensions as a share of the GDP have been increasing. 

Figure 6.8 labor Force participation rate, ages 55–59 Years, european countries, 2013
percent
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As the working-age population shrinks and life expectancy rises, raising the 
retirement age and increasing labor force participation among older individuals 
may counteract a shrinking workforce and rising old-age benefit outlays. 

Inactive women account for 17 percent of the out-of-work population, and 
84 percent of them are in their prime age. High inactivity rates are an issue in 
Hungary, and this is no different for women of working age. Labor force 
participation rates for women between 15 and 64 years old have increased 
3 points, from around 56 percent since before the crisis. Data from Eurostat 
show that in Hungary the percentage of children with access to formal 
child care is one of the lowest among European countries (figure 6.10). 
Indeed, in comparison to the average in the EU-28, in Hungary the percent-
age of women who report being inactive because they are looking after 
children or incapacitated adults is 11 and 18  percentage points higher, for 
the groups of inactive women 15–39 years old and 25–49 years old, respec-
tively (figure 6.11). 

Out-of-Work Population: Group Profiles from Longitudinal Analysis
In order to better understand the dynamics within clusters and other labor mar-
ket movements, latent class analysis was also applied to longitudinal EU-SILC 
data for the period 2008–10. The EU-SILC survey allows the tracking of indi-
viduals in both 2008 and 2010, albeit with a smaller sample size than that avail-
able in the cross-section surveys. The latent class analysis of the out-of-work 
population in 2010 yielded similar results in terms of clusters, although due to 

Figure 6.9 expenditures on old-age Benefits as a share of GDp in europe, 2008 and 2010
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the reduced sample size, the number of clusters was also smaller. For a sample of 
around 1,150 observations, six classes were defined:

•	 Mostly rural retired and disabled with previous work experience (28 percent)
•	 Retirees (25 percent) 
•	 Middle-aged unemployed (17 percent)

Figure 6.10 Formal child care as a percentage of all children Younger than 3 Years old, european 
countries, 2011
percent
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Figure 6.11 percentage of inactive Women Who report looking after children or incapacitated adults as 
the main reason for not seeking employment, european countries, 2013
percent
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•	 Prime-aged inactive mothers with work experience (16 percent)
•	 Inactive young single women without work experience (8 percent)
•	 Unemployed rural single young men (6 percent)

Annex 3 (see Appendix A for a link to the online-only annexes shows the full 
statistical description of the latent classes, while table 6.6 summarizes the key 
features of each cluster. 

A further advantage of the panel analysis is to provide information on the flow 
of individuals among clusters and in and out of employment. Table 6.7 shows the 
flow of individuals into each cluster of the out-of-work population or into 
employment in 2010 according to their labor market status in 2008. Between 
2008 and 2010, 85 percent of the employed remained at work. Indeed, there is 
also an interesting flow into employment among those who were unemployed or 
inactive in 2008. In 2010, 41 percent of those who were classified as unemployed 
and 53 percent who were classified as inactive in 2008 were found to be 
employed. In other words, more than half of the inactive individuals in 2008 
were reported as employed in 2010. An additional 15 percent of those inactive 
in 2008 moved to a cluster of unemployed individuals in 2010, meaning that 
around 68 percent left inactivity. 

On the other hand, table 6.8 shows the labor market status in 2008 for each 
cluster and at-work population in 2010. Three main results emerge from the 
dynamics presented. First, for the cluster of middle-aged unemployed, 50 percent 
were employed in 2008, which makes them the most affected by employment 

table 6.6 longitudinal analysis: summary characteristics of latent classes of out-of-Work population in 
hungary

1: Mostly rural retired and disabled with previous work 
experience (28%)

2: Retirees (25%)
• 98% are retired
• 63% are female
• 88% are 60–64 years old
• 67% are married; 31% without a partner
• 11% report strongly limited capacity to work
• Low-to-high-skilled: 23% have not completed upper 

secondary education; 61% have completed upper or 
postsecondary; 16% have completed tertiary

• 100% have worked before, 97% worked less than 
2 months in the previous year; 36 years of experience 
on average

• 96% live in households without dependent children, 
18% live alone

• 62% live in urban areas
• Very low poverty risk: 12% are in poorest income quintile
• 92% receive old-age benefits
• Total household benefits represent 77% of gross 

household income

• 70% report their labor market status as disabled; 
27% are retired

• 55% are female
• 85% are 45–64 years old
• 64% are married; 34% are without a partner
• 33% report strongly limited capacity to work
• 54% have no working adults in household
• Low-to-mid-skilled: 35% have not completed upper 

secondary education; 59% have completed upper or 
postsecondary

• 99% worked before; 91% worked less than 2 months in 
the previous year; 26 years of experience on average

• 82% live in households without dependent children; 
11% live alone

• 66% live in rural areas
• High poverty risk: 28% are in poorest income quintile
• 71% receive disability benefits
• Total household benefits represent 67% of gross 

household income

table continues next page
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table 6.6 longitudinal analysis: summary characteristics of latent classes of out-of-Work population in 
hungary (continued)

3: Middle-aged unemployed (17%) 4: Prime-aged inactive mothers with work experience (16%)
• 84% are unemployed
• 60% are male
• 76% are 35–59 years old
• 53% are married; 38% are without a partner
• 59% have no working adults in household
• Low-to-mid-skilled: 32% have not completed upper 

secondary education; 63% have completed upper or 
postsecondary

• 100% have worked before; 63% have worked 2 or more 
months in the previous year; 20 years of experience on 
average

• 57% live in households without dependent children
• 66% live in rural areas
• Very high poverty risk: 50% in poorest income quintile
• 48% receive unemployment benefits
• Total household benefits represent 45% of gross 

household income

• 88% are inactive
• 99% are female
• 82% are 25–54 years old
• 76% are married; 14% are without a partner
• 82% have at least one working adult in household
• Mid-to-high-skilled: 59% have completed upper or 

postsecondary education; 28% have completed tertiary
• 100% have worked before; 83% less than 2 months in 

the previous year; 11 years of experience on average
• 87% live in households with dependent children; 60% 

live in households with children younger than 6 years old
• 57% live in rural areas
• High poverty risk: 31% in poorest income quintile
• 95% receive family/child benefits
• Total household benefits represent 36% of gross 

household income

5: Inactive young single women without work 
experience (8%)

6: Unemployed rural single young men (6%)
• 100% are unemployed
• 77% are male
• 94% are 20–24 years old
• 98% are never married
• 76% have no working adults in household
• Low-to-mid-skilled: 24% have not completed upper 

secondary education; 71% have completed upper or 
postsecondary

• 51% have never worked before; 45% worked 2 or more 
months in the previous year; 2 years of experience on 
average

• 71% live in households without dependent children
• 98% live with at least one parent
• 73% live in rural areas
• Very high poverty risk: 49% in poorest income quintile
• 65% receive family/child benefits; 22% receive 

unemployment benefits
• Total household benefits represent 35% of gross 

household income

• 81% are inactive
• 76% are female
• 79% are 16–29 years old
• 73% are never married; 60% are without a partner
• 54% have at least one working adult in household
• Low-to-mid-skilled: 42% have not completed upper 

secondary education; 46% have completed upper or 
postsecondary

• 91% have never worked before; 6 years of experience on 
average

• 53% live in households with dependent children; 43% 
live in households with children younger than 6 years old

• 60% live with at least one parent
• Very high poverty risk: 43% in poorest income quintile
• 66% receive family/child benefits; 39% receive housing 

allowance
• Total household benefits represent 51% of gross 

household income

Source: World Bank staff analysis based on EU-SILC.
Note: Percentages in parentheses following the group names refer to the share of the total out-of-work population. “Years of work experience” refers 
only to those individuals who have worked before. “Dependent children” includes children younger than 18 years of age and household members 
ages 18–24 years who are economically inactive and living with at least one parent. “Working adult” refers to adults ages 24 years and older.

losses. Second, the group of prime-aged inactive mothers with work experience was 
the second most likely to have been employed in 2008. This may be reflecting 
incentives for women of child-bearing age to drop out of the labor force. Finally, 
71 percent of the individuals in the group of unemployed rural single young men 
were inactive in 2008, a reflection of the fact that youth tend to be new to the 
labor market and lack work experience (in contrast, only 21 percent of the 
 middle-aged unemployed were inactive in 2008). 

http://dx.doi.org/10.1596/978-1-4648-0539-4


168 Latent Class Analysis of the Out-of-Work Population in Hungary, 2007–11

Portraits of Labor Market Exclusion • http://dx.doi.org/10.1596/978-1-4648-0539-4

From profiling to activation

Activation and Inclusion Policies in Hungary
Active labor market policies (ALMPs) are not a strategy per se in Hungary, but 
their elements are integrated into national policy making and should be further 
enhanced. The Hungarian employment level is low when compared to other 

table 6.7 hungary: composition of 2010 clusters Based on 2008 labor market status (column 
percentages)

Cluster Working-age population in 2010

Labor market status in 2008

Unemployed Retired Disabled
Other 

inactive Employed Total

1 Mostly rural retired and disabled with 
previous work experience 5 15 66 3 3 11

2 Retirees 3 76 24 1 4 10
3 Middle-aged unemployed 32 1 2 8 6 7
4 Prime-aged inactive mothers with work 

experience 11 0 0 17 2 5
5 Inactive young single women without 

work experience 3 0 3 10 0 2
6 Unemployed rural single young men 5 0 0 7 0 2
NC Employed 41 8 5 53 85 63

Total 100 100 100 100 100 100

Source: World Bank staff analysis based on EU-SILC.
Notes: Students aged 16–24 who were inactive or unemployed are excluded from the sample. Numbers referred to in the text appear shaded 
in gray.

table 6.8 hungary: composition of 2010 clusters Based on 2008 labor market status (row percentages)

Cluster Working-age population in 2010

Labor market status in 2008

Unemployed Retired Disabled
Other 

inactive Employed Total

1 Mostly rural retired and disabled with 
previous work experience 3 9 65 5 18 100

2 Retirees 2 50 25 2 22 100
3 Middle-aged unemployed 25 1 3 21 50 100
4 Prime-aged inactive mothers with work 

experience 12 0 1 61 26 100
5 Inactive young single women without 

work experience 6 0 12 79 3 100
6 Unemployed rural single young men 13 0 0 71 15 100
NC Employed 3 1 1 15 80 100

Total 5 7 11 18 60 100

Source: World Bank staff analysis based on EU-SILC.
Notes: Students ages 16–24 years who were inactive or unemployed are excluded from the sample. Numbers referred to in the text appear 
shaded in gray.
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European countries. The main challenge has been to increase the labor market 
participation of specific disadvantaged groups, such as low-skilled, older workers, 
young career starters, women with small children, and the disabled (EC 2013b). 
Therefore, several reforms have been introduced in order to make work attractive 
to the inactive and promote employment.

In 2011, expenditures on labor market policies (LMPs) in Hungary corre-
sponded to 70 percent of the total for the OECD countries, and unemploy-
ment and early retirement benefits accounted for more than half of these 
expenditures. Figure 6.12 shows the spending on different LMPs as a share of 
GDP in Hungary and compared to OECD countries (in 2011). From 2008 and 
2010, there was an increase of 112 percent in the amount spent on ALMPs as 
a share of GDP. Unemployment and early retirement benefit values rose by 
95 percent in the same period. And, while ALMPs represented around one-
third of the total LMPs in 2011, unemployment and early retirement benefits 
accounted for 65 percent, an increase in comparison with a share of 51 percent 
in 2008. 

Structural reforms have been introduced to raise the effective retirement age, 
increase employment, and promote sustainability. As a response to a high inflow 
into disability schemes and a widespread use of early retirement options, 
reforms affecting the pension, disability, and social benefit systems were 
introduced. The value of benefits is decreasing while the criteria for accessing 
them has become stricter and more work-oriented (EC 2013b). Furthermore, 

Figure 6.12 labor market policy (lmp) spending in hungary as a share of GDp
percent
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in order to activate those capable of work, some measures listed in the 
Hungarian Work Plan include: 

•	 Strengthen ALMPs, reinforcing services and supports available to jobseekers;
•	 Increase labor market flexibility through the promotion of flexible forms of 

employment and flexible workplaces, ease return of young parents, and 
 support companies in adjusting working hours for flexibility;

•	 Continue targeted tax allowance for employers who employ young career 
starters, and support their acquisition of work experience;

•	 Modernize the education and training system to improve the skills of the labor 
force;

•	 Strengthen the social economy and social cooperatives;
•	 Promote public works.

Public work became an important activation measure in 2009 with the launch of 
the “Pathway to work” program. The idea was to assist those capable of work to 
find some form of public employment, reducing the duration of unemployment 
and breaking long-term benefit dependency, while making it easier for them to 
find a job on the open labor market through the improvement in their skills. 
Figure 6.13 shows the composition of spending on ALMPs in Hungary and how 
direct job creation was almost two times more expensive than employment 
incentives and training together. Indeed, among different LMP measures avail-
able, the share of participants in training activities, for example, is one of the 
lowest in Europe (figure 6.14). Therefore, while the majority of financial 
resources is spent on public work, there is less left for training, rehabilitation 
programs, or significant contribution allowances, although these latter are proved 
to be efficient in promoting labor market participation (EC 2013b). In the case 
of Hungary, low effectiveness, high selectivity of inclusion, and sometimes dis-
criminating practices by local authorities have been outlined by OECD (2014) 
and Kierzenkowski (2012). The government of Hungary has signaled its response 
to these observations by better combining the public works program with 
 training offerings. 

Activation Priority, Activation Type, and Benefit Receipt by Group
When further considering the approach toward labor market integration, an 
assessment of the priorities and potentials of the identified groups needs to be 
undertaken. Given the limited increase in nominal resources for activation pro-
grams, further prioritization of intervention is all the more important. After a first 
step (“activation priority”) of prioritizing the intervention along activation need 
and activation potential, a second step (“activation type”) will attempt to classify 
the groups according to the kind of activation intervention needed, depending on 
social or labor market barriers to be overcome. Lastly, as a third step, information 
on household income composition of the different groups will be used to assess 
potential cross-dependencies of the benefit system with the labor market status 
and activation approaches. 
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Figure 6.13 composition of spending on almps in hungary, 2008 and 2011

0

50

100

150

200

250

300

350

2008 2011

Direct job creation Employment incentives Training

Source: Eurostat, OECD.

Figure 6.14 share of participants in training as an active labor market tool, european 
countries, 2011
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Activation Priorities
Table 6.9 gives an overview of the identified out-of-work classes and their 
respective activation need and activation potential. The total number of persons 
estimated in these clusters was about 2.28 million in 2011, representing about 
38 percent of the working-age (16–64) population of Hungary in 2011.

In the table, “activation need” refers to a group’s level of need for inclusion in 
the labor market in order to achieve income and reduce or end poverty. 
“Activation potential” describes that group’s ability or motivation to be included 
in the labor market. A high activation need could be driven by high poverty risk 
(as in the case of the prime-aged long-term unemployed), whereas a high activation 
potential could be driven by previous work experience or a relatively good edu-
cational base (for example, the educated single students). Overall priority for 
action can also be supported by the size of the group. 

From this prioritization exercise, a set of seven groups emerges with a “high” 
or “medium” priority for action. Disabled with previous work experience have a 
medium priority because their potential reinsertion into the labor market will 
most probably have to be achieved via a forced reassessment of their disability 
status. This can be a protracted process. Prime-aged unemployed and prime-aged 
long-term unemployed are considered high priority for further activation. 
 Prime-aged inactive mothers with work experience and low-educated rural inactive 
mothers without work experience are both ranked “medium” priority but should 
still be included in the roster of prioritized groups. They present very different 
socio-economic challenges. Unemployed youth and educated single students form 
prioritized groups because of the potential scarring effects of labor market 
detachment for young people at an early age. From the view of the Hungarian 
authorities, educated single students do not constitute a prioritized group for 
further action in 2014 or later, because one of their main labor market barriers 
(language completion requirement) was addressed through dedicated programs 
after 2011. 

table 6.9 activation need and potential of Different clusters in hungary

Share % 
(2011) Cluster

Activation 
need

Activation 
potential

Priority 
for action

19 Disabled with previous work experience Medium Medium Medium
15 Mostly male early retirees and retirees Low Medium Low
15 Urban retired women Low Low Low
14 Prime-aged unemployed High Medium High
13 Prime-aged inactive mothers with work experience Medium High Medium
12 Prime-aged long-term unemployed High Medium High
4 Unemployed youth High Medium High
4 Low-educated rural inactive mothers without work 

experience High Low Medium
2 Educated single students Low High Medium
2 Low-educated disabled without work experience Medium Low Low

Source: World Bank analysis and assessment 2014.
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Mostly male early retirees and retirees, urban retired women, and low-educated 
disabled without work experience are not prioritized for further action owing, 
respectively, to their officially achieved retirement status and extreme distance 
(via very low educational attainment and self-declared disability) from the 
labor market. 

Activation Type
As a second step, the relative severity of labor market or social obstacles to be 
overcome for labor market integration will serve as an orientation for activation 
approaches. Figure 6.15 depicts the prioritized clusters along the labor market 
and social barrier dimensions; the size of the bubbles corresponds to their relative 
group size. 

When mapping the respective barriers for labor market integration faced by 
the seven prioritized groups, we can see that their challenges are quite evenly 
distributed across the matrix. Unemployed youth and educated single students have 
similar social barriers but differ in their potential labor market proximity, the 
students being much closer to a job start. The two groups of the prime-aged long-
term unemployed and the prime-aged unemployed face similar social barriers. The 
same can be said for the two groups of inactive mothers, with the prime-aged inac-
tive mothers with work experience being much closer to the labor market. The large 
group of the disabled with previous work experience probably faces the strongest 
social hurdles for labor market integration: overcoming their disability status and 
reintegrating in mid-life. 

Figure 6.15 activation types of prioritized clusters in hungary
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Household Income Composition
When analyzing the 2011 household income of the prioritized groups, one 
notices a relatively high share of benefit income among many groups. For the 
three nonprioritized groups (mostly male early retirees and retirees, urban retired 
women, and low-educated disabled without work experience) this does not present 
a major problem because their pattern of benefit receipt corresponds to their 
sociodemographic situation. The prime-aged unemployed and prime-aged long-term 
unemployed each have about 50 percent of income from unemployment benefits. 
Following recent policy changes to reduce the unemployment benefit payment 
to only three months, this  figure may be lower. 

As already mentioned, the disabled with previous work experience ought to be 
examined again as to their disability status. With only 35 percent reporting any 
limitation on daily activities, yet 89 percent receiving disability benefits, there 
appears to be some potential for labor market mobilization and benefit rational-
ization in this group. 

Given the overall picture of benefit receipt revealed by EU-SILC data, the key 
need for action emerges around a potential review of disability benefit 
allocation.

Suggestions for Activation Measures and Further Analysis
This section sets out a set of potential activation measures for each of the priority 
groups. Areas for further policy dialogue are also outlined. Any suggestion or 
policy discussion around concrete measures will need to take into account that 
the Hungarian authorities have introduced a set of reforms since 2012, and 
changes to existing programs in the field of employment and labor market inclu-
sion (EC 2013; OECD 2014).

The suggestions below should be considered as a starting point for further 
policy dialogue between the EC, the World Bank, and Hungary, bearing in mind 
that the groups identified still may have heterogeneities that affect the type of 
support required. Accordingly, these suggestions are not meant to be an exhaus-
tive set of possible activation measures.

When discussing potential activation approaches for the identified groups, it 
is important to keep in mind that the groups have been derived from EU-SILC 
data from the year 2011. Since then, general economic development, policy 
actions by the government of Hungary, and European Commission country 
 specific recommendations might have reflected some of the policy suggestions 
or rendered them obsolete.

More concretely, since 2011 the government of Hungary has taken a number 
of steps and has initiated policy changes that ought to improve the labor market 
integration or activation of some of the groups. Notably, these reforms were 
taken in the fields of (1) access to disability insurance—with a change from dis-
ability pensions to rehabilitation benefits and the revision of the health status of 
the recipients, emphasizing working capacity rather than loss of skills; (2) early 
retirement—where rules of early retirement were tightened and the retirement 
age will be raised from 62 to 65 years (box 6.1); (3) linkage of social assistance 
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beneficiaries with activation services—eligibility rules for unemployment assis-
tance became stricter and recipients were obliged to participate in public works 
or other activation programs for at least 30 days a year; and (4) reconciliation of 
work and family life, allowing parents who receive child-care benefits to pursue 
gainful activity without time limitation (box 6.2), and by the development of 
day-care services. When discussing the results of the LCA analysis, the potential 
impact of these reforms on current (2013/2014) inactivity figures will need to 
be discussed. 

Disabled with previous work experience (19 percent, Priority: Medium). This is 
the largest group among the identified and prioritized groups, with 432,000 
members in 2011. On the face of things, the group does have strong work experi-
ence in light of middle to low educational achievement. The large majority of 

Box 6.1 retirement-income systems in hungary

The following provides details about some recent changes in the retirement system in 
Hungary.

old-age pensions
In Hungary, the retirement age was equalized at 62 for both men and women (from 60 and 55, 
respectively). The age for men reached 62 in 2000; for women, it occurred in the beginning of 
2009. After 2010, the statutory unisex retirement age is being increased gradually, reaching 65 
by 2022.

In addition, 20 years of service are required for both the earnings-related pension and the 
minimum pension. Fifteen years of service are required to receive a partial pension.

The pension payment has been indexed, half to wages and half to prices, since 2001, but 
further ad hoc increases were applied. As of 2010 indexation will be linked to GDP growth.

From 2006 to 2009, all pensioners received an additional month’s (13th-month) pension. 
On January 1, 2009, the rules on eligibility to 13th month pension changed. As of 2010, the 
13th month pension was totally abolished.

early retirement:
In 2008, early retirement was possible for men at age 60 and for women at age 57 without 
actuarial reduction. When pension ages were equalized at 62 in 2009, early retirement became 
available at 59 for women and 60 for men. According to newly adopted legislation, the retire-
ment age will gradually increase to 65 years. And, as of 2010, advanced pension rules were also 
tightened along with the increase in standard retirement age.

Unemployment:
Older unemployed people can receive special pre-retirement benefits if they have received 
unemployment insurance benefits for 140 days, will reach pensionable age within five years, 
have exhausted their unemployment benefit entitlement within eight years of pensionable 
age, and have contributed to the pension scheme for at least 20 years.

Source: World Bank staff analysis 2014.
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them live in rural areas and about 35 percent of them report strong physical limi-
tations on their ability to work, a much lower rate than the 89 percent claiming 
a disability benefit. 

At any rate, this significant group of out-of-work citizens needs to be followed 
more closely and any new applicants for disability benefits closely monitored and 
controlled (as recent policy changes by the Hungarian authorities suggest). 
Limiting the inflows into this group (via more stringent disability benefit criteria) 
will be easier than forcing the activated exit of members from this group. 
Nevertheless, this effort ought to be undertaken in light of the demographic 
profile of the group (many members are still in their forties). Potential activation 
measures for the inactive who remain in this group will largely depend on the 
ability of local governments to provide and finance services for the (formerly) 
disabled (rehabilitation, transport, social and medical care, and so on), but also on 
the integration of national policies with local service standards and adequate 
financing. In light of the potentially high integration cost for and potential 

Box 6.2 child Benefit systems in hungary

The following provides details about some recent changes occurring in other benefits such as 
maternity leave.

child care:
People can take the following benefits: pregnancy confinement, child-care fee, child-care 
allowance, and child-raising support.

The pregnancy confinement benefit is for women who are pregnant or giving birth, for 
24 weeks (168 days). The benefit is 70 percent of the daily average gross earnings of the 
previous year.

The child-care fee may be claimed by one parent the day after the pregnancy confinement 
benefit expires. The entitlement runs to the second birthday of the child (maximum 24 
months). The benefit amount is 70 percent of the daily average gross earnings of the previous 
year, up to a maximum of twice the minimum wage.

The child-care allowance is for a parent who cares for the child until the child’s third birth-
day (maximum 36 months); or in the case of twin children, until the end of the year they reach 
school age; or in the case of a permanently ill or seriously disabled child, until the child is ten 
years of age (maximum 120 months). The monthly amount is equal to the minimum old-age 
pension, irrespective of the number of children in the family; and in the case of twins, the 
amount is twice the minimum old-age pension. After a child’s first birthday, a grandparent 
may claim the benefit.

Child-raising support is for a parent who raises three or more underage children in the 
period between the third and eighth birthday of the youngest child (maximum 60 months). 
The monthly amount is equal to the minimum old-age pension, irrespective of the number 
of children.

Source: OECD 2011.
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discrimination against disabled workers, local social services cannot be expected 
to finance these approaches without support from central government. Potential 
activation measures include:

•	 Review disability status but continue benefits (for now). Continuing to provide 
the current benefits, the members of this group could be made eligible for a 
review of their disability and work-ability status. When considered “fit to work” 
in this review, a set of support measures and continuing benefits (potentially 
with a phase-out period) ought to be provided to cushion the transition toward 
labor market integration. Since 2012, the incapacity benefit administration has 
been reformed; it is more focused on “work ability” checks and is supposed to 
tighten the access to the program. 

•	 Integration into standard public employment services (PES) offerings. After reas-
sessment of their labor market status, the members of the group ought to be 
made part of the normal client base of the public employment service 
(at medium priority), offering training and job placement experience. 

•	 Participation in (reformed!) public works program. In light of the strong rural 
living pattern of the group, a participation in the (reformed! more training!) 
public works program could be an option to supplement potential social assis-
tance income levels after withdrawal of the disability pension. 

•	 PES does provide a mobility subsidy to jobseekers who have found a job outside of 
their home city. However, this does not address the general lack of public trans-
portation in the country nor its high cost. 

•	 Enhanced and cheaper mobility in rural and peri-urban areas. Given the relative 
high cost of mobility using public transport in Hungary (OECD 2014), this 
group might find itself at a disadvantage owing to its rural living pattern. Any 
progress in the field of public transport could certainly help to improve 
regional mobility and labor matching. 

•	 The “Rehabilitation card” issued for persons with health problems by the 
national tax authority, which provides support to employers for the 
employment of disabled/incapacitated workers. In February 2014 more 
than 23,000 employees in almost 6,000 companies benefited from this 
program.

Prime-aged unemployed (14 percent, Priority: High). These newly unemployed 
have solid work experience (16 years on average) and mainly live in rural areas. 
Many of them have dependent children, reducing their geographic mobility. Their 
risk of poverty is high, with 49 percent living in the poorest income quintile. 

Prime-aged long-term unemployed (12 percent, Priority: High). This group 
resembles the previous group but is slightly older and less rural. Potential activa-
tion measures for the two groups include: 

•	 Availability of public transportation and rental offers. Increasing the availability 
of public transportation can improve the quality of life and people’s chances 
of finding a job and staying employed—for example, taking advantage of 
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opportunities in particular geographic areas. The Hungarian authorities noted 
that many rental offers and incomes are in fact part of the “gray” economy, so 
the real availability of rental offers in the market might be higher than per-
ceived but might be unsuitable for any type of mobility support due to lack of 
documentation. Nevertheless the government of Hungary introduced in 2012 
a housing allocation for jobseekers who cannot find jobs locally, to be used to 
rent accommodations for up to 18 months in the case of employment. 

•	 Enhanced and cheaper mobility in rural and peri-urban areas. Given the relative 
high cost of mobility using public transport in Hungary (OECD 2014), this 
group might find itself at a disadvantage owing to its rural living pattern. Any 
progress in that field of public transport could certainly help to improve 
regional mobility and labor matching. 

•	 Job-to-job matching by PES. The rather recent fall into unemployment by this 
group (prime-aged unemployed) underlines the necessity for the PES to take 
customers in charge early on, ideally when they are still employed in their 
previous job, and help with “job-to-job” transitions to avoid long spells of 
unemployment in the first place. This requires immediate notification on the 
part of the (future) jobseeker and immediate action by the PES when it learns 
about the upcoming joblessness of a potential client. 

•	 Reconnection with previous field of employment. Given the strong work experi-
ence of this group, building any future development on their acquired skills 
can strengthen their case with new employers. 

•	 Linkage with regional economic development activities. For both groups, a linkage 
with regional economic development activities (investment, self-employment 
promotion, enhanced public works schemes, and so on) will be important, 
regardless of urban or rural living pattern. 

Prime-aged inactive mothers with work experience (13 percent, Priority: Medium). 
This group of women could certainly benefit from improved child-care offerings 
and reconnection programs with their fields of previous employment or study. 
Potential and current activation measures include: 

•	 Standard PES job-search assistance. Given their good work experience and (on 
average) high educational attainment, job searches by this group could be 
expected to be conducted independently, with little supervision and support 
from the PES authorities. 

•	 Linkage of PES job-search assistance with child-care offerings. Linking any activa-
tion attempt to provision of child care will be critical. 

•	 Continue to expand child-care facilities. Seventy-five percent of children ages 
three to six years were enrolled in formal child care in 2011, which was below 
the EU average of 83 percent. During the joint country mission, the Hungarian 
authorities noted that child-care offerings had been expanded since 2011. 
More challenging is child care for younger children, which according to Eurostat 
is provided to around 8 percent of children younger than three years old, 
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compared to 30 percent of children in the EU in 2011. In 2009–10 an action 
plan was launched to increase the capacity of day care by 3,200–3,500 new 
places before 2013 (European Union 2014).18 

•	 Greater flexibility in parental leave and benefit policies. In January 2014, parents 
were allowed to return to work more quickly while still receiving their benefit 
for the full two years. At the same time, low-income mothers were able to 
receive a “child-care allowance” for three years. There are fears that the latter 
might act as a work disincentive, a view not shared by the Hungarian authori-
ties due to the very low level of the benefit, at about one-fourth of the 
 minimum wage. 

•	 The “Job Protection Act” introduced an employment subsidy for disadvantaged 
jobseekers, including those returning from child care and those without quali-
fications, among others. 

Unemployed youth (4 percent, Priority: High). This group urgently needs to be 
connected to the labor market to avoid any “scarring” effect on their life chances. 
Very few of them have initial work experience, but the group has medium-level 
educational attainment. Potential activation measures include: 

•	 Job placement and job-start programs. Placement through subsidized internships 
with accompanying professional and life skills training could be a promising 
line of action, breaking the common barrier of required work experience for 
many entry-level positions. 

•	 Job-search offerings by PES and via virtual platforms. Any PES offering for this 
group will have to take into account that the use of mobile technology (for 
localized job search, initiation of employer contact, and so on) will be taken for 
granted by many members of this group. 

•	 The “Job Protection Act” introduced an employment subsidy for young people. 
The subsidy is time-limited and targeted to younger-than-25-year-olds to 
incentivize sustainable employment. 

Low-educated rural inactive mothers without work experience (4 percent, 
Priority: Medium). This group presents much greater integration challenges 
than the larger group of inactive mothers. They are a group of much 
younger women who mainly live in rural areas. They have almost no work 
experience and much lower educational attainment. Potential activation 
measures include: 

•	 (Reformed) Public-works “window” for mothers. Opening a “mothers” window 
in a reformed public works program that includes child-care offerings and 
training opportunities might help some of these women get initial work expe-
rience and address their dire poverty situation. Most likely, this will call for 
reform of the local selection practices of the public works program by 
municipalities. 
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•	 Remedial education. In light of the extremely low educational attainment 
among this group, offerings of remedial secondary education could be quite 
well placed for this group. Again, these offerings would probably have to be 
accompanied by child-care offerings. 

Educated single students (2 percent, Priority: Medium). This group has a high 
educational standard but no work experience and will, in the coming years, leave 
school and enter either unemployment or inactivity. Similar to the unemployed 
youth, they will need a quick start and work attachment to avoid any “scarring.” 
Potentially, programs for the unemployed youth and the educated single students 
could be offered along the same program lines (in the same ESF OP or the like), 
with participants self-selecting into specific courses or programs based on educa-
tional background or living area (rural/urban). Potential activation measures 
include: 

•	 Promotion of part-time work during studies. Allowing students to gain firsthand 
work experience during their studies might help with initial labor market 
insertion upon graduation. 

•	 Standard job-search support. Helping the members of this group with basic job-
search skills could already be helpful. 

•	 Offer support to students in order to comply with language requirements needed 
to receive their university diplomas (already addressed). In order to get their 
university degree, students in Hungary must pass an intermediate-level lan-
guage exam in the foreign language of their choice. Offering more support 
for these language requirements could help provide many students with the 
necessary formal credentials for labor market entry. In March 2014, the 
government of Hungary launched the Diploma Rescue Program, which 
 supports those who have completed their tertiary education and only 
require a certificate of foreign language to get their degree, by covering 
their language course cost and, for registered jobseekers, the cost of the 
(first)  language exam.

In summary, Hungary could benefit from accompanying the ongoing improve-
ment of its labor market services and social inclusion policies with enhanced 
knowledge about the composition and socioeconomic situation of the different 
groups of out-of-work citizens.

notes

 1. Prior to the crisis, the labor force participation rate in 2008 was 61.5 percent.

 2. Individuals ages 16–24 years who are out of work and enrolled in education are 
excluded from the sample; they are considered to be investing in their final stages of 
human capital formation and therefore are not a particular target group for activa-
tion policies. In 2011, there were 741,817 youth ages 16–24 years who were out of 
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work and enrolled in education, representing 62 percent of the total population in 
this age category and 25 percent of the total out-of-work population of working age. 
Individuals between 25 and 64 years of age who are enrolled in school are included 
in the latent class analysis, and will be grouped under “other inactive.” It is important 
to note that this group of students (older than 24) accounts for only 1 percent of 
total population of working age.

 3. For the latest developments on active inclusion in Hungary, see EC (2013b). 

 4. This variable is constructed using the self-reported current work status in the 
EU-SILC survey that has four categories: at work, unemployed, retired, and inactive. 
The unemployed are further classified into short- and long-term based on how long 
they have been actively looking for a job. The inactive is combined with another ques-
tion to separate this group into students, disabled, military, and other inactive. In the 
case of Hungary, the retired category also includes disabled.

 5. In order to construct this variable, individuals ages 25 years or older are considered 
adults.

 6. This is a binary variable that takes the value one if an individual answered “yes, strong 
limitations” to whether they had been hampered in their usual activities because of 
health problems for at least the last six months. The value is zero if the answer is “yes, 
limited” or “no, not limited.”

 7. The equivalized household income takes into account an equivalence factor to 
weight the number of household members used in the denominator when calculating 
household income per capita. The first adult 18 years of age or older has a weight of 
1.0, children younger than 14 years old have a weight of 0.3, and other individuals 
14 years of age and older have a weight of 0.5. The sum of the weights of all house-
hold members is equal to the equivalent household size.

 8. Note that income reported in EU-SILC surveys is for the year preceding the survey 
year.

 9. Total household gross income is defined as the sum of: (at the individual level) gross 
employee cash or near-cash income; company car, gross cash benefits or losses from 
self-employment (including royalties); unemployment benefits; old-age benefits; 
survivor benefits; sickness benefits; disability benefits; education allowances; and (at 
the household level) income from rental of property or land; family/children related 
allowances; social exclusion not elsewhere classified; housing allowances; regular 
inter-household cash transfers received; interests, dividends, profit from capital invest-
ments in unincorporated business; pensions from individual private plans; and 
income received by youth younger than 16 years of age. Total household net income, 
in turn, was calculated by subtracting from total household gross income regular 
taxes on wealth, taxes on income and social insurance contributions, and regular 
inter-household case transfers paid.

 10. Social benefits are aggregated in eight branches using the European System of inte-
grated Social PROtection Statistics (ESSPROS) definitions. For more information, see 
Eurostat (2011). 

 11. According to EU-SILC guidelines, dense areas have more than 500 inhabitants 
per square kilometer, where the total population for the set is at least 50,000 
inhabitants. Intermediate areas have more than 100 inhabitants per square kilo-
meter, and either a total population for the set of at least 50,000 inhabitants or 
a location adjacent to a dense area. The remaining areas are categorized as 
sparsely populated.

http://dx.doi.org/10.1596/978-1-4648-0539-4


182 Latent Class Analysis of the Out-of-Work Population in Hungary, 2007–11

Portraits of Labor Market Exclusion • http://dx.doi.org/10.1596/978-1-4648-0539-4

 12. The EU-SILC longitudinal survey consists of a four-year rotating panel. In each year, 
approximately three-quarters of individuals present in the previous year are retained. 
The samples used in the latent class analysis include about 6,000 observations for each 
year in the cross-sectional analysis and 1,150 observations in the longitudinal analysis. 
The population is weighted with individual weights.

 13. It should be kept in mind that the EU-SILC activity status is self-reported; therefore, 
the disabled population count may not be accurate when compared with administra-
tive data.

 14. Disability benefits amount to 38 percent of total gross household income.

 15. Risk of poverty is here understood as the relative probability of living in the poorest 
income quintile. By definition, 20 percent of the population lives in this quintile; risk 
is thus gauged relative to a benchmark of 20 percent.

 16. The tax wedge is defined as the difference between labor’s cost to the employer and 
the corresponding net take-home pay of the employee.

 17. The legal retirement age is 62 for both men and women.

 18. Furthermore, the government has installed “sure start” centers for vulnerable com-
munities (modeled after a UK example) that provide additional social support for 
poor children and their families.
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c h a p t e r  7

Latent Class Analysis of the 
Out-of-Work Population in 
Lithuania, 2007–11

Background

Lithuania approached the global financial crisis following a decade of high growth. 
According to the World Bank’s World Development Indicators, between 1998 
and 2008, the country was one of the fastest growing economies in the world, 
displaying an average GDP growth rate of about 7 percent per year. In the 
2003–08 period, the country grew between 6 and 10 percent per year, in sharp 
contrast to the anemic growth rates observed by the EU-28, or the euro area 
(which expanded between 0 and 3 percent per year). 

Lithuania was hit hard by the downturn but appears to have recovered fairly 
rapidly, at least as far as output growth is concerned. Even though the country 
entered the storm later compared to many other countries (GDP growth in 2008 
still settled at an acceptable 3 percent), the Lithuanian economy suffered a 
severe recession in 2009, when output contracted by a staggering 14.8 percent. 
This was mostly due to the country’s strong dependence on exports, which col-
lapsed in the 2008–09 period. While neighboring Latvia fared somewhat worse, 
the dip witnessed by the Lithuanian economy was much more severe than the 
one suffered by the average EU-28 country or euro-area member, which 
 witnessed negative growth rates in the 5 percent region in 2009. However, like 
neighboring countries with similar income levels (for example, Estonia and 
Latvia), Lithuania recovered from the shock faster than its European partners; 
GDP growth was back into positive territory by mid-2009 and remained 
 comfortably positive throughout 2010, before settling at about 6 percent in 
2011. Growth rates returned to more modest levels by 2012 and 2013, at about 
3–4 percent. 

While GDP growth resumed quite rapidly, unemployment deteriorated sharply as 
a result of the downturn and is struggling to revert to pre-crisis levels. The rate of 
joblessness in Lithuania had declined steadily since the early 2000s, settling at 
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a little over 4 percent in 2007. However, as the effects of the global financial 
crisis unraveled, the country suffered a large and extremely rapid increase in 
unemployment; by the end of 2008, joblessness had risen to about 6 percent, 
climbing to 14 percent in 2009 and eventually peaking at 18 percent in 2010. 
Such increases are considerably larger than those observed in the EU-28 or the 
euro area as a whole, but comparable to what other countries in the region of 
similar income levels witnessed. Unemployment began to slowly decrease in late 
2010, but the average rate in 2013 was still 12 percent, about 8 percentage points 
above the pre-crisis levels. 

Young Lithuanians were particularly affected by the global downturn. Like the 
overall unemployment rate, the joblessness rate among Lithuanians between the 
ages of 15 and 24 had declined steadily in the pre-crisis period, reaching 8 per-
cent in 2007. As the global recession hit, youth unemployment skyrocketed to 
29   percent in 2009 and then 35 percent in 2010. Encouragingly, however, as 
unemployment started to fall in 2010, the rate of joblessness among young 
Lithuanians followed suit; by 2012, unemployment in the 15–24 cohort had 
recovered  somewhat to 26 percent—still more than 15 percentage points above 
the 2007 pre-crisis level. However, youth unemployment declined somewhat to 
22  percent, and was slightly lower than the rate registered for the EU-28 as a 
whole (23 percent). 

As far as joblessness goes, men were generally more affected than women. As 
 figure 7.1 shows, at all age levels, Lithuanian men suffered larger increases in 
their rate of unemployment relative to women. Both men and women in the 
25–64 age category entered the crisis with unemployment rates close to 
5  percent; however, by late 2010, women in this age group displayed unemploy-
ment rates in the 12–15 percent range, as opposed to 15–20 percent among men 
of the same age. Among young Lithuanians, men were also affected much more 

Figure 7.1 Unemployment rates by age and Gender in lithuania, 2007–13
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than women, with the rate of joblessness among 15- to 24-year-old men peaking 
at 45 percent, as opposed to 35 percent among women of the same cohort. 

One of the most worrying developments as a result of the crisis was the significant 
increase in the share of long-term unemployed. In 2013, according to Eurostat and 
as shown in figure 7.2, in the average EU-28 country almost 48 percent of the 
unemployed have been looking for work for more than 12 months, up from 
35 percent in 2009. In Lithuania, where the long-term unemployment rate had 
declined all the way to just over 20 percent in 2009, the figure reached 
52  percent in 2011 and settled at 50 percent in 2012, a development comparable 
to those observed in Latvia and Estonia, before declining to 43 percent in 2013.

A further troubling change in the Lithuanian labor market since 2007 is the rapid 
increase in both the absolute number of out-of work individuals and in the share of the 
out-of-work population relative to total population and working-age population. 
European Union Statistics of Income and Living Conditions (EU-SILC) data reveal 
that the number of the out-of-work population between the ages of 16 and 64 
years (excluding students) had been increasing steadily between 2007 and 2011, 
going from slightly more than 450,000 to slightly less than 610,000. This is all the 
more alarming as it occurred during a period in which both the total size of the 
population and the total number of working-age individuals in Lithuania actually 
shrank (from about 3.375 to about 3.285 million and from 1.985 to 1.9 million, 
respectively). This resulted in the share of out-of-work population relative to the 
total working-age population increasing from 23 percent to 32 percent. 

The 2007–11 period witnessed a sizeable increase in the number and relative 
importance of unemployment (particularly long-term unemployment), at the expense 
of employment. Figures 7.4 and 7.5 show the composition of working-age and of 
out-of-work Lithuanians in 2007 and 2011, respectively. Not only, as  figure 7.3 
above shows, did the size of the out-of-work population increase between 2007 

Figure 7.2 long-term Unemployment as a share of total Unemployment, 2003–13
percent

20

25

30

35

40

45

50

55

60

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

EU-28Estonia LithuaniaLatvia

Source: Eurostat.

http://dx.doi.org/10.1596/978-1-4648-0539-4


188 Latent Class Analysis of the Out-of-Work Population in Lithuania, 2007–11

Portraits of Labor Market Exclusion • http://dx.doi.org/10.1596/978-1-4648-0539-4

Figure 7.3 evolution of out-of-Work population (ages 16–64 Years) in lithuania, 
2007, 2009, and 2011
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Figure 7.4 composition of Working-age population (ages 16–64 Years) 
by labor market attachment in lithuania, 2007 and 2011
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and 2011 relative to the working-age population, but long-term unemployment 
became relatively more common among Lithuanians, while the share of those at 
work has been losing ground. While the share of long-term unemployed relative 
to total working-age people was about 2.5 percent in 2007, the  figure 
had increased to over 8 percent in 2011; similarly, long-term unemployed 
accounted for 11 percent of the out-of-work population in 2007, but for 
26  percent in 2011. The share of total unemployment (long-term and non) among 
working-age individuals (excluding students1) also more than doubled over the 
period, increasing from 6 percent to 15 percent; jobless individuals accounted for 
25 percent of the out-of-work population in 2007, but for 46 percent in 2011. 

The developments highlighted above, in particular the increase in the size and 
relative weight of the out-of-work population and the unemployed, point to a 
deterioration in the Lithuanian labor market over the last few years. A deeper 
analysis of the out-of-work population is therefore urgently needed; understand-
ing the composition of these groups is in fact key to ensuring that the right policy 
measures are taken and that priorities are set in an appropriate manner.

methodology: latent class analysis

In chapter 1 a general overview of the latent class analysis methodology was 
presented. This section explains in detail the variables and covariates used to 
identify classes or groups of out-of-work individuals that are as homogeneous as 
possible within each class according to a set of observable characteristics, and as 
distant as possible between classes. The emerging profiles can then be contrasted 
with the design and targeting of current activation policies, in order to identify 
the potential gaps and to enhance their design features.

Variable Selection
The definition of latent classes relies on a number of indicator variables to 
 capture different “symptoms” of an overall latent condition (in this case, the 

Figure 7.5 Distribution of out-of-Work population in lithuania, 2007 and 2011
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typology of joblessness). The challenge in such models is to identify a discrete 
number of variables that can best explain the heterogeneity of individual out-
comes. In this case, two sets of categorical variables were selected: the first set to 
show the extent of labor market distance and the other to capture some of the 
main factors that can affect employment on the supply side, such as labor supply 
conditions (household-level incentives to work and physical ability to work).

•	 Distance from labor market: short-term unemployment, long-term unem-
ployment, (early) retirement, disability, and other inactivity (largely unpaid 
domestic work).2 

•	 Labor supply conditions: whether the individual’s household has at least 
one working adult,3 and perceived limitations on activities due to health 
problems.4 

In addition to indicators, the model includes active covariates, which are used 
to improve the classification of individuals in each class. In this case the active 
covariates are the demographic variables that are normally used to disaggregate 
labor market outcomes:

•	 Age-group category (four groups)
•	 Gender
•	 Human capital: the highest educational level achieved 
•	 Degree of urbanization5: densely populated, intermediate area, sparsely 

populated 

Once the latent classes have been defined, inactive covariates that were not 
included in the model can be used to characterize the individuals in each class and 
the households in which they live. The inactive covariates chosen describe those 
characteristics that may provide valuable information for the design of tailored 
policies that address barriers to employment, including income level. They include:

•	 Household welfare conditions:
 – Income quintile (defined by equivalized disposable household income6,7)
 – Labor, benefit, and other income as share of total gross household income8 
 – Working status of the partner
 – Tenure status
 – Household ability to keep dwelling warm
 – Partner’s labor income
 – Quintile of partner’s labor income
 – Binary variables denoting whether individuals or their households are 

 beneficiaries of any of eight social protection benefits9 
 – Share of each benefit over the household’s gross income

•	 Household demographics:
 – Household size
 – Household composition
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 – Binary variable showing whether there are children younger than 6 years 
old in the household

 – Binary variable denoting whether there are three or more children younger 
than 16 years old in the household

 – Children younger than 13 years old in the household receiving child care: 
all, some, or none of the children

 – Older person (65 years of age and older) in the household
•	 Other individual-level demographics:

 – More refined age groups (eight groups)
 – Marital status

•	 Individual human capital:
 – More refined highest educational level achieved (six groups)
 – Work experience in years
 – Binary variable for previous work experience

•	 Household location:
 – Urban/rural status

The analysis relies on cross-sectional as well as panel data from the EU-SILC 
surveys for 2008–11, which combine individual-level information with house-
hold characteristics. The first part of the note presents a cross-sectional analysis 
for the years 2008, 2009, 2010, and 2011. In particular, the latent class analysis 
on 2008 data shows the main characteristics of the out-of-work before the global 
economic crisis hit Lithuania, and thus highlight what could be considered more 
structural issues of the country’s labor market. The 2011 latent class analysis will 
contrast this initial assessment with more recent developments. The second part 
of the note exploits longitudinal data between 2008 and 201010 to trace the prior 
labor market status of individuals observed last in 2010 in various classes, and will 
shed light on the relative persistence in the out-of-work status among different 
classes of individuals. The set of variables chosen for the cross-section and the 
longitudinal analysis are slightly different, due to minor differences in the set of 
variables recorded in each of the two types of data sets. 

main Findings

Out-of-Work Population: Group Profiles
The latent class analysis supports the classification of the out-of-work into eight 
major groups, some of which have remained stable over time. The groups were 
named according to their most salient characteristics. Figure 7.6 shows the shares 
of each of the eight classes identified for the year 2011 while table 7.1 presents 
their most salient characteristics.

The eight main clusters emerging from the latent class analysis can be charac-
terized as follows (for more detail, see Appendix A for a link to the online-only 
annexes):

•	 Cluster 1: Middle-aged poor rural long-term unemployed. This group represents 
28 percent of the out-of-work population in 2011. The increase of the 
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 out-of-work population from 2007 to 2011 can be mainly ascribed to the 
increase in the size of this particular cluster of people. Individuals in this group 
are mostly between 25 and 59 years of age, and more than 60 percent are 
between 35 and 59. About 29 percent of them are unemployed while, most 
worryingly, the majority of them (71 percent) are long-term unemployed. 
Sixty-six percent of the members of this group live in rural areas and they tend 
to be low-income, as almost 80  percent of them belong to the first two income 
quintiles. About 45 percent have upper secondary education, and almost 
25 percent lower secondary. This group is composed of both men and women 
(58 and 42 percent, respectively). 

•	 Cluster 2: Rural disabled adults with benefits. This group, accounting for 19 per-
cent of the out-of-work population, is almost completely (90 percent) made up 
of disabled people who receive benefits: 84 percent of them receive a  disability 
benefit; 96 percent receive some sort of benefit. The benefits also appear quite 
generous, as they comprise over 70 percent of total household income. However, 
surprisingly, only 42 percent of the individuals in this group claimed to have 
strong limitations on their daily activities due to health  conditions. This cluster 
comprises few young individuals, as 99 percent are between 25 and 64 years old. 
Similarly to the first and third groups, the level of  education attained is mainly 

Figure 7.6 classes of out-of-Work individuals in lithuania, 2011
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table 7.1 summary characteristics of latent classes of the out-of-Work population in lithuania, 2011

1: Middle-aged poor rural long-term unemployed (28%) 2: Rural disabled adults with benefits (19%)
• Almost all are unemployed
• High proportion of long-term unemployed (more than 

70% of all the cluster or three-fourths  of the unemployed 
in the cluster)

• 45% have upper secondary education, and almost 25% 
lower secondary

• Almost 70% live in rural areas
• About 65% are 35–59 years old
• Another 24% are 25–34 years old
• Almost 80% are in the first two income quintiles
• Almost 60% are male

• 90% report their labor market status as disabled
• 85% are 35–59 years old
• Another 11% are 60–64 years old
• 75% reside in rural areas
• 84% receive disability benefits
• 96% receive some benefit
• Benefits make up almost 75% of total household 

income

3: Married rural women with old-age pensions (18%) 4: Young educated rural unemployed (11%)
• 99% are retired
• 91% are between 60 and 64 years old
• Almost 70% are female
• 65% live in rural areas
• 60% are married and another 20% are widowed
• 77% of them receive old-age benefits
• 85% live in a household without children
• They mostly live in small-sized households
• Benefits make up almost 75% of total household income

• 77% are unemployed
• All are 16–35 years old
• 53% are 16–24 years old
• Almost 60% are single
• 44% have tertiary education and 10% postsecondary
• Almost 90% of them live in a household with a 

working adult

5: Middle-aged educated unemployed family men (9%) 6: Single poor rural unemployed women (7%)
• 66% are unemployed
• 61% are male
• Two-thirds live in rural areas
• 99% are 35–59 years old
• 30% have tertiary education
• 87% are married
• 81% have a working spouse
• 70% receive some benefit
• Almost 60% live in a household with 1 or 2 kids

• 40% are unemployed and 60% are engaged in 
domestic activities

• None live in a household with a working adult
• 62% are female
• 86% live in rural areas
• 80% are in the first two income quintiles
• 60% are single, divorced, or widowed
• Almost a third have no previous work experience

7: Stay-at-home poor rural women (5%) 8: Disabled and low-educated urban young men (3%)
• 99% are engaged in domestic activities
• All are female
• All live in a household with a working adult
• 83% live in rural areas
• 80% are 25–55 years old
• 45% are 25–34 years old
• 60% have upper secondary education, 

20% postsecondary
• 90% are in the bottom three income quintiles
• 80% receive some benefit, 70% child benefits

• 95% report their labor market status as disabled
• 95% suffer from severe disabilities
• 99% are younger than 34 years old
• More than 80% are male
• About 77% live in urban areas
• Almost all receive benefits; 81% receive disability 

benefits
• 96% are single

Source: World Bank staff analysis based on EU-SILC. 
Note: Percentages in parentheses following the group names refer to the share of the total out-of-work population. “Years of work experience” 
refer only to those individuals who have worked before. “Dependent children” include children younger than 18 years of age and household 
members ages 18–24 years who are economically inactive and living with at least one parent. “Working adult” refers to adults ages 25 years and 
older. For this report’s purposes, we define the at-risk-of-poverty rate as the relative risk of being in the first quintile of the income distribution. 
The reference period for income reported in EU-SILC surveys is the year preceding the survey year. 
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secondary (71 percent), and most live in rural areas (76 percent). The indi-
viduals in this cluster are in the middle of the income distribution, as 70 percent 
of them have an income belonging to the second to fourth quintiles. 

•	 Cluster 3: Married rural women with old-age pensions. This third cluster, which 
makes up 18 percent of the out-of-work population, is composed almost exclu-
sively of retired individuals, of whom almost 70 percent are women. More than 
90 percent of those in this group are between 60 and 64 years old, and almost 
55 percent belong to the first two quintiles of the income distribution. Most of 
them live in rural areas (65 percent) and hold relatively high levels of education 
(71 percent of them have completed secondary or tertiary education). They are 
mostly married (61 percent) and about 40 percent of them live with a retired 
spouse. Most of them receive generous (75 percent of total household income) 
benefits; 91 percent receive at least one assistance benefit, 77 percent receive 
some form of old-age payment, and 13 percent receive survivor benefits. 

•	 Cluster 4: Young educated rural unemployed. This group, which emerged in 
2011 probably as a result of the crisis, includes 11 percent of the out-of-work 
 population and comprises young individuals, as all are between 16 and 35, and 
53 percent are between 16 and 24. Most of the individuals in this cluster are 
unemployed (45 percent), while 22 percent are long-term unemployed. 
However, this group tends to be quite evenly distributed among income quin-
tiles. Almost two out of three live in rural areas and almost 90 percent of them 
live in a household with a working adult. Compared to the first three groups, 
individuals in this class have a relatively high level of education: 44 percent 
have completed tertiary education and 44 percent have completed upper or 
postsecondary. When it comes to their marital status, almost 60 percent of 
them are single. While family and social exclusion benefits make up 13 percent 
of their household income, unemployment benefits only contribute 2 percent. 

•	 Cluster 5: Middle-aged educated unemployed family men. This group, of which 
66 percent are unemployed, makes up 9 percent of the out-of-work  population 
and includes a majority of men (61 percent). Twenty-two percent of those in 
this cluster are long-term unemployed and two-thirds live in rural areas. 
Almost all of them are between 35 and 59 and, like cluster 4, they are well 
educated: 64 percent have completed upper or postsecondary education and 
30 percent tertiary. Their income status does not appear to be very informa-
tive, as this groups is relatively evenly distributed among quintiles. Also, most 
of them live in households composed of two adults and one or more children 
(60 percent). Interestingly, 70 percent receive social assistance benefits and 
45 percent receive child or family benefits. 

•	 Cluster 6: Single poor rural unemployed women. This group accounts for 
7  percent of out-of-work individuals and the majority are women (62 per-
cent). Forty percent are unemployed while 60 percent are engaged in domestic 
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activities. They are of prime working age, as 90 percent are between 25 and 
59 years old. Similarly to most of the other clusters, they mainly live in rural 
areas (86  percent); however, more than a third hold only a primary education, 
and 70 percent are in the first income quintile. About 60 percent are either 
single, divorced, or widowed, and around one-fifth have no prior work experi-
ence. Importantly, more than 70 percent receive at least one benefit, and 64 
percent of the total household income of the individuals in this group is 
derived from benefits. 

•	 Cluster 7: Stay-at-home poor rural women. Members of this cluster, covering 
about 5 percent of the out-of-work population, are all women, engaged in 
domestic activities and predominantly living in rural areas (83 percent). 
Eighty percent are between 25 and 54 years old, but 40 percent are between 
25 and 34. Almost all women in this group have at least a secondary education 
(15 percent at the lower level, 59 percent at the upper-secondary level, and 
19 percent at the postsecondary level). About 65 percent of them fall in the 
first two income quintiles. All of them live in households with a working 
adult,  and more than 80 percent in households with at least one child. Like 
Cluster 1, though, the other important characteristic of this group is its low 
income level: 66 percent of them have incomes in the two lowest quintiles 
of the income distribution. Eighty percent receive at least one benefit, and 
70 percent receive family/child benefits. The main difference between this 
cluster and the previous one lies in two variables: first, this cluster is made up 
exclusively of women, as opposed to Group 6, which does  include some men 
(38 percent). Second, this cluster includes stay-at-home women, while the 
previous one includes unemployed individuals as well. 

•	 Cluster 8: Disabled and low-educated urban young men. The last group 
emerged in 2011. It represents 3 percent of the out-of-work population. It is 
composed of single men between 16 and 34 years old, almost all of whom 
are extremely  disabled. Almost all are single and live with other family mem-
bers. Unlike the other seven groups, the individuals in this cluster live mostly 
in urban areas (77 percent) and have very low levels of education (only one-
third have completed at least lower secondary school), but seem to live in 
better-off households (as almost 60 percent of these households belong to 
the top two income quintiles). In addition, 96 percent of this group have 
never worked. As said previously, their main characteristic is that most are  
disabled and, as opposed to cluster 3, 94 percent of them claim to suffer 
from strong limitations on daily activity due to health conditions. Even 
though almost all  individuals in this group receive at least one benefit, just 
81 percent of individuals in this group receive a disability benefit, as opposed 
to 84 percent of individuals in cluster 2. 

Tables 7.2 and 7.3 present the main characteristics of each group in 2011. For 
the complete table, including inactive covariates, see Appendix A for a link to the 
online-only annexes.
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table 7.2 latent classes of the out-of-Work population in lithuania: indicators, 2011

All out of 
work

1. Middle-
aged poor 
rural long-

term 
unemployed

2. Rural 
disabled 

adults with 
benefits

3. Married rural 
women with 

old-age 
pensions

4. Young 
educated rural 

unemployed

5. Middle-aged 
educated 

unemployed 
family men

6. Single poor 
rural 

unemployed 
women

7. Stay-at-
home 

poor rural 
women

8. Disabled and 
low-educated 
urban young 

men

cluster size (%) 100 28 19 18 11 9 7 5 3
population 609,134 173,299 113,969 111,715 67,187 52,446 44,345 30,639 15,472
indicators (%)
Labor market attachment
Unemployed 20 29 1 0 45 44 39 0 0
Long-term unemployed 26 71 8 0 22 22 1 1 0
Retired 19 0 0 99 0 15 0 0 0
Disabled 20 0 89 1 2 9 0 0 95
Other inactive 14 0 1 0 32 10 60 99 5
Self-assessed physical capacity
Strongly limited 13 2 42 12 0 1 0 0 94
None/limited 87 98 58 88 100 99 100 100 6
At least one working adult in 
household
No 52 61 67 68 13 2 100 1 40
Yes 48 39 33 32 87 98 0 99 60

Source: World Bank staff analysis based on EU-SILC.
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table 7.3 latent classes of out-of-Work population in lithuania: active covariates, 2011

All out of 
work

Middle-aged 
poor rural 
long-term 

unemployed

Rural disabled 
adults with 

benefits

Married rural 
women with 

old-age pensions

Young 
educated rural 

unemployed

Middle-aged 
educated 

unemployed 
family men

Single poor 
rural 

unemployed 
women

Stay-at-home 
poor rural 

women

Disabled and 
low-educated 
urban young 

men

cluster size 100 28 19 18 11 9 7 5 3
population 609,134 173,299 113,969 111,715 67,187 52,446 44,345 30,639 15,472
active covariates (%)
Age group
16–24 years 12 11 1 0 53 0 7 16 52
25–34 years 18 24 3 0 47 0 32 40 46
35–59 years 51 65 85 9 0 99 58 44 0
60–64 years 19 1 11 91 0 1 3 0 1
Gender
Male 48 58 52 32 48 61 38 0 81
Female 52 42 48 68 52 39 62 100 19
Education level
Primary 23 27 22 29 0 2 35 18 67
Secondary 63 67 71 58 44 64 50 78 3
Tertiary 14 5 5 13 44 30 11 3 4
Never studied before/

illiterate/NA* 1 2 1 12 4 5 1 26
Urban or rural
Urban 31 34 24 35 37 34 14 17 77
Rural 69 66 76 65 63 66 86 83 23

Source: World Bank staff analysis based on EU-SILC.
*NA = not available.
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table 7.4 classes of out-of-Work population in lithuania as a percentage of total 
out-of-Work population, 2007, 2009, and 2011
percent

Name of cluster 2007 2009 2011 

Married rural women with old-age pensions 25 17 18
Middle-aged educated unemployed family men 8 28 9
Young educated rural unemployed n.a. n.a. 11
Stay-at-home (or unemployed) rural married-with-kids young women 13 6 n.a.
Rural disabled adults with benefits 21 17 19
Single poor rural unemployed women 9 14 7
Middle-aged poor rural long-term unemployed 11 5 28
Middle-aged mostly urban low-educated low-income 

(mostly long-term) unemployed men 4 n.a. n.a.
Stay-at-home poor rural women n.a. n.a. 5
Unemployed urban young women n.a. 9 n.a.
Stay-at-home (or unemployed) well-educated rural married-with-kids 

young women 9 n.a. n.a.
Stay-at-home low-income young women with children n.a. 4 n.a.
Disabled and low-educated urban young men n.a. n.a. 3
Total 100 100 100

Source: World Bank staff analysis  based on EU-SILC.
Note: n.a. = not applicable.

The composition of the classes has experienced considerable changes over the last 
few years. Table 7.4 and figure 7.7 show the evolutions of the classes from 2007 
to 2011, as a share of total out-of-work population and in absolute numbers. As 
mentioned before, one important development between 2007 and 2011 was the 
noticeable increase in the size of the out-of-work population, from fewer than 
460,000 to just under 610,000 individuals. Furthermore, it is interesting how 
some of the clusters identified by analyzing the 2011 data could also be (broadly 
speaking) identified in the 2007 and 2009 data, although the relative sizes of 
such clusters might have changed. In particular: 

•	 The most striking and worrying change is the increase in the size of the middle-
aged poor rural long-term unemployed group, the size of which more than tripled 
in absolute numbers over the period (going from just over 50,000 individuals 
to almost 175,000); this cluster represented 11 percent of the out-of-work 
population in 2007, but 28 percent in 2011. Interestingly, in 2011 this group 
was composed of men and women in almost equal shares, while by 2009, 
86 percent were men. 

•	 A further significant and negative development was the increase in the num-
ber of middle-aged educated unemployed family men. This group represented 
only 8 percent of the working population in 2008, but reached 28 percent in 
2009, before returning to 9 percent in 2011. In absolute terms, this group 
increased from over 36,000 in 2007 to 52,000 in 2011. 
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Figure 7.7 classes of out-of-Work population in lithuania, 2007, 2009, and 2010
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http://dx.doi.org/10.1596/978-1-4648-0539-4


200 Latent Class Analysis of the Out-of-Work Population in Lithuania, 2007–11

Portraits of Labor Market Exclusion • http://dx.doi.org/10.1596/978-1-4648-0539-4

•	 The group of single poor rural unemployed women also witnessed significant 
changes over the period, increasing from fewer than 42,000 individuals in 
2007 to 82,000 in 2009, but decreasing all the way back to 44,000 by 2011. 
Somewhat encouragingly, this group’s share of the out-of-work population 
was lower in 2011 than in 2007. 

•	 The cluster of young educated unemployed emerged only in 2011, possibly as a 
result of the crisis. This group was not present in the data from previous years, 
but represented 11 percent of the out-of-work population in 2011 (67,000 
individuals). 

•	 The group of rural disabled adults with benefits has been generally stable over 
the years in relative terms, but has increased in absolute terms. This group 
represented 21 percent of the out-of-work population in 2007, 17 percent in 
2009 and 19 percent in 2011. However, the total size of this group increased 
from 96,000 in 2007 to 114,000 in 2011. 

•	 The well-established group of married rural women with old-age pensions did 
not change much in absolute terms. The absolute number of individuals in this 
group has in fact been stable over the period at about 110,000; however, its 
relative size has declined from 25 percent in 2007 to 18 percent in 2011. 

Structural Aspects and Emerging Trends in the Profiles of the Out-of-Work
The analysis of the EU-SILC data using latent class methodology reveal the exis-
tence of a number of clusters or groups of out-of-work individuals that can be 
more or less clearly defined and that differ from one another in important char-
acteristics. Some of the features that we have  highlighted are more permanent in 
nature, while others can most likely be ascribed to the global downturn and 
might therefore be more cyclical.

On the structural side, first and foremost, our analysis shows that young 
Lithuanians have fared—and fare—particularly badly in the labor market. As per 
the graphs above, the unemployment rate in the 15- to 24-year-old cohort was 
22 percent in 2013, after peaking at more than 39 percent among males and 
32 percent among females in 2010. Although youth unemployment in Lithuania 
is worrisome, it is in line with the average unemployment rate in the EU-28 
among young people in 2013 (23 percent). At the same time, according to 
Eurostat data, Lithuanian youth display much worse employment rates than 
their European counterparts. Employment rates in Lithuania among those ages 
15–25 years peaked at 27 percent in 2008, before dropping to 18 percent in 
2010 and recovering somewhat to 25 percent in 2013; Latvia and Estonia, on the 
other hand, closed 2013 at 30 and 32 percent, respectively, after peaking at 
37 percent in 2008. Similarly, employment rates in the average EU-28 or euro 
area country are currently 7 percentage points higher than the Lithuanian ones. 
Finally, as figure 7.8 shows, labor force participation among youth ages 15–24 
years is also considerably lower in Lithuania relative to the rest of the European 
Union; in 2013, youth labor force participation rates reached 30 percent in 
Lithuania, one of the lowest rates in the European Union, and about 10 percent-
age points lower than countries such as Latvia and Estonia, and the EU average. 
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Second, disabled individuals have been and will continue to be a sizeable portion 
of the out-of-work population, and population aging will only increase the expenditures 
on disability benefits. The cluster of rural disabled adults with benefits included 
almost 114,000 people in 2011, while a second cluster that emerged in the same 
year of disabled and low-educated urban young men accounted for another 15,000 
individuals. In 2007, the cluster of rural disabled adults with  benefits accounted for 
slightly more than 96,000 people. EU-SILC data also show that those classified 
as disabled, while decreasing as a share of the out-of-work population from 2007 
to 2011 (from 25 to 20 percent), have actually increased in absolute terms, from 
about 114,000 in 2007 to almost 124,000 in 2011 (a 6  percent increase in four 
years). Furthermore, disabled Lithuanians tend to be relatively old (85 percent of 
them were more than 35 years old in 2011 according to EU-SILC data, and 
65 percent more than 45). As many as 25 percent of them have no previous work 
experience, and thereby face high (and growing) impediments to entering or 
reentering the labor market. Finally, the same data reveal that approximately 
24 percent of all the out-of-work population, or about 147,000 individuals, 
receive disability benefits, up from 123,000 people in 2007 (a 20  percent increase 
over four years). These patterns are somewhat concerning given the rapid aging 
that the Lithuanian society will undergo in the coming decades; Eurostat data 
show that the share of Lithuanian residents over the age of 65 is currently 
16  percent of the total population, but this number will double by 2060. At the 
same time, the number of working-age people will decline from 67 percent to 
55  percent. The most recent census also shows that over the last decade the 
 country has lost 13 percent of its population and, using Eurostat data once again, 
by 2060 only 2.76 million people will likely live in the country, down from 
3.29  million in 2011. The combination of increasing numbers of disabled 

Figure 7.8 labor Force participation rate, ages 15–24 Years, european countries, 2013
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individuals and the aging of the population will likely increase the expenditures 
on disability benefits that the government will have to undertake in the coming 
decades. Figure 7.9 shows that expenditure on disability benefits as a share of 
GDP, while lower than the EU average, has already increased between 2008 and 
2010, going from 1.6 percent to 1.8 percent. 

Third, a number of negative developments can be observed within the 
 unemployed category, all of which pose significant and urgent challenges for 
policy makers. In particular:

•	 As previously noted, one of the most striking developments between 2007 and 
2011 is the dramatic increase in the size of the middle-aged poor rural long-term 
unemployed group, the size of which more than tripled in absolute numbers 
over the period. And while part of this increase can almost certainly be ascribed 
to the global downturn, the data confirm that the existence of a (depending on 
the business cycle) more or less sizeable pool of low-income unemployed 
adults is a structural feature of the Lithuanian labor market, and one that 
needs to be dealt with urgently as these individuals and their families are prob-
ably at high risk of poverty. 

•	 A further concerning development is the significant increase in the size of the 
middle-aged educated unemployed family men group. With about 94 percent of 
the individuals in this cluster having a secondary education or higher, this 
group of people probably has a relatively high skills endowment and should 
therefore be another priority when it comes to activation policies. 

Figure 7.9 expenditures on Disability Benefits as a share of GDp in europe, 2008 and 2010
percent
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•	 The global downturn is likely at least partly responsible for the rise of a group 
of young educated rural unemployed, a cluster that did not exist in previous 
years but absorbed about 11 percent of the out-of-work population in 2011. 
With about one-third of them having no prior work experience and with 
90 percent having secondary education, facilitating the transition of this 
group into the labor market is key to the long-term well-being of these 
individuals. 

•	 The downturn is also probably responsible for at least part of the large increase 
in the share and number of long-term unemployed in Lithuania. Across all 
clusters of unemployed individuals, an extremely worrying phenomenon was 
the growing share of individuals in long-term unemployment over the 2007–
11 period. As shown in the first section, the absolute numbers of those who 
have been looking for a job for over 12 months have also more than doubled. 
Long-term unemployment not only imposes a significant financial burden on 
households, but also affects the long-term health status of jobseekers, nega-
tively affects government finances, and results in a lower overall long-term 
level of skills among a country’s workforce, with permanent negative effects 
on productivity (Katz 2010). Once more, addressing the plight of the long-
term unemployed should be among the policy priorities for Lithuanian policy 
makers. 

Out-of-Work Population: Group Profiles from Longitudinal Analysis
Finally, by looking at longitudinal EU-SILC data for the period 2008–10, one can 
better understand the in-cluster dynamics and notice other movements in the 
labor market. EU-SILC allows the tracking of a certain number of out-of-work 
individuals between 2008 and 2010. Of course, because of the difficulties in 
tracking people across time, the sample size of the panel data set is considerably 
smaller than the cross-section surveys; the 2008–10 longitudinal data set includes 
705 observations, as opposed to the 2,300 observations for 2011. However, the 
panel data confirm the existence of some latent classes that emerged in the cross-
sectional analysis. And even though the smaller sample size forces us to reduce 
the number of clusters identified, some clear patterns emerge. Through longitu-
dinal data five classes can be defined, all of which can also be found in the cross-
section data sets:

•	 Middle-aged low income unemployed (34 percent)
•	 Disabled (21 percent) 
•	 Married rural women with pensions (18 percent)
•	 Stay-at-home or unemployed rural poor wives (16 percent)
•	 Young rural unemployed men (11 percent)

Annex 3 (see Appendix A for a link to the online-only annexes) gives the full 
statistical description of the latent classes, while table 7.5 summarizes the key 
features of each group. 
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An further advantage of the panel analysis is to provide information on 
the movement of individuals in and out of certain clusters and in and out of 
jobs between 2008 and 2010. Table 7.6 presents the flow of individuals into 
the different clusters as of 2010 according to their labor market status in 
2008. The most interesting column is the one for those employed in 2008 
because it generally points to a lot of movement out of employment and into 
one of the out-of-work statuses. According to the panel data, among those 
categorized as middle-aged low-income unemployed in 2010, 53 percent were 
employed in 2008; similarly, 45 percent of those falling into the young rural 
unemployed men category were gainfully employed in 2008, and 39 percent 
of stay-at-home or unemployed rural poor wives in 2010 were working in 
2008. On the other hand, only 4 percent of those employed in 2010 were 
unemployed in 2008. Table 7.7 also shows a considerable amount of move-
ment from being  out-of-work to employment: 46 percent of those unem-
ployed in 2008 were employed by 2010, while 53 percent of those engaged 
in domestic activities in 2008 had transitioned to work by 2010. Puzzlingly, 
these data also show that 63 percent of those retired in 2008 had moved 
back into employment by 2010. 

table 7.5 longitudinal analysis: summary characteristics of latent classes of out-of-Work population in 
lithuania, 2010

1: Middle-aged low-income unemployed (34%) 2: Disabled (21%)
• Almost 90% are unemployed
• Over 90% are 25–59 years old; 70% are 35–59 years old
• 50% are in the first income quintile, and another 

20% in the second

• Over 95% report their labor market status as disabled
• Half have report limited capacity to work and the other 

half report strongly limited capacity to work
• Almost 80% are 35–59 years old; 10% are 25–34 years 

old

3: Married rural women with pensions (18%) 4: Stay-at-home or unemployed rural poor wives (16%)
• Almost 90% are retired
• All are 60–64 years old
• Three out of four are female
• Two out of three live in rural areas
• Almost 95% receive some benefit, and more than 80% 

receive old-age benefits

5: Young rural unemployed men (11%)
• Almost 90% are unemployed
• 93% are male 
• Almost 95% live in a household with at 

least one working adult
• Almost 50% are 16–24 years old; 15% are 25–34 years old
• Three out of four live in rural areas
• Almost 60% are single
• Over 70% belong to the top three income quintiles

• 71% are inactive and another 15% are unemployed
• Three out of four live in a household with at least one 

working adult
• Almost 85% are female
• Over 85% reside in rural areas
• One-third are 25–34 years old; 90% are 25–59 years old
• Over 60% are married
• Almost 60% belong to the poorest two income quintiles

Source: World Bank staff analysis based on EU-SILC.
Note: “Years of work experience” refer only to those individuals who have worked before. “Dependent children” include children younger than 
18 years of age and household members ages 18–24 years who are economically inactive and living with at least one parent. “Working adult” 
refers to adults ages 25 years and older.
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From profiling to activation

Activation and Inclusion Policies in Lithuania
Active labor market policies (ALMPs) are implemented by a variety of actors in 
Lithuania, but the main institution in charge of ALMPs and public employment 
services (PES) is the Lithuanian Labor Exchange (LLE). Established in 1991, the 
LLE operates under the Ministry of Social Welfare and Labor and was restruc-
tured in 2010 in response to the economic downturn. The LLE currently com-
prises one central office and 10 territorial labor exchange offices (TLEs)—down 
from 46 previously— that serve between three and seven municipalities each 
(and for a total of 60 municipalities). The LLE maintains the overall 

 table 7.6 lithuania: composition of 2010 clusters Based on 2008 labor market status (column 
percentages)

Cluster
Working-age 

population in 2010

Labor market status in 2008

Unemployed Retired Disabled Other inactive Employed Total

1 Middle-aged low-income 
unemployed 21 9 3 14 53 100

2 Disabled 10 12 43 6 29 100

3 Married rural women with 
pensions 5 35 17 11 32 100

4 Stay-at-home or unemployed 
rural poor wives 8 9 3 41 39 100

5 Young rural unemployed men 4 9 9 33 45 100

NC Employed 4 9 2 8 78 100

Total 6 11 6 10 67 100

Source: World Bank staff analysis based on EU-SILC.
Note: Students ages 16–24 years who were inactive or unemployed are excluded from the sample. Numbers referred to in the text appear 
shaded in gray.

 table 7.7 lithuania: composition of 2010 clusters Based on 2008 labor market status (row percentages)

Cluster
Working-age 

population in 2010

Labor market status in 2008

Unemployed Retired Disabled Other inactive Employed Total

1 Middle-aged low-income 
unemployed

30 7 4 11 7 8

2 Disabled 13 9 56 5 3 8
3 Married rural women with 

pensions
4 15 13 5 2 5

4 Stay-at-home or unemployed 
rural poor wives 5 3 2 16 2 4

5 Young rural unemployed men 2 3 5 10 2 3
NC Employed 46 63 20 53 83 72

Total 100 100 100 100 100 100

Source: World Bank staff analysis based on EU-SILC.
Note: Students ages 16–24 years who were inactive or unemployed are excluded from the sample. Numbers referred to in the text appear 
shaded in gray.
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responsibility for ALMPs and supervises the activities of the 10 TLEs, which in 
turn provide employment services and implement labor policies for residents and 
employers at the district, municipality, and sub-district level (EC 2013b).

The range of ALMPs and employment services is wide. The LLE, in collaboration 
with local partners and other ministries implements several ALMPs (Eurostat 
2010; ILO 2011). In particular: 

•	 Supported Employment Programs/Measures. These include subsidized employ-
ment programs, support for the acquisition of professional skills, public works 
programs for the unemployed or employees of firms in financial difficulties, 
job-rotation or job-sharing schemes, and client services (such as group counsel-
ing, vocational counseling, and so forth). 

•	 Vocational Training Schemes in the form of benefits for both employers and 
employees, workplace trainings, institutional trainings, support for apprentice-
ships, and so on. 

•	 Support Schemes for Job Creation, such as subsidies for job creation, support 
schemes for self-employment, start-up incentives, and local initiatives for 
employment (such as business development plans for firms and job-placement 
subsidies).

•	 Local Mobility and Commuting Support Schemes, such as reimbursement of 
work-related relocation, accommodation, or transportation expenses. 

•	 New Measures which have also been implemented in the recent past include 
employability barometers, employment programs for unemployed individuals 
55 years of age and older, first employment programs for youth, and skills 
upgrade programs for the long-term unemployed. 

At the same time, several passive measures, such as unemployment or early retire-
ment benefits, are also available. These include full and partial unemployment 
benefits, redundancy compensation, bankruptcy compensation, and conditional 
and unconditional early retirement benefits. Importantly, in 2012, an innovative 
measure to prevent poverty traps and to give the long-term unemployed an extra 
incentive to take up employment was introduced in the form of an extra benefit 
payment for long-term unemployed individuals returning to work. This measure 
extends six months of benefits to individuals that transition from long-term 
unemployment to employment and do not earn more than double the monthly 
minimum wage (Eurostat 2010; ILO 2011). 

Lithuania spends little on labor market policies (LMPs) relative to other 
OECD countries, although the crisis resulted in a notable increase in such expen-
ditures, mostly due to the spike in unemployment and early retirement benefits. 
As figure 7.10 shows, in 2011 Lithuania spent little more than half a percentage 
point of GDP on LMPs, almost half of which was devoted to unemployment 
benefits and early retirement; the average OECD country, on the other hand, 
spent over 1.4 percent of GDP on LMPs, almost three times the Lithuanian 
figure. Looking at the evolution of such expenditure items between 2003 and 
2011, it is immediately clear that the downturn was associated with a massive 
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increase in unemployment and early retirement benefits. In the pre-crisis period, 
total LMP expenditure ranged between 0.3 and 0.4 percent of national GDP, 
while unemployment and early retirement benefits absorbed about 0.1–0.12 
percent of GDP; by 2009, at the peak of the crisis, the share of such spending 
had doubled and then tripled, reaching 0.9 and 0.6 percent of GDP, respectively. 
In 2012, unemployment and early retirement benefits as a share of GDP were 
still twice the pre-crisis level (Eurostat and OECD data). It should be noted as 
positive that Lithuania did not respond to the crisis with a decrease in relative 
activation spending; the share of ALMPs in GDP remained almost constant at 
about 0.2 percent GDP. 

The large increase in the share of total LMP costs that went toward unem-
ployment benefits was matched by a dramatic rise in the number of beneficiaries. 
As figure 7.11 shows, while the 2006–11 period did not witness an increase in 
the number of ALMP beneficiaries, the downturn was clearly linked to a spike in 
the number of those receiving unemployment or early retirement benefits, with 
almost 50,000 individuals joining the ranks of the beneficiaries between 2008 
and 2009 alone. 

More particularly, while the level of ALMP spending has remained relatively 
low and constant with the crisis, the composition and the source of such expen-
ditures have changed. As depicted in figure 7.12, spending on training fell quite 
sharply, whereas spending on direct job creation and employment incentives 
increased (Eurostat 2010). In addition to the new composition, the crisis also 

Figure 7.10 labor market policy (lmp) spending in lithuania as a share of GDp
percent
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Figure 7.11 labor market policy (lmp) Beneficiaries in lithuania, 2006–10
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Figure 7.12 composition of spending on almps in lithuania, 2008 and 2011
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led to a change in the financing source of inclusion measures: after 2009, the 
main funding source became the EU structural funds, which currently support 
mainly social enterprises and employment programs for people with disabilities 
and public works programs, as well as projects that provide vocational training, 
create subsidized employment, and facilitate job rotation and territorial 
mobility. 

Activation Priority, Activation Type, and Benefit Receipt by Group
In further considering labor market integration, an assessment of the priorities 
and potentials of the identified groups needs to be undertaken. Given the 
 cautious increase in nominal resources for activation programs, further prioritiza-
tion of intervention is all the more important. After a first step (“activation 
 priority”) of prioritizing the intervention along activation need and activation 
potential, a second step (“activation type”) will attempt to classify the groups 
according to the kind of activation intervention needed, depending on social or 
labor market barriers to be overcome. Lastly, as a third step, information on 
household income composition of the different groups will be used to assess poten-
tial cross-dependencies of the benefit system with the labor market status and 
activation approaches. 

Activation Priorities
Table 7.8 gives an overview of the identified inactive classes and their respective 
activation need and activation potential. The total number of persons estimated 
in these clusters was about 610,000 in 2011, representing 32 percent of the 
working-age (16–64-year-old) population of Lithuania in 2011.

In the table, “activation need” refers to a group’s level of need for inclusion in 
the labor market in order to achieve income and reduce or end poverty. 
“Activation potential” describes that group’s ability or motivation to be included 
in the labor market. High activation need could be driven by high poverty risk 
(as in the case of the middle-aged poor rural long-term unemployed), whereas high 
activation potential could be driven by previous work experience or a relatively 

table 7.8 activation need and potential of Different clusters in lithuania

Share % 
(2011) Cluster

Activation 
need

Activation 
potential

Priority 
for action

27 Middle-aged poor rural long-term unemployed High Medium High
19 Married rural women with old-age pensions Low Low Low
18 Rural disabled adults with benefits Low Low Low
11 Young educated rural unemployed High High High
9 Middle-aged educated unemployed family men High High High
7 Single poor rural unemployed women High Medium High
5 Stay-at-home poor rural women High Medium Medium
3 Disabled and low-educated urban young men Low Low Low

Source: World Bank staff analysis and assessment 2014.
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good educational base (for example, the young educated rural unemployed). 
Overall priority for action can also be driven by the size of a group. 

From this overview, an initial set of priorities arises, with the middle-aged poor 
rural long-term unemployed, young educated rural unemployed, middle-aged 
 educated unemployed family men, and single poor rural unemployed women  showing 
the highest priority for activation. Their high priority stems from their relatively 
large cohort sizes, high or medium activation needs due to high poverty risk, and 
activation potential due to labor market proximity, given their work history and/
or education level. Stay-at-home poor rural women follow close behind, but are 
classified as slightly lower priority owing to their nondeclared unemployment 
and the significant share that have at least one working adult in the household. 
Rural disabled adults with benefits, married rural women with old-age pensions, and 
disabled and low-educated urban young men are not prioritized for activation 
measures or policies due to lower need and potential (many report strongly 
 limited capacity to work). 

In light of the significant portion of disability benefits among the out-of-work 
population, a potential focus of activation could be the group of rural disabled 
adults with benefits, of which 26 percent are younger than 44 years old but for 
whom disability benefits make up 49 percent of this group’s household income 
(for year 2011). While it might be difficult to activate some of the members of 
this group because of their disability despite the fact that they are of prime work-
ing age, special attention should be given to not increasing the number of 
younger  disability recipients beyond the minimum necessary, and to tightly con-
trolling the inflow into this group. 

Figure 7.13 activation types of prioritized clusters in lithuania
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Activation Type
As a second step, the relative severity of labor market or social obstacles to be 
overcome for labor market integration will serve as an orientation for activation 
approaches. Figure 7.13 depicts the prioritized clusters along the labor market 
and social barrier dimensions; the size of the bubbles corresponds to their relative 
group size. 

When mapping the respective barriers for labor market integration faced by 
the five prioritized groups, we can see that few of the groups face great social 
barriers. The two groups of rural women have a different connection to the labor 
market (work experience, education), but both could probably benefit from 
greater access to social and public services near their homes (for example, child 
care). Groups of middle-aged unemployed could be supported with standard 
skill- and mobility-based measures, while the young educated rural unemployed 
could probably benefit from mobility support. 

Household Income Composition
When analyzing the 2011 household income of the groups, we can see that three 
groups have a benefit share of household income that could be an indication of 
excessive reliance on benefits: 53 percent of the household income of the middle-
aged poor rural long-term unemployed, 72 percent of the household income of 
the rural disabled adults with benefits, and 64 percent of the household income of 
the single poor rural unemployed women are benefit payments. Other groups 
(retirees or highly disabled) also have high benefit shares, but this can be seen as 
a correct function of the social safety net because of legitimate limitations for 
self-supporting work. 

Middle-aged poor rural long-term unemployed adults receive 21 percent of their 
household income from old-age and disability benefits, although only 1 percent 
of group members are over the age of 60. This could be an indication that some 
members of this group are in early retirement. Single poor rural unemployed 
women rely on benefits for 64 percent of their household income, most probably 
social inclusion benefits for their welfare. 

For the interesting phenomenon of the young educated rural unemployed, the 
hypothesis of benefit dependency through intra-family transfers (for example, 
dependence on old-age pensions or disability pensions of relatives) can most 
probably be rejected. Only 13 percent of the household income of this group 
comes from old-age and disability benefits. 

Given the overall picture of benefit receipt revealed by EU-SILC data, no 
actions are needed to counter work disincentives. The pattern of benefits appears 
to be generally in line with the socioeconomic situation of the specific groups.

Suggestions for Activation Measures and Further Analysis
This section sets out a set of potential activation measures for each of the priority 
groups. Areas for further policy dialogue are also outlined. The suggestions below 
should be considered as a starting point for further policy dialogue between the 
EC, the World Bank, and Lithuania, bearing in mind that the groups identified still 
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possess heterogeneity that may affect the type of support required. Accordingly, 
these suggestions are not meant to be an exhaustive set of possible activation 
measures.

It is important to keep in mind that the groups have been derived from 
EU-SILC data from the year 2011. Since then, general economic development, 
policy actions by the government of Lithuania, and European Commission 
country-specific recommendations might have reflected some of these policy 
suggestions or rendered them obsolete.

Middle-aged poor rural long-term unemployed (28 percent, Priority: High). This is 
the largest group among the out-of-work in Lithuania, with over 170,000  members. 
All are unemployed, over 70 percent of them for more than one year. This, together 
with the fact that 98 percent say they do not have any limitation on capacity to 
undertake daily activities due to health reasons, confirms their high labor availabil-
ity and activation potential. Sixty percent of them fall in the lowest income quin-
tile. Age wise, 89 percent of the group is between 25 and 59. The distribution 
between men and women is somewhat favored towards men, at 58–42 percent, 
respectively. Primary and secondary education levels dominate in 94  percent of the 
group. Two-thirds of its members reside in rural areas. Fifty-two percent of the 
group are single, but the average household size stands at three, which indicates 
other relatives (17 percent with an adult older than 65 years of age) and children 
(47  percent with least one child) in the household. Only 14 percent of households 
have  children younger than six years old, indicating reduced caregiving responsibil-
ity for children. Potential activation measures for this group include the following: 

•	 Build activation on previous work experience and skills. Building on the work 
experience of 93 percent of this group, training and skill-building offerings 
should be based on previous experience in the labor market. At the same time, 
the average age and household composition of this cohort makes many of its 
members eligible for longer-term intervention such as training in foreign 
 languages or information communication technology, or “second chance” 
apprenticeship programs. For some of the more intensified training, the educa-
tional basis would probably have to be strengthened.

•	 Self-employment in and around regional cities. With the large share of this group 
living in a rural environment, potential activation measures can focus on 
 self-employment, cooperatives, and services or trades in urban and regional 
centers. Support for business creation, small loans, or micro-credits could help 
members of this group engage in self-employed activity. 

•	 Mobility. Enabling jobseekers and workers to permanently and temporarily 
move inside the country could help members of this group. Availability and 
quality of public transport (not part of specific activation policy, but rather 
general public infrastructure tasks) and mobility grants for job search or transi-
tion into jobs can be possible measures to support this group. 

Young educated rural unemployed (11 percent, Priority: High). This group faces 
the lowest labor market and social barriers, but is also a potential source 
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for further emigration from the country, a fact that has been getting important 
attention in the years since the start of the financial and economic crisis. In 2011, 
the group represented about 67,000 members, of which two-thirds were declared 
as unemployed. None reported any limitations in daily activities due to health 
reasons, and all of its members are younger than 34 with an almost equal relation 
between the sexes. An interesting feature of this group is that 44 percent have a 
tertiary education ( making up the relatively low number of unemployed young 
Lithuanians with a university degree). The majority of the group lives in rural 
areas (63 percent), is not married (62 percent), and lives in a household of 4.2 
average members,  hinting at a residence still at the parent(s)’ house. The labor 
share of income in these households is 62 percent and the benefits received 
appear plausible for the respective socioeconomic situation. Potential activation 
measures for this group include the following: 

•	 “Top-up” courses for practical job skills. Many university graduates lack practical 
hands-on job skills for a workplace environment. With group intervention 
training schemes, young jobseekers could be offered supplemental soft and 
functional skill training on top of their domain knowledge degree. 

•	 Job fairs. With formal training apparently not the key labor market barrier for 
this group, job matching and job information must take center stage. For grad-
uates from rural areas and regional centers, accessibility to job fairs ought to be 
ensured through “job buses” or other outreach and transportation initiatives. 

•	 Job placement/internships. ALMP funds could be used to support the  temporary 
placement of graduates with firms for internships or short-term engagements. 

•	 Job linkage at university/college. To prevent joblessness after graduation and to 
ensure early attachment to companies and industries, universities and colleges 
need to link students early on to job skills, job search techniques, and work 
experiences. 

•	 Mobility support to large cities, near-abroad countries. With most of the unem-
ployed in this group living in nonurban areas, mobility to potential locations of 
employment becomes all the more critical. At the same instance, temporary 
access to subsidized housing for young job starters or “foyer” type housing 
offerings in larger cities could facilitate the mobility of youths within Lithuania. 
Promoting labor migration to the near-abroad (while helping temporary 
migrants to retain their ties to home) can be another measure to prevent criti-
cal human capital depreciation at an important time of career formation. 

Middle-aged educated unemployed family men (9 percent, Priority: High). Two-
thirds of this group are registered as unemployed and despite a disability share 
of 9 percent, only 1 percent declares to have strong limitations to work. Almost 
all members of this exclusive 35–59-year-old group live in a household with a 
working adult, hinting at a supplementary earner model through the household’s 
wife (87 percent are married). A relatively high household income is achieved 
through mainly labor income (77 percent). Households have relatively few 
 children but 87 percent have a person over 65 years of age. Education level is 

http://dx.doi.org/10.1596/978-1-4648-0539-4


214 Latent Class Analysis of the Out-of-Work Population in Lithuania, 2007–11

Portraits of Labor Market Exclusion • http://dx.doi.org/10.1596/978-1-4648-0539-4

medium with only 30 percent holding tertiary education. As with all other 
groups, previous work experience is very high at 94 percent. Potential activation 
measures for this group include the following: 

•	 Linkage to previous occupation/industry. With a working spouse and relatively 
low risk of poverty (43 percent in bottom two quintiles), this group can be 
supported in relinking with the qualifications, occupations, and industries that 
they once gained their work experience in. Reskilling will probably need to 
update functional skills (languages, communication, writing, information and 
communications technology). 

•	 Job clubs and group search. Building on the life experience of this group, job-
search clubs or entrepreneurial start-up groups could be offered to some of 
this group’s members. 

•	 Self-employment from home. With spouses of these men employed and provid-
ing for the family income, opportunities for self-employment from home or 
local employment ought to be supported. Medium-sized commuting and 
mobility support could also be provided to allow for job-uptake in nearby 
regional centers (or with weekly commute) in towns farther away in case a 
good-paying job can be secured to cover travel and extra housing costs.  

Single poor rural unemployed women (7 percent, Priority: High). Compared to 
the previous prioritized groups, only a subset (40 percent) of this group is regis-
tered as unemployed but no member appears to report strong limitations to tak-
ing up work. With none of the households containing a working adult, this group 
of mainly rural (86 percent) individuals (62/38 percent female/male) has the 
highest poverty exposure in the sample (81 percent fall in the bottom two quin-
tiles). Owing to the absence or unemployment of spouses, households in this 
group do not gain income from complementary work uptake. The share of  benefit 
income in total household income is correspondingly very high (64 percent). 
Members have work experience but 85 percent hold only primary or secondary 
education. Potential activation measures for this group include the following: 

•	 Income support coupled with work and training opportunities. Given the high 
(and legitimate) benefit share in this group any approach to activation would 
probably need to be based on the existing income support programs in 
Lithuania and link them with community work and training offerings. In order 
to improve the skill and training level of this group, care must be taken to not 
just operate simple community public works programs. 

•	 Mobility support and training. When coupled with training and skill-building, the 
members of this group could also be helped to find employment in regional or 
larger cities. This would require additional skill training on job search, basic func-
tional skills, and (temporary) mobility support for transportation or housing. 

•	 Community employment and self-organization. Given the recent emphasis 
on “subsidiarity” and local community decision in social service provision in 
Lithuania, forms of self-organization for community work and social 
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entrepreneurship could be promoted with members of this group. Guidance 
on this would probably need to be provided by PES or municipality staff. 

Stay-at-home poor rural women (5 percent, Priority: Medium). This small 
group among the prioritized shows a similar profile to the previous group of 
women, with the difference that none of their members is declared as 
 unemployed and all of the households have a working adult in their ranks. The 
group is 100 percent women and shows a very similar profile to their unem-
ployed “sisters” in terms of rural/urban split, age, and education distribution. 
The vast majority (79 percent) are married, but poverty exposure is much 
lower (63 percent in bottom two income quintiles) with 75 percent of spouses 
working and gaining a decent income (EUR 4,300). The share of labor in 
household income is correspondingly high (68 percent) and the benefit income 
can be legitimately attributed to the presence of children (53 percent have 
children younger than 6 years old) in the household. Potential activation mea-
sures for this group include the following: 

•	 Similar approaches as for the previous group but coupled with child-care offerings 
and community care provision. In light of the significant child caregiving respon-
sibility exercised by these households, any approach to further labor market 
activation must assist these women to combine (part-time) work with child care. 

In general, further policy dialogue with the Lithuanian authorities ought to 
focus on areas that enable the government and its agencies, municipalities, and 
other labor market actors to better deploy their resources, increase coordination, 
and improve the staffing and resource situation of services. Some of these areas 
for future dialogue include:

•	 Focus on nonurban areas. Labor market exclusion in Lithuania is a predomi-
nantly rural phenomenon. Almost all of the groups identified in the latent class 
analysis show a rural share of well over 65 percent, some of the groups priori-
tized for activation even shares of over 80 percent. Creation of jobs in second-
ary cities, transport links, and (temporary) mobility support to regional or large 
centers within Lithuania or toward the neighboring countries must be among 
the potential answers to this situation 

•	 Mobility is key. When considering mobilizing more of its citizens for the labor 
market, Lithuania ought to make mobility within the country (and to near-
abroad countries) a key priority. Being able to connect to regional economic 
centers or to (temporarily) seek employment in a neighboring country can 
help to reintegrate the unemployed but also to prevent skill loss and “scarring” 
among young jobseekers. 

In summary, Lithuania could benefit from maintaining a labor market–centric 
activation approach toward its rural out-of-work population, especially in light 
of the demographic developments taking place.
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notes

 1. Individuals between 16 and 24 years of age who are out of work and enrolled in 
education are excluded from the sample; they are considered to be investing in their 
final stages of human capital formation and therefore also not a particular target group 
for activation  policies. In 2011, this population amounted to about 257,400 individuals, 
representing 59.5 percent of the total population between 16 and 24 years of age  and 
30 percent of the total  out-of-work population of working age. Individuals enrolled in 
school who are between 25 and 64 years old are, included in the latent class analysis 
and grouped under “other inactive.” It is important to note that the group of students 
(older than 24 years) account for less than 1 percent of total population of working age.

 2. This variable is constructed using the self-reported current work status in the 
EU-SILC survey that has four categories: at work, unemployed, retired, and inactive. 
The unemployed are further classified into short- and long-term based on how long 
they have been actively looking for a job. The inactive is combined with another 
 question to separate this group into students, disabled, military, and other inactive.

 3. In order to construct this variable, individuals ages 25 or older are considered adults.

 4. This is a binary variable that takes the value one if an individual answered “yes, strong 
limitations” to whether they had been hampered in their usual activities because of 
health problems for at least the last six months. The value is zero if the answer is “yes, 
limited” or “no, not limited.”

 5. According to EU-SILC guidelines, dense areas have more than 500 inhabitants per 
square kilometer, where the total population for the set is at least 50,000 inhabitants. 
Intermediate areas have more than 100 inhabitants per square kilometer, and either a 
total population for the set of at least 50,000 inhabitants or a location adjacent to a 
dense area. The remaining areas are categorized as sparsely populated.

 6. The equivalized household income takes into account an equivalence factor to weight 
the number of household members used in the denominator when calculating house-
hold income per capita. The first adult 18 years of age or older has a weight of 1.0, 
children younger than 14 years old have a weight of 0.3, and other individuals 14 
years of age and older have a weight of 0.5. The sum of the weights of all household 
members is equal to the equivalent household size.

 7. Note that income reported in EU-SILC surveys is for the year preceding the survey 
year.

 8. Total household gross income is defined as the sum of: (at the individual level) gross 
employee cash or near-cash income; company car, gross cash benefits or losses from 
self-employment (including royalties); unemployment benefits; old-age benefits; 
 survivor benefits; sickness benefits; disability benefits; education allowances; and 
(at the household level) income from rental of property or land; family/children 
related allowances; social exclusion not elsewhere classified; housing allowances; 
 regular inter-household cash transfers received; interests, dividends, profit from capital 
investments in unincorporated business; pensions from individual private plans; and 
income received by youth younger than 16 years old. Total household net income, in 
turn, was calculated by subtracting from total household gross income regular taxes 
on wealth, taxes on income and social insurance contributions, and regular inter-
household case  transfers paid.

 9. Social benefits are aggregated in eight branches using the European System of 
 integrated Social PROtection Statistics (ESSPROS) definitions. For more information, 
see Eurostat (2011). 
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 10. The EU-SILC longitudinal survey consists of a four-year rotating panel. In each year, 
approximately three-quarters of individuals present in the previous year are retained. 
The samples used in the latent class analysis include about 3,000 observations for each 
year in the cross-sectional analysis and 600 observations in the longitudinal analysis. 
The population is weighted with individual weights.
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c h a p t e r  8

Latent Class Analysis of the 
Out-of-Work Population in 
Romania, 2008–11 

Background

After a period of high growth, Romania experienced a severe economic 
 contraction in 2009 and has not yet recovered to its previous economic growth 
levels. During the period from 2003 to 2008, the Romanian economy grew at 
very high rates—an average of 6.6 percent per year, compared to 2.2 percent per 
year among EU-28 countries. However, as in the other countries in the region, in 
2009 the crisis hit hard and output contracted by 6.6 percent. Only in 2011 was 
GDP growth back to a positive level, of 2.3 percent. In 2013 the economy grew 
3.5 percent, only surpassed in the region by Latvia (which grew 4.1 percent).

Unemployment rose following the crisis, but the increase was low in comparison to 
the sharp fall in output. From 2003 to 2008, unemployment was, on average, 
7.3 percent; in 2008 it reached its lowest level at 6.1 percent. After the crisis hit 
the Romanian economy in 2009, unemployment only marginally increased, 
reaching 7.6 percent in 2013. This pales in comparison to the dramatic rise in 
unemployment following the crisis that many European countries witnessed. 
Moreover, labor force participation, albeit low by European standards, remained 
fairly constant following the crisis, between 63 and 65 percent.1

However, youth experienced a sharp rise in unemployment. Figure 8.1 shows that 
unemployment rates were falling steadily, particularly among youth, before the crisis. 
The percentage of young individuals between 15 and 24 years of age who were not 
in employment, education, or training (the NEET rate) reached its lowest level of 
the decade in 2008—11.6 percent. However, when the crisis hit Romania, youth felt 
most of the impact. Overall unemployment reached 7.7 percent in 2011, represent-
ing a 1.6 percentage point increase from pre-crisis levels. Youth unemployment, on 
the other hand, peaked at 23.7 percent in 2011, almost 5 percentage points above 
its pre-crisis level. After a downward trend between 2003 and 2008, the NEET rate 
also increased, returning in 2012 to the same level it had been in 2005. 
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A look at unemployment rates disaggregated by gender shows that women were 
generally more affected by the crisis. As shown in figure 8.2, unemployment rates 
are usually lower for women. However, the economic downturn affected women 
most, especially those in the 50- to 64-year-old group, whose unemployment rate 
grew from 1.9 to 3.3 percent between 2008 and 2010, representing an increase 
of over 70 percent. Unemployment rates for men in this age group, in contrast, 
only increased by 18 percent. Women ages 15–24 years and 25–49 years also 

Figure 8.1 Unemployment and neet rates in romania, 2003–13
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Source: Eurostat, EU-LFS.
Note: While the unemployment rate is calculated as a share of the economically active population in the 
respective age group, the NEET rate is calculated for the percentage of the population 15–24 years old. 
NEET = not in employment, education, or training.

Figure 8.2 Unemployment rates by age and Gender in romania, 2007–13
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experienced higher proportional increases in unemployment than did men in the 
same age group. 

Despite the relatively small change in overall unemployment rates observed during 
the crisis, one of the most worrisome results was the change in the duration of unem-
ployment, with a significant increase in the share of long-term unemployed.  Long-term 
unemployment as a share of total unemployment hit a low of 31.6 percent in 
2009; since then the share has risen to 46.4 percent (as shown in figure 8.3). 
The relatively small effect of the crisis on unemployment figures thus appears to 
be hiding more negative conditions in the labor market. 

Although overall employment levels remained relatively stable following the crisis, 
individuals with tertiary education experienced declining employment rates, while 
their supply increased. After peaking at 59 percent in 2008, employment rates 
remained relatively unchanged, with their lowest postcrisis rate being 58.5  percent 
in 2011. In contrast, the employment rate for individuals with  tertiary education 
reached its lowest point for the 2003–13 period in 2013, at 81.4  percent, down 
from 85.7 percent in 2008.2

What is more, between 2008 and 2013, unemployment rates doubled for 
individuals with tertiary education. Deteriorating labor market outcomes for the 
most educated might also reflect lower experience, since youth are usually the 
more educated group. Nonetheless, although those with less education were less 
affected during the crisis in terms of relative changes, it is worth noting that, at 
least in terms of levels, labor market outcomes have generally favored those with 
higher education. In the meantime, the Romanian labor force has become more 
educated, reflecting the fact that youth entering the labor force (and replacing 
the workers who retire) are more educated. However, as reported previously, 
youth have also been the most affected by the crisis, and their higher levels of 
education have not resulted in improved labor market prospects overall.

Figure 8.3 long-term Unemployment as a share of total Unemployment, 
2003–13
percent

30

35

40

45

50

55

60

65

70

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

EU-28Bulgaria Hungary Romania

Source: Eurostat, EU-LFS.

http://dx.doi.org/10.1596/978-1-4648-0539-4


222 Latent Class Analysis of the Out-of-Work Population in Romania, 2008–11 

Portraits of Labor Market Exclusion • http://dx.doi.org/10.1596/978-1-4648-0539-4

During the period from 2008 to 2011, the sample of the out-of-work popula-
tion considered in this note decreased, from 4.2 to 4.1 million individuals. 
The analysis of the out-of-work population in this note focuses on the working-
age population (16–64 years old). Specifically, only individuals ages 25–64 years 
who are not employed, and individuals ages 16–24 years who were neither 
employed nor in education nor training were considered.3 Only the working-age 
population (16- to 64-year-olds) is analyzed, as labor activation options—the 
main policy focus of this note—are only viable for that segment of the popula-
tion. As a  percentage of the population of working age under analysis, the out-
of-work population fell from 32.3 percent to 31.2 percent. The three groups of 
the out-of-work population that became smaller during this period were the 
groups of disabled, short-term unemployed, and other inactive, which decreased 
in size by 37, 21, and 8 percent, respectively. On the other hand, the number of 
long-term unemployed grew by 27 percent (see table 8.1). Figure 8.4 shows the 
composition of the out-of-work population in Romania in 2008 and 2011. 

methodology: latent class analysis

In chapter 1 a general overview of the latent class analysis methodology was 
presented. This section explains in detail the variables and covariates used to 
identify classes or groups of out-of-work individuals that are as homogeneous as 
possible within each class according to a set of observable characteristics, and as 
distant as possible between classes. The emerging profiles can then be contrasted 
with the design and targeting of current activation policies, in order to identify 
the potential gaps and to enhance their design features.4 

table 8.1 number and percentage of Working-age individuals (ages 16–64 Years) 
by labor market attachment in romania, 2008 and 2011
thousands

2008 2011 Percent change 2008–11

At work 8,812 9,023 2.4
67.7% 68.8%

Unemployed 192 152 −20.8
1.5% 1.2%

Long-term unemployed 275 349 26.9
2.1% 2.7%

(Early) retirement 1,950 2,006 2.9
15.0% 15.3%

Disabled 160 101 −36.9
1.2% 0.8%

Other inactive 1,623 1,486 −8.4
12.5% 11.3%

Total 13,012 13,117 0.8
100% 100%

Source: World Bank staff analysis based on EU-SILC.
Note: Individuals ages 16–24 years who are out of work and enrolled in education (1.5 million individuals) are 
excluded from the sample.
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Variable Selection
The definition of latent classes relies on a number of indicator variables to cap-
ture different “symptoms” of an overall latent condition (in this case, the typology 
of joblessness). The challenge in such models is to identify a discrete number of 
variables that can best explain the heterogeneity of individual outcomes. In this 
case, two sets of categorical variables were selected: the first set to show the 
extent of labor market distance and the other to capture some of the main factors 
that can affect employment on the supply side, such as labor supply conditions 
(household-level incentives to work and physical ability to work).

•	 Distance from labor market: short-term unemployment, long-term unemploy-
ment, (early) retirement, disability, and other inactivity (largely unpaid 
 domestic work).5

•	 Work experience: if individual has worked before and, in this case, whether 
worked for two or more months in the previous year; 

•	 Labor supply conditions: whether the individual’s household has at least one 
working adult,6 and perceived limitations on activities due to health problems.7

In addition to indicators, the model includes active covariates, which are used 
to improve the classification of individuals in each class. In this case the active 
covariates are the demographic variables that are normally used to disaggregate 
labor market outcomes:

•	 Age-group category (four groups)
•	 Gender
•	 Human capital: the highest educational level achieved 
•	 Urban/rural location

Figure 8.4 Distribution of out-of-Work population in romania, 2008 and 2011
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Once the latent classes have been defined, inactive covariates that were not 
included in the model can be used to characterize the individuals in each class 
and the households in which they live. The inactive covariates chosen describe 
those characteristics that may provide valuable information for the design of 
tailored policies that address barriers to employment, including income level. 
They include:

•	 Household welfare conditions:
 – Income quintile (defined by equivalized disposable household income8,9) 
 – Labor, benefit, and other income as share of total gross household income10

 – Working status of the partner
 – Household able to keep dwelling warm
 – Partner’s labor income
 – Quintile of partner’s labor income
 – Tenure status
 – Binary variables denoting whether individuals or their households are ben-

eficiaries of any of eight social protection benefits11

 – Share of benefits in household gross income
•	 Household demographics:

 – Household size
 – Household composition
 – Binary variable showing whether there are children younger than six years 

old in the household
 – Binary variable denoting whether there are three or more children younger 

than 16 years old in the household
 – Children younger than 13 years old in the household receiving child care: 

all, some, or none of the children
 – Older person (65 years of age and older) in the household
 – Presence of individual’s parents in the household

•	 Other individual-level demographics:
 – More refined age groups (eight groups)
 – Marital status

•	 Individual human capital:
 – More refined highest educational level achieved (six groups)
 – Work experience in years

•	 Household location:
 – Degree of urbanization12: densely populated, intermediate area, sparsely 

populated 
 – Regional breakdown

Group Labeling
The resulting groups are then labeled according to the greatest proportional 
characteristics within groups that also aid in distinguishing among groups. 
Granted, a large number of characteristics describe these groups, and only a few 
are taken into account for the purpose of labeling. In part, some of these 
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characteristics may exhibit a large degree of heterogeneity and may thus not be 
relevant for defining a group. In addition, some characteristics may be more rel-
evant for the purposes of policy design than others. In short, though the labeling 
of groups can be considered more an art than a science, when taken together 
with detailed descriptions of a group’s most prominent characteristics, labeling 
can serve as an important starting point in the design and prioritization of activa-
tion policies.

The analysis relies on cross-sectional as well as panel data from the European 
Union Statistics of Income and Living Conditions (EU-SILC) surveys for 
2008–11, which combine individual-level information with household character-
istics. The first part of the note presents a cross-sectional analysis for the years 
2008, 2009, 2010, and 2011. In particular, the latent class analysis on 2008 data 
shows the main characteristics of the out-of-work before the global economic 
crisis hit Romania, and thus highlight what could be considered more structural 
issues of the country’s labor market. The 2011 latent class analysis will contrast 
this initial assessment with more recent developments. The second part of the 
note exploits longitudinal data between 2008 and 201013 to trace the prior labor 
market status of individuals observed last in 2010 in various classes, and will shed 
light on the relative persistence in the out-of-work status among different classes 
of individuals. The set of variables chosen for the cross-section and the longitu-
dinal analysis are slightly different, due to minor differences in the set of variables 
recorded in each of the two types of data sets.

main Findings

Out-of-Work Population: Group Profiles from Cross-Sectional Analysis
The latent class analysis supports the classification of the out-of-work into eight 
major groups, some of which have remained stable over time. The groups were 
named according to their most salient characteristics. Figure 8.5 shows the share 
of each of the eight classes identified for the year 2011 while table 8.2 presents 
their most salient characteristics. 

The eight main clusters emerging from the LCA analysis in 2011 can be char-
acterized as follows (for more detail, see Appendix A for a link to the online-only 
annexes):

•	 Cluster 1: Retirees. This group of retired individuals has represented between 
21 and 27 percent of the out-of-work throughout the years analyzed. It is 
largely made up of females (58 percent), and as of 2009, it generally includes 
individuals who have hit retirement age (60–64 years).14 They can be consid-
ered low- to mid-skilled, with 38 percent having less than an upper secondary 
education and half having upper or postsecondary education. On average, they 
have 33 years of work experience. Even though 62 percent do not have at least 
one working adult in their household they are at very low risk of poverty,15 
with only 8 percent living in the bottom income quintile. In part, this can be 
explained by the fact that they live in households without dependent children 
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Figure 8.5 classes of out-of-Work individuals in romania, 2011
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Source: World Bank staff analysis based on EU-SILC.

table 8.2 summary characteristics of latent classes of out-of-Work population in romania, 2011

1: Retirees (24%) 2: Early retirees (24%)
• 98% are retired
• 58% are female
• 94% are 60–64 years old
• 68% are married; 23% are widowed
• 58% have a partner who is not working; 62% have no 

working adults in household
• Low-to-mid-skilled: 38% have not completed upper 

secondary education; 49% have completed upper or 
postsecondary

• 95% worked before, but less than 2 months in the 
previous year; 33 years of experience on average

• 79% live in households without dependent children
• Very low poverty risk: 8% are in poorest income quintile
• 87% receive old-age benefits

• 96% are retired
• 59% are female
• 91% are 45–59 years old
• 77% are married; 11% are widowed
• 28% report strongly limited capacity to work
• 50% have a partner who is not working; 57% have at least 

one working adult in household
• Mid-skilled: 73% have completed upper or 

postsecondary education
• 95% worked before, but less than 2 months in the 

previous year; 27 years of experience on average
• 64% live in households without dependent children
• Low poverty risk: 12% are in poorest income quintile
• 49% receive disability benefits; 42% receive old-age 

benefits

table continues next page
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table 8.2 summary characteristics of latent classes of out-of-Work population in romania, 2011 (continued)

3: Low-educated rural mothers without 
work experience (19%)

4: Inactive middle-aged wives (15%)
• 91% are inactive
• 100% are female
• 77% are 35–54 years old
• 85% are married
• 61% have a working partner; 78% have at least one 

working adult in household
• Low-to-mid-skilled: 37% have not completed upper 

secondary education; 54% have completed upper or 
postsecondary

• Only 40% have worked before; 16 years of experience 
on average

• 64% live in households with dependent children; 20% in 
households with children younger than 6 years old

• 69% live in rural areas
• High poverty risk: 39% in poorest income quintile
• 56% receive family/child benefits

• 97% are inactive
• 99% are female
• 84% are 20–44 years old
• 73% are married
• 67% have a working partner; 91% have at least one 

working adult in household
• Low-to-mid-skilled: 46% have not completed upper 

secondary education; 40% have completed upper or 
postsecondary

• Only 22% have worked before; 9 years of experience 
on average

• 83% live in households with dependent children;  
46% in households with children younger than 6 years old

• 77% live in rural areas
• High poverty risk: 43% in poorest income quintile
• 76% receive family/child benefits

5: Long-term unemployed educated single youth (7%) 6: Working-age long-term unemployed (5%)
• 55% are long-term unemployed; 33% are inactive
• 67% are male
• 76% are 20–29 years old
• 80% are single
• 77% have at least one working adult in household; 81% 

are living with parents
• Mid-to-high-skilled: 47% with complete upper or 

postsecondary education; 25% with complete tertiary
• Only 11% have worked before; 4 years of experience on 

average
• Very high poverty risk: 48% in poorest income quintile
• 51% receive family/child benefits; 32% social exclusion; 

only 8% receive unemployment benefits

• 74% are long-term unemployed
• 72% are male
• 93% are 25–54 years old
• 52% have at least one working adult in household
• 66% are married
• Mid-skilled: 66% have completed upper or post-

secondary education
• 92% worked before, but less than 2 months in the 

previous year; 15 years of experience on average
• 56% live in households with dependent children
• Very high poverty risk: 46% in poorest income quintile
• 50% receive family/child benefits; 30% social exclusion; 

21% receive unemployment benefits

7: Working-age newly unemployed (3%) 8: Low-educated and rural disabled (3%)
• 75% are unemployed
• 68% are male
• 72% are 25–54 years old
• 62% have at least one working adult in household
• 57% are married
• Mid-skilled: 66% have complete upper or post-

secondary education
• 99% have worked 2 or more months in the previous 

year; 15 years of experience on average
• 66% live in households with dependent children; 33% 

in households with children younger than 6 years old
• 62% live in rural areas
• Low poverty risk: 18% in poorest income quintile
• 56% receive family/child benefits; 16% receive 

unemployment benefits

• 71% report their labor market status as disabled; 18% are 
retired

• 61% are male
• 70% are 20–44 years old
• 76% are without a partner
• 69% report strongly limited capacity to work
• 76% have at least one working adult in household
• Low-skilled: 45% have not completed upper secondary 

education; 33% have never studied before or are illiterate
• 100% have never worked before
• 57% live in households with dependent children
• 87% live in rural areas
• High poverty risk: 39% in poorest income quintile
• 67% receive disability benefits; 53% receive family/child 

benefits; 46% receive social exclusion benefits

Source: World Bank analysis based on EU-SILC. 
Note: Percentages in parentheses following the group names refer to the share of the total out-of-work population. “Years of work experience” 
refers only to those individuals who have worked before. “Dependent children” include children younger than 18 years of age and household 
members ages 18–24 years who are economically inactive and living with at least one parent. “Working adult” refers to adults ages 25 years and 
older. For this report’s purposes, we define the at-risk-of-poverty rate as the relative risk of being in the first quintile of the income distribution. 
The reference period for income reported in EU-SILC surveys is the year preceding the survey year.
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(17 percent also live alone) and almost all receive old-age benefits. On average, 
benefits make up 77 percent of their total gross household income. 

•	 Cluster 2: Early retirees. This class represents 24 percent of the out-of-work 
population in 2011, and its relative size has remained fairly stable over time.16 
Its members are almost exclusively early retirees between the ages of 45 
and 59. Although less than one-third report strong limitations on capacity to 
work, one-half receive disability benefits; forty-two percent also report receiv-
ing old-age benefits. Like their retired counterparts, they are mostly female 
(59  percent) and, on average, have a similar number of years of work experi-
ence (27 years). However, they are somewhat more educated than the retirees, 
with 73 percent having completed upper or postsecondary school. Although 
more than half (57 percent) have at least one working adult in the household, 
benefits still represent most of total household gross income (61 percent). 
Their relatively small households may also explain why only 12 percent live in 
the bottom income quintile, putting them at a very low risk of poverty. 

•	 Cluster 3: Low-educated rural mothers without work experience. Representing 
19 percent of the out-of-work in 2011, this group makes up the larger of two 
groups of inactive women, the other being inactive middle-aged wives. What 
mainly sets this group’s members apart from those of the smaller group is 
their relative youth (84 percent are between 20 and 44 years of age) and the 
fact that a great majority (83 percent) have children, with a large percentage 
(43 percent) having children younger than 6 years of age. They are largely 
concentrated in rural areas (77 percent), most have a working partner, and 
almost all (91 percent) have at least one working adult in their households. 
They are also more likely to have never worked before (78 percent), and a 
significant proportion of them (46 percent) have not completed upper sec-
ondary school. Finally, this group is characterized by very high benefit receipt: 
seventy-six percent receive family/child benefits. Nonetheless, on average 
benefits represent 28 percent of their total household income, the lowest per-
centage among all identified groups. Low benefit generosity, as well as their 
large families (4.7 members on average), in part explain why 43 percent are in 
the poorest income quintile. 

•	 Cluster 4: Inactive middle-aged wives. This smaller group of inactive women 
made up 15 percent of the out-of-work in 2011, and represented as little as 
8 percent of our sample in 2010. They are middle-aged (77 percent are 
between 35 and 54) married women who for the most part have children 
(64 percent), although only 20 percent have children younger than 6 years old. 
Most (60  percent) have not worked before, but they have more years of work 
experience than their younger counterparts and are also better educated, with 
over half having completed upper or postsecondary education. They are more 
likely to be married than their younger counterparts but also less likely to have 
a working adult within the household. They, too, are concentrated in rural 
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areas, though less so than their younger counterparts. In terms of welfare, 
although they live in smaller households (4.0 members on average) than the 
low-educated rural mothers without work experience, they have slightly lower 
labor incomes on average, and a lower percentage (56 percent) receives family/
child benefits. Overall, they have a similar income profile as the younger inac-
tive women, with as many as 39 percent in the bottom income quintile. 

•	 Cluster 5: Long-term unemployed educated single youth. Representing 7 percent 
of the out-of-work in 2010 and 2011, this group consists of mostly men 
(67 percent in 2011) between the ages of 20 and 29 and resembles the unem-
ployed youth who have been particularly hard hit by the economic crisis across 
the EU. About 55 percent of them are long-term unemployed, and another 
third are out of the labor market. Some of them could be discouraged workers. 
In 2011, this group stood out as having the highest percentage of members 
with a tertiary education (24 percent). Their lack of work experience may thus 
explain their long-term unemployment status: almost 90 percent have never 
worked before. Aside from being young, the members of this group are for the 
most part single and still living at home with their parents. Even though they 
live in households where there is at least one working adult and just over half 
receive family/child benefits and one-third receive social exclusion benefits at 
the household level, a very high percentage of this group is still at a risk for 
poverty: 48 percent are in the poorest income quintile. In part, this is explained 
by the fact that they live in large households with 4.8 members on average. 

•	 Cluster 6: Working-age long-term unemployed. This group only emerged in 2010 
and represents 5 percent of the out-of-work. Its members are primarily men 
(72 percent) in their prime age (25–54) who have largely been unemployed 
for over 12 months (74 percent). The majority are married (66 percent) and a 
smaller majority (56 percent) live in households with dependent children. 
They are mid-skilled individuals (66 percent have completed upper second-
ary) and have previous work experience. Another characteristic of this group 
is its high dependence on benefits. Although just over half have a least one 
working adult in the household, benefits represent over half of their total 
household income (one-half of these receive family/child benefits, about a 
third receive social exclusion benefits, and one-fifth receive unemployment 
benefits). Despite high benefit receipt, a large percentage (46 percent) are in 
the bottom income quintile. Finally, it is notable that this group is relatively 
more urban, with 50 percent living in urban areas. 

•	 Cluster 7: Working-age newly unemployed. This group, representing 3 percent of 
the out-of-work in 2011, closely mirrors the group of working-age long-term 
unemployed. What primarily sets them apart is the fact that they worked for at 
least two months during the last year, meaning that they have just recently lost 
their jobs. They have a similar education profile to their long-term unemployed 
counterparts and are primarily in their prime age, although they are somewhat 
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younger (72 percent are in their prime age and 19 percent are younger than 25 
years of age). Although they are somewhat less likely to be married, two-thirds 
live in households with dependent children. However, due to high labor 
income within their households, unlike their long-term unemployed counter-
parts they are at a relatively low risk for poverty, with only 18 percent in the 
bottom income quintile. A majority receive family/child benefits (56 percent) 
and one-fifth receive social exclusion benefits. Despite the fact that they are 
newly unemployed, only one-sixth receive unemployment benefits, in contrast 
to one-fifth of the long-term unemployed. Before 2010, the members of this 
group belonged to the working-age newly unemployed or inactive.

•	 Cluster 8: Low-educated and rural disabled. This group, representing from 3 to 
5 percent of the out-of-work population, reports its labor market status as 
disabled (71 percent) or retired (18 percent), and has very low education lev-
els. A majority (67 percent) also report strong limitations on work due to a 
health condition. In terms of benefit receipt, the most commonly received by 
this group are disability benefits (67 percent) and family/child benefits 
(46 percent). Benefit dependency is high, with benefits representing 54  percent 
of total household income. The members of this group are also characterized 
by the absence of a partner and live in households without a working adult. 
They are at high risk of falling in poverty, with 39 percent belonging to the 
poorest income quintile. The great majority live in rural areas. 

Tables 8.3 and 8.4 present the main characteristics of each group in 2011. For 
the complete table, including inactive covariates, see Appendix A for a link to the 
online-only annexes.

The composition of the identified classes of out-of-work population has expe-
rienced considerable changes over the last few years. In figure 8.6 and table 8.5, 
clusters are compared over time between 2008 and 2011, both as a share of the 
total out-of-work population and in absolute numbers. From the graph, the first 
important observation is that the size of the out-of-work population has not 
increased—it has actually decreased by a bit more than 100,000 individuals, or 
2.5 percent. Furthermore, the same clusters are not identified in all years, and 
some of the clusters identified in 2011 that were present in previous years under-
went changes in relative size and also in composition. The fact that the composi-
tion of the groups changes over time is particularly important to keep in mind 
when interpreting changes in group size. For instance, significant increases 
(decreases) in group size are sometimes due to reassignments of individuals 
across groups, resulting in changes in group composition. Thus, although some 
groups may retain similar names across years due to their most salient character-
istics, they may nonetheless vary in their composition across years. The evolution 
in terms of group size and group composition over the 2008–11 period can be 
summarized as follows: 

•	 One striking change is the increase in unemployment, especially in its nature, from 
short- to long-term unemployment. The cluster of working-age long-term 
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table 8.3 latent classes of out-of-Work population in romania: indicators, 2011

All out-of-work 1. Retirees
2. Early 
retirees

3. Low-educated rural 
mothers without 
work experience

4. Inactive 
middle-aged 

wives

5. Long-term 
unemployed 

educated single 
youth

6. Working-age 
long-term 

unemployed

7. Working-age 
newly 

unemployed

8. Low-educated 
and rural 
disabled

cluster size (%) 100 24 24 19 15 7 5 3 3
population 4,093,906 978,034 962,887 776,614 606,307 292,714 223,937 136,327 117,086
indicators (%)

Labor market 
attachment

Unemployed 4 0 0 0 0 8 9 75 0
Long-term 

unemployed 9 0 2 0 0 55 74 0 0
Retired 49 98 96 3 8 4 0 9 18
Disabled 2 0 1 0 1 0 0 0 71
Other inactive 36 1 0 97 91 33 17 16 12

At least one working adult 
in household

No 37 62 43 9 23 23 48 38 31
Yes 63 38 57 91 78 77 52 62 69

Work experience
Never worked 34 2 0 78 60 89 8 0 100
Less than 2 months 

in last year 58 95 95 8 39 11 92 1 0
2 or more months 

in last year 8 3 4 14 0 0 0 99 0

Self-assessed physical  
capacity

Strongly limited 13 12 28 1 7 0 2 1 67
None/limited 87 88 72 99 93 100 98 99 33

Source: World Bank staff analysis based on EU-SILC.
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table 8.4 latent classes of out-of-Work population in romania: active covariates, 2011

All out-of-work 1. Retirees 2. Early retirees

3. Low-educated 
rural mothers 
without work 

experience

4. Inactive 
middle-aged 

wives

5. Long-term 
unemployed 

educated 
single youth

6. Working-age 
long-term 

unemployed

7. Working-age 
newly 

unemployed

8. Low-educated 
and rural 
disabled

cluster size (%) 100 24 24 19 15 7 5 3 3
population 4,093,906 978,034 962,887 776,614 606,307 292,714 223,937 136,327 117,086

active covariates (%)

Age groups (4)
16–24 years 8 0 0 18 2 49 0 19 23
25–34 years 18 0 1 57 1 51 32 20 27
35–59 years 50 6 99 26 91 0 68 61 49
60–64 years 24 94 0 0 6 0 0 0 2

Gender
Male 33 42 41 1 0 67 72 68 61
Female 67 58 59 99 100 33 28 32 39

Education (4)
Primary 34 38 25 46 37 23 17 16 45
Secondary 54 49 73 40 54 47 66 66 18
Tertiary 7 12 0 8 1 24 11 11 0
Never studied 

before/illiterate/
NA* 5 2 2 6 9 6 6 6 37

Urban or rural
Urban 38 44 45 23 31 46 50 38 13
Rural 62 56 55 77 69 54 50 62 87

Source: World Bank staff analysis based on EU-SILC.
*NA = not available.
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unemployed appears for the first time in 2010.17 Its size is comparable to the 
existing cluster of unemployed men. Thus, when considering the two clusters 
of prime-aged unemployed (short- and long-term) together, the absolute num-
ber of unemployed in their prime age more than doubled in size between 
2008 and 2010. 

•	 Another important change during the crisis period was the increase in the size of the 
youth cluster. In 2009, a new group of out-of-work youth emerged (the group 
labeled as educated unemployed or inactive youth) alongside the already existing 
group of long-term unemployed single youth). The result was a 30 percent 
increase over 2008 in the absolute size of the out-of-work youth population 
identified in our analysis. This situation was reversed in the following two 

Figure 8.6 classes of out-of-Work population in romania, 2008–11
In thousands of individuals
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years, when once again only one youth cluster was identified; however, by 
2011, the total number of out-of-work youth still remained about 4 percent 
higher than in 2008. Moreover, it is worth noting that the youth cluster identi-
fied in both 2010 and 2011 represented relatively educated youth. Specifically, 
in 2008, 72 percent of the group of long-term unemployed single youth was com-
posed of individuals with upper secondary or post secondary education, and 
only 2 percent of them had attained tertiary education. In 2009, this group was 
split along two lines: a more educated cluster (educated) unemployed or inactive 
youth (36 percent of which had tertiary level education), and a group of long-
term unemployed single youth. In 2010 they appear together in one cluster 
again, but represent a more educated group: 15 percent have tertiary-level 
education.

•	 The cluster of retirees became smaller, probably due to an improvement in its 
differentiation from the other clusters. Between 2008 and 2011, the group of 
retirees became 15 percent smaller. However, in 2008, 68 percent of the indi-
viduals in this cluster were 60–64 years old, while 32 percent of them were 
between 35 and 59 years of age and had for the most part not reached retire-
ment age.18 In 2011, this cluster became composed of individuals who were 
likely to have reached retirement age, with 94 percent between the ages of 
60 and 64 years. 

•	 The cluster of early retirees has remained roughly comparable in absolute size to 
the retirees cluster itself; both represented around one million people. In 2008, 
19 percent of the individuals in this cluster declared strong health-related limi-
tations on their capacity to work; in 2011 this share increased to 28 percent. 
The percentage receiving disability benefits also increased during the period, 

table 8.5 classes of out-of-Work population in romania as a percentage of total out-of-Work 
population, 2008–11
percent

Name of cluster 2008 2009 2010 2011

Retirees 27 21 21 24
Early retirees and inactive (2009) n.a. 32 n.a. n.a.
Early retirees (2008, 2010, and 2011) 22 n.a. 26 24
Low-educated rural mothers without work experience 26 29 26 19
Inactive middle-aged wives (except 2009) 10 n.a. 8 15
Educated unemployed or inactive youth (2009) n.a. 5 n.a. n.a.
Long-term unemployed single youth (2008 and 2009) 7 4 n.a. n.a.
Long-term unemployed educated single youth (2010 and 2011) n.a. n.a. 7 7
Working-age newly unemployed or inactive (2008 and 2009) 4 4 n.a. n.a.
Working-age long-term unemployed (2010 and 2011) n.a. n.a. 5 5
Working-age newly unemployed (2010 and 2011) n.a. n.a. 4 3
Low-educated and rural disabled 3 5 4 3

Source: World Bank staff analysis based on EU-SILC.
Note: n.a. = not applicable.
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rising from 41 percent to 49 percent. Another significant change occurred after 
2008, when the share of males in this group fell from 60  percent to about 
40 percent. Of note also is the fact that in 2009, the group of retirees incorpo-
rated a large number of “other inactive” individuals also between the ages of 
45 and 54 years, constituting a separate group labeled as retirees and inactive.

•	 The size of the combined groups of retired individuals fell between 2008 and 2011. 
Together, the early retirees and the retirees made up about 2.1 million people in 
2008. By 2011, this number had fallen by 7 percent, to 1.9 million individuals. 
Although the largest fall in numbers appears to be among the retirees, it is 
important to recall that, in 2008, the group of retirees incorporated a signifi-
cant share of early retirees.

•	 The two groups of retirees (retirees and early retirees) demonstrate the lowest 
share of household poverty (members of the cluster in the poorest income 
quintile) with 8 and 12 percent, respectively. While the average old-age pen-
sion payment in Romania was below EUR 200 in 2013 (Government of 
Romania 2014), the relative small household sizes (2.8 and 3.4, respectively 
[the lowest among all the 8 groups]) and the regularity of the old-age payment 
contributed to the low poverty exposure experienced by this cluster compared 
to the other out-of-work clusters in this analysis. Partner labor income appears 
to play a minor role in the welfare condition of these households, as 90 percent 
of retirees and 72 percent of early retirees either have no partner or no working 
partner. This is reflected in the fact that the benefit share of household income 
among these two groups is the highest among all the 8 groups. 

•	 Finally, the group of inactive middle-aged wives increased by 50 percent during 
the period, from 400,000 to 600,000 individuals in 2011. Not only has its size 
changed, but also its characteristics. In 2008, 85 percent were living in house-
holds with at least one working adult, 99 percent had worked before, and 
benefits represented 23 percent of the total household income. In 2011, 
78 percent of them were living in households with a working adult, 60 percent 
had never worked before, and benefits represented one-third of their house-
hold income. 

•	 On the other hand, there was a decrease in the size of the cluster of low- 
educated rural mothers without work experience, whose absolute number was 
reduced by 320,000 individuals—around 30 percent of its size in 2008. Some 
characteristics changed, since 91 percent had a working adult present in the 
household in 2011 compared to 77 percent in 2008, and the share receiving 
family/child benefits increased from 67 percent to 76 percent. Moreover, in 
2008, 88 percent did not have prior work experience, compared to 78 percent 
in 2011. It is apparent that, across time, some reassignments took place 
between this group of stay-at-home women and the previously mentioned 
group, inactive middle-aged wives. 
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Structural Aspects and Emerging Trends in the Profiles of the Out-of-Work
The clusters identified in the out-of-work population for the period from 2008 
to 2011 reflect both structural and cyclical aspects of the labor market. This sec-
tion identifies some of the key structural aspects of the Romanian labor market 
and uses cross-sectional and longitudinal analysis of clusters of the out-of-work 
population to further examine the effects of the crisis.

Among youth, not only is unemployment high and employment low, youth labor 
force participation rates in Romania are among the lowest in the EU. Since 2008, 
Romania’s NEET rate has increased by 5.6 percentage points, reaching 
17.2  percent in 2013. Youth labor force participation rates, at only 30.8 percent 
in 2013, are well below the EU average of 42.2 percent (figure 8.7). In part, low 
labor force participation and employment rates among youth reflect a full-time 
work tradition in Romania. In many EU countries, youth have higher labor force 
participation rates because they are able combine their studies with part-time 
work. For example, as many as 75 and 40 percent of youth in the Netherlands 
and Slovenia, respectively, report working part time (Dimitrov and Duell 2013). 
In Romania, in 2013, only about 18 percent of youth (15–24 years old) reported 
working part-time (Eurostat). 

Retired individuals make up almost half of the out-of-work population analyzed in 
this note, but about half of retirees have not reached retirement age. In the working-
age sample used in this analysis, two main clusters of retirees emerge, representing 
almost half of the out-of-work population. This may in part reflect that a 
 relatively high percentage of population between 15 and 64 years old has already 
reached retirement age. Retirement comes at a very young age in Romania, 
 especially for women, who become eligible at age 59 (the male retirement age is 
64 years). However, about half of those retired people are considered early 

Figure 8.7 labor Force participation (ages 15–24 Years), european countries, 2013
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retirees: among this group of early retirees, 35 percent are 45–54 years old and 
57 percent are 55–59 years old. In fact, labor force participation rates for people 
between 55 and 59 years of age are among the lowest in the EU (see figure 8.8). 
In the case of individuals 55 and 64 years old, rates are 10 percentage points lower 
than the EU-27 average of 54.5 percent. Such low labor force participation rates 
are having an effect on old-age benefits. As shown in figure 8.9, between 2008 
and 2010, expenditures on old-age benefits as a share of GDP increased 

Figure 8.8 labor Force participation (ages 55–59 Years), european countries, 2013
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Figure 8.9 expenditures on old-age Benefits as a share of GDp in europe, 2008 and 2010
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by 1.5 percentage points (reaching 7.5 percent), which represents twice the 
growth for the EU-27 average in the same period. As the working-age population 
shrinks and life expectancy rises, raising the retirement age and increasing labor 
force participation among older individuals may prove vital to counteract a 
shrinking workforce and rising old-age benefit outlays. 

Inactive women, many of whom are in their prime age, represent one-third of the 
out-of-work. Inactivity among women is a structural issue in Romania, as labor 
force participation rates for women of working age were around 55 percent even 
before the crisis. In comparison to other European women, Romanian women of 
prime age (25–54 years) are 7 percentage points less likely to participate in the 
labor market; only in Italy and Malta are labor force participation rates among 
women of prime age lower (figure 8.10). Data from Eurostat also show that 
among European countries, children in Romania are the least likely to be enrolled 
in formal child care. However, factors other than lack of available child care seem 
to be at play in the low labor force participation of Romanian women, as the 
percentage of women who report being inactive because of personal and family 
responsibilities is less than 10 percent, compared to an average of over 15 percent 
within the European Union (Eurostat, EU-LFS 2012). Women have important 
potential for increasing the labor force, especially as Romania, like other 
European countries, faces a shrinking population of working-age individuals. 

Finally, with respect to the unemployed two main patterns emerged: an absolute 
increase in the number of individuals in unemployed groups, and the appearance of 
a cluster of long-term unemployed. One of the most concerning developments 
between 2008 and 2011 is the increase in the number of unemployed individu-
als in the out-of-work population. Consider that in 2008 only 57 percent of 
the 185,000 people in the working-age newly unemployed or inactive group were 

Figure 8.10 labor Force participation among Women ages 25–54 Years, european countries, 2013
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unemployed (that is, around 100,000 people in their prime age were  unemployed). 
By 2011 this number had increased by almost three times. Long-term unem-
ployment not only imposes a significant financial burden on households, but also 
affects the long-term health status of jobseekers, negatively impacts government 
finances, and results in a lower overall long-term level of skills among a country’s 
workforce, with permanent negative effects on productivity (Katz 2010). 
Equally worrisome, many individuals who have been unemployed for extended 
periods become discouraged and drop out of the labor market altogether. In fact, 
a significant proportion of the groups labeled as unemployed are inactive: 
around one-sixth of the groups in their prime age and around one-third of the 
group of young men. It is possible that many of these individuals are discouraged 
workers. Addressing the plight of the long-term unemployed should be among 
the policy priorities for Romanian policy makers. 

Another topic of immediate concern to policy makers in the government of 
Romania is the situation of the working poor. While this group is by design not 
the focus of this report on the out-of-work, some salient facts about them (work-
ing households that are in the bottom 20 percent of the income distribution, 
regardless of their inclusion in one of the clusters of this report) can help to illus-
trate their labor market and social situation. From the EU-SILC data, a picture 
emerges that shows a mainly prime-aged (83 percent between 25 and 59 years 
old), majority male (64 percent), very low-educated (more than 50 percent with 
only primary or lower secondary education), and almost fully rural (92 percent) 
population. Their household income is mainly derived from labor income 
(72 percent).

Out-of-Work Population: Group Profiles from Longitudinal Analysis
In order to better understand the dynamics within clusters and other labor mar-
ket movements, LCA analysis was also applied to longitudinal EU-SILC data for 
the period 2008–10. The EU-SILC survey allows the tracking of individuals in 
both 2008 and 2010, albeit with a smaller sample size than that available in the 
cross-section surveys. The latent class analysis of the out-of-work population in 
2010 yielded similar results in terms of clusters, although due to the reduced 
sample size, the number of clusters was also smaller. For a sample of around 900 
observations, six classes were defined:

•	 Low-educated rural inactive women without work experience (34 percent)
•	 Retirees (24 percent) 
•	 Early retirees and inactive with previous work experience (23 percent)
•	 Low-educated and rural disabled or inactive (8 percent)
•	 Unemployed rural single youth (7 percent)
•	 Middle-aged low-educated unemployed (5 percent)

Annex 3 (see Appendix A for a link to the online-only annexes) shows the full 
statistical description of the latent classes, while table 8.6 summarizes the key 
features of each cluster. 

http://dx.doi.org/10.1596/978-1-4648-0539-4


240 Latent Class Analysis of the Out-of-Work Population in Romania, 2008–11 

Portraits of Labor Market Exclusion • http://dx.doi.org/10.1596/978-1-4648-0539-4

An advantage of the panel analysis is to provide information on the flow of 
individuals among clusters and in and out of employment. Table 8.7 shows the 
flow of individuals into each cluster of out-of-work population or into 
 employment in 2010 according to their labor market status in 2008. Between 
2008 and 2010, 94 percent of the employed remained at work. Indeed, there is 

table 8.6 longitudinal analysis: summary characteristics of latent classes of out-of-Work individuals in 
romania, 2010

1: Low-educated rural inactive women without work 
experience (34%)

2: Retirees (24%)
• 91% are retired
• 58% are female
• 94% are 60–64 years old
• 11% report strongly limited capacity to work
• 73% are married; 20% are widowed
• 52% have at least one working adult in household
• 99% have worked before
• 53% live in urban areas
• Low poverty risk: 8% in poorest income quintile
• 82% receive old-age benefits

• 97% are inactive
• 95% are female
• 85% are 25–54 years old
• 69% are married; 25% are single
• 86% have at least one working adult in household
• Only 15% have worked before
• Mid to low-skilled: 48% have not completed upper 

secondary education; 46% have upper secondary
• 63% live in households with dependent children
• 78% live in rural areas
• High poverty risk: 38% in the poorest income quintile
• 64% receive family/child benefits

3: Early retirees and inactive with previous work 
experience (23%)

4: Low-educated and rural disabled or inactive (8%)
• 58% are inactive and another 42% report their labor 

market status as disabled
• 56% are female
• 83% are 35–64 years old
• 66% report strongly limited capacity to work
• 54% have at least one working adult in household
• 40% live with at least one parent
• 60% have never worked
• Low-skilled: 59% have not completed upper secondary 

education
• 69% live in rural areas
• Moderate poverty risk: 31% in poorest income quintile
• 50% receive disability benefits

• 55% are inactive and another 45% are retired
• 66% are female
• 89% are 45–59 years old
• 22% report strongly limited capacity to work
• 77% are married; 12% are widowed
• 60% have at least one working adult in household
• 97% worked before, but less than 2 months in the 

previous year
• 65% live in rural areas
• Low poverty risk: 15% in poorest income quintile
• 38% receive disability benefits; 35% receive old-age 

benefits

5: Unemployed rural single youth (7%) 6: Middle-aged low-educated unemployed (5%)
• 88% are unemployed
• 74% are male
• 90% are 20–29 years old
• 87% live with their parent(s)
• 96% are without a partner
• 73% have at least one working adult in household
• 15% have worked before; 3 years of work experience 

on average
• 82% live in rural areas
• Very high poverty risk: 47% in poorest income quintile
• 56% receive family/child benefits

• 81% are unemployed
• 86% are male
• 75% are 35–59 years old
• 48% have a partner who is not working; 25% do not have a 

partner
• Low to mid-skilled: 47% have not completed upper 

secondary education; 48% have completed upper secondary
• 49% live in households with dependent children
• 66% live in rural areas
• High poverty risk: 41% in poorest income quintile
• 57% receive family/child benefits; 28% receive 

unemployment benefits

Source: World Bank staff analysis based on EU-SILC.
Note: “Years of work experience” refers only to those individuals who have worked before. “Dependent children” include children younger than 
18 years of age and household members ages 18–24 years who are economically inactive and living with at least one parent. “Working adult” 
refers to adults ages 24 years and older.

http://dx.doi.org/10.1596/978-1-4648-0539-4


Latent Class Analysis of the Out-of-Work Population in Romania, 2008–11  241

Portraits of Labor Market Exclusion • http://dx.doi.org/10.1596/978-1-4648-0539-4 

also an interesting flow into employment among those who were unemployed or 
inactive. In 2010, 42 percent of those who were classified as unemployed and 
32 percent who were classified as inactive in 2008 were found to be employed. 

On the other hand, table 8.8 shows the labor market status in 2008 for each 
cluster and at-work population in 2010. Two main results emerge. First, for the 
cluster of unemployed rural single youth, 46 percent were already unemployed in 
2008, which might reflect difficulties in entering the labor market for those 
 starting professional careers. Second, the middle-aged low-educated unemployed 
were the most affected by employment losses, with 34 percent of them employed 
in 2008. 

table 8.7 romania: composition of 2010 clusters Based on 2008 labor market status (column 
percentages)

Cluster Working-age population in 2010

Labor market status in 2008

Unemployed Retired Disabled Other inactive Employed Total

1 Low-educated rural inactive women 
without work experience 6 1 31 45 1 9

2 Retirees 4 52 7 2 2 9
3 Early retirees and inactive with 

previous work experience 3 43 14 12 2 9
4 Low-educated and rural disabled or 

inactive 1 3 41 5 0 2
5 Unemployed rural single youth 19 0 0 4 0 1
6 Middle-aged low-educated 

unemployed 26 0 0 1 1 2
NC Employed 42 2 7 32 94 68

Total 100 100 100 100 100 100

Source: World Bank staff analysis based on EU-SILC.
Notes: Students ages 16–24 years who were inactive or unemployed are excluded from the sample. Numbers referred to in the text appear 
shaded in gray.

table 8.8 romania: composition of 2010 clusters Based on 2008 labor market status (row percentages)

Cluster Working-age population in 2010

Labor market status in 2008

Unemployed Retired Disabled Other inactive Employed Total

1 Low-educated rural mothers 
without work experience 3 1 4 85 7 100

2 Retirees 2 81 1 3 13 100
3 Early retirees and inactive 1 63 2 20 14 100
4 Low-educated and rural disabled or 

inactive 2 21 26 45 6 100
5 Unemployed rural single youth 46 0 0 49 5 100
6 Middle-aged low-educated 

unemployed 59 0 0 7 34 100
NC Employed 2 0 0 8 90 100

Total 4 14 1 16 65 100

Source: World Bank staff analysis based on EU-SILC.
Notes: Students ages 16–24 years who were inactive or unemployed are excluded from the sample. Numbers referred to in the text appear 
shaded in gray.
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Box 8.1 roma population and labor market exclusion in romania

Labor market exclusion in Romania cannot be discussed without giving special consideration 
to the situation of the country’s Roma population, a population that faces significant structural 
barriers. Because EU-SILC data do not include a differentiating indicator for Roma and non-
Roma, the groups of out-of-work population identified in this latent class analysis exercise can-
not directly be linked to a Roma/non-Roma pattern. A World Bank analysis titled Diagnostics 
and Policy Advice for Supporting Roma Inclusion in Romania (World Bank 2014) provides a more 
focused analysis of the current situation of Roma in Romania, including the employment 
dimension. 

According to the most recent (2011) national census information, approximately 612,000 
citizens declared themselves to be of Roma origin living in Romania (corresponding to 
2.9   percent of the total population). This number reflects the lower bound of estimates, 
because many Roma choose to not report their ethnicity in surveys. A 2010 estimate from the 
Council of Europe put the number of Roma in Romania between 1.2 million and 2.5 million, 
corresponding to 5.7–11.9 percent of the population. However, an increasing share of new 
labor market entrants come from Roma families: depending on the estimates of the Roma 
population19; between 6–20 percent of labor market entrants in Romania today are Roma. As 
the working-age population in Romania is projected to fall by 30 percent by 2050, this share is 
expected to grow. 

Members of the Roma minority are poor, vulnerable, and largely excluded from labor 
 market opportunities in Romania. According to the UNDP/European Commission/World Bank 
regional Roma survey (2012), in 2011 the at-risk-of-poverty rate for Roma was 84 percent, in 
contrast with 31 percent among non-Roma families living nearby, and with a national at-risk-
of-poverty rate of 22 percent. In the same year, the employment rate of the Roma stood at only 
42 and 19 percent, against 66 and 53 percent (respectively) for men and women within the 
general population. Among the employed Roma, jobs are unstable and informality is abun-
dant: the regional Roma survey (2012) shows that only about 36 percent of Roma employ-
ment20 is formal (based on a written contract or legal business documents) and includes health 
and pension insurance. The survey also shows that unemployment rates are also dispropor-
tionately high among Roma, standing at 28 and 43 percent for Roma men and women, respec-
tively. The high rates of joblessness and unstable employment do not reflect preferences: the 
vast majority of Roma express a desire for stable jobs, similar to the responses by non-Roma 
neighbors, with 74 percent of Roma men and 76 percent of women reporting a preference for 
“Secure employment but low paid” instead of “Having a higher income but insecure and 
irregular.” 

Unfavorable labor market outcomes among the Roma population can be in part explained 
by a significant education and skills gap between Roma and non-Roma, which starts early in 
life: in 2011, Roma enrollment in preschool education stood at 37 percent, compared to 
63  percent for non-Roma children living nearby. Roma children’s opportunities for skills devel-
opment are further hindered by the high level of classroom-level segregation of Roma pupils, 
with nearly a quarter of Roma children currently attending basic education in classes where 

box continues next page
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From profiling to activation

Activation and Inclusion Policies in Romania
Activation and inclusion policies in Romania operate on a very low level of 
spending and are mainly articulated around European programs. Policies for 
social inclusion include a whole range of social assistance benefits that are often 
categorical in nature (EC 2013) and are not well targeted to the poorest sections 
of the population (only 17 percent of the social assistance spending reached the 
poorest income quintile of the population in 2009) (ibid.). A guaranteed mini-
mum income (GMI) program is better targeted but has relatively low coverage 
of the poor (ibid.). With the onset of the economic crisis and ensuing austerity 
 measures, benefit levels and budget allocations have been reduced a number of 
times. Strategies for the coordination of social inclusion between policy areas are 
often formulated in strategic documents for EU funds but are “not visible in the 
implementation” (ibid.). 

most of the children are Roma. Not surprisingly, only 10 percent of Roma adults report having 
completed secondary education in 2011, compared to 58 percent of the non-Roma living 
nearby. In addition to the skills gap, discrimination and other barriers also hinder the employ-
ment of Roma: according to the Roma regional survey, among Roma who looked for work in 
the past five years, 30 percent report that they experienced discrimination because of their 
ethnicity, while only 11 percent of non-Roma living nearby report the same.

The number of identified Roma who participated in Active Labor Market Policies imple-
mented by the Romanian Public Employment Service in 2013 stood at 72,000 (MLFSPE com-
munication to EC DG EMPL, May 7, 2014). About 4,200 persons were placed in employment 
(60 percent in permanent and 40 percent in temporary contracts). Another 600 individuals 
were referred to training courses, counseling services, or wage-subsidy schemes. In 2013, two 
persons of Roma origin benefited from labor force mobility support, according to MLFSPE.

Roma inclusion is not only a moral imperative, but also smart economics for Romania. With 
an aging population, pension and health care costs are bound to increase in the near future. 
Equal labor market opportunities could enable faster productivity growth, and could contrib-
ute fiscal benefits through increased revenue from taxes and lower social assistance spending. 
According to a World Bank estimate on the basis of 2008 data ( World Bank 2010), assuming an 
equal number of working-age Roma men and women, and that average wages in the  economy 
remain unchanged, equalizing labor market earnings in Romania for Roma could result in 
potential economic benefits ranging between EUR 887 million and 2.9 billion annually, and 
fiscal benefits ranging between EUR 202 million and 675 million annually. In addition, the 
social and economic inclusion of Roma is essential for Romania to meet its EU2020 targets, as 
Roma are significantly poorer and more vulnerable than the non-Roma. 

Source: World Bank 2010,  2013,  2014.

Box 8.1 roma population and labor market exclusion in romania (continued)
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Labor market integration is (in theory) supported by activating design features of 
the GMI. The design of the GMI program in Romania in theory supports formal 
paid employment by anchoring the benefit well below a market wage rate and 
offering a simple working benefit component. In reality, this work incentive is 
probably not large enough to offset potential earnings from parallel informal 
employment (ibid.). 

Nominally, the National Employment Agency (NEA) is tasked with delivering 
public employment services and activation policies. Functioning under the authority 
of the Ministry of Labor, Family and Social Protection, the agency operates 
41 county offices and more than 150 local offices, as well as regional and national 
training centers. While a number of priorities for training and activation have 
been articulated, the number of participants in active labor market programs 
actually decreased after the start of the crisis (in line with falling budget alloca-
tions, see figures 8.11 and 8.12 (ibid.). 

From the Annual Employment Action Plan of the NEA, a number of ALMPs 
can be derived; but measurement of effectiveness appears limited (EC 2013). 
With an overall beneficiary base of 1.4 million in 2011, among the measures 
listed by the NEA are the following (all placement data for 2011): 

•	 Job fairs. About 360,000 jobseekers are reported to have found employment 
after attending one of the job fairs. Job fairs are organized for specific catego-
ries of jobseekers: young graduates, single professions, Roma, and so on. 

•	 General counseling and job orientation. This form of service reportedly helped 
approximately 65,000 jobseekers into employment. 

•	 Training courses. These were offered for 35,000 participants, of whom 14,000 
are reported to have been subsequently placed in employment. 

•	 Job subsidies. Different job subsidies are reported to have brought 27,000 
 participants into employment. 

Figure 8.11 labor market policy (lmp) Beneficiaries in romania
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•	 Various other measures. These include mobility grants, incentives for graduate 
employment, and business start-up support; all were reported to have led to 
fewer than 5,000 employment placements. 

Since spending on labor market policies is very low in Romania, passive policies 
make up the bulk of spending. The economic crisis of 2008 precipitated a down-
ward trajectory in spending on ALMPs in Romania, which last stood at 
0.029 percent of GDP, one of the lowest figures in the EU. Passive payments for 
unemployment benefits responded to the uptake in unemployment during the 
crisis starting in 2008. They have receded since, being subject to cuts in benefit 
levels and tightening of eligibility requirements (figure 8.13). 

Activation Priority, Activation Type, and Benefit Receipt by Group
When further considering the approach toward labor market integration, an 
assessment of the priorities and potentials of the identified groups needs to be 
undertaken. Given the precarious low level of resources for activation programs 
in Romania, further prioritization of intervention is all the more important. 

Figure 8.12 composition of spending on almps in romania, 2008 and 2011
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This prioritization does not alleviate any of the pressure to increase funding for 
a minimum set of intermediation and activation services in the country.

After a first step (“activation priority”) of prioritizing the intervention along 
activation need and activation potential, a second step (“activation type”) will 
attempt to classify the groups according to the kind of activation intervention 
needed, depending on social or labor market barriers to be overcome. Lastly, as a 
third step, information on household income composition of the different groups 
will be used to assess potential cross-dependencies of the benefit system with the 
labor market status and activation approaches. 

Activation Priorities
Table 8.9 gives an overview of the identified inactive classes and their respective 
activation need and activation potential. The total number of persons estimated 
in these clusters was about 4.1 million in 2011, representing 31.2 percent of the 
working-age (16–64) population of Romania. 

In the table, activation need refers to a group’s level of need for inclusion in the 
labor market in order to achieve income and reduce or end poverty. This param-
eter is mainly driven by the poverty exposure of the household. Activation 
 potential describes that group’s ability or motivation to be included in the labor 
market. A high activation need could be driven by high poverty risk (as in the 
case of the working-age long-term unemployed) whereas a high activation potential 
could be driven by previous work experience or a relatively good educational 

Figure 8.13 labor market policy (lmp) spending in romania as a share of GDp
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base (for example, the long-term unemployed single youth). Overall priority for 
action can also be supported by the size of the group. In the end, this matrix is a 
base for rationalizing a further policy discussion, and not an arithmetic exercise. 

From this overview, a set of five priority groups arises: low-educated rural moth-
ers without work experience, inactive middle-aged wives, long-term unemployed edu-
cated single youth, working-age long-term unemployed, and working-age newly 
unemployed are classified as high or medium priorities for activation. Their high 
priorities for activation stem mainly from high activation needs, as expressed by 
strong exposure to poverty. At the same time, they show (potential) labor market 
proximity by having acquired an education, by not having declared an inability to 
undertake daily activities, and by falling into the prime-age bracket (compared to 
the large groups of retirees and the small group of disabled). Retirees, early retirees, 
and low-educated and rural disabled are not prioritized for activation measures or 
policies due to their lower activation need (having reached official retirement age) 
and potential (many report strong limitations on capacity to work). 

When reviewing the receipt of disability benefits among the identified groups, 
a problematic constellation can be identified for the early retirees. While only 
1 percent of the group declares disability as their labor market status and 
28  percent of the group report strong limitations in activities because of health 
problems, 49 percent of the group’s members receive disability benefits. A 
review of the disability/retirement status of this group could be an additional 
discussion item when translating the findings from this analysis into possible 
policy action. While it might be difficult to activate some of the members of this 
group out of their disabled and prime working-age status (92 percent are 
between 35 and 59 years), special attention should be paid to not increasing the 
number of younger disability recipients beyond the absolute minimum necessary, 
and to tightly controlling inflow into this group. 

Activation Type
As a second step, the relative severity of labor market or social obstacles to be 
overcome for labor market integration serves as an orientation for activation 

table 8.9 activation need and potential of Different clusters in romania

Share % 
(2011) Cluster

Activation 
need

Activation 
potential

Priority 
for action

24 Retirees Low Low Low
24 Early retirees Low Medium Low
19 Low-educated rural mothers without work experience High Low Medium
15 Inactive middle-aged wives High Medium Medium
7 Long-term unemployed educated single youth High High High
5 Working-age long-term unemployed High Medium High
3 Working-age newly unemployed Medium High Medium
3 Low-educated and rural disabled Medium Low Low

Source: World Bank staff analysis and assessment 2014.
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approaches. Figure 8.14 depicts the prioritized clusters along the labor market 
and social barrier dimensions; the size of the bubbles corresponds to their relative 
group size. 

When mapping the respective barriers for labor market integration faced by 
the five prioritized groups, we can see that most of them are quite removed from 
the labor market by virtue of their long inactivity, generally low qualifications, or 
lack of work experience. The two female groups face higher social barriers as to 
the availability of child care. Among the other three groups (which are more 
male-dominated), the working-age newly unemployed can (for now) be regarded 
as a more “market-ready” group. The two long-term unemployed groups mainly 
face labor market and mobility barriers. 

Household Income Composition
When analyzing the 2011 household income of the prioritized groups, we can 
see that only a few groups show a benefit share of household income that could 
be an indication of excessive reliance on benefits: As already indicated, 49  percent 
of early retirees report receiving disability benefits while only 1 percent report 
their labor market status as disabled and only 28 percent report strong limita-
tions activities because of health problems. Other groups (working-age long-term 
unemployed or low-educated and rural disabled) also have high benefit shares, but 
this can be seen as a correct function of the social safety net because of legitimate 
limitations on self- supporting work. However, the fact that the unemployed 
groups (long-term unemployed educated single youth, working-age long-term unem-
ployed, and working-age newly unemployed) only receive an unemployment 

Figure 8.14 activation types of prioritized clusters in romania
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benefit in 8, 21, and 16 percent of cases, respectively, could be interpreted as a 
sign of a safety net or insurance dysfunction. 

Given the overall picture of benefit receipt revealed by EU-SILC data, the 
greatest need for action emerges around a potential review of disability benefit 
allocation among early retirees and on the adequacy of the unemployment ben-
efit, especially for the “market-ready” newly unemployed groups.

Suggestions for Activation Measures and Further Analysis
This section sets out a set of potential activation measures for each of the priority 
groups. Areas for further policy dialogue are also outlined. The suggestions below 
should be considered as a starting point for further policy dialogue between EC DG 
EMPL, the World Bank, and the Romanian authorities, bearing in mind that the 
groups identified still carry some heterogeneity that may affect the level and type 
of support required. Accordingly, these suggestions are also not meant to be an 
exhaustive set of possible activation measures. 

It is important to keep in mind that the groups have been derived from the 
2011 EU-SILC. Since that time, general economic development, policy actions 
by the government of Romania, and European Commission country-specific 
recommendations might have already reflected some of these policy suggestions 
or rendered them obsolete.

Low-educated rural mothers without work experience (19 percent, Priority: 
High). Owing to the relatively young age of this group, it received an A priority. 
This is the largest among the prioritized groups in Romania (776,000 mem-
bers). It is almost exclusively female (99 percent) and 77 percent rural. No 
member of this prime-aged group declared herself as unemployed. Overall, there 
is little work experience in this group (78 percent of its members have never 
worked). Eighty-six percent of the group has at most a primary or secondary 
education. 

•	 Offer short “second chance” schooling with a focus on professional skills. Given the 
fact that the secondary schooling of this group’s members did not translate 
into an immediate job start (most probably owing to family formation and 
child-care responsibilities), and 75 percent of the group are between 16 and 34 
years old, labor market activation could be based on linkage to simple, short, 
vocationally oriented school degrees. Ideally, these courses would be offered 
for about six months in local or regional schools or vocational schools. Child-
care offerings would need to be provided in parallel to the courses. For older 
women, potential “second chance” training, schooling, or entrepreneurship 
offerings for this group will need to build on the “life experience” and skills 
already acquired by them. 

•	 Improve child-care offerings (partly through self-organization). Improved avail-
ability of child-care and school after-care offerings would enable many of the 
women in this group to better participate in the labor market and to take part 
in professional training or entrepreneurship offerings. Some of the child care 
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could be delivered via supported cooperatives from within the same group of 
women. 

•	 Provide short-term work placement combined with training offerings. In proximity 
to urban or regional centers, potential beneficiaries from this group could be 
linked in short-term work placement programs. 

Inactive middle-aged wives (15 percent, Priority: Medium). In terms of its 
makeup, this group is similar to the previous group, the low-educated rural mothers 
without work experience. The inactive middle-aged wives are also rural, are a bit older, 
have slightly more work experience and a slightly higher share of secondary educa-
tion (54 percent). Their rate of marriage is also higher (85 percent) and they have 
slightly smaller households (an average of 4.0 members instead of 4.7). Households 
with children represent 64 percent of the cases, but the share of children younger 
than six years of age is only half of the previous group (20 vs. 43 percent). Owing 
to the great distance from the labor market of this group, any activation measure 
will have to start with very basic professional skills and will need to include self- 
organization and community approaches toward this group of women. 

•	 “Second chance” programs with focus on professional skills. For this group of 
 middle-aged women, potential “second chance” training, schooling, or entre-
preneurship offerings will need to build on the “life experience” and skills 
already acquired instead of focusing on remedial school education. 

•	 Community-based social work and entrepreneurship education. Given the struc-
ture of the local economy, self-employment, cooperative structures, and entre-
preneurship approaches need to be an important part of any labor market 
integration approach. Potential beneficiaries from this group could be assisted 
in forming cooperatives for local (social) services with support for 
professionalization. 

•	 Social community self-organization and entrepreneurship. Potential employment 
opportunities for women from this group can also be generated through new 
and regional-based forms of community self-organization and entrepreneur-
ship. Groups of women could be assisted to form and operate cooperatives for 
local services (domestic, child care, elderly care, and so on). 

•	 Short-term work placement combined with training offerings. In proximity to 
urban or regional centers, potential beneficiaries from this group could be 
linked to short-term work placement programs. 

Long-term unemployed educated single youth (7 percent, Priority: High). This 
group is made up mainly of men (66 percent) younger than 35 years of age who 
have very little work experience (almost 90 percent have never worked). Despite 
a decent level of education (24 percent of the group has a tertiary degree), this 
group appears to have never taken root in the labor market in the first place. The 
rural/urban split is only about 50/50 but at least the urban portion of this group 
could be helped to better link to available employment in large cities and regional 
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centers. Despite mostly living with their parents, this group represents the 
 highest share of the lowest income quintile (48 percent). Potential activation 
measures for this group include, but should not be limited to, the following: 

•	 (Renewed) work placement in the field of study or specialization. Building on any 
initial experience or exposure to a specific professional (in technical educa-
tion) or academic field, the members of this group could be linked to the labor 
market again via subsidized work placement with companies for a limited 
amount of time. 

•	 Entrepreneurship support. Given the fact that some of this group’s members 
have relatively good formal and academic skills, the potential for self- 
employment and small firm creation should be supported. 

•	 Community activism support for inactive youth. To prevent “scarring” and  further 
distancing from the labor market or any other form of activity, some members 
of this group could benefit from community-based and publicly supported 
volunteering or community types of work. 

Working-age long-term unemployed (5 percent, Priority: High). This group is 
between 25 and 59 years old and 72 percent male. Again, the rural/urban split is 
50/50, potentially supporting integration and attachment to employment for 
those in urban or regional centers. Educational attainment is mainly upper sec-
ondary (61 percent), with some 11 percent having tertiary education. The mem-
bers of this group have an average of 15 years of work experience prior to their 
current unemployment. Potential activation measures for this group include, but 
should not be limited to, the following: 

•	 Build on work experience for training and work placement. Taking into account 
the years of work experience and potential industry or trade knowledge of the 
members of this group, training measures combined with temporary work 
placement in companies, nonprofits, or social enterprises could help to 
strengthen labor market attachment. 

•	 Support self-organization, entrepreneurship, and cooperatives. As with some of the 
other groups, self-employment and entrepreneurship support can help some of 
this group’s members to attain self-sufficient lives and improve their welfare. 

•	 Strengthen social and functional skills. Building on any initial experience or 
exposure to a specific professional (in technical education) or academic field, 
the members of this group could be linked to the labor market via subsidized 
work placement with companies for a limited amount of time. In these place-
ments, and the accompanying training, special emphasis should be placed on 
social and functional skills, foreign language, information and communications 
technology skills, and so on. 

Working-age newly unemployed (3 percent, Priority: Medium). This small group 
registers the highest proportion of formally unemployed (75 percent), testimony 
to the recent beginning of their unemployment spell and a potential indicator of 
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immediate interest in work. Men form the majority (68 percent) but women 
make up a third of the group. The group is majority rural and has mainly 
achieved a secondary education. With 15 years of work experience and recent 
attachment to formal employment, this group will mainly need to be supported 
with mainstream job-search and self-mobilization assistance. Potential activation 
measures for this group include, but should not be limited to, the following: 

•	 Job placement support via PES or private employment agencies. Given the fact 
that this group of jobseekers is still quite close to the labor market because of 
the recent beginning of unemployment, initial support could be focused on 
skill certification, application support, and job-matching intermediation. 

In general, further policy dialogue with the Romanian authorities ought to 
focus on the general level and setup of resources devoted to labor market integra-
tion and activation of the inactive and out-of-work. Within this discussion, a 
deeper conversation could be had around specific measures for specific groups. 
The following three items appear especially important:

•	 Integration with employment demand generation. While active labor market poli-
cies, activation, and job-matching support can help to smooth friction in the 
labor market, they will not lead to stable and sustainable employment. Demand 
for jobs comes from the economic activity of firms and from the social sector. 
Integration with regional economic development policy is especially 
important. 

•	 Bring “active” programs to scale. Reviewing the distribution between active and 
passive labor market spending as well as the overall spending level on produc-
tive inclusion will be a necessary prerequisite for any of the measures described 
in this note. 

•	 Calibrate focus from “unemployment” to “inactivity.” While the headline unem-
ployed stood at about 5–6 percent in Romania over the last few years, the 
identified inactive groups in this analysis represented over 30 percent of the 
working-age population. 

In summary, Romania could benefit from improving its knowledge of the 
composition and socioeconomic situations of different groups of out-of-work 
citizens, especially with a unified view across traditional labor market categories 
(employed/unemployed) and social inclusion dimensions (poverty, living condi-
tions, access to services), because the two are intrinsically linked, especially for 
the labor market’s most marginalized participants.

notes

 1. Prior to the crisis, the labor force participation rate in 2008 was 62.9 percent. In 2013, 
it reached 64.6 percent.

 2. In 2013 this rate was 82.4 percent.
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 3. Individuals ages 16–24 years who are out of work and enrolled in education are con-
sidered to be investing in their final stages of human capital formation and therefore 
not a particular target group for activation policies. In 2011, this population amounted 
to about 1,517,000 individuals, representing 58.5 percent of the total population ages 
16–24 years and 27 percent of the total out-of-work population of working age.

 4. For the latest developments on active inclusion in Romania, see EC (2013b).

 5. This variable is constructed using the self-reported current work status in the 
EU-SILC survey that has four categories: at work, unemployed, retired, and inactive. 
The unemployed are further classified into short- and long-term based on how long 
they have been actively looking for a job. The inactive is combined with another ques-
tion to separate this group into students, disabled, military, and other inactive.

 6. To construct this variable, individuals 25 years of age or older are considered adults.

 7. This is a binary variable that takes the value one if an individual answered “yes, strong 
limitations” to whether they had been hampered in their usual activities because of 
health problems for at least the last six months. The value is zero if the answer is “yes, 
limited” or “no, not limited.”

 8. The equivalized household income takes into account an equivalence factor to weight 
the number of household members used in the denominator when calculating house-
hold income per capita. The first adult 18 years of age or older has a weight of 1.0, 
children younger than 14 years old have a weight of 0.3, and other individuals 
14 years of age and older have a weight of 0.5. The sum of the weights of all house-
hold members is equal to the equivalent household size.

 9. Note that income reported in EU-SILC surveys is for the year preceding the survey 
year.

 10. Total household gross income is defined as the sum of: (at the individual level) gross 
employee cash or near-cash income; company car, gross cash benefits or losses from self-
employment (including royalties); unemployment benefits; old-age benefits; survivor 
benefits; sickness benefits; disability benefits; education allowances; and (at the house-
hold level) income from rental of property or land; family/children related allowances; 
social exclusion not elsewhere classified; housing allowances; regular inter-household 
cash transfers received; interests, dividends, profit from capital investments in unincor-
porated business; pensions from individual private plans; and income received by youth 
younger than 16 years of age. Total household net income, in turn, was calculated by 
subtracting from total household gross income regular taxes on wealth, taxes on income 
and social insurance contributions, and regular inter-household case transfers paid.

 11. Social benefits are aggregated in eight branches using the European System of inte-
grated Social PROtection Statistics (ESSPROS) definitions. For more information, see 
Eurostat (2011). 

 12. According to EU-SILC guidelines, dense areas have more than 500 inhabitants per 
square kilometer, where the total population for the set is at least 50,000 inhabitants. 
Intermediate areas have more than 100 inhabitants per square kilometer, and either a 
total population for the set of at least 50,000 inhabitants or a location adjacent to a 
dense area. The remaining areas are categorized as sparsely populated.

 13. The EU-SILC longitudinal survey consists of a four-year rotating panel. In each year, 
approximately three-quarters of individuals present in the previous year are retained. 
The samples used in the latent class analysis include about 3,000 observations for each 
year in the cross-sectional analysis and 500 observations in the longitudinal analysis. 
The population is weighted with individual weights.
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 14. The retirement age in Romania is 59 for women and 64 for men.

 15. Risk of poverty is here understood as the relative probability of living in the poorest 
income quintile. By definition, 20 percent of the population lives in this quintile; risk 
is thus gauged relative to a benchmark of 20 percent.

 16. With the exception of 2009, when the early retirees were grouped together with a 
number of “other inactive” individuals and grew to represent 32 percent of the out of 
work. This group is thus labeled as early retirees and inactive in 2009. 

 17. Before 2010, the only group identified as long-term unemployed consisted of 
youth.

 18. As previously mentioned, the current retirement age in Romania is 59 for women and 
64 for men.

 19. Estimates range from 535,140 (National Census in 2002) to [730,000–970,000], 
according to a Romanian Government and World Bank 2005 survey called “The 
Roma Communities Social Map,” to 1,850,000, according to the EU Communication 
“An EU framework for National Roma Integration Strategies up to 2020,” based 
on the data from of Council of Europe. Source: Strategy of the Government of 
Romania for the Inclusion of the Romanian Citizens Belonging to Roma Minority; 
2012–20.

 20. The employed are defined as those who declared that they worked at least one hour 
last week (only 36 percent of the working-age population).
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c h a p t e r  9

Proceedings of Workshop 
in Brussels 

A results workshop on the Portraits of Labor Market Exclusion (PoLME) study 
was held in Brussels, Belgium, on May 26, 2014. The workshop’s title was “From 
comprehensive profiles to tailored activation policies” and was jointly organized 
by the World Bank and the European Commission in order to present potential 
themes for discussion derived from the study and receive inputs from national 
delegations and policy experts.

The list of participants included government counterparts from the 
 participant countries of Bulgaria, Estonia, Greece, Hungary, Lithuania, and 
Romania; policy experts and desk officers from DG Employment, Social 
Affairs and Inclusion; participants from other EC DG’s and experts from the 
OECD, the Institute for the Study of Labor (IZA), and the Hungarian 
Academy of Sciences.

In their opening remarks to the workshop, Dr. Lieve Fransen (Director for 
Social Policy and Europe 2020 at the European Commission’s DG Employment, 
Social Affairs and Inclusion) and Mamta Murthi (Country Director for Central 
Europe and the Baltic Countries at the World Bank) provided a setting for the 
day’s discussion. In their remarks, they outlined the cooperative approach 
between the Member States, the Commission, and the World Bank in achieving 
the results of the “Portraits” analysis. Dr. Fransen highlighted that the workshop 
participants would have the dual possibility not only to understand and chal-
lenge the applied methodology, but also to exchange insights on approaches in 
social and labor market policy and national programming of European funds. 
Ms. Murthi framed the workshop’s policy relevance by underlining the demo-
graphic challenges for most European countries and the importance of inte-
grated competiveness, labor demand, and labor supply policies.

Following the introduction, the World Bank PoLME Project Team presented 
two sessions during the workshop. During the morning session, Ramya Sundaram 
discussed the methodology as well as some of the results and limitations of the 
study. In the afternoon session, Ulrich Hoerning presented the main findings of 
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the cluster analysis and some policy ideas for activation, based on the clusters’ 
needs, potentials, and priorities for activation.

Speakers from the national delegations also contributed presentations. They 
partly confirmed initial assessments from the joint country missions of the 
European Commission and World Bank, validating country-specific findings and 
methodology, while identifying greater needs for dialogue and analysis about 
potential policy responses and activation approaches for different profiles. The 
main points from each country presentation and the general plenary discussions 
are summarized as follows.

Greece

The Greek representative presented the country’s national strategies to 
tackle youth unemployment. The focus of the presentation was on the group 
of highly educated youth that is not in employment, education, or training 
(NEETs).

As shown in figure 9.1, there are different programs to support youth 
employment, lifelong learning, and entrepreneurship in Greece. It was shown 
that the majority of the beneficiaries of the National Action Plan (NAP) 
receive guidance or job orientation, and another considerable share benefit 
from support in the transition from education to work and from vocational 
education to training. 

Figure 9.1 Greece: highly educated Youth not in employment, education, or training

National action plan for enhancing
youth employment and 
entrepreneurship (NAP)

Integration
of young
people
into the

labor
market

Youth guarantee scheme

Operational program “Human
development-education and lifelong

learning”

Operational program  “Competitiveness,
entrepreneurship and innovation”

Source: Presentation of Greece at “Portraits of Labor Market Exclusion” workshop in Brussels, May 26, 2014.
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For the period of 2014–20, NAP target groups will include young people 
not in employment, education, or training; unemployed 30- to 64-year-olds; 
long-term unemployed; unemployed individuals with low educational 
 qualifications; jobless households; working mothers facing the risk of unem-
ployment; and other vulnerable groups.

lithuania

Officials from the government of Lithuania presented the country’s experience 
with measures for reducing youth unemployment. As shown in figure 9.2, factors 
related to youth unemployment are lack of work experience, lack of motivation, 
and displacement, while some factors accounting for its reduction are skills 
matching, job creation, and increase in employability. 

In Lithuania, youth unemployment has been decreasing, with youth partici-
pation in ALMPs almost doubling in size, from 16.2 percent in 2011 to 
31.3 percent in 2013. In 2012, integrated solutions were implemented to reduce 
youth unemployment, such as vocational guidance (career planning) services, 
labor market services and labor market monitoring, analysis and evaluation. 
These initiatives involved different ministries: the Ministry of Education and 
Science, the Ministry of Social Security and Labor, and the Ministry of Economy. 
The success of these measures is reflected in the decreasing youth unemploy-
ment rate, from 35.7 percent in 2010 to 21.9 percent in 2013, according to the 
country presentation.

Figure 9.2 lithuania: Youth Unemployment reduction

1 Knowledge and skills matching
to current and future demand
in the labor market

2 Job creation 3 Increasing employability

Young people without motivation to work

Young people not in 
employment, education, or training

Displaced persons

Labor market Education
system

Young
unemployed

persons

Transition from education system to the labor market

Qualified young people without
work experience

Source: Presentation of government of Lithuania at “Portraits of Labor Market Exclusion” workshop in Brussels, May 26, 2014.
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estonia

The Estonian representative discussed a reform in Estonia’s incapacity for work 
scheme. Because individuals with some level of incapacity are willing to work 
and employers are ready to hire them, there was a discussion on how to provide 
a more individually oriented approach and adapt the work environment for such 
people. Another change Estonia has made is in the evaluation mechanism for 
applicants, which now focuses on a person’s work ability and not their incapacity 
for work.

The graph shown in figure 9.3 depicts the number of persons with permanent 
incapacity and those in employment, disaggregated by the level of permanent 
incapacity. It was shown that disabled people will get improved attention, with 
one managing authority—the Unemployment Insurance Fund—being responsi-
ble for the evaluation of work capacity, benefit payments, and the delivery of 
labor market services, rehabilitation, and technical aid. 

romania

The Romanian delegation presented some details of the country’s social assis-
tance system reform. Two main points are highlighted in figure 9.4: the 
Modernization Project and a new benefit called “Minimum Insertion Income.” 

The idea behind the modernization of the social assistance system is to 
strengthen performance management, improve equity, improve administrative 
efficiency, and reduce error and fraud. The new system, which will combine 
three benefits into only one, is expected to start by January 2016.

Figure 9.3 estonia: reforming incapacity for Work scheme
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Representatives of Romania also highlighted some activation incentives that 
have been attached to existing benefits: requirements related to school atten-
dance, which is now compulsory for children in households receiving a family 
allowance (FA); an increase in the guaranteed minimum income (GMI) by 
15 percent if one member of the household is in the labor market; and fiscal 
incentives for employers hiring elderly persons.

hungary

The Hungarian representatives discussed the trends in their labor market indica-
tors and highlighted gaps between their performance and the performance of the 
EU-28 countries (figure 9.5). 

Despite lagging labor market performance, they pointed out that active 
labor market programs have been in the forefront since 2007. They presented 
the Social Renewal Operative Program 1.1.2, whose objective is to improve 
the employability of a number of disadvantaged groups with personalized, 

Figure 9.4 romania: the reform of the romanian social assistance system

New benefit

The minimum insertion income (MII) :

•    Three benefits consolidated into one-guaranteed minimum income (GMI),
      family allowance (FA) and heating benefits (HB);

     –  GMI – 225,000 families;
     –  FA – 260,000 families;
     –  HB –   1,000,000 families;

•    Current number of beneficiaries:

•    MII aims at targeting the poorest 30% of population;

•    Following the legislative process, the new benefit will come into effect
      January 2016.

Social assistance system modernization
project (SASMP)

•    Focus on the main governmental programs for low-income households,
     persons with disabilities and families with children;

•    Developed through a loan agreement between the government of 
     Romania and the International Bank for Reconstruction and Development
     (IBRD or World bank);

•    Implementation timeframe: April 2012–August 2016;

•    Project value: 500 million euros-equally shared between 20 disbursement
     linked indicators (DLIs) of 25 million euros each;

•    DLIs: reflect the tangible measures that have to be implemented;

Source: Presentation of government of Romania at “Portraits of Labor Market Exclusion” workshop in Brussels, 
May 26, 2014.
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Figure 9.5 hungary: active labor market programs—Good practices to prevent labor 
market exclusion
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tailor-made, complex labor market programs: the low-skilled, young and 
career-starters, those over 50 years of age, those returning from child care, and 
those receiving social benefits.

Some of the main program elements are: wage subsidies, mobility support, 
training support, training cost subsidies, child care during training, and services 
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such as counselling, orientation, information provision, mentoring, and entre-
preneurship support. County labor offices have  developed their own local 
program plans, matching the target groups’ needs and reflecting local opportu-
nities. Labor offices have developed individual, tailor-made program plans 
together with the participants, reflecting personal potentials and challenges. 
The program has a decentralized financial allocation mechanism, reflecting 
local labor market’s employment situation.

For the second phase of the program, the expected result is the inclusion 
of a minimum of 110,000 participants, with a minimum of 16,500 Roma 
people; 32 percent of the participants will be young people. As of July 2014, 
132,659 participants had already been included, of which 19,561 were 
Roma.

Bulgaria

The government of Bulgaria presented some measures that have been taken 
to increase activity rates. They showed trends in their inactive population, 
which represented a major challenge in the context of the economic crisis. In 
Bulgaria, the inactivity level was among the highest in the European Union 
in 2010.

Policies have focused on training. There are two main programs: the national 
program “Active Inactive Persons” (some details shown in figure 9.6) and the 
grant scheme “Take Your Life in Your Own Hands,” which focuses on increasing 
the activity and integration of vulnerable, inactive, and discouraged people into 
the labor market. 

salient points from the plenary Discussions

Methodological questions focused on the urban/rural divide described in 
many country reports of the Portraits. Here participants were interested in 
the EU-SILC base data’s ability to adequately measure the welfare of subsis-
tence farming rural households. Other comments focused on the prevalence 
of “passive” benefits in many countries, benefits that do not carry an incentive 
for work uptake. Disincentives for (formal) work were further reported to be 
aggravated in many countries by the wide use of informal work arrangements. 
Another element of interest raised during the discussion was the phenome-
non of the “ in-work-poor” (which is a challenge for many Member States but 
was not captured by the current Portraits analysis because of a focus on the 
inactive and unemployed). All of the Member States presentations elicited a 
series of questions and comments from the participants. Discussions arose 
around the policy approaches to worker incapacity insurance. Strategies of 
identifying and reclassifying working incapacity benefit recipients were dis-
cussed. Also, the role of employers in labor market integration of  hard-to-place 
groups was a major point of interest. On the level of potential interventions, 
Member State experts underlined the need to link any labor supply side 
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support with general economic development promotion policies and to focus 
entrepreneurship support on individual recipients who would show a chance 
to succeed in a competitive market. Also the need to enhance the positive 
interaction between various policies for successful labor market growth was 
underlined.

external experts’ points of view

After the country presentations, academic experts commented on the findings, 
the methodology, limitations, and potential areas for further improvement. The 
first to speak was Prof. Werner Eichhorst, Director of Labor Policy Europe, IZA, 
followed by Dr. Zsombor Cseres-Gergely, from the Hungarian Academy of 

Figure 9.6 Bulgaria: measures for integration of inactive and 
Discouraged people 
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Sciences, Center for Regional and Economic Studies, Institute of Economics. 
Among the salient points of comment were the following:

•	 Recognized the attractiveness of a holistic approach around social protection 
and labor policies;

•	 Underlined that heterogeneity still remains within the clusters, so deriving 
latent class analysis (LCA) profiles for policy planning does not substitute for 
individualized service provision to the citizen (in balance with fiscal afford-
ability and administrative capacity);

•	 Stressed the importance of whole-economy/labor-demand side reforms to 
provide the economic dynamic to absorb the unemployed and inactive;

•	 Recommended application of a more extensive analytical approach to deriving 
policy recommendations from the descriptions of the profiling, underlining 
the need to address all levels of policy action: (a) whole-economy reforms, 
(b) program-level ALMP type interventions, and (c) benefits and services to 
individual citizens.

More specifically, Prof. Eichhorst commented that while the excluded 
 out-of-work population has expected characteristics such as low skills, lack of 
work experience, health problems, age and gender, rural background, and so on, 
there are some new and interesting findings from the clusters, such as the urban/
rural divide, the highly skilled unemployed in Greece, the new population of 
prime-aged unemployed in Lithuania, the increase in the number of disabled and 
early retirees. Yet, the high heterogeneity within clusters indicates that individual 
needs within each group may be quite different. Hence, he cautioned that there 
is a risk of neglecting relevant target groups or subgroups when using LCA-type 
clustering to identify activation potentials and priorities. In a social investment 
context, no individual should be left behind, he said. Therefore activation policies 
should consider all policy action levels, from overall structural policies to 
medium-level ALMPs-type interventions and tailor-made policies derived from 
individual assessments.

Prof. Eichhorst also emphasized that the analysis is based on data from 2011, 
and that more recent or ongoing changes may be relevant to setting policy. He 
concluded that structural issues seem to be more relevant than cyclical ones and 
that more attention should be paid to these general, structural policies and the 
policy recommendations derived from them. Many of the policy suggestions 
derived from the Portraits profiles are focused only on the program level, but 
structural policies have the potential to affect all the groups. Among the struc-
tural policies he mentioned that should receive more emphasis: the importance 
of stimulating labor demand and its flexibility; removing disincentives to work, 
particularly for second earners and benefit recipients; and measures that tackle 
early retirement and urban mobility, among others.

Dr. Zsombor Cseres-Gergely pointed out that LCA is more comprehensive 
than “ordinary” analysis. Nevertheless, it is a very complex method, intuitive only 
at a very basic level, and carries with it values and theory implicit in the choices 
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of indicators, active and passive variables, and number of groups. Despite its 
 limitations and complexity, Dr. Cseres-Gergely recognized that the analysis is a 
pragmatic way of looking at individuals through the lenses of both poverty/
welfare status and labor market indicators. He concluded that there is an impor-
tant connection between these fields. He also remarked that the analysis could 
be repeated locally, and might be initiated by building capacity for regular, high-
quality, in-depth analysis.

In closing remarks, Andrew Mason (Manager for Social Protection in Europe 
& Central Asia at the World Bank) and Dr. Lieve Fransen (Director at the 
European Commission’s Directorate General for Employment, Social Affairs and 
Inclusion) highlighted several points that emerged from the discussion. Speaking 
in broader terms of the World Bank’s analytical and policy dialogue work in 
countries in and beyond the European Union, Mr. Mason strongly appreciated 
the feedback received from the Member State delegations and academic experts. 
Fitting into the Bank’s work on efficient and equitable social safety nets across 
the region, a further development of the Portraits approach would need to reflect 
an improved analysis of individual life and benefit situations as well as a broader 
range of possible policy recommendations.

In her final remarks, Dr. Fransen mentioned the general quality of the analyti-
cal tool and its embedding into the dialogue between the Member States and EC, 
as well as the quality of the discussion with Member States throughout the 
project, was appreciated. While there is still the need to derive a more differenti-
ated set of policy responses and not settle for simplistic policy prescriptions for 
certain demographics, she remarked on the usefulness of the Portraits methodol-
ogy. Portraits-type analysis is a tool that could be used in the future for “social 
investment” choices in Member States, and it also has the potential to be used in 
performance monitoring for ESF activities between the European Commission 
and Member States, she said.
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Appendix A: Link to Online-Only 
Annexes

Online-only appendixes appear on the World Bank’s Open Knowledge 
Repository:

https://openknowledge.worldbank.org/bitstream/handle/10986/21632 
/PLMEannexes.pdf

http://dx.doi.org/10.1596/978-1-4648-0539-4
https://openknowledge.worldbank.org/bitstream/handle/10986/21632/PLMEannexes.pdf
https://openknowledge.worldbank.org/bitstream/handle/10986/21632/PLMEannexes.pdf


Portraits of Labor Market Exclusion • http://dx.doi.org/10.1596/978-1-4648-0539-4

environmental Benefits statement
The World Bank Group is committed to reducing its environmental footprint. 
In support of this commitment, the Publishing and Knowledge Division lever-
ages electronic publishing options and print-on-demand technology, which is 
located in regional hubs worldwide. Together, these initiatives enable print runs 
to be lowered and shipping distances decreased, resulting in reduced paper 
 consumption, chemical use, greenhouse gas emissions, and waste. 

The Publishing and Knowledge Division follows the recommended standards 
for paper use set by the Green Press Initiative. Whenever possible, books are 
printed on 50 percent to 100 percent postconsumer recycled paper, and at least 
50 percent of the fiber in our book paper is either unbleached or bleached using 
Totally Chlorine Free (TCF), Processed Chlorine Free (PCF), or Enhanced 
Elemental Chlorine Free (EECF) processes. 

More information about the Bank’s environmental philosophy can be found 
at http://crinfo.worldbank.org/wbcrinfo/node/4.

http://crinfo.worldbank.org/wbcrinfo/node/4


Portraits of Labor Market Exclusion sheds new light on the life situations and labor market experiences of 
individuals and households during the financial, economic, and employment crisis between 2008 and 2011. 
Identifying those individuals with limited or no labor market attachment is fundamental for a holistic 
approach to inclusive policymaking for the inactive and unemployed.

In this joint project of the European Commission and the World Bank, profiles of the unemployed and 
inactive populations in six European Union Member States—Bulgaria, Estonia, Greece, Hungary, Lithuania, 
and Romania—were developed through cluster analysis and interpretation of data from the European 
Income and Living Conditions Survey. The profiles that emerge go beyond simple demographics (male/
female, young/old, rural/urban) and start to identify life situations and potential barriers to employment (lack 
of experience, lack of education, caregiving responsibilities, distance from services and jobs, income from 
transfers, and so on).

Portraits of Labor Market Exclusion provides a basis for national and European Union policy design and priority 
setting for interventions that are suited to particular life situations among the inactive and unemployed. By 
shedding light on the social and economic risks faced by this population, as well as on the potential barriers 
they may encounter, this cross-cutting analysis moves the dialogue on labor market integration from a 
labor-only view to a broader approach that encompasses social policy and public services. In this way, the 
book contributes important insights for the employment-oriented design of social policy.

ISBN 978-1-4648-0539-4

SKU 210539


	Front Cover
	Contents
	Acknowledgments
	About the Authors
	Abbreviations
	Chapter 1 Introduction
	Why and What
	Note

	Chapter 2 Portraits of Labor Market Exclusion
	General Economic Background
	Stylized Issues Emerging from the Analysis
	Selected Issues for Further Policy Dialogue
	Broader Policy Issues
	Notes
	References

	Chapter 3 Latent Class Analysis of the Out-of-Work Population in Bulgaria, 2007–11
	Background
	Methodology: Latent Class Analysis
	Main Findings
	From Profiling to Activation
	Notes
	References

	Chapter 4 Latent Class Analysis of the Out-of-Work Population in Estonia, 2007–11
	Background
	Methodology: Latent Class Analysis
	Main Findings
	From Profiling to Activation
	Notes
	References

	Chapter 5 Latent Class Analysis of the Out-of-Work Population in Greece, 2007–11
	Background
	Methodology: Latent Class Analysis
	Main Findings
	From Profiling to Activation
	Notes
	References

	Chapter 6 Latent Class Analysis of the Out-of-Work Population in Hungary, 2007–11
	Background
	Methodology: Latent Class Analysis
	Main Findings
	From Profiling to Activation
	Notes
	References

	Chapter 7 Latent Class Analysis of the Out-of-Work Population in Lithuania, 2007–11
	Background
	Methodology: Latent Class Analysis
	Main Findings
	From Profiling to Activation
	Notes
	References

	Chapter 8 Latent Class Analysis of the Out-of-Work Population in Romania, 2008–11
	Background
	Methodology: Latent Class Analysis
	Main Findings
	From Profiling to Activation
	Notes
	References

	Chapter 9 Proceedings of Workshop in Brussels
	Greece
	Lithuania
	Estonia
	Romania
	Hungary
	Bulgaria
	Salient Points from the Plenary Discussions
	External Experts’ Points of View

	Appendix A: Link to Online-Only Annexes
	Boxes
	Box 1.1 Latent Class Analysis: A Sweet and Intuitive Example
	Box 1.2 The Statistical Basis behind Latent Class Analysis
	Box 1.3 Definition of Labor Market Status and Educational Levels Used in This Report
	Box 1.4 Limitations of European Union Statistics of Income and Living Conditions (EU-SILC) Data
	Box 2.1 At-Risk-of-Poverty Rate in the EU and in This Report
	Box 2.2 Back to Work: Growing with Jobs in Europe and Central Asia
	Box 3.1 Roma Population and Labor Market Exclusion in Bulgaria
	Box 6.1 Retirement-Income Systems in Hungary
	Box 6.2 Child Benefit Systems in Hungary
	Box 8.1 Roma Population and Labor Market Exclusion in Romania

	Figures
	Figure 1.1 Labor Market and Social Exclusion, Government Activities
	Figure 2.1 Annual Real GDP Growth, 2003–13
	Figure 2.2 Gender Gap in Unemployment Rates, 2003–13
	Figure 2.3 Long-Term Unemployment as a Share of Total Unemployment, 2003–13
	Figure 2.4 Out-of-Work Population and Share of Total Working-Age Population, 2007/2008 and 2011
	Figure 2.5 Labor Force Participation among Youth Ages 15–24 Years, European Countries, 2013
	Figure 2.6 NEET Rates, European Countries, 2008 and 2013
	Figure 2.7 Labor Force Participation as Share of Age Group, European Countries, 2013
	Figure 2.8 Labor Force Participation as a Percentage of the Total Population Ages 15–64 Years by Gender, European Countries, 2013
	Figure 2.9 Formal Child Care as a Percentage of All Children Younger than 3 Years Old, European Countries, 2011
	Figure B2.2.1 Mutually Reinforcing Barriers to Employment for Younger and Older Workers, Women, and Ethnic Minorities
	Figure 2.10 Activation Types of Prioritized Clusters
	Figure 3.1 Long-Term Unemployment as a Share of Total Unemployment, 2003–13
	Figure 3.2 Unemployment among 15- to 64-Year-Olds by Educational Level in Bulgaria, 2003–13
	Figure 3.3 Distribution of Out-of-Work Population in Bulgaria, 2008 and 2011
	Figure 3.4 Classes of Out-of-Work Individuals in Bulgaria, 2011
	Figure 3.5 Classes of Out-of-Work Population in Bulgaria, 2008–11, Thousands of Individuals
	Figure 3.6 Labor Force Participation among Youth Ages 15–24 Years, European Countries, 2013
	Figure 3.7 Expenditures on Disability Benefits as a Share of GDP in Europe, 2008 and 2010
	Figure 3.8 Demographic Change in Bulgaria
	Figure 3.9 Labor Market Policy Spending in Bulgaria as a Share of GDP
	Figure 3.10 Composition of Spending on Labor Market Policies in Bulgaria, 2011
	Figure 3.11 Activation Types of Prioritized Clusters, Bulgaria
	Figure 4.1 Unemployment Rates by Age and Gender in Estonia, 2003–13
	Figure 4.2 Long-Term Unemployment as a Share of Total Unemployment, 2003–13
	Figure 4.3 Evolution of Out-of-Work Population in Estonia, 2007–11
	Figure 4.4 Composition of Working-Age Population (Ages 16–64 Years) by Labor Market Attachment in Estonia, 2007 and 2011
	Figure 4.5 Distribution of Out-of-Work Population in Estonia, 2007 and 2011
	Figure 4.6 Classes of Out-of-Work Individuals in Estonia, 2011
	Figure 4.7 Classes of Out-of-Work Individuals in Estonia, 2007, 2009, and 2011
	Figure 4.8 Labor Force Participation among Youth Ages 15–24 Years, European Countries, 2013
	Figure 4.9 Expenditures on Disability Benefits as a Share of GDP in Europe, 2008 and 2010
	Figure 4.10 Labor Market Policy Spending in Estonia as a Share of GDP 
	Figure 4.11 Labor Market Policy Beneficiaries in Estonia (Annual)
	Figure 4.12 Composition of Spending on ALMPs in Estonia, 2008 and 2011
	Figure 4.13 Activation Types of Prioritized Clusters in Estonia
	Figure 5.1 Unemployment Rates by Age and Gender in Greece, 2007–13
	Figure 5.2 Long-Term Unemployment as a Share of Total Unemployment, 2003–13
	Figure 5.3 Distribution of Working-Age Population (Ages 16–64 Years) by Labor Market Attachment in Greece, 2007 and 2011
	Figure 5.4 Classes of Out-of-Work Individuals in Greece, 2011
	Figure 5.5 Classes of Out-of-Work Population in Greece, 2007, 2009, and 2011
	Figure 5.6 Female Labor Force Participation Rate, Ages 55–64 Years, 2012
	Figure 5.7 Labor Force Participation Rate, Ages 55–64 Years, 2013
	Figure 5.8 Activation Types of Prioritized Clusters, Greece
	Figure 6.1 Unemployment Rate by Age and Gender in Hungary, 2007–13
	Figure 6.2 Long-Term Unemployment as a Share of Total Unemployment, 2003–13
	Figure 6.3 Distribution of Out-of-Work Population in Hungary, 2008 and 2011
	Figure 6.4 Classes of Out-of-Work Population in Hungary, 2011
	Figure 6.5 Classes of Out-of-Work Population in Hungary, 2008–11
	Figure 6.6 Labor Force Participation Rate, Ages 15–24 Years, European Countries, 2013
	Figure 6.7 Labor Tax Wedges in Europe, 2008 and 2010
	Figure 6.8 Labor Force Participation Rate, Ages 55–59 Years, European Countries, 2013
	Figure 6.9 Expenditures on Old-Age Benefits as a Share of GDP in Europe, 2008 and 2010
	Figure 6.10 Formal Child Care as a Percentage of All Children Younger than 3 Years Old, European Countries, 2011
	Figure 6.11 Percentage of Inactive Women Who Report Looking after Children or Incapacitated Adults as the Main Reason for Not Seeking Employment, European Countries, 2013
	Figure 6.12 Labor Market Policy Spending in Hungary as a Share of GDP
	Figure 6.13 Composition of Spending on ALMPs in Hungary, 2008 and 2011
	Figure 6.14 Share of Participants in Training as an Active Labor Market Tool, European Countries, 2011
	Figure 6.15 Activation Types of Prioritized Clusters in Hungary
	Figure 7.1 Unemployment Rates by Age and Gender in Lithuania, 2007–13
	Figure 7.2 Long-Term Unemployment as a Share of Total Unemployment, 2003–13
	Figure 7.3 Evolution of Out-of-Work Population (Ages 16–64 Years) in Lithuania, 2007, 2009, and 2011
	Figure 7.4 Composition of Working-Age Population (Ages 16–64 Years) by Labor Market Attachment in Lithuania, 2007 and 2011
	Figure 7.5 Distribution of Out-of-Work Population in Lithuania, 2007 and 2011
	Figure 7.6 Classes of Out-of-Work Individuals in Lithuania, 2011
	Figure 7.7 Classes of Out-of-Work Population in Lithuania, 2007, 2009, and 2010
	Figure 7.8 Labor Force Participation Rate, Ages 15–24 Years, European Countries, 2013
	Figure 7.9 Expenditures on Disability Benefits as a Share of GDP in Europe, 2008 and 2010
	Figure 7.10 Labor Market Policy Spending in Lithuania as a Share of GDP
	Figure 7.11 Labor Market Policy Beneficiaries in Lithuania, 2006–10
	Figure 7.12 Composition of Spending on ALMPs in Lithuania, 2008 and 2011
	Figure 7.13 Activation Types of Prioritized Clusters in Lithuania
	Figure 8.1 Unemployment and NEET Rates in Romania, 2003–13
	Figure 8.2 Unemployment Rates by Age and Gender in Romania, 2007–13
	Figure 8.3 Long-Term Unemployment as a Share of Total Unemployment, 2003–13
	Figure 8.4 Distribution of Out-of-Work Population in Romania, 2008 and 2011
	Figure 8.5 Classes of Out-of-Work Individuals in Romania, 2011
	Figure 8.6 Classes of Out-of-Work Population in Romania, 2008–11
	Figure 8.7 Labor Force Participation (Ages 15–24 Years), European Countries, 2013
	Figure 8.8 Labor Force Participation (Ages 55–59 Years), European Countries, 2013
	Figure 8.9 Expenditures on Old-Age Benefits as a Share of GDP in Europe, 2008 and 2010
	Figure 8.10 Labor Force Participation among Women Ages 25–54 Years, European Countries, 2013
	Figure 8.11 Labor Market Policy Beneficiaries in Romania
	Figure 8.12 Composition of Spending on ALMPs in Romania, 2008 and 2011
	Figure 8.13 Labor Market Policy Spending in Romania as a Share of GDP
	Figure 8.14 Activation Types of Prioritized Clusters in Romania
	Figure 9.1 Greece: Highly Educated Youth Not in Employment, Education, or Training
	Figure 9.2 Lithuania: Youth Unemployment Reduction
	Figure 9.3 Estonia: Reforming Incapacity for Work Scheme
	Figure 9.4 Romania: The Reform of the Romanian Social Assistance System
	Figure 9.5 Hungary: Active Labor Market Programs—Good Practices to Prevent Labor Market Exclusion
	Figure 9.6 Bulgaria: Measures for Integration of Inactive and Discouraged People 

	Tables
	Table 1.1 Key Statistics of Selected Countries, 2013
	Table B2.1.1 Percentage of Population Below 60 Percent of Median Income, by Country
	Table 2.1 Activation Priority: Overview of Inactive Clusters with High and Medium Priority for Action
	Table 3.1 Number and Percentage of Working-Age Individuals (Ages 16–64 Years) by Labor Market Attachment in Bulgaria, 2008 and 2011
	Table 3.2 Summary Characteristics of Latent Classes of Out-of-Work Population in Bulgaria, 2011
	Table 3.3 Latent Classes of Out-of-Work Population in Bulgaria: Indicators, 2011
	Table 3.4 Latent Classes of Out-of-Work Population in Bulgaria: Active Covariates, 2011
	Table 3.5 Classes of Out-of-Work Population in Bulgaria as a Percentage of Total Out-of-Work Population, 2008–11
	Table B3.1.1 Poverty Headcount Rate and Distribution
	Table 3.6 Longitudinal Analysis: Summary Characteristics of Latent Classes of Out-of-Work Population in Bulgaria, 2010
	Table 3.7 Bulgaria: Composition of 2010 Clusters based on 2008 Labor Market Status (Column Percentages)
	Table 3.8 Bulgaria: Composition of 2010 Clusters Based on 2008 Labor Market Status (Row Percentages)
	Table 3.9 Activation Need and Potential of Different Clusters in Bulgaria
	Table 4.1 Summary Characteristics of Latent Classes of Out-of-Work Population in Estonia, 2011
	Table 4.2 Latent Classes of Out-of-Work Population in Estonia: Indicators, 2011
	Table 4.3 Latent Classes of Out-of-Work Population in Estonia: Active Covariates, 2011
	Table 4.4 Classes of Out-of-Work Individuals in Estonia as a Percentage of Total Out-of-Work Population, 2007, 2009, and 2011
	Table 4.5 Longitudinal Analysis: Summary Characteristics of Latent Classes of Out-of-Work Population in Estonia, 2010
	Table 4.6 Estonia: Composition of 2010 Clusters Based on 2008 Labor Market Status (Column Percentages)
	Table 4.7 Estonia: Composition of 2010 Clusters Based on 2008 Labor Market Status (Row Percentages)
	Table 4.8 Activation Need and Potential of Different Clusters in Estonia
	Table 5.1 Number and Percentage of Working-Age Individuals (Ages 16–64 Years) by Labor Market Attachment in Greece, 2007 and 2011
	Table 5.2 Summary Characteristics of Latent Classes of Out-of-Work Population in Greece, 2011
	Table 5.3 Latent Classes of Out-of-Work Population in Greece: Indicators, 2011
	Table 5.4 Latent Classes of Out-of-Work Population in Greece: Active Covariates, 2011
	Table 5.5 Classes of Out-of-Work Population in Greece, as a Percentage of Total Out-of-Work Population, 2007, 2009, and 2011
	Table 5.6 Longitudinal Analysis: Summary Characteristics of Latent Classes of the Out-of-Work Population in Greece, 2010
	Table 5.7 Greece: Composition of 2010 Clusters Based on 2008 Labor Market Status (Column Percentages)
	Table 5.8 Greece: Composition of 2010 Clusters Based on 2008 Labor Market Status (Row Percentages)
	Table 5.9 Number of Beneficiaries and Budget of Selected ALMP Interventions of OAED, 2013
	Table 5.10 Activation Need and Potential of Different Clusters in Greece
	Table 6.1 Number and Percentage of Working-Age Individuals (Ages 16–64 Years) by Labor Market Attachment in Hungary, 2008 and 2011
	Table 6.2 Summary Characteristics of Latent Classes of the Out-of-Work Population in Hungary, 2011
	Table 6.3 Latent Classes of Out-of-Work Population in Hungary: Indicators, 2011
	Table 6.4 Latent Classes of Out-of-Work Population in Hungary: Active Covariates, 2011
	Table 6.5 Classes of Out-of-Work Population in Hungary, as a Percentage of Total Out-of-Work Population, 2008–11
	Table 6.6 Longitudinal Analysis: Summary Characteristics of Latent Classes of Out-of-Work Population in Hungary
	Table 6.7 Hungary: Composition of 2010 Clusters Based on 2008 Labor Market Status (Column Percentages)
	Table 6.8 Hungary: Composition of 2010 Clusters Based on 2008 Labor Market Status (Row Percentages)
	Table 6.9 Activation Need and Potential of Different Clusters in Hungary
	Table 7.1 Summary Characteristics of Latent Classes of the Out-of-Work Population in Lithuania, 2011
	Table 7.2 Latent Classes of the Out-of-Work Population in Lithuania: Indicators, 2011
	Table 7.3 Latent Classes of Out-of-Work Population in Lithuania: Active Covariates, 2011
	Table 7.4 Classes of Out-of-Work Population in Lithuania as a Percentage of Total Out-of-Work Population, 2007, 2009, and 2011
	Table 7.5 Longitudinal Analysis: Summary Characteristics of Latent Classes of Out-of-Work Population in Lithuania, 2010
	 Table 7.6 Lithuania: Composition of 2010 Clusters Based on 2008 Labor Market Status (Column Percentages)
	 Table 7.7 Lithuania: Composition of 2010 Clusters Based on 2008 Labor Market Status (Row Percentages)
	Table 7.8 Activation Need and Potential of Different Clusters in Lithuania
	Table 8.1 Number and Percentage of Working-Age Individuals (Ages 16–64 Years) by Labor Market Attachment in Romania, 2008 and 2011
	Table 8.2 Summary Characteristics of Latent Classes of Out-of-Work Population in Romania, 2011
	Table 8.3 Latent Classes of Out-of-Work Population in Romania: Indicators, 2011
	Table 8.4 Latent Classes of Out-of-Work Population in Romania: Active Covariates, 2011
	Table 8.5 Classes of Out-of-Work Population in Romania as a Percentage of Total Out-of-Work Population, 2008–11
	Table 8.6 Longitudinal Analysis: Summary Characteristics of Latent Classes of Out-of-Work Individuals in Romania, 2010
	Table 8.7 Romania: Composition of 2010 Clusters Based on 2008 Labor Market Status (Column Percentages)
	Table 8.8 Romania: Composition of 2010 Clusters Based on 2008 Labor Market Status (Row Percentages)
	Table 8.9 Activation Need and Potential of Different Clusters in Romania


