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Employment-retention schemes propped up more than 25 million workers 
in the big four Eurozone economies alone in the immediate aftermath of 
the Covid-19 shock. In fact, thanks to these schemes, labor market flows 
from employment to unemployment in 2020 barely exceeded those in 
2019, despite the sharp growth setback. On the flipside, however, 13.7 
million unemployed workers have to a large degree been frozen out of 
employment as severely depressed transitions from unemployment to 
employment (-20%) in 2020 underline (Figure 1). Given the at best gradual 
defrosting of Eurozone labor markets over the coming year, coupled with 
the prospects of a jobless recovery, we see a heightened risk that the 
cyclical labor market shock turns structural, with unemployment stabilizing 
at an elevated level. 
 
Figure 1 – 2020 labor market flows as a share of 2019 flows (%) 

 
Sources: Eurostat, Allianz Research 

Note: Aggregate data includes France, Italy, Spain, Netherlands, Portugal, Austria.  

 

First out, last in: No rapid return trip into employment for the jobless. The 
vast majority of workers that lost their jobs in H1 2020, or were already 
unemployed before that, will struggle to return into employment over the 
coming 12 months. After all, as the Eurozone economic recovery starts to 
unfold from the second quarter of 2021 onwards, firms will prioritize 
reabsorbing furloughed workers (by increasing their working hours) over 
hiring new ones. Even though the number of furloughed workers across the 
four large Eurozone economies has fallen from a peak of 25 million in April 
2020 to just below 8 million in December (Figure 2), this process will prove 
gradual at best for several reasons: 1) reabsorbing furloughed workers is 
easier said than done. After all, firms will see notable cost increases, given 
the need to pay wages as well as social security contributions, which will 
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add pressure on already battered corporate margins, particularly in the 
early recovery phase. 2) Germany will reach pre-crisis GDP levels only by 
mid-2022, while Italy, Spain and France will require one additional year to 
heal. Given elections in Germany in September 2021, in France in April 
2022 and in Italy in 2023, expect governments to generously extend the 
duration of schemes into 2022, though this support could become more 
targeted. As a result, we expect to enter 2022 with 2 million workers still 
benefitting from furlough schemes. 

 
Figure 2 – Furloughed workers in the four big Eurozone economies (in 
million) 

 
Sources: National sources, Allianz Research 

 

With broad-based hiring unlikely to take-off before 2022, re-employment 
prospects for those searching a job (13.7 million as of December 2020, 1.8 
million of which have been added since February – leaving out the “hidden 
unemployed” i.e. workers that have dropped out of the labor force) remain 
dim.  
 
As a result, we expect long-term unemployment to rise +38% above pre-
Covid-19 levels in 2021 — from an estimated pre-crisis low of 4.8 million 
people in Q1 2020 to 6.6 million in Q3 2021 before slightly leveling off in 
Q4 2021 to 6.5 million. Note that over 2020, long term employment was 
very volatile due to the lockdown, bottoming at 2.8 million in Q2 2020 
because of dropouts.  
  

 
Figure 3 – Eurozone: Long-term unemployment (thousands & y/y in %)  

 
Sources: Eurostat, Allianz Research 
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Mind the risk of a jobless recovery: Structural headwinds may further 
complicate reemployment prospects even after labor markets are 
defrosted. Long-term joblessness can serve as a proxy for structural 
unemployment. After all, prospects of reemployment steadily reduce with 
the duration of unemployment due to, among other factors, the negative 
impact on a person’s skills. The Covid-19-shock has accelerated structural 
changes in the economy, which in turn are likely to fuel the mismatch 
between workers and job profiles. In particular, there is some evidence that 
labor productivity may have been boosted by the Covid-19 shock. In fact, 
productivity per hour worked rose above pre-crisis levels as soon as Q3 
2020. In fact, this is in sharp contrast to the productivity per hour worked 
trend observed during the great financial crisis (Figure 4). While it is still 
early days, one interpretation could be that the pandemic forced 
digitalization on Europe, with widespread remote working and an 
increased degree of automation in production being potential drivers of a 
productivity boost.  
 
Figure 4 – Real productivity per hour worked, index: 100 = pre-crisis level 

 
Sources: Eurostat, Allianz Research 

 
With job losses in 2020 largely centered on routine occupations (Figure 5), 
we see the risk of Europe following in the footsteps of the US, where 
“jobless recoveries” and rising “job market polarization” have arguably 
already become the new norm in the context of  a higher rate of 
technological adoption.1  What initially looked like cyclical job-shedding in 
the Eurozone may turn out to become a structural problem, with negative 
repercussions on reemployment prospects for jobless workers, as well as 
resulting in the rise of “zombie jobs”. 

 
Figure 5 – Eurozone: Employment in Q3 2020 vs. Q3 2019 (in %) 

                                                             
1 https://voxeu.org/article/jobless-recoveries-and-disappearance-routine-occupations 
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Sources: Eurostat, Allianz Research 

 
Our forecasts for joblessness in the large Eurozone economies (Figure 6) 
reflects persistent labor market headwinds with unemployment rates in 
France and Italy peaking only in 2022 while remaining at an elevated level 
in Germany and Spain.  
 
Figure 6 – Unemployment rate (%) 

 
Sources: Eurostat, Allianz Research 

 
Policymakers are in for a mammoth job: Elevated structural 
unemployment would not only have a negative impact on the productive 
capacity of the economy but also carries the potential to exacerbate 
already prevailing political discontent and fuel social unrest. So far 
Eurozone countries are devoting insufficient resources to improve the odds 
of workers becoming re-employed once the recovery sets in. Meanwhile, 
the Covid-19-shock has in fact reduced measures on offer. For instance, in 
Germany in January 2021, the number of workers participating in active 
labor market policy initiatives was down more than 4% compared to one 
year ago. To mitigate the scarring impact on Eurozone labor markets and 
keep a lid on structural unemployment, workers need to be equipped with 
the skills required to fill the jobs of tomorrow. In the presence of a skills 
mismatch, hiring incentives won’t do the trick here. Rather, active labor 
market policies, with a focus on rapid upskilling and reskilling, will be key 
to boosting workers’ employability and to keep a lid on the growing wedge 
in labor markets between high- and low-skilled workers. Moreover, for a 
comprehensive approach, more structural remedies, including an overhaul 
of education systems, will also need to be considered. 
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These assessments are, as always, subject to the disclaimer provided below. 
 
FORWARD-LOOKING STATEMENTS 
The statements contained herein may include prospects, statements of future expectations and other forward-looking 
statements that are based on management's current views and assumptions and involve known and unknown risks 
and uncertainties. Actual results, performance or events may differ materially from those expressed or implied in such 
forward-looking statements.  
Such deviations may arise due to, without limitation, (i) changes of the general economic conditions and competitive 
situation, particularly in the Allianz Group's core business and core markets, (ii) performance of financial markets 
(particularly market volatility, liquidity and credit events), (iii) frequency and severity of insured loss events, including 
from natural catastrophes, and the development of loss expenses, (iv) mortality and morbidity levels and trends, (v) 
persistency levels, (vi) particularly in the banking business, the extent of credit defaults, (vii) interest rate levels, (vi ii) 
currency exchange rates including the EUR/USD exchange rate, (ix) changes in laws and regulations, including tax 
regulations, (x) the impact of acquisitions, including related integration issues, and reorganization measures, and (xi) 
general competitive factors, in each case on a local, regional, national and/or global basis. Many of these factors may 
be more likely to occur, or more pronounced, as a result of terrorist activities and their consequences. 
 
NO DUTY TO UPDATE 
The company assumes no obligation to update any information or forward-looking statement contained herein, save 
for any information required to be disclosed by law.  


