
Summary and conclusions

The lower end of the labour market in 2025

Low-skilled workers are in a worse position on the labour market than people with inter-
mediate and higher skills. They are more often out of work or in relatively low-paid or
uncertain jobs. They are also more often poor than the average worker or jobseeker.
Unemployment and poverty are not only a financial problem, but are also bad for people’s
well-being, among other things leading to diminished feelings of happiness and, at least
for men, reducing the chance of finding and retaining a partner.
The disadvantaged position of low-skilled workers is due among other things to their lack
of the knowledge and skills needed for in-demand and well-paid jobs. They do not have
the right professional skills for those jobs and sometimes also lack general knowledge.
They include more functionally illiterate people than average (Fouarge et al. 2011b), and
more people of non-Western origin – and thus more people with a language disadvantage.
It is estimated that up to around 25% of low-skilled adults have an intellectual disability.1

They are also more often in poor health than other people, which again puts them at a dis-
advantage on the labour market.
Concerns are regularly raised about a further deterioration in the position of the low-
skilled in the near future, for example as the demand for their labour declines due to auto-
mation, robotisation and relocation of work to low-wage countries. In this report, the
Netherlands Bureau for Economic Policy Analysis (cpb) and the Netherlands Institute for
Social Research¦scp describe how the position of the low-skilled has changed in recent
years and whether their disadvantage relative to those with intermediate and higher skill
levels is growing. Scenarios are also presented for the year 2025. In order to present the
fullest possible picture, several aspects of the labour market position of the low-skilled are
described, including unemployment and average hourly pay as well as poverty and precari-
ous (i.e. low-paid and uncertain) employment.2

S.1 Key findings

S.1.1 Recent changes in the position of the low-skilled

The skills gap on the labour market has grown since 1990
The difference in the labour market position of low-skilled and highly skilled workers has
increased in several respects since the 1990s. The pay gap widened between 1990 and
2005, as the hourly pay of low-skilled workers remained virtually flat, at around €17 gross
after adjustment for inflation, while highly skilled workers saw their earnings increase
steadily, from €24 to €31 gross per hour.3 The pay of low-skilled workers has not fallen fur-
ther behind since 2005, because the dwindling supply of low-skilled workers since then has
offset the shift in employer demand towards highly skilled labour sufficiently to prevent
the gap from widening.
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The difference in precarious employment has also risen. Precarious employment is work
that is low-paid and uncertain; in this report it is defined as flexible work or self-employ-
ment with an hourly rate that is no more than 130% of the minimum wage. Low-skilled
people are more often in this type of work than highly skilled workers. The prevalence of
precarious employment has risen at all skill levels in recent years, but the rise began earlier
among low-skilled workers, in 2003, whereas among highly skilled workers it did not start
until 2009, during the economic crisis. By 2012, 18.5% of low-skilled workers and 10% of
highly skilled workers were in precarious employment, compared with 12.5% and 6%,
respectively, in 2003. The inequality in unemployment remained roughly unchanged, as did
the difference in poverty.

Technological developments have probably widened the gap …
The disadvantage of low-skilled workers is often attributed to technological develop-
ments, such as the rise of ict. These developments have led to a ‘skill bias’, whereby
employers require relatively more highly skilled than low-skilled workers (Borghans & Ter
Weel 2007; Katz & Murphy 1992), as work that was formerly carried out (mainly) by low-
skilled workers is taken over by machines that are operated by skilled staff (skill-biased
technological change). Relocation of mainly routine, low-skilled (and increasingly more
intermediate-skilled) work to low-wage countries has the same effect (Autor et al. 2014).4

Despite the decline in the number of low-skilled workers in the population, in relative
terms they have become less scarce, while highly skilled workers have become increasingly
scarce despite the growth in their number. This led to widening differences in the economic
position of the high and low-skilled in the period 1990-2005, in particular. From 2005
onwards, the falling supply of low-skilled workers provided sufficient counterweight to the
shift in employer demand to prevent the gap from widening further.

… but other factors may also have contributed
Factors other than technological developments and globalisation have also played a role in
the growing inequality between the high and low-skilled. The greater growth in precarious
employment among the low-skilled is due in part to the uncertain and weak economic sit-
uation that has prevailed since the turn of the century. This is exacerbated by the fact that
low-skilled workers are employed more than average in sectors in which competition is
very heavily based on price, and thus on keeping wage costs low and maximising labour
efficiency.5 The opportunities for employers to reward individual workers have also
increased in recent decades.6 In addition, employers have increasingly outsourced low-
skilled support work (e.g. cleaning, catering, security) in recent years (ser 2006). These
changes may also have widened the pay differential between high and low-skilled workers
in the period 1990-2005.

S.1.2 The situation in 2025
Given the uncertainty of future demand for low-skilled, intermediate and highly skilled
workers, cpb formulated a number of scenarios for the situation in 2025. The low-policy
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baseline scenario shows what will happen if demand for low-skilled, intermediate and
highly skilled workers continues to develop as it has in the last few decades. Two variants
explore what the outcomes would be if the demand for low-skilled workers falls behind
demand for highly skilled workers to a greater (higher skill bias) or lesser (lower skill bias)
degree. The final scenario explores the consequences if the government should decide to
lower the minimum wage or pay wage cost subsidies. Both these measures would reduce
wage costs for employers around the minimum wage.
The following assumptions are made in the scenarios:
1 People with intermediate and high skills form one group. Demand for their labour

develops in the same way.
2 Highly skilled and low-skilled workers react in the same way to the raising of the state

retirement age.
3 Low-skilled workers with an earning capacity below the future minimum wage

become unemployed.
4 A rise in unemployment has no impact on the percentage of people withdrawing from

the labour market.

The scenarios are based on an equilibrium situation; economic fluctuations are therefore
not factored in and there is no displacement of low-skilled workers by those with inter-
mediate or higher skills.

Decline in number of low-skilled workers
The number of low-skilled workers in the labour force will fall by around 500,000 over the
next ten years, as better-educated younger generations replace older generations reaching
retirement age. The number with intermediate skill levels remains more or less stable and
the number of highly skilled workers grows by around 700,000. The share of low-skilled
workers in the labour force consequently falls from 25% to 20%.

Increase in disadvantage of low-skilled workers if current developments continue
Despite the fall in the number of low-skilled workers, the problems for this group increase
in the baseline scenario. Pay inequality between high and low-skilled workers worsens and
unemployment and poverty among low-skilled workers increase (Tables S.1 and S.2).
Although wages of low-skilled workers rise in this scenario by 5% over the whole period
2009-2025, the pay of intermediate and highly skilled workers rises more, by 14%. The
wage disadvantage of the low-skilled therefore increases.7 While the number of low-
skilled workers has fallen sufficiently in recent years to compensate for the shift in
employer demand towards more highly skilled labour, this is not the case going forward.
The low-skilled labour supply does fall, but not enough to offset the demand shift. The
result is rising pay inequality. Unemployment among the low-skilled also rises in this sce-
nario, from around 6% in 2009 to roughly 8% in 2025. The reason lies in the rising pay of
the working population as a whole, i.e. including those with intermediate and higher skills.
The minimum wage is linked to average contractual wages and therefore grows (partly)8 in
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line with the higher salaries paid to the intermediate and highly skilled. As the minimum
wage rises more than the productivity of the low-skilled in this scenario, low-skilled work-
ers with an earning capacity between the present and future minimum wage become
unemployed.
The poverty rate among the low-skilled portion of the labour force rises from around 5.5%
to approximately 6.5% in this scenario, particularly among younger low-skilled workers
(25-45 years), men and migrants/children of migrants. The growth in poverty is due in the
first place to the fact that the wages of the low-skilled, although rising, lag behind the rise
in the poverty line. The poverty line rises because it partially tracks the general rise in pros-
perity, reflecting what are regarded as indispensable or highly desirable items of expendi-
ture in present-day society. The second reason for the growth in poverty is the rise in
unemployment among the low-skilled; poverty is above average among unemployed peo-
ple. The inequality in precarious employment between low-skilled and highly skilled work-
ers also increases in this scenario. It is difficult to predict what the precise percentage of
low-skilled workers in precarious employment will be, as it depends on whether the
growth in the number of flexible and self-employed workers seen in recent years continues
or slows after the crisis. In view of the uncertainty on this point, a bandwidth is used in our
forecast of precarious employment; the actual outcome will probably be somewhere in
between. Younger low-skilled workers (aged 15-35) in particular are more often in precari-
ous employment than in the past in this scenario, followed by low-skilled single parents
and low-skilled migrants/children of migrants. Their position thus becomes more uncer-
tain; they will find it more difficult to cope with financial setbacks and will have greater
difficulty in returning to the labour market following health problems, because they less
often have permanent employment contracts than is the case today.

Table S.1
Hourly pay rates in 2025 by skill level, per scenario (in euro’s and percentages)a

   2009  2025 

    
 baseline
scenario

  lower skill
biasb

  higher skill
biasc

 

 
hourly pay intermediate and

high-skilled workers
€25.10 +14 +13 +14

low-skilled workers €17.10 +5 +9 +1

a Data based on own calculations.
b Demand for low-skilled workers lags behind demand for intermediate and highly skilled workers less

than in the baseline scenario.
c Demand for low-skilled workers lags behind demand for intermediate and highly skilled workers more

than in the baseline scenario.

Source: cpb
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Table S.2
Unemployment, poverty and precarious employment in 2025 by skill level, per scenario (in percentages)a

   2009  2025 

    
 baseline
scenario

  lower skill
bias

  higher skill
bias

 

 
unemployment intermediate and

high-skilled workers
2.9 3.3 3.3 3.3

low-skilled workers 5.9 8.2 5.9 11.0
poverty among the employed
plus unemployed

intermediate and
high-skilled workers

3.6 3.9 3.9 3.8

low-skilled workers 5.5 6.7 6.0 7.9
precarious employment intermediate and

high-skilled workers
9.8 8.6-10.8 8.7-10.9 8.5-10.7

low-skilled workers 17.1 16.9-21.6 15.9-20.3 17.5-22.3

a Data based on own calculations.

Source: unemployment: cpb; poverty and precarious employment: scp

Difference in unemployment depends on demand for low versus highly skilled; pay gap
grows in all scenarios
If demand for intermediate and highly skilled workers grows more strongly, for example
due to a greater skill bias in technological change or relocation of low-skilled work to low-
wage countries, the wages of low-skilled workers will rise more slowly and those of highly
skilled workers more quickly (Tables S.1 and S.2). The pay disadvantage for low-skilled
workers then increases more quickly, as does their unemployment and poverty rate. The
inequality in precarious employment also rises. If demand for intermediate and highly
skilled workers grows less strongly, the pay gap between low and highly skilled workers still
increases, but less quickly. The difference in unemployment and poverty does not widen in
this case. The main effect of growing demand for highly skilled workers (higher skill bias) in
these scenarios is thus higher unemployment among the low-skilled.

Box S.1 Extra risk factors and mitigating factors for the lower end of the labour market
 
– The position of the low-skilled deteriorates if those with intermediate skills bump down into lower skilled

work

An additional risk factor for the lower end of the labour market is related to developments among
those with intermediate skills. If demand for intermediate occupations9 declines in the coming
years and those with intermediate skills are increasingly forced to do low-skilled work, this will
put more pressure on the lower end of the labour market. By contrast, if those with intermediate
skills are able to move up to highly skilled jobs, the inequality in unemployment and poverty will
increase more slowly. Whether they can make this move depends on the type of jobs created by
new technology and on the skills of these workers.
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If employer demand for intermediate labour stabilises, pressure on the lower end of the labour
market will not increase, because the number of people with intermediate skills will also stabilise
in the years ahead.
 
– If low-skilled workers withdraw from the labour market, their unemployment rate will be lower, but so will

their labour participation rate

People’s decision to stop looking for jobs could change the situation at the lower end of the labour
market. If a proportion of the low-skilled unemployed become discouraged and stop looking for
work, they will no longer be included in the unemployment figures and the low-skilled unemploy-
ment rate will rise less quickly. The percentage in work or looking for work will then decline. That
is of course just as big a problem, both for the people concerned and for economic growth and the
public finances.
 
– Reactions of employers could mitigate the effects of unemployment

If a proportion of employers do not seek to meet their need for more highly skilled labour by rais-
ing wages, but by casting their recruitment net wider, inequality will rise less quickly. This will be
the case, for example, if companies look for suitable labour abroad, if the tasks of highly skilled
workers are partly taken over by technology or if companies separate tasks that can be performed
by lower-skilled people from highly skilled jobs. An example of the latter phenomenon is the allo-
cation of some gp tasks to nurse practitioners and assistants, or inclusive job redesign (‘job carv-
ing’) so that highly skilled tasks are split off and combined to create new jobs for low-skilled work-
ers (see e.g. Zijlstra et al. 2012).10

 
If employers who are active in the low-skilled segment succeed in improving the ratio between
the wage costs and productivity of low-skilled workers, for example by deploying low-skilled
workers more efficiently, they can keep the prices of their products or services low. This will boost
demand for those products or services and therefore support employment at the lower end of the
labour market. Cleaning and home care are examples of sectors where jobs have been maintained
or created in this way. It is of course essential to remain vigilant regarding quality of work, under-
payment and hazardous working conditions.
 
If employers do not (immediately) dismiss employees with an earning capacity below the mini-
mum wage, jobs at the lower end of the labour market will be maintained in the short term. They
could even increase if employers in this segment succeed in persuading customers to pay a little
more for the social standards applied by the company. Examples include hospitality businesses
run entirely by people with disabilities. This option is valid mainly for companies offering non-
tradable services.

S.2 Policy options

It is of course important that the government continues to monitor the trend in unemploy-
ment and the percentage of non-workers among the low-skilled, to see whether the prob-
lems outlined above do indeed materialise. If they do, the government can improve the
labour market position of the low-skilled in several ways. The government has (virtually)
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no power to influence the skill bias technological change and the other factors cited earlier.
But it can influence the impact of those developments on inequality, poverty and unem-
ployment.11 In this report we mainly discuss measures that influence employers’ wage
costs at the level of the minimum wage. But policy options that increase the productivity of
low-skilled workers or the number of low-skilled jobs due to job carving could also ease
the problems at the lower end of the labour market. We also focus some attention on the
desirability of government intervention in relation to flexible work, in view of the growth in
precarious employment among the low-skilled.

Employer demand and the wider context
As the scenarios are focused on future employer demand for low-skilled workers, we
restrict ourselves to policy options that impinge on that demand. Naturally, the future
position of low-skilled workers does not depend only on this, but also on their own prefer-
ences and characteristics. The government can exert (some) influence here, but aspects
such as these could not be varied in the scenarios. It is however known from research12 that
they are important. Examples include the attractiveness of low-skilled work compared
with not working – both financially and substantively – the health (in a broad sense) of the
low-skilled, the disadvantaged position of low-skilled workers of non-Western origin, the
problems experienced with social norms and language by some social assistance benefit
recipients, and the numbers of labour migrants from Eastern Europe and their attractive-
ness for employers compared with native Dutch low-skilled workers.13

Adjusting link to minimum wage
If the link between the minimum wage and average contractual wages is abandoned and
the minimum wage is instead allowed to rise in line with the average productivity of low-
skilled workers, the low-skilled unemployment rate will reduce, but pay inequality will
increase. The effects of this were extrapolated in a separate scenario. A reduction of 1% in
the minimum wage reduces low-skilled unemployment in the baseline scenario to around
7.5% instead of around 8%. If the government uses the money saved on unemployment
and social assistance benefits to repair the impact on incomes at the lower end of the scale
(e.g. by reducing taxes for this group), the impact on poverty could be limited. If the gov-
ernment does not do this, reducing the minimum wage will push up the percentage of low-
skilled people in poverty by slightly more than in the baseline scenario, with the caveat that
there will then be more working among the poor. In addition, since social assistance bene-
fits fall because of their linkage to the minimum wage, a proportion of social assistance
benefit claimants will fall deeper into poverty. They are likely to be mainly couples with
children. The percentage of low-skilled workers in precarious employment rises slightly in
this scenario.
When setting the minimum wage, a judgement has to be made between the impact on
employment and the impact on worker incomes. If the minimum wage is set too high, this
leads to less employment than is desirable. If it is too low, it can undermine the income
security of groups of workers. Moreover, a minimum wage that is too low hands negotiat-
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ing power to employers. When there is an inequality of power between those on the
demand side of the labour market (large companies) and individual suppliers of labour,
companies can appropriate much of the added value by setting wages low.14 A proportion
of people at the bottom may then withdraw from the labour market altogether because it
no longer pays to work (Manning 2005; Van Soest 1999; Teulings 1994; Van Vuuren & Bosch
2012; Yellen 1984).
The Dutch minimum wage is comparable with that in Belgium, France, Germany15 and Ire-
land; it is slightly higher than in the United Kingdom and much higher than in the United
States and Southern and Eastern Europe (Eurostat 2015b). The Netherlands performs well
on the labour participation rate of low-skilled workers: low-skilled unemployment and the
percentage of low-skilled men who are out of work and not looking for work is below the
average for the 15 old European Member States (Eurostat 2015c, 2015d). Spending on shel-
tered employment is however high – higher than in France and Germany, for example (see
Werkgroep 9. ‘Op afstand van de arbeidsmarkt’ 2010).16

Lowering employers’ wage costs for low-skilled workers
The same effect as lowering the minimum wage could also be achieved by lowering the
wage costs for employers up to the level of the minimum wage. Poverty would not rise in
that scenario. Wage costs could be reduced by lowering employers’ contributions or paying
a wage cost subsidy. The government then compensates employers for taking on people
whose productivity is below the minimum wage, or compensates workers who accept a job
at below the minimum wage through a wage dispensation. Wage cost subsidies, in-work
benefits or sheltered employment are all options. Sheltered employment is mainly suited
to people for whom a normal job with a mainstream employer is beyond their capabilities,
for example people with an intellectual disability or severe physical or psychological
impairments.17 Employees covered by such measures often require additional support,
especially at first, and where they are placed with mainstream employers, the latter will
have to accept this (Woittiez et al. 2014).
Swedish research has shown that wage cost subsidies are the most effective measure in
combating unemployment (Sianesi 2008), but they are expensive. Over the medium term,
they are also somewhat more effective than training (Kluve 2010). In the Netherlands, the
new Participation Act provides for wage cost subsidies for employers who take on a person
with a disability whose productivity is below the minimum wage level. It is important to
know how effective these subsidies are in order to be able to provide the right stimulus to
improve the chances of these and other groups at the lower end of the labour market. It is
relevant to ask here what the purpose of these wage cost subsidies is: to create extra
employment at the bottom of the labour market or to foster a shift from subsidised to
mainstream employment. On this latter point, earlier results with subsidised jobs for the
long-term unemployed were not impressive, partly because of a lack of incentives to move
into mainstream work18 (Serail et al. 2002; Theeuwes 2002). However, transfer to main-
stream employment is not always the primary objective.
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Of course, wage cost subsidies can only help if employers know about them. In 2012,
around 30-40% of Dutch employers were not aware of schemes such as wage dispensa-
tion, in-work benefits or social security contribution discounts for employers who take on
specific groups of jobseekers (Van Echtelt et al. 2014). It is therefore important that
schemes are clear and recognisable. In addition, wage cost subsidies are obviously only
effective if employers actually take on low-productivity workers rather than cheap labour
from abroad or students. The risk of this is lower with targeted rather than generic subsi-
dies, but the implementation costs are higher. There is also always a danger with wage cost
subsidies of subsidising work that already existed (deadweight loss) and of displacement. If
one subsidised low-productive worker takes the place of another worker who is not subsi-
dised, this does not generate extra employment. This displacement problem is mainly a
short-term issue; in the long term, the extra money invested in the labour market does
lead to extra demand for labour. Businesses create as much employment in the long term
as is profitable when set against the wage costs. As wage cost subsidies reduce those costs,
employment levels rise over the longer term.

Training and skills of low-skilled workers
Roughly a quarter of younger low-skilled workers (22-35 years) who are no longer in train-
ing or education have not completed an education at senior secondary vocational level. If
the dropout rate falls, the supply of people with intermediate and higher skills will be bet-
ter able to keep up with employer demand, so their wages will rise less. Dropout can be
reduced by introducing more structure (Woittiez et al. 2014) or by devoting more attention
to technical skills in vocational training programmes (Turkenburg et al. 2014). The dropout
rate from senior secondary vocational education has already been reduced in recent years,
and it is important to maintain this momentum. How successful such measures will be
depends partly on future employer demand for intermediate workers. There is uncertainty
as to how that demand will develop. If demand for middle-ranking occupations does
indeed contract, it is important to look carefully at the occupations for which there is suffi-
cient demand and to retrain people for those jobs or direct them towards them.
The productivity of some low-skilled workers who become unemployed in the baseline
scenario is not very far below that represented by the future minimum wage. A limited
amount of supplementary training in a field where there is sufficient demand could per-
haps enable these workers to take a step up. Research has shown that short-term training
increases the chance of moving off benefits and into work (Heyma & Van der Heul 2015). It
does require a customised approach, involving a careful analysis of what someone is able
and willing to do and where the realistic opportunities lie.
More comprehensive training is recommended mainly for low-skilled workers who are fur-
ther removed from the labour market. The drawback of such training programmes is that
those who follow them stay unemployed for longer, probably because they stop or scale
down their jobseeking activity during the training (Heyma & Van der Heul 2015; Koning
2012). In the long term, however, this training does have positive effects, and above-aver-
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age effects when applied to low-skilled people. This type of training not only improves
their chance of finding work, but also of earning a good wage (Lammers et al. 2013).
In recent years, the Dutch government has been promoting sustainable employability. The
idea is that people remain employable right through to retirement by following sufficient
training, changing jobs occasionally and maintaining their health. The government pro-
vides training funds for this and seeks to raise awareness among employers and employ-
ees of the importance of training. It is often argued that broad-based training is the most
valuable, i.e. training that can be applied not only in someone’s present job, but also in
other functions. In practice, however, most of the training followed by workers is specific to
their current job (Vlasblom et al. 2013). Yet this kind of training, too, can offer benefits if
someone’s job ceases to exist. Low-skilled workers are less inclined to follow training due
to poor experiences in the past and examination anxiety (Fouarge et al. 2013). If they have
had good experiences in the past with courses focused on the work they were then doing,
the step to retraining for a different job may be less daunting.

Promoting job carving
The number of mainstream jobs for low-skilled workers would grow if more use were
made of job carving. There is probably untapped potential here: in 2007, 20% of employers
said there were unused opportunities within their organisation for splitting off some tasks
and giving them to low-skilled workers, where necessary with supplementary training
(Román & Schippers 2008). Ultimately, however, such a strategy must be initiated by
employers themselves, and the number of jobs affected will not be very large. The govern-
ment can encourage job carving, make agreements with the employee insurance agency,19

draw the attention of employers to it and set a good example itself, but employers will
only apply this strategy if it offers efficiency gains, or based on social considerations.

Regulation of flexible employment contracts
The number of low-skilled people in precarious employment, i.e. low-paid work on flexible
contracts or as self-employed workers, has risen in recent years. There are probably several
reasons for this, such as the uncertain economic climate, the greater price competition
with providers from Eastern Europe and – in the case of self-employed workers – tax
advantages (e.g. Berkhout et al. 2014). Whether extra regulation is desirable here depends
on where the main cause (or causes) of the increase lies. That is unclear, and a clearer
insight is needed. If flexible work is growing mainly because employers are uncertain about
their order books, imposing limits on it is not wise: they might then simply not take on
staff at all. If it is increasing simply because the option exists, with employers imitating
each other in using that option, and if the increase is regarded by society as too great, con-
straining it via regulation is an option. If the growth is due to the fact that permanent con-
tracts are ‘too permanent’ or to the greater financial responsibilities imposed on employ-
ers with permanent staff (e.g. the duty to continue paying the wages of sick employees for
two years), then a better option would be to examine the regulation in this area.
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Conclusion
The cost to the Treasury of the different policy options varies. If the government decouples
the minimum wage from the trend in average contractual wages and instead links it to the
average productivity of low-skilled workers, the cost to the public purse will initially be
lower. Not only will unemployment decline and tax revenues increase, but benefits such as
social assistance and the state pension that are also linked to the minimum wage would be
constrained, so that social security spending would rise less quickly. But if the government
then wishes to limit the negative impact on poverty by reducing taxation, the benefit to the
Treasury disappears. Wage cost subsidies which help people with low productivity into
work are expensive for the government, because they have to be funded and eligibility for
them has to be assessed. The way such subsidies are designed determines how high those
costs are. Temporary and targeted subsidies are for example cheaper, but not always feasi-
ble. Setting wage cost subsidies at the right level is crucial. If individual earning capacity is
difficult to determine, there is a problem. Overestimating someone’s earning capacity
means the subsidy will be too low, so that the person concerned will not find work. Under-
estimating earning capacity means the subsidy, and therefore the costs to the government,
will be too high.
The consequences for public well-being also depend on the policy options chosen. Reduc-
ing the minimum wage will push people who are already poor deeper into poverty. They
will then find it even more difficult to make ends meet, their health could deteriorate and
their well-being could decline.20 On the other hand, it is known that being in paid work
makes people happier and healthier (Van Echtelt 2010; Warr et al. 1988), partly because it
gives them structure and social contacts. If a lower minimum wage reduces unemploy-
ment, the well-being of those who find work as a result could improve. Sheltered and sub-
sidised employment also increase the well-being of people who find work as a result of it
(Serail et al. 2002). When selecting a policy option, the government will have to weigh the
consequences for the public finances and the well-being of the population against each
other.

Notes

1 An estimated 1-2% have a mild intellectual disability (iq < 70) and 20-25% a borderline intellectual disa-
bility (iq between 70 and 85 in combination with limited social independence). Estimates based on
Woittiez et al. (2014).

2 Poverty and precarious employment are defined as follows in this report. People are poor if the total
income of the household of which they form part falls below the scp ‘modest but adequate’ criterion.
This criterion indicates how much a household needs for essential spending on food, housing and
clothing plus a few small extras. Workers are in precarious employment if their hourly rate of pay is no
more than 130% of the minimum wage and they do not have a permanent employment contract (e.g.
because they are working in temporary jobs, on standby contracts or as self-employed).

3 The net differences are smaller, because those on higher incomes pay a higher percentage of tax.
4 Where skill-based technological change in the past mainly took place at the expense of employment at

the lower end of the labour market, it is thought that those with intermediate skills have been increas-
ingly affected in recent years. Low-skilled workers today often perform service functions which are dif-
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ficult to automate. An increase in jobs of this kind could be positive for low-skilled workers in the
future.

5 This is apparent from analyses of data collected from employers by scp (the Labour Demand Panel).
Employers with at least 30% low-skilled workers were classified as ‘employs many low-skilled workers’;
employers with less than 30% low-skilled workers were classified as ‘employs few low-skilled workers’.
In 2013, 44% of Dutch employers with many low-skilled workers were active in sectors in which compe-
tition is based largely on price, compared with just 22% of employers with few low-skilled employees.

6 Examples include the growing use of performance-related pay (Bekker et al. 2003; Van der Steen 2002)
between 1997 and 2007, especially in senior and top-level posts (Josten et al. 2012), and the increase in
the number of self-employed personnel (cbs 2014a).

7 The pay rise will not be the same for all intermediate and highly skilled workers, but will mainly benefit
those with in-demand skills. Some highly skilled workers have not seen an improvement in their posi-
tion in recent years (cf. the increase in the percentage of highly skilled workers in precarious employ-
ment, or the share of academics working at below university level (Herweijer 2010; Herweijer & Josten
2014; Tolsma & Wolbers 2014)). Intermediate and highly skilled workers are also under pressure, espe-
cially those in certain routine occupations.

8 The wage growth consists partly of an increase in contractual wages and partly of an increase in inci-
dental remuneration (e.g. additional increments or more performance-related pay). The minimum
wage follows contractual wages. An increase in incidental remuneration does not lead to an increase in
the minimum wage. It is uncertain whether the trend in incidental remuneration will remain positive in
the future. The rise in incidental remuneration in recent years was partly a result of the ageing labour
force, and opinions differ on whether this increase will continue. If performance-related pay becomes
more common and people more often receive an additional pay rise when switching to a different
employer, this pay component will become more important. But the component that is due to popula-
tion ageing will in principle die out. Increments do not suggest a rise in incidental remuneration in
macro-figures in a stable labour force, in which older people with higher earnings retire and are
replaced by younger workers and each generation moves up one year in the pay distribution.

9 See for example, the sector analyses by ecabo and uwv (2014, 2015).
10 In technical terms, this increases the substitution elasticity between high and low-skilled workers.
11 Technological developments have of course also brought a great deal of prosperity.
12 For information on 1) the financial and substantive attractiveness of low-skilled work, see De Beer

(1996); Jongen et al. (2011); 2) physical and mental health, personal attractiveness of low-skilled work-
ers, see Van Campen & Versantvoort (2014); Programmacommissie segv ii (2001); 3) disadvantage of
and discrimination against low-skilled migrants, see Andriessen et al. (2010, 2015); Huijnk (2014);
4) problems with social norms and language for a proportion of social assistance benefit recipients, see
Van Echtelt & Guiaux (2012); 5) labour migrants from Eastern Europe, see Berkhout et al. (2014); cpb
(2011).

13 Aspects such as these can be influenced for example with institutional measures (e.g. activation of the
unemployed by employee insurance agencies and local authorities, tax and other financial incentives to
make working more attractive than not working, enforcing compliance by employers with regulations
regarding employment contracts and wages, etc..).

14 Adaptation costs, search frictions and company-specific investments play a key role here. See e.g. Mal-
comson (1997) for a description of this hold-up problem.

15 Germany only introduced a statutory minimum wage in 2015.
16 Spending on sheltered employment is likely to fall, as new intake under the Sheltered Employment Act

is no longer permitted since 1 January 2015. Only sheltered employment organised by local authorities
is now available for people with low earning capacity.
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17 Under the Participation Act, which came into force in January 2015, local authorities can offer sheltered
employment to people with an intellectual, physical or mental impairment who require such support
and adaptation of the workplace that a mainstream employer cannot be expected to take them on.
Sheltered employment can however be organised at a mainstream employer.

18 These subsidised jobs (‘id-banen’) were introduced in the 1990s by the then Minister for Social Affairs
and Employment, Ad Melkert. The scheme ended in 2004.

19 The Employee Benefit Agency (uwv) is itself taking initiatives in this area; see the approach to job carv-
ing developed by uwv in collaboration with Maastricht University (uwv 2014).

20 See Guiaux et al. (2011); Frey & Stutzer (2002); Kalmijn (2011); Knoops & Van den Brakel (2010); Manting
(2006); Manting & Loeve (2004); Soede et al. (2014).
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