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Starting point: Searching for the ,,golden triangle

A Joint comparative research into the relation between
employment protection, active labour market policies and
unemployment protection

A ls there a ,golden triangle“ and an optimum distribution
of responsibilities?

A Germany: neither ,flexicure“ nor ,liberal“ but rather a
country with growing employment and a peculiar mixture

of heterogenuous jobs characterised by different
elements of flexibility

A ... and a peculiar reaction to the current crisis!



A more inclusive labour market...

Growth of
flexible jobs

Decrease in the share of permanent full-time employment
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The story behind...
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Currently, some countries exhibit strong increases in unemploy

others don‘t: unemployment rates March 2008, 2009, 2010
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Variation across countries: GDP decline and employment reaction

since the beginning of the crisis (country-specific GDP based

turning points)
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Explaining diversity: A cascade of institutional buffers

1. Internal flexibility: Working time reduction at firm level
(within collective agreements) and subsidized short-time
work schemes

2. Wage flexibility at firm or sectoral level (opening
clauses, postponement of wage adjustments)

3. External flexibility:

A Dismissal protection (core) and fixed-term employment,
temporary agency work (margin)

A Unemployment benefits (contributory + means-tested)

A Active labor market policies (employer subsidies,
placement, training)

U Role of particular shock absorber varies across
countries, sectors, firm sizes
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Different patterns of flexibility in EU member states

Source:

Figure 2: Aggregate flexibility indicator (Version 2: Internal, external and wage

flexibility, 2003)
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Table 1: Adjustment by country and cluster. Percentage change from country-
specific beginning of crisis (in terms of GDP) to last available data.

- - Unempl. Temp. Hours Hourly
Country cDP rate : Empl. Em pll:l. Worked Earﬂir::gs
Auscralia 0,6 36,3 -0,1 0 0 0,2
Canada -3,2 39,1 -1,8 2,7 o] -3.,7
lreland -10,5 175,2 -9.3 -13,7 -5.4 10,7
Japan -7,2 39,9 -2,2 0 0 -6,7
Korea 0.7 17,2 0,0 0 9] -2.6
New Zealand -2.0 84.3 -1.4 0 0 4.9
United Kingdom -6,0 51,9 -1,9 -0,8 -1.5 2,3
s -3,3 81,7 -4,6 3,5
Market-oriented | -3,9 65,7 -2,7 -1,7 -1,0 1,1
Austria -4,0 45,0 -0,7 5,3 -2.,4 0,7
Belgium -3.4 18,3 0,0 -0.,2 -0,7 3,1
Switzerland -2.0 31,7 0,5

Denmark -6,4 101,1 -2.,8 0,6 -3,1 1,9
Fevland 8 22 25 S0 s 23
Germany -5.6 -0,4 -0,6 -1.,7 -1.,9 2.5
Netheriands .7 29 0,7 0.8 1.7 3.7
Norway -1,3 11,8 -1,5 -14,9 -0,3 3,0
Sweden -5.,9 45,8 -2.5 -11,0 1.2
Education-based -4,7 35,1 -1,3 -7,6 -1,7 2,6
Czech Republic -4 .1 69,0 -1.,8 0,0 -2.9 2.5
Hungary -8,0 37,7 -3,1 8,6 2.7 v
Poland 1,0 21,7 0,3 4,4 0 1,9
Slovak Republic -5.,5 39,1 - -4,0 3,7
Market-oriented 11 -4,2 41,9 -2.,2 2,3 -1,9 4.0
Spain o 103.,3 -8,7 -20,4 1,0 2,8
France -3.0 25,8 -0.,8 -6,1 0,3 3.6
Italy -5,9 19,4 -2,0 -12,7 -1.7 4,6
Portugal -2.9 30,1 -3.8 -9.9 1,2 -5.6
Low Flexibility -4,1 44,6 -3,8 -12,3 .2 1,4

Source: OECD.
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A German ,,Jobwunder?

A Export dependency makes manufacturing most
vulnerable - but (un)employment in mid-2009 at about
the same level as in mid-2008

A Not much has happened with employment either: 3rd Q
2008 — 3rd Q 2009: -0.2% employment, -1.3% FT, +1.9%
PT,; -3.4% manufacturing, +0.6% services

A THE ECONOMIST, 11 March 2010: ,Inside the Miracle:
How Germany weathered the recession®
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Sectoral developments: socially insured dependent employ

Sector (Employment in 1.000) gggguary ;g?(;uary Pecrﬁzrr:;a;ge
Mining, Energy, Water 546 545 -0.2
Total Manufacturing 6490 6235 -3.9
Construction 1493 1489 -0.3
Wholesail and Retail Trade, Repairs 4044 4002 -1.0
Transport and Logistics 1399 1377 -1.5
Hotels and Restaurants 779 786 0.8
Information and Communication 834 827 -0.8
Finance and Insurance 1007 1007 -0.1
Services in Manufacturing 3361 3414 1.6
Of which: Temporary Work 533 558 4.8
Public Administration, Social Security 1684 1704 1.2
Education 1067 1106 3.6
Health and Social Services 3339 3468 3.8
Other Services, Private Households 1070 1083 1.2
Total 27307 27232 -0.3

Source: BA, own calculations)
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The German labor market: not only short-time work

Labor market responses:

A

A

Working time flexiblility, i.e. less overtime, working time
accounts (about -4% hours worked in FT) and ...

complementary policies to protect manufacturing, I.e.
short-time work subsidies » temporary expansion of
short-time work allowance (up to 24 months in 2009, up
to 18 months in 2010, more generous subsidization
through unemployment fund, some training incentives
during short-time work

} 1 ZA
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Short-time work helped manufacturing jobs to survive in 2009
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Crisis? What Crisis? (1975)
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The German labor market: not only short-time work

A Job losses concentrated at the flexible margin of
manufacturing (temporary agency work, -20%, 2008/09,
compared to -4% in other manufacturing jobs) while
firms are still reluctant to dismiss skilled labor force (and
agency work growing again)

U Germany — a rather ,extreme” case of internal flexibility
(at least so far) with some external ,buffer”
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Agency work: A growing element of external flexibility
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A recent forecast for Germany (IAB): unemployment,}
less recession to be followed by jobless growth...

2008 2009 2010
(medium
scenario)
Real GDP, % +1,3 -5,0 +1,8

- In full-time +1.4 -4.1 -0,6

Total employment, % +1,4 0,0 -0,6

Employees covered by +2,1 0,0 -0,9
social insurance, %

Unemployment rate, % 7,8 8,3 9,8

18



Institutional innovation: very limited

A

> >

Existing institutional buffers dominate clearly, in
particular working time accounts, short-time work
allowance, ALMPs

Only parametric adjustment

No major institutional innovation but some elements of
Jfexicurity”:

Additional Incentives for employers to combine short-
time work subsidy with training during time off

. Access of agency workers to short-time work eased

Both of limited relevance in pratice

} 1 ZA
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Outlook: A structural break after a phase of stability?

A Further losses in manufacturing in parallel to
termination of short-time work by companies —
structural adjustment becomes inevitable and will
Imply job losses is less competitive firms

A Imminent round of concession bargaining and job
relocation in manufacturing — due to falling
productivity/rising labor cost
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Outlook: A structural break after a phase of stability?

A Medium-term pressure on private services ... and public
sector (due to budget constraints)

A Further growth of service sector share in employment
(public and private: care, education, business- and
household-related services)

A Decline in standard employment relationships (typical for
manufacturing and financial services), further growth of
flexible jobs
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Assessment: Routine responses and automatic
stabilizers dominate

A In a situation of crisis, countries benefit from institutional
settings in place and swift routine responses rather than
from attempts at introducing new types of policies

1. Elaborated systems of internal flexibility

2. automatic stabilizers in tax/benefit system and existing
ALMPs

3. positive legacy from earlier reforms, in particular UB,
PES/ALMPSs, activation

A Policy reforms rather parametric and path-dependent so
far

} 1 ZA
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External vs. Internal flexibility

A Some countries avoided a massive increase in open
unemployment up to now - but this is not to say that they
will be successful in the long run as well

A Internal flexibility in strict EPL regimes has helped keep
unemployment low and protect skilled labor - but at a
certain point structural adjustment and labor reallocation
are the better alternative (and inevitable)

A Job losses mainly in secondary segment so far (fixed-
term contracts, agency work) » while core is stable,
margin has to bear adaptation in a “dualized” mode ...
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