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Foreword

In 2005, the European Commission called for a renewal of the Lisbon Strategy in an effort to refocus
its attention on economic growth, better jobs and social cohesion, with the central aim of making the
European Union the most competitive and dynamic knowledge-based economy in the world, capable
of sustainable economic growth. In reaching this objective, the policy declaration highlights the
crucial role to be played by renewing the European social model. Both social dialogue and industrial
relations are identified as key tools influencing the modernisation of the European social model in
light of the effects and challenges arising from globalisation.

A key objective of modernising the European social model is ensuring greater social protection for
workers, while at the same time increasing labour market competitiveness in light of globalisation -
a combined aim synthesised in the term "flexicurity’.

Against this background, the European Foundation for the Improvement of Living and Working
Conditions launched a research project on the Quality of industrial relations in the 25 European
Member States prior to further enlargement in January 2007. The project set out to support
policymakers and practitioners by increasing comparability and understanding of industrial relations
in the EU25, with the aim of highlighting the strengths and weaknesses of the European social model
in terms of global competition. Important input for the project came from the Foundation seminars
on ‘European industrial relations country profiles benchmarked against the Lisbon Strategy' held in
carly 2006. Based on these seminars, a ‘best practice model’ was identified in relation to flexicurity
and other Lisbon Strategy targets. However, one of the issues to emerge from these seminars was the
lack of common understanding of the flexicurity concept, along with the need for more comparable
data and comprehensive methodology with respect to flexicurity models.

This timely report addresses such a knowledge gap, providing the appropriate methodology and data
sources for a more comprehensive comparison of flexicurity across the EU25. [t compares the various
flexicurity options in the 25 Member States - including models of best practice — while looking at how
flexicurity is measured in these countries and identifying the challenges related to its implementation
in the different countries. Three factors investigated as part of the flexicurity model are social
protection, labour market adaptability/flexibility and social inclusion.

The report is unique in terms of the range of countries it covers and the variety of variables used, and
its findings should fuel the debate on flexicurity. We hope that the analysis will make a useful
contribution in paving the way for policymakers to review the framework for increasing labour
security and social cohesion, and in shaping the policies which seek to define a modernised
European social model.

Jorma Karppinen Willy Buschak
Director Deputy Director
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Introduction

European labour markets are currently facing huge challenges. On the one hand, expectations are
high concerning the competitiveness of the European economy, which includes creating more flexible
labour markets as employers are demanding wider deregulation of the economy in order to compete
in world markets. On the other hand, the European social model highlights the importance of
increased labour security and social cohesion, as workers are searching for more employment
security in a climate of rapid structural change and job reallocation. Besides the impacts of
globalisation, Europe must also meet the combined challenges of low population growth and an
ageing population. Faced with these challenges, the European Union as a whole and its individual
Member States need to improve labour productivity, increase employment and guarantee long-term
growth and social cohesion.

The key objective of the 2000 Lisbon Strategy is the urgent need to increase the competitiveness of
the European economy. The strategy addresses issues ranging from the information society to
enterprise policy, the single market, innovation, education, social environments, research and
globalisation policies. The revised Lisbon Strategy of 2005 emphasises the importance of increasing
economic growth, productivity and competitiveness, as well as creating jobs. The renewed strategy
focuses on efforts which aim to achieve two principal tasks: delivering steady and persistent growth
and creating more and better jobs. One potential way to achieve these objectives is to increase labour
market flexibility, while combining it with greater social protection for workers. The balance between
labour market flexibility and social security is described using the new concept of ‘flexicurity’.

The Council of the European Lnion proposed to begin the policy debate on the role of the social
partners in the promotion of the Lisbon process in the 2006 spring European Council meeting.
According to the various documents, modernisation should be encouraged and implemented through
joint cooperation between the social partners and the governments, in order to guarantee harmonious
societal development while attempting to increase European economic growth, competitiveness and
employment. However, the partnership approach in implementing the Lisbon Strategy has been quite
limited in preparing the national development plans (NDPs), as has the input from social partners
and enterprises (European Employment Taskforce, 2003; Pisani-Ferry and Sapir, 2006).

The European Foundation for the Improvement of Living and Working Conditions (hereafter ‘the
Foundation’) together with national government and social partner representatives have participated
in the debate on modernisation by producing a series of reports on industrial relations indicators
and corresponding country profiles for 25 EU Member States prior to the entry of Bulgaria and
Romania to the EU in 2007.' The industrial relations country profiles provide a solid basis for
comparing and benchmarking different industrial relations models against the Lisbon Strategy, which
aims to make Europe the leading knowledge-based economy in the world by 2010. Important input
for implementing this EU25% project originated from the Foundation seminars on ‘European
industrial relations country profiles benchmarked against the Lisbon Strategy’, held in Dublin in
February and March 2006. Participants of these seminars included representatives of trade unions,
employer organisations and governments, as well as national academic experts in the field of
industrial relations from all EU25 countries®. The basic objective of the seminars was to benchmark

! See for example: Weiler, 2004 and Biagi et al, 2002 about quality of Industrial rel in the ELL; analytical and benchmarking report an
i maoddels, Coriebeeck et al, 2004 and Van Gyes 1 al, 2007.

The EU25 comprizes the original ELIS Member States and the 10 new Member Stares (EU10) that joined the ELU in May 2004.

The Foundatlon seminars were held In Dublin on 7-8 February and 9-10 March 2006. Observers to the seminars came from the four

candidare countries at the lime: Bulgaria, Croatia. Romania and Turkey. Bulgaria and Romania are not covered by the current research as

they were not full ELE Member States in 2006 when the project was initiated.

1



Approaches to flexicurity: EU models

how different industrial relations models or social dialogue models could promote achievement of the
Lisbon Strategy targets. During these seminars, national experts presented their ideas about national
best practice examples concerning aspects of industrial relations, labour market flexibility and social
security. As a result of the seminars, a ‘best practice model” was identified on flexicurity and other
Lisbon Strategy targets.

During the discussions, the Nordic countries and the Netherlands were identified as the potential
benchmarking models in many areas of industrial relations. Overall, the results showed that cach
country has different strengths in relation to best practice examples and the targets of the Lisbon
Strategy. As a result of the Foundation’s tripartite seminars, each national expert drafted a country
report entitled ‘Industrial relations benchmarked against the Lisbon Strategy’.

Based on the seminars, this project aimed to benchmark the EU25 Member States against the
flexicurity model. The project was set up as a result of the social partners and government
representatives’ need to develop a better understanding of flexicurity and the targets of the renewed
Lisbon Strategy. Participants of the seminars wanted information on what other flexicurity models
exist, which countries have similar models and which have different models, how countries could be
grouped together, the impact of flexicurity on economic growth and social cohesion, as well as the
role of the social partners and governments in implementing flexicurity practices. The participants’
questions and requests were taken on board but not all of them could be dealt with in great detail
in one research exercise. Industrial relations country profiles and national reports benchmarking
industrial relations against the Lisbon Strategy provided a basis for the benchmarking exercise;
however, problems emerged in relation to the lack of common understanding of the flexicurity
concept, as well as differences in the interpretation of various sources of information. Against this
background, the experts’ views and the country experiences were often diverse. Information
contained in the national reports, along with feedback from seminar participants and external sources
were used to obtain as complete and comparable a picture as possible about flexicurity models.
However, these ideas needed more academic proof, based on comparable data and comprehensive
methodology.

Objectives of study

The study aimed to provide appropriate methodology apparatus and data sources for flexicurity
models. For comparative information, other sources were also used, which included Eurostat data,
information from the European Commission and HM Treasury, as well as academic research papers.
Parts of the report are informed by the discussions at the Foundation seminar on ‘Industrial relations,
future trends and challenges of globalisation’ held in Rome on 6-7 June 2006 and in Berlin on 30
November to 1 December 2006. These seminars provided useful information about potential
measurement problems, potential indicators and country-specific topics related to the flexicurity
issuc.

This report describes and analyses the present situation in relation to the implementation of
flexicurity policies in ELl Member States. For this analysis, quantitative multivariate data analysis
methods have been used: namely, factor and cluster analysis. Countries are classified according to
a particular group based on an overall measure of ‘distance’ between them, which reflect the scores
obtained for the factors that characterise flexicurity systems. Three factors identified in the model are:
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social protection, labour market adaptability/flexibility and social inclusion. The uniqueness of this
analysis can be attributed to the number of countries studied and the variety of variables used. In
an earlier study launched by the European Commission in 2006, only member countries of the
Organisation for Economic Cooperation and Development (OECD) were studied.

Structure of report

The report is structured as follows: the first chapter presents an outline of the challenges being faced
by European labour markets today, and provides an overview of different flexicurity concepts. In the
second part of the report, different aspects of flexibility, social security and active labour market
policies in the ELl Member States are discussed, along with the social partners’ views in relation to
these issues. The third chapter examines flexicurity profiles of the ELl Member States and country
groups according to their stages of implementation of flexicurity systems and also discusses the social
partners’ role in this implementation process. The final section discusses further challenges related
to the implementation of flexicurity systems in the different Member States and presents a number
of conclusions based on the research.






Challenges of European labour
markets

Renewed Lisbon Strategy and further challenges

Furopean economies are facing new challenges associated with emerging global trends both in the
short and long term. In recent years, Europe has experienced more intensive competition, the transfer
of investments and production reallocation outside of the European network, job losses,
unemployment and rapid structural change. Europe’s performance has diverged from that of its
competitors in North America and Asia (Sapir, 2003). The productivity gap has widened and the
only possibility for Europe to maintain its competitiveness is to invest in production processes and
human capital in order to improve productivity, as it is becoming increasingly difficult to compete
with countries with significantly low labour costs. Furthermore, investments in research and
development (R&D) have proved to be inadequate in Europe in recent times (ibid). When comparing
R&D investments in Europe and in the US, major differences emerge in terms of the proportion of
private sector investments. A major challenge in this respect is to encourage more private sector
investment. In some cases, European labour markets are also overregulated and various studies
have shown that the ability to adjust to macroeconomic shocks is often low. Therefore, it has been
proposed in the renewed Lisbon Strategy 2005 that labour markets should urgently be made more
flexible; at the same time, however, governments need to address issues related to employee security.
Low labour market participation and high rates of non-employment — unemployment and inactivity
— are characteristic of many Member States. Non-employment is associated with unemployed,
inactive and discouraged workers. In this regard, more focus should be placed on employment growth
and the challenge of encouraging more people into employment. However, this proves more difficult
as high non-employment exists in several Member States.

Apart from the impact of globalisation, Europe must also meet the combined challenges of low
population growth and an ageing population. As general health conditions and medical treatment,
for example, are improving and life expectancy is therefore increasing, the need to attract older people
into the labour market is becoming more important. This task is proving to be politically difficult as
various early retirement schemes are popular among older people. The decision to reorganise the
current system needs wide consensus in society, as older people represent an expanding group of
voters for political parties. In light of these developments, it is necessary to revise the European
social model in order to make it more efficient. Although different models exist and country
experiences vary, it should be possible to build on examples of best practice and to learn how to
modernise the European social protection system,

In general, European labour markets are facing difficult challenges: on the one hand, expectations
are high concerning the competitiveness of the European economy, including the creation of more
flexible labour markets, as employers are demanding wider deregulation in order to cope with global
competition. On the other hand, the European social model underlines the importance of increased
employment security and social cohesion, as workers are searching for better job security during a
time of rapid structural change and job reallocation. Faced with these challenges, the EU and its
Member States need to improve labour productivity, employ more people and guarantee long-term
growth and social cohesion. The renewed Lisbon Strategy focuses on efforts aimed at achieving two
principal tasks: delivering steady and persistent growth, while at the same time creating more and
better jobs. In achieving these goals, the programme of action defines several key activities, including
the following measures:
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m  attracting more people into employment and modernising social protection systems — more focus
should be placed on employment growth, as this promotes socially inclusive societies and because
of the expected decline in the working age population over the coming decades. Encouraging
people into employment and providing workers with better incentives to stay at work for longer
requires the modernisation of social protection systems and more intensive use of active labour
market policies along with appropriate incentive schemes;

m improving the adaptability of workers and enterprises and increasing labour market flexibility -
in a rapidly changing environment, a high degree of adaptability is vital to promote productivity
growth and to allow employment to be reallocated towards expanding enterprises and sectors.
European labour markets are in some cases overregulated, and different studies have shown that
the ability to adjust to macroeconomic shocks is often low (Solow, 1998; Kucera, 1998; Nicoletti
et al, 2000). Increased flexibility and security can be achieved by benchmarking ‘flexicurity’
models, which includes the analysis of change from job security to employment security.
Flexibility in the labour markets, combined with employment security, will facilitate a greater
ability to anticipate, manage and incorporate change. Greater adaptability should also ensure
that wage developments reflect the labour market situation and do not exceed productivity growth
over the cycle;

m increasing investment in human capital and promoting lifelong learning ~ national economies
endowed with a skilled workforce are better able to create and make more effective use of new
technologies. Structural change and the need for rapid productivity growth require continued
investment in a highly skilled and adaptable workforce. Advancing educational attainment and
updating skills and knowledge through lifelong learning also contributes significantly to achieving
social cohesion. Labour market flexibility requires that workers are highly skilled, so that they are
quickly able to adapt to shifts in production or to new job skills. Updating skills is one way of
maintaining lifelong employability for employees, while ‘multi-skilling’ can provide the required
flexibility and resilience to both employers and employees. Where competition is based on quality
and innovation, governments place more emphasis on skills training designed to improve workers’
competencies, particularly where labour shortages occur. Lifelong leaming is one of the tools put
forward to enable workers to tackle the challenges of a new working environment. For example,
in Denmark and the Netherlands, expenditure on active labour market policies is relatively high,
with an additional focus on further training. In addition, some of the other original 15 EU Member
States (EU15) use quite a lot of resources on active measures. From a policy perspective, it is not
only important how much training is being provided, but also how the opportunities for training
are distributed and how they are perceived by the population.

Europe needs to put in place the structures needed to anticipate and manage economic and socictal
changes more successfully. To make this possible, sound macroeconomic conditions are crucial, in
particular the pursuit of stability-oriented macroeconomic policies and sound budgetary policies.
Governments should, while maintaining or pursuing sound public finances, maximise the
contribution to economic growth and employment. In addition to the aforementioned factors, a
renewed partnership and the full involvement of the social partners is needed to help achieve these
objectives.

In 2007, the European Commission published the Green Paper ‘Modermisation of labour law to meet
the challenges of the 21st century’ (European Commission, 2006¢). In the summer of 2007, the
Commission was due to publish a communication on the issue, which is set to lead to much related
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discussion on labour law by the end of 2007. Major challenges highlighted in the Green Paper include
the following issues:

m employment transitions - labour and social security laws may not be sufficient to assist workers
in moving from one status to another, in the case of involuntary or voluntary discontinuities, in
the labour market. The Green Paper states: ‘Opportunities to enter, remain and make progress in
the labour market vary considerably, with both employment protection legislation and the legal
contractual framework at national level having a strong impact on job status transitions, especially

as regards the position of the long-term unemployed and precariously employed “outsiders™;

m uncertainties with regard to the law - different forms of work have made the distinction between
‘employee’ and ‘self-employed’ less clear. Such problems arise when an employee tries to hide
their legal status in order to avoid taxes or social security contributions. Temporary agency work
is regulated in most Member States through a combination of legislation, collective agreements
and self-regulation. The Commission seeks to establish the non-discrimination principle to ensure
that temporary agency workers are not treated less favourably than regular workers. Moreover, the
different scope of the definition of ‘worker’ in the various Member States affects workers’
protection, especially in the case of the free movement of workers, implementation of directives
on posting workers, as well as transfers of undertakings:

m cnforcement issues and undeclared work — undeclared work is often related to cross-border labour
movements, being the main contributor of social dumping. National governments and state
agencies have a crucial role to play in monitoring the application of the law in relation to this
issue, collecting reliable data on labour market trends and changing work and employment
patterns.

All of these issues are directly related to the flexicurity debate. The essence of work has changed
over time, and when labour laws are relatively restrictive, the market will look for new ways of coping
with this changing situation. Temporary agency waork, self-employment and other flexible work forms
are a response to overregulated labour markets. In view of this, labour legislation has to be adjusted
to the changing labour market situation, which is the major issue in the flexicurity debate. The main
questions are centred around finding a balance between labour market flexibility and social security,
guaranteeing minimum social protection to all employees and increasing employment security.

Concept of flexicurity

Expectations are high in relation to improving the competitiveness of the European economy and
enlarging the eurozone. Flexible labour markets help to facilitate the expected rapid economic growth
of European economies and to adjust to the possible asymmetric shocks of the eurozone (HM
Treasury, 2003). The particular significance of labour market flexibility is also explained by the
‘optimum currency area theory' (Mundell, 1961), which forms a theoretical framework for the
European Economic and Menetary Union (EMU). A possible serious negative consequence of
enhancing labour market flexibility may be an increased feeling of insecurity that could weaken
coheslon in society and discourage the improvement of human capital. Against this background, an
inevitable question which arises is how people can be protected from these unacceptable forms of
labour market flexibility. Therefore, the European social model emphasises the importance of high
labour security and social cohesion. In order to combine these two tasks - namely, the necessity to
increase labour market flexibility while simultaneously providing social security and supporting social
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cohesion, in an effort to enhance economic growth and competitiveness — a relatively new concept
referred to as labour flexicurity has been developed. Flexicurity, as a policy option in general, refers
to social protection measures for a flexible workforce.

Wilthagen and Tros (2004) ascribe the initial concept of flexicurity to the Dutch Professor Hans
Adriaansens, who started to use this term in his speeches and interviews in 1995. Professor
Adriaansens defined flexicurity as a shift from job security towards employment security and
suggested compensating for the decline in job security due to fewer permanent jobs and easier
dismissals by improving employment opportunities and social security. Based on these initial
considerations, Wilthagen and Rogowski (2002) defined flexicurity as ‘a policy strategy that attempts,
synchronically and in a deliberate way. to enhance the flexibility of the labour market and to enhance
security — employment security and social security - notably for weaker groups inside and outside the
labour market, on the other hand'. This definition is sometimes also referred to as the Dutch
approach to flexicurity (Klammer, 2004). In Denmark, flexicurity is also viewed in combination with
a low level of dismissal protection and high unemployment benefits (Madsen, 2006). Overall,
Denmark and the Netherlands are often used as examples of good practice in the field of flexicurity.

Several authors have defined flexicurity in a much more general way. For instance, Keller and Seifert
(2004) view flexicurity as social protection for a flexible workforce, which is understood as an
alternative to pure flexibilisation, or to a deregulation-only policy according to Klammer (2004). As
correctly mentioned by Tangian (2005). the definitions describing flexicurity concepts are more like
strategies which are difficult to describe quantitatively. Therefore, he suggests narrowing the definition
so that flexicurity can be measured numerically. According to Tangian, flexicurity is the employment
and social security of atypically employed people, in other words of those who ordinarily do not
have a permanent full-time job. Based on this relatively narrow definition, Tangian constructs a
flexicurity index, which is based on qualitative juridical data and several other indicators. On the
protection side, eligibility for public pensions, unemployment benefits, paid sick leave, paid maternity
leave and paid holidays as the indicators for social security are used for describing employment
protection.

Eamets and Paas (2007) define flexicurity as increasing labour market mobility — job flows,
movement of labour, functional and occupational mobility, geographical mobility, and flexible
working time arrangements — with opportunities to get a new job and not to lose out substantially in
terms of income level. The latter two characteristics mean that unemployed people should receive
sufficient training and active labour market policy support in order to secure a new job quickly.
Unemployment benefit should be sufficient to cover major income losses when people are searching
for new jobs. Moreover, the duration of the payment of unemployment benefit should be relatively
short, so that people will not lose motivation to seek new jobs.

Although some authors still consider flexicurity as a specific Dutch/Danish phenomenon (Gorter,
2000), the idea has spread throughout Europe within only a few years. At the Lisbon summit of 2000,
the EU had already referred to the concept of flexicurity (Vielle and Walthery, 2003). In the EU’s
Employment Guidelines for 2003, the balance between security and flexibility was explained as
follows: ‘providing the right balance between flexibility and security will help support the
competitiveness of firms, increase quality and productivity at work and facilitate the adaptation of
firms and workers to economic change’ (Council of the European Union, 2003, paragraph 12). The
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Commission report Employment in Europe 2006 states that the Member States need to identify and
implement appropriate combinations of policies, which enhance both the flexibility and security of
their labour markets. No single flexicurity solution exists for all Member States, and therefore adopted
reforms need to take into account the specific situation — encompassing the political, economic,
social and legal environment - of each country.






Comparison of different flexicurity
components

Comparison of flexibility in EU Member States

The most well-known classification of labour market flexibility distinguishes between four types of
flexibility (see, for example, Tangian, 2006; Wilthagen and Tros, 2004):

m external numerical flexibility — the flexibility of hiring and firing, ordering some services from
external workers or companies without having to award long-term employment contracts, but
instead using commerclal contracts through teleworking, virtual organisations or ‘entreployees’,
that Is, those engaged in self-entreprencurial activities;

m internal numerical flexibility — an employer’s ability to modify the number and arrangement of
working hours without changing the number of employees:

m functional flexibility — an employer's ability to move employees between different tasks or
departments, or to change the content of their work;

m wage flexibility - enables employers to alter wages in response to changes in labour market or
competitive conditions.

The number of indicators reflecting labour market flexibility is particularly large and includes various
aspects concerning both labour demand and supply (see also Chapter 3). It should be emphasised
that most of the studies analysing labour market flexibility use the approach that the labour market
legislation - that is, the easiness or complicacy of changing the number of employees or working
hours using the different forms of working arrangements — of a given country better reflects labour
market flexibility in this country. Therefore, it is possible to analyse several aspects of labour market
regulations and compare them in order to distinguish between flexible and inflexible countries. In this
regard, another approach is to combine the different aspects of labour market legislation, thus making
a composite indicator. As the latter approach enables researchers to compare countries, it is often
used In cross-county labour market flexibility analysis. The following sections compare different
aspects of flexibility in the various EU Member States, as well as outlining the social partners’ views
in relation to specific issues.

Liberal firing and hiring rules

This section presents the indices of firing and hiring difficulties in EU Member States. In terms of
hiring and firing, the labour markets in Latvia and Spain are most rigid. The difficulty of hiring index
is also high in France and Greece, while the difficulty of firing index is higher in Latvia, the
Netherlands, Portugal and Slovenia. According to the findings presented in Figures 1 and 2, the most
flexible labour markets include those in the UK, Denmark, Belgium and Hungary.

! The majority of empirical studies which attempt to compare countries on the basis of labour market flexibility have concentrated on external
or internal numerical flexibility or wage flexibility (see. for example, Wilthagen and Tros, 2004). because data about functional flexibility is
scarce and not often intemationally comparable.
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Figure 1  Difficulty of hiring index, by country, 2004 and 2005
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Note: The difficulty of hiring index (1) whether fixed-term contracts can be used only for temporary tasks; (2) the
- lative d fon of fixed-term contracts: and (3) the ratio of the minimum wage for a trainee or first-time
employee to the average value added per worker. A country Is assigned a score of 1 if fixed-term contracts ¢an be used only
for temporary tasks and a score of 0 if they can be used for any task. A score of 1 is assigned 1f the cumulati
duration of fixed-term contracts is less than three years: 0.5 if it is between three and five years; and 0 if term contracts can
last five years or more. Finally, a score of 1 is assigned if the ratio of the minimum wage to the average value added per worker
is higher than or equal to 0.75; 0.67 for a ratio greater than or equal to 0.50 and less than 0.75: 0.33 for a ratio greater than
orequal to 0.25 and less than 0.50; and 0 for a ratio less than 0.25. No data are available for Cyprus, Luxembourg and Malta.
2004 data for Austria and Denmark missing.
Source: Doing Business., World Bank Group, 2004 and 2005.

Flexible forms of work

In many countries, legislative systems have been busy in recent years regulating new forms of work,
such as telework (Hungary and Poland), working time arrangements (Greece, Hungary and
Slovakia), fixed-term work (Malta), part-time work (Lithuania, Malta, the Netherlands and Poland),
working time accounts where extra time worked and holiday time could be stored and subsequently
‘taken out” in the form of free time or compensated for financially (Luxembourg), and home working
(Slovakia). Many of these changes have reflected the required transposition of relevant European
directives into national legislation, such as EC directives on night work in the context of equal
treatment for men and women, part-time work, fixed-term work, atypical forms of employment,
temporary agency work and teleworking (for a more detailed discussion, see, for example, EIRO,
2006a).

According to the Commission’s report Employment in Europe 2006, in 2003, 18.4% of workers in the
EU were engaged in part-time employment. This reflects a significant increase compared with the

12
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Figure 2  Difficulty of firing index, by country, 2004 and 2005
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Note: The difficulty of firing index has eight comp ts: (1) whether redundancy is disallowed as a basis for terminating
workers' employment contratcts; (2) whether the employer needs to notify a third party — such as a government agency - to
make one worker redundant; (3) whether the employer needs to notify a third party to make a group of 25 workers redundant;

(4) whether the employer needs approval from a third party w make one worker redundant; (5) whether the employer needs
approval from a third party to make a group of 25 workers redundant; (6) whether the law requires the employer to consider
reassignment or retraining options before redundancy ination; (7) whether priority rules apply for redundancies; and (8)

whether priority rules apply for re-employment. For the first g an affirmative answer for workers of any income level
gives a score of 10 and means that the rest of the questions do not apply. An affirmative answer to question 4 gives a score
of 2. For every other question, if the answer is yes, a score of 1 is assigned; otherwise a score of 0 is given. Questions 1 and
4, s the most restrictive regulations, have greater welght in the construction of the index. No data are available for Cyprus,
Lusembourg and Malta.

Source: Doing Business, World Bank Group, 2004 and 2005,

previous years and a continuation in the prevalence of more flexible forms of employment. The
proportion of part-time workers as a measure of flexibility implies that the older EU15 countries have
far more flexible labour markets — in 2005, the average share of part-time workers as a proportion of
total employment in the EU15 was 21.7%, while the respective figure for the 10 new Member States
that joined the EU in 2004 (EU10) stood at 7.9% (Figure 3). A cross-country comparison reveals
that the Netherlands has the highest proportion of part-time workers; almost half of the country's
employees work part time. Working part time is particularly prevalent among women, as about 75%
of female employees in the Netherlands work part-time hours. Looking at the EU15 in particular, the
proportion of part-time workers is also relatively high in the UK, Sweden, Germany, Denmark,
Belgium and Austria, but is rather low in Greece. In contrast, the EL10 countries have a markedly
lower share of part-time workers compared with the old ELI Member States. These differences in the
extent and perception of part-time employment imply that the situation of part-time workers — mostly
in relation to income, but also social security rights - varies strongly between the old EU15 and the
EUL0 countries, as the next section also illustrates,

13



Approaches to flexicurity: EU models

Figure 3 Average level of part-time work as a percentage of total employment, by country,
2000-2005

Note: For Ireland, the average Is for 2000-2004.
Source: Eurastat, 2000-2005.

In 2005, some 14.5% of ELIZ5 employees held a fixed-term employment contract. The proportion of
employees with fixed-term contracts is highest in Spain, followed by Portugal, Poland and the Nordic
countries. In Estonia, Malta, Luxembourg, Ireland and Slovakia, only 5% or less of employees were
employed under fixed-term contracts (Figure 4). According to a recent study on benchmarking,
country differences in fixed-term employment rates are explained by the regulations in force for
regular contracts and the relative differences in employment protection legislation between regular
and temporary employment contracts (ETUI-REHS, 2007).

Non-standard forms of employment are generally favoured in Europe in order to fight long-term
unemployment and increase the employment rates of specific labour market groups. Apart from part-
time and fixed-term employment, other forms of non-standard employment, such as casual
employment, temporary agency work and self-employment, are also promoted. While these forms of
employment increase labour market flexibility, they are often associated with lower job security,
fewer career possibilities, lower income and restricted access to fringe and social benefits. The degree
of precariousness of non-standard employment forms varies not only between countries, but also
between different labour market segments (ETUI-REHS, 2007).
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Figure 4 Average proportion of fixed-term contracts as a percentage of total employment, by
country, 2000-2005
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Figure 5 Average annual working hours per person in employment, by country, 2005
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Note: No data are available for Cyprus, Estonia, Latvia, Lithuania, Malta and Slovenia.
Source: it Cs Empl in Europe, 2006.
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Working time flexibility

In recent years, many countries have been dealing with the transposition of relevant European
directives into national legislation, including the introduction of the 35-hour working week, the
increase in paid holidays and flexibility as to when leave may be taken, and the annualisation of
working time (Figure 5). The reduction of working time and annualised hours are reflections of a
growing debate on flexible working conditions. More specifically, in some countries, such as Belgium,
Greece, Portugal and Spain, the issue of reduced working time has remained a topic for discussion
on the social partner agenda. One exception in this regard is France where the 35-hour working week
was introduced by law in 1999. Following this move in France, a large number of sectoral and
company agreements reduced working time by combining various approaches, such as flexi-time
work, caps on overtime, individual ‘time banks', additional rest days and part-time work. Increased
working time flexibility has been regulated in countries such as Luxembourg, Spain (such as in
relation to shop opening hours) and Sweden, where more favourable measures regarding working
time have been introduced (for a more detailed discussion, see EIRO, 2006b).

In relation to working time, EU countries roughly fall into two groups: the first group sets the
maximum weekly working hours at 48 hours, as specified under Council Directive 93/104/EC of 23
November 1993 concerning certain aspects of the organisation of working time; the second group
stipulates a weekly limit of 40 hours. One exception is Belgium, which has a weekly working time of
38 hours. In the first group of countries, the statutory maximum is in excess of the average collectively
agreed number of weekly working hours and higher than the actual average weekly hours; thus, this
maximum appears to operate essentially as a safety net, although the 48-hour figure often includes
overtime. In the second group of countries, the statutory maximum working time is much closer to
the average agreed or actual weekly hours, indicating that the law plays a more active role in
governing working time — although overtime may not be included in this figure. These statutory
maximum amounts may be exceeded in many countries, particularly in the context of working time
flexibility schemes that allow weekly hours to be varied around an average over a reference period
of up to four months?® (EIRO, 2006b). In addition, average collectively agreed normal weekly working
hours amount to less than 40 hours in most countries. The difference between the statutory
maximum working week and collectively agreed hours is greatest in France, the Netherlands,
Denmark, the UK and Germany.

It can be concluded that countries with more flexible regulations include Denmark, the UK and to
some extent also Belgium and the Netherlands. Spain, Greece and France are more dominant among
the countries with lower numerical flexibility. According to the national experts’ reports, the following
conclusions can be drawn. In Sweden, flexicurity policies are supported by social partnership through
collective agreements and company-level negotiations. A relatively timely and all-encompassing Law
on Flexibility and Security was passed in the Netherlands in 1999, which was based on the self-
regulatory action of the social partners, who concluded a flexicurity agreement in 1996. In Slovakia,
flexibility is supported by collective bargaining, but job security in companies is relatively low. In
Italy, some movement towards flexibility with the involvement of the social partners has also taken
place. Estonia, France, Greece, Latvia, Lithuania and Poland claim to have an inadequate level of
social dialogue on flexicurity issues. In France, the government attempted to introduce flexibility

* These statutory maximum figures may also be exceeded due to unofficlal working hours like unpaid overtime work, dispersion of working

hours and places. or Inf I hnology (IT). Such ph, disperse and Increase actual working hours, panticularly among white-
collar workers.
* See: hip i europa.ewein/l 117 himl

16



Comparison of different flexicurity components

into the labour market by changing labour legislation without consulting or initiating real social
dialogue with the social partners. As a result, the social partners rejected the government's plan,
which led to the recent withdrawal of the controversial legislation. The absence of social dialogue on
flexicurity in France represents the greatest weakness in terms of industrial relations input in the
implementation of the Lisbon Strategy.

Comparison of social security systems in EU Member States

According to Wilthagen, Tros and van Lieshout (2003), social security can be distinguished according
to the following four categories:

m job security - the certainty of retaining a specific job with a particular employer;

= employment security — the certainty of remaining in work but not necessarily with the same
employer;

m  income security — income protection in the event that paid work ceases;

m combined security - the certainty of being able to combine paid work with other social
responsibilities and obligations.

The number of indicators used to describe social security is relatively large (see also Chapter 3). For
example, Wilthagen (2003) and Vielle and Walthery (2003), among others, associated social
protection with unemployment benefits, minimum guaranteed income schemes, retirement schemes,
guaranteed minimum income, parental allowances, sickness and disability benefits and healthcare
insurance, monitoring access to certain benefits, as well as the rate and duration of benefits. Hessels
et al (2006) used both aggregate and micro-level indicators to represent social security. On the one
hand, aggregate indicators, such as social security contributions or premiums paid by employers
and employees, are considered by Hessels et al. On the other hand, they look at micro-level based
indicators, such as ‘replacement rates’, measuring the benefits an individual is entitled to in the
event of unemployment or illness/disability.

One frequently used indicator measuring social security is the amount of social security expenditure
and the level of expenditure in terms of gross domestic product (GDP) (Arjona, Ladaique and
Pearson, 2001; Korpi, 1985; Wennekers et al, 2005; Bonnet, 2002). Chung (2005) has proposed that
the tax wedge can represent the generosity of the social security system, since the tax wedge includes
social insurance contributions. In a similar way to the debate on security, there is also the possibility
to combine different aspects of social security and to create composite indicators. For example,
indicators such as the Social Protection Index and Social Security Laws Index (Baulch et al, 2006;
Botero et al, 2003), the ILO Economic Security Index and the Composite Labour Security Index (Sen
and Dasgupta, 2005) are used for cross-country analyses. Although different indices are undoubtedly
more adequate ways to measure social security, these have flaws as they need a lot of data and may
cause errors in aggregating the data. The following section compares the different aspects of social
security in the EU Member States and outlines the social partners’ views on specific issues.

Job and employment security
A study by the European Industrial Relations Observatory (EIRO) concludes that it is a common
trend to switch from a welfare orientation to a more proactive employment policy (EIRO, 2005). In
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fact, efforts have been made to develop synergies between employers, employees and local
employment offices. According to this rationale, the redundancy procedure should not aim to achieve
financial compensation for job loss. Rather, it should help the employee to ensure a relatively smooth
transition to a new job, by minimising not only financial, but also social costs. Legislation in Austria,
Denmark, Germany and Luxembourg explicitly states that the consultation procedure with employee
representatives should aim to minimise the number of redundancies and to soften the impact of
redundancy where it cannot be avoided. Thus, countries such as Denmark, France, Germany, the
Netherlands and Spain provide for a statutory obligation to draw up a social plan. This rationale
already underpins the way Nordic countries deal with redundancies. In fact, Denmark, Finland and
Sweden do not provide for special compensation payments in the case of redundancies. Instead,
these countries actively support employees in finding a new job. In Sweden, "adjustment’ agreements
constitute a form of insurance which aims to facilitate the adjustment process for employees who
have been made redundant. Furthermore, employees due to be made redundant are entitled to
reasonable leave of absence, with full employment benefit, to look for a new job. In Finland,
employees should be given an ‘employment programme’ set out by employers, employees and labour
authorities. In Sweden, a series of funds have established redundancy support for employees,
including a personal advisor, further training and additional income supplements.

Figure 6 Employment protection legislation index, by country, late 1990s and 2003
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Source: OECD Employment outlook 2004.
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Income security

According to the study by the ETUI-REHS (2007), it is often argued that wage differences between
European countries act as an incentive for relocation, while employers also exert pressure on wage
negotiations by using the threat of relocation. At the same time, analysis of wage and productivity
developments show that wage growth is lagging behind productivity growth (European Commission,
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2006). Control of labour costs works in most countries to some extent through collective wage
bargaining, although the results are not always effective. A better model in this regard might be that
of the Netherlands, where wage moderation is reached through a combination of central coordination
and decentralised bargaining, backed up by a policy culture dominated by consensus seeking
between the government, employer organisations and trace unions, in an effort to stimulate economic
development and welfare. The social partners in Sweden have also managed to achieve a balance
of interests in order to attain favourable results.

At p t, an increasing concern relates to low pay and the working poor, which means that, for
some groups of workers and their families, wages are too low to keep them above the poverty line.
The findings in Figure 7 show the proportion of people who are at risk of poverty before and after
social transfers in the EU Member States. The data show a rather diverse picture in the different
Member States. In this context, the minimum wage is currently a major topic of debate in a number
of EU Member States (ETUI-REHS, 2007)

Figure 7 Average at-risk-of-poverty rate before and after social transfers, by country, 2000-
2005 (%)
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@ At-risk-of-poverty rate before secial transfers, 2000-2005
@ At-risk-of-poverty rate after social transfers, 2000-2005

Note: "At-risk-of-poverty rate before social fers' refers to the proportion of | with an equalised disposable income,
before social below the risk-of-poverty threshold, which is set at 60% of the national median equalised disposable
income (after social transfers). Retirement and survivors’ pensions are counted as income before transfers and not as social
transfers. ‘At-risk-of-poverty rate after social fers' refers to the proportion of f with an equalised disposable income
below the risk-of-poverty threshold. which is set at 60% of the national median equalised disposable income (after social
transfers).

Source: Eurostat, 2000-2005.

Reconciliation of work and family life
Social security also involves being able to combine family life and work commitments through
creating attractive arrangements for paternity/maternity leave, as well as suitable childeare facilities.
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Such measures are essential to achieve a higher labour market participation rate among women. As
with other policy areas, variations exist across countries in terms of the possibilities to reconcile work
and family life as well as the means - through legislation or collective bargaining - of regulation.
New forms of work organisation, special leave, career breaks and childeare support appear on the
bargaining agenda of almost all Member States. Overall, it appears that collective bargaining in the
EU10 does not deal with the issue, with the exception of the Czech Republic regarding leave
arrangements and Slovenia in relation to tripartite agreements, including on gender equality. While
collective bargaining plays a minor role in the ELL10 countries, legislation is an important tool for
policymakers in introducing changes that offer employees more choice in balancing work and family
or other responsibilities. Although the differences between the EULS and the ELIL0 are more
noticeable in this regard, variations also exist within the EU15, reflecting the different priorities,
traditions and systems of these countries.

Many EU Member States, particularly the EU10, have introduced new legislation in a number of
areas: work-life balance issues have been addressed in Hungary, Malta, Belgium and Portugal;
paternity or other leave arrangements have been dealt with in Latvia, Lithuania, Poland and Slovakia,
but also in the Netherlands; the protection of pregnant women has been regulated in Latvia and the
Netherlands; family-friendly policies have been intraduced in Malta; equality legislation came into
effect in Poland, Slovakia and Portugal; and legislation relating to the care of family members has
been introduced in Slovakia (for further details, see EIRO, 20006).

New forms of work as part of the reconciliation agenda - gender equality, gender balance, maternity
leave, paternity leave, work-life balance — have been negotiated in some countries, such as France,
Germany, Greece, Italy, Portugal, Slovenia and Spain. In terms of special leave - parental leave,
maternity leave, family and care leave — and career breaks or sabbaticals, agreements have been
concluded at sectoral level in various Member States, including Austria, Belgium, Denmark, Finland,
Germany, Greece, Italy, Luxembourg and Portugal, as well as at national level in Belgium, Finland,
Greece, Ireland, and at company level in Greece, Italy and Portugal. Some provisions also exist in
the existing National Action Plans (NAPs) of Member States. The industrial relations system plays
an important role in decreasing gender inequalities in France, where the social partners have
unanimously signed a national intersectoral agreement in 2004 about professional equality between
men and women. The agreement aims to reduce gender disparities in terms of recruitment, pay and
career development. It signals the will of the social partners to address the issue of gender equality
and to include it in both sector and company-level negotiations. The agreement was used as a basis
for a law on wage equality between both sexes in 2006 (Figure 8). Company-level bargaining plays
an important role in decreasing the gender pay gap in Sweden.

In conclusion, country rankings based on different social security measures show that, even if the
differences between the EU15 and the EU10 are not particularly significant overall, the figures still
vary considerably. Sweden, Luxembourg, Denmark, Belgium, France Germany, Austria and the
Netherlands tend to have higher levels of social security: the three Baltic countries have the lowest
level of social protection. In addition, the figures are quite low for Slovakia, Hungary, Poland, Ireland,
Malta and the Czech Republic. Income equalisation through social transfers seems to be the most
successful in Denmark, but it has also proved favourable in Sweden, the Czech Republic, Finland,
Luxembourg, France, Belgium and the Netherlands.
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Figure 8 Gender pay gap, by country, 2005 and average 2000-2005
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Note: The gender pay gap is given as the difference between average gross hourly ings of male paid employees and of
female paid employees as a percentage of average gross hourly earnings of male paid employees. The population consists of
all paid employees aged 16-64 years that are “at work 15+ hours a week'.

In calculating the 20002005 averages the 2002-2003 data for Italy and Belgium, 2003 data for Slovenia, 2000 data for
Poland, 2002 data for Ireland and Austria are missing.

Source: Eurostat, 2000-2005; for Finland, estimation of expert Juhani Pekkola.

Comparison of active labour market policies in EU Member States

Active labour market policies (ALMPs) should, in particular, help people to re-enter the labour market
and decrease unemployment by improving the functioning of the labour market in various ways.
Typically, the following interventions are considered as active labour market programmes: training
and development, job rotation and job sharing, employment incentives, integration of disabled
individuals, direct job creation and start-up incentives. In practice, more combined programmes for
unemployed people are increasingly emerging, which are also combined with passive labour market
policies and programmes designed especially for specific target groups, such as younger and older
people. Public labour market services that facilitate the integration of unemployed people and other
jobseekers in the labour market, or which assist employers in recruiting and selecting staff, are
sometimes also considered as ALMPs.

Strong activation and training measures

In particular, Denmark and the Netherlands have a relatively high expenditure on active labour
market policies, with an additional focus on training and development. Other older Member States
of the EU15 spend a considerable amount on active measures. The expenditure of the EUI10
countries on such measures is rather low and extremely small in Slovakia and Estonia. According to
the ETUI-REHS (2007), from a policy perspective it is not only important how much training is being
provided, but also how the opportunities for training are distributed and how they are perceived by
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the population. Lifelong employability based on the need for continuous learning and the upgrading
of skills is considered a viable alternative to lifelong employment. A high proportion of adults
participate in education and learning in Sweden, the UK, Denmark and Finland, but their share is
practically non-existent in Greece. Hungary, Portugal, Slovakia and Poland also fall behind other
countries in this regard (Figure 9).

Figure 9 Average percentage of population aged 25-64 years participating in education and
training over the four weeks prior to survey, by country, 2000-2005
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Note: In calculating the averages for 2000-2005, the 2000 data for Poland and Slovenia and 2000-2001 data for Slovakia,

the Czech Republic, Ireland and Latvia are missing.

Source: Eurostat, 2000-2005.

Lifelong learning

No major differences are evident between the countries in terms of total expenditure on education.
Denmark, Sweden, Cyprus and Finland spend relatively more on education than do the other
Member States. Yet, the importance of lifelong learning varies between countries. Since the late
1980s, lifelong learning has begun to acquire an increasing importance in the social partners’
bargaining agenda. The negotiations have been carried out at national, territorial, intersectoral,
sectoral or company level. Lifelong learning has become a qualitative element in collective bargaining
and regulation in this area has clearly emerged as the central topic: in other words, most collective
bargaining has focused on the establishment of an institutional, normative and financial framework
that regulates and stimulates training and development in companies. The characteristics of the
industrial relations system in each country influence lifelong learning arrangements. Thus, Austria,
Belgium, Denmark, France, Italy, the Netherlands and Spain show an extensive development of the
national and sectoral-level collective bargaining on lifelong learning. On the other hand, a significant
number of company agreements exist in Germany that deal with lifelong learning, although sectoral-
level bargaining still remains important. Company-level agreements are also seen frequently in Italy,
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regulating different aspects than those dealt with at sectoral or national level. A third group of
countries exists where collective bargaining has a limited impact on lifelong learning, including
Ireland, Greece, Luxembourg, Portugal and the UK. In particular, in Ireland, Greece and Portugal,
lifelong learning is part of the national employment policy and is still largely separated from collective
bargaining (EIRO, 2002).

Active labour market policy plays a crucial role in defining flexicurity models. Without government
intervention, it is not possible to guarantee a smooth transition from one job to another. It is essential
to have appropriate training systems in place so that people can change or increase their
qualifications if a new job demands it. According to national expert reports, human capital
development is a point where many countries claim to have achieved good outcomes as a result of
it being included on the collective bargaining agenda ~ such countries include Belgium, France,
Ireland, Portugal, Slovakia, Slovenia, Spain, Sweden and Greece. The social partners in Poland also
have a substantial interest in the matter, although the effects have so far been rather limited. In the
Netherlands, human capital development is considered as only a minor point in most collective
agreements and is not an issue high on the government policy agenda. Concerning active labour
market policies, several government regulations and collective agreements which aim to stimulate
reintegration and active labour market participation have been introduced recently in the
Netherlands, but the effects of these measures seem to be rather modest so far. In Slovenia, the
social partners involved in the tripartite agreements, such as the Social Agreement, as well as in
other forms or levels of tripartite and bipartite dialogue, have supported active labour market policies
as instruments for fostering higher employability. In Sweden, the social partners have managed to
balance the interests of workers and employers in order to achieve good results in this area.
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Measurement of flexicurity

Over the last few years, a large number of studies have been carried out which discuss the concept
of flexicurity. While studies on the issue are increasing, widespread consensus is still lacking on the
definition and measurement of flexicurity. The number of indicators reflecting flexibility and social
security is particularly large and includes various aspects concerning both labour demand and supply
(see also Chapter 2). A variety of papers exist describing different aspects of flexicurity issues. As the
concept of flexicurity itself is relatively new, no general consensus emerges from existing literature
in terms of which indicators are better and which reflect the essence of the concepts in the best
possible way. Attempts have been made to measure flexicurity in different countries and several
authors have tried to rank countries based on their choice of indicators. Annex 1 gathers some
empirical analyses and presents different rankings of EU Member States according to their social
security and flexicurity aspects.

For example, Tangian (2004) introduced flexicurity indices which are constructed from the following
SOUrCes:

= measurements of the strictness of employment protection legislation, provided by the OECD;

m  qualitative juridical data on social security benefits, such as unemployment insurance and public
pensions;

m data on the dynamics of employment types, such as permanent, temporary, full-time, part-time
and self-employed positions.

Tangian distinguished between the ‘norm-security index’ indicating the security of permanent full-
time employees, the ‘flexicurity index’ covering the security of permanent part-time and fixed-term
full-time employees and the ‘all-security index’ indicating the security of all of the three
aforementioned groups. The analysis revealed that the highest indices are attained by Sweden and
the Netherlands, while the lowest are occupied by the UK, Portugal, Spain and the Czech Republic.

However, different authors have generally used separate measures for labour market flexibility and
social security. The most well-known classification of labour market flexibility distinguishes between
four forms of labour market flexibility and four forms of social security (see, for example, Tangian
2006: Wilthagen and Tros, 2004). Tangian (2006) and Boeri et al (2002, 2006) analysed the
relationship between labour market flexibility, which includes the employment protection legislation
(EPL) index, and security, which includes the generosity of unemployment insurance benefits. The
results indicate that it is possible to distinguish between different groups of countries. In several
countries — France, Germany and Belgium - unemployment benefits are particularly generous, while
the EPL has traditionally been close to the EU average. Southern European countries like Italy, Spain
and Greece, on the other hand, are historically characterised by strict employment protection
regulations and a rather low coverage of unemployment benefits.

Several authors have also found significant trade-offs between social security and flexibility (see

Boeri et al, 2003, 2006), which means that countries with flexible labour markets have a rather low
level of security and vice versa. In the context of measuring flexicurity, some aspects of social security
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and flexibility can be measured using the same indicators, but with ‘opposite signs’, thereby they
‘cancel out'. According to Tangian (2005), it makes little sense to view all types of security in direct
opposition to flexibility, because the latter implies most of the former. In the case of social security,
income security is the only category not described by different types of flexibility. This concept has
been adopted by several authors describing social security. For example, Tangian (2005) only
considers different social security benefits measuring social security, in a similar way to Baulch et al
(2006), Botero et al (2003) and Moffitt (2001) who, however, have referred to this measure as an
overall measure of welfare generosity and have not linked it with the wider concept of social security.

Analysis of flexicurity models

The objective of the following analysis is to classify the EU Member States into groups based on
flexicurity models and to determine whether countries with similar flexicurity systems also show
similarities in their industrial relations systems. Therefore, factor analysis and cluster analysis are
applied. Factor analysis is a method for detecting structure in the relationships between large sets of
variables. This method allows for the summarising of information on variables, reducing initial sets
of variables into new smaller sets of combined variables or factors. In the first phase of the analysis,
factors are extracted from initial data and decisions must be made on how many factors to define.
Although there are several criteria which help with this decision, the objective of the analysis was to
determine at least 75% of common variance. The next step is rotation in factor analysis, which
involves the redistribution of variance between factors to achieve a more meaningful factor structure.
In defining a perfect structure, every variable must be associated with only one factor. Oblique
rotation is used, which allows for correlation between factors, since different aspects of flexicurity are
likely to be closely related. The next step in the analysis involves assigning names to factors based
on variables highly connected to each particular factor. Lastly, the objective of the analysis is to also
reduce information to a smaller set of variables, through which combined variables can be found.

The primary purpose of cluster analysis is to group objects based on their characteristics. The analysis
is used to simplify data and identify relationships among the observations. Objects are classified
into groups based on their similarity to each other with respect to some predetermined selection
criterion. Several methods can be used to calculate the (dis)similarity of the objects. The most well-
known methods are correlation coefficient and several distant measures - such as the Euclidean
distance’, Mahalanobis distance® and city-block distance®. It is possible to use hierarchical and non-
hierarchical clustering procedures. In the former case, the number of groups is not predetermined,
while in the latter case it is. Although several stopping rules (a mechanism for deciding whether to
continue or stop a process on the basis of the present position and past events) are available, the
selection of the final number of groups is determined by the researcher and is therefore highly
subjective. Therefore, objects belonging to the same group are more similar to each other than they
are to objects in other groups: in other words, resulting groups should exhibit high internal
homogeneity within the group and high heterogeneity between the groups. In the cluster analysis, the

The Euclidean distance measures the straight line between two objects or values.

The Mahalanobis distance is based | between variables by which different pattems can be identified and analysed. Itis a useful
way of d ining the similarity of an un} sample set to a known one, and it differs from the Euclidean distance in that it takes inte
account the correlations of the data set and is not dependent on the scale of measurements.

The city block distance, altermatively known as the Manhattan distance, is related to the Euclidean distance; while the latter corresponds to
the length of the shortest path between two values (Le. a straight line), the former is the sum of distances one would have to walk between
mwo polnts in a city where one has to walk along city blocks: it thus represents the distance between two points in a city road grid and
examines the absolute differences between coordinates of a pair of objects.
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complete linkage method and Euclidean distance is used as a measure of dissimilarities between
countries. In the clustering process, the variables used are coefficients obtained from factor analysis.

However, certain weaknesses are associated with both factor and cluster analysis, which must be
considered. The most significant limitation in this respect is that both of these methods are highly
subjective. For example, in the factor analysis, deciding on how many factors to retain, which rotation
method to use, which variables are considered to be connected to which factors, as well as the names
of factors are all highly subjective. Hence, different solutions may be found from the same initial
data. The cluster analysis can be characterised as atheoretical, exploratory and deseriptive; moreover,
it has no statistical basis on which statistical inferences can be drawn from sample to population,
which makes it difficult to generalise the sample-based results in relation to the whole population.
Furthermore, the results depend on the researcher's decisions and the cluster solution is extremely
dependent on the variables used in the analysis as the similarity measure.

One of the aims of this research was to define flexicurity models for all ELI Member States - excluding
the newcomers Romania and Bulgaria, which joined the EU on | January 2007. Up until now, most
of the research in this field has been based on analysing OECD countries or the EU15 countries. This
represents a challenging task, as finding comparable information about all EU25 countries is
complicated for various reasons. First, the indicators for which values are available for all EU25
Member States are relatively scarce. For example, the most well-known composite indicator used for
measuring the strictness of EPL - the EPL index - is not available for the majority of the EU10
countries. For similar reasons, several other indicators could not be included in the analysis — such
as data measuring the success of the implementation of active labour market policies. Secondly,
information was collected about more than 60 variables that could possibly appear to be relevant in
analysing the flexicurity approach. As the number of observations must exceed the number of
variables in factor analysis, it was possible to keep a maximum of 25 variables. Then, excluding
variables, the analysis relied on the Kaiser-Meyer-Olkin (KMO)'® measure of sampling adequacy
and excluded variables for which the KMO was the lowest. Thirdly, the interpretability criteria were
considered, making it possible to constantly observe whether the variables are logically combined
into factors during the factor analysis process. Therefore, flexicurity had to be treated slightly
differently as data were available on labour market flexibility/adaptability, social security and social
cohesion. The major problem of this study, and other studies on flexicurity issues, is the lack of
reliable and comparable quantitative and qualitative data.

As a result, the choice of indicators that could be included in the analysis was quite limited (for
definitions and sources of the following variables, see Annex 2 and the discussion in the next section).
The following indicators were used to:

m measure labour market flexibility - tenure, mobility, ease of finding a new job, proportion of part-
time workers, trust in the society;

m  characterise the security in different countries - total expenditure on social protection (% of GDP),
total expenditure on social protection per head of population, unemployment insurance, the long-
term unemployment rate, the youth unemployment rate, the share of early school-leavers, the
employment rate of people aged 55-64 years, the Gini coefficient (measures the inequality of

12 KMO takes values between 0 and 1, with small values meaning that the values have too linle in common overall to warrant a factor analysis.
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income distribution within a country) and the poverty rate (cut-off point equals 50% of the median
equivalised income);

m characterise the activation side of labour market - lifelong learning and training indicators.

In the final version, 16 variables were used as an input to factor analysis. Variables correspond to
the main assumption of factor analysis that an underlying structure exists among variables, such
that variables are logically related. Variables were selected if values existed for every country, since
case-wise selection applies.'! Three factors remained in the flexicurity model and they account
sufficiently for variance and a yield tractable solution. Oblique rotation was used, as it was assumed
that different factors of labour market variables may be strongly related. Results indicate that three
factors account for 84% of the common variance shared by 16 indicators, meaning that more than
three quarters of the common variance is described by the model. The objective of the research was
to achieve a simple structure as a solution; therefore, only factor loadings which were highest for
every variable were considered.

Results of factor and cluster analysis

Results of factor analysis
The factors and their components identified in the model include the following (see Table A3 in
Annex 3):

= Adaptability'*/flexibility: this factor consists of Eurobarometer (2006b) indicators concerning the
ease of finding a new job, worker mobility - if persons have changed job more than six times
during their working life — and two indicators reflecting training issues, including one from
Eurobarometer and one from Eurostat. Other indicators also included pertain to the long-term
unemployment rate, youth unemployment rate and the employment rate of older persons. The
proportion of part-time workers was considered as part of this factor, although this indicator also
correlated with the second factor. This factor can be interpreted in such a way that parts of
indicators — mobility, part-time work and ease of finding a new job — are flexibility indicators.
Training and lifelong learning show the adaptability of workers, while the employment and
unemployment rates of different social groups reflect both the adaptability and flexibility of the
labour market.

® Social security: in relation to the social security factor, two indicators characterising expenditure
on social protection and unemployment insurance are grouped together. As the tenure was also
switched to this factor, it can be interpreted that social security in the broader sense includes also
some elements of job protection or low job mobility. It should be pointed out that part-time
employment also correlates strongly with this factor.

m Social cohesion': the social cohesion factor consists of poverty and income distribution data.
The proportion of early school-leavers also belongs to this factor. If people do not have appropriate

' The data analysis and statlstical software programme used s STATA.
* Despite the fact that the term *llexicurity’ clearly indicates the policy which optimally combines labour market lexibility and security, Nexibility

Is usually considered in more general terms as adaptability. As Boerl et al (2002) assert, adaprability includes It can ially
2o far beyond the latter concept, capturing the ability of the market to establish p ions against ble risk, the ability to ensure
that skill are met, while I allowing for a sizeable labour market and labour mobility.

' The values of this third factor score were reversed, which means that the third factor represents social cohesion instead of social inclusion
as indicated in factor analysis.
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qualifications and skills, they will be in a weaker position in labour market terms and will be
relatively more likely to become part of the low-income group. Tenure is negatively correlated
with this factor, which indicates that longer tenure might reduce income insecurity.

Figures Al and A2 in Annex 3 show the relations between these dimensions in different EU Member
States." The Nordic countries together with the Netherlands and the UK have higher flexicurity and
social security indicators than other countries. Meanwhile, the new Member States (NMS) together
with the Mediterranean countries have lower figures for both flexicurity and security. Countries which
are part of mainland Europe have higher levels of social security and less flexible labour markets.

Figure 10 Adaptability/flexibility versus social security in EU Member States
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Source: Authors” caleulations.

In order to compare different countries, cluster analysis was used in an attempt to group the countries
together. This type of analysis helps to detect whether appropriate groups originate using factors
found in the analysis. Factor scores were calculated and applied in the cluster analysis. As a result
of cluster analyses, six different country groups were formed. Each of these country groups is
characterised by certain weak and strong features in terms of labour market performance - the
average value of variables used in the factor analysis by different country groups were calculated (see
Table 1): standard deviations are presented in Annex 3 (Table A5).

m The first country group consists of old ELI Member States - Austria, Belgium, France, Germany
and Luxembourg — which represent a continental model of social and economic activities. It is not
surprising that social protection is relatively high in these countries; this is one of the cornerstones

¥ Since there were three factors, relationships between arc thi 1 1. As for the easler interpretation, two-dimensional plots
were constructed: b due to the three-di liry, twa-di I plots are hat mixed ing the varlous country
groups.
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of the continental social model. The tenure is also relatively high, which also hints at a rigid
labour market with low mobility.

The Netherlands and the UK represent countries with fairly liberal and flexible labour markets.
Unsurprisingly, the proportion of part-time workers is particularly high in this group.
Linemployment is low, and labour mobility is high.

Denmark, Finland and Sweden represent countries which are often used as benchmarking models
in flexicurity debates. The Nordic countries show top scores for most of the indictors presented
in Table 1.

The fourth group comprises the fast-growing economies of the Baltic states of Estonia, Latvia and
Lithuania, as well as Ireland. In addition, according to cluster analysis results, Cyprus is also
included in this country group. Labour market flexibility indicators in this group are relatively
high, but social protection is lowest than in the EU overall, while income protection is also at a
relatively low level. The heterogeneity of the group should be considered (see standard deviations
in Table A5 of Annex 3). A closer look at the data indicates that the similarities result from the
closeness of the values of some variables — for example, similar expenditure on social protection,
early school-leavers, employment rates of older people and lifelong learning — whereas notable
differences emerge in relation to other variables — for instance, the youth unemployment rate, the
long-term unemployment rate and job tenure. This means that some indicators are most likely
overestimated and some are underestimated, as the low-income countries such as the Baltic states
appear together with a high-income country such as Ireland.

Greece, Italy, Malta, Portugal and Spain form the fifth country group. This group could be labelled
as the southern European or Mediterranean group. It is characterised by poor labour market
adaptability and low income protection. Training and education indicators are surprisingly low.
Unemployment is relatively high while employment is at a comparatively low level.

The last group of countries consists of the NMS from central Europe - the Czech Republic,
Hungary, Poland, Slovakia and Slovenia ~ which are labelled sometimes as the Visegrad countries
(excluding Slovenia).'s It seems that, together with the Mediterranean countries, this group is not
performing particularly well. Labour market mobility is relatively low, the long-term
unemployment rate is high, while the employment rate among older people is low; these results
indicate that labour market adaptability is also relatively low.

According to a similar study — but with fewer countries in the sample - launched by the European
Commission, five country groups were identified (European Commission, 2006):

the Anglo-Saxon system, comprising Ireland and the UK;
the Continental system, including Austria, Belgium, Germany and France;
the Mediterranean system, including Greece, Spain and Portugal;

the Eastern European (plus Italy) system, including the Czech Republic, Hungary, Italy, Poland and
Slovakia;

the Nordic system, including Denmark, Finland, the Netherlands and Sweden.

* The Vigegrad Agreement was an agreement signed on 15 February 1991 between Czechoslovakia, Hungary and Poland establishing

cooperation to move toward fi ket systems. Czechoslovakia split into the Czech Republic and Slovakia on | lanuary 1993,
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Table 1 Average value of variables used in factor analysis, by country group

gt [ o [ [ Tt [
Total expenditure on social protection (% of GDF) 28.4% 27.4% 29.8% 14.7% 22.9% 21.2%
;::Lf::;:;:’;:; x:‘:xfﬁp;,‘;': bt cepita 77600 | 73473 | 8es17 | 21859 | 239576 | 24530
Job tenure - . 37.6% 30.0% 37.3% 248% 29._8'16 34.4%
Unemployment insurance 37.2% 23.0% 39.0% 18.0% 16.6% 13.2%
Ease of finding a new job 16.2% 29.0% 35.0% 27.2% 98% 12.8%
Mobility 1.8% 18.0% 21.0% 6.8% 6.2% 4.4%
Training 25.2% 3B8.0% 43.3% 23.2% 15.0% 21.4%
Lifelong learning 8.2% 19.3% 28.6% 7.3% 4.2% 7.3%
Part-time workers 18.2% 35.4% 19.1% 10.8% 8.4% 5.7%
Lang-term unemployment rate 37.7% 24.6% 21.2% 38.5% a4 7% 52.8%
Youth unemployment rate 15.4% 9.3% 14.8% 16.3% 21.3% 24.9%
:m"‘;:;"“ rata:of oldaf peaple aged 33.1% 29.9% 59.5% a81% 39.3% 202%
Gini coefficient 27.6% 30.5% 24.7% 31.4% 334% 27.2%
Puuerly (5_0%) 7.6% B5% 5.7% 10.2% 11.8% B.6%
Early school-leavers . 122!6 15.5% 9.2% 14.3% .31.89&5 6.7%

Notes: *See Table A2 in Annex 2 for methodology used for each of the variables listed in the above table. **PPS is the artificial
common relerence currency unit used in the EU to express the volume of economic aggregates for the purpose of spatial
comparisons in such a way that price level differences between countries are eliminated.

Grey areas in the table indicate best performance in terms of flexicurity; numbers in bold indicate worst performance.
Source: Authers” caleulations.

In general, the findings of this report are similar to the results presented in the European Commission
study. However, in the current analysis, Ireland is grouped together with the Baltic states and Cyprus,
while the Netherlands is grouped together with the UK. If the standard deviations for the variables
used in the factor analysis were to be calculated (see Table AS in Annex 3), it appears that there is
a small variability within the groups. However, as mentioned above, the results of the factor and
cluster analysis depend very much on which variables are used.

Not surprisingly, the first conclusion of the analysis is that countries are particularly diverse in terms
of social policy and the labour market situation. The question is how these countries will change in
the future and which direction they will move in. Based on the data presented in Table 1 above, the
continental countries should probably focus mostly on flexibilisation of the labour market, as their
labour markets are relatively rigid at present. How to achieve this goal is another issue. As can be
seen from policy debates and the recent history of industrial relations, this is politically a rather
difficult task. For the Mediterrancan and Visegrad countries, both social security and labour market
flexibility should be increased. The Anglo-Saxon model represented here by Ireland, the Baltic states
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and Cyprus is particularly controversial. For Cyprus and Ireland, the major task will be to increase
social security benefits, as the labour market is already relatively flexible, while social security is
low. For the Baltic states, more social security is needed. All of these different paths will make it
difficult at European level to implement a common social and labour policy, since the aims and
policies indicating how to achieve this are simply too different. The success of the flexicurity policy
depends on the social consensus achieved at country level. The role of social dialogue will be ¢rucial
in this process. Without general agreement at national or regional level, it seems impossible to
implement policy measures that will result in more labour market flexibility or increase the social
security of the labour force.

Social partners’ role in implementation of flexicurity

Despite the fact that different industrial relations indicators we tried to use in the factor analysis did
not yield reasonable results in the empirical model applied, the country groups show that they play
an important role in the flexicurity debate. It is a well-known fact that, in the Scandinavian countries,
the social partners have a long historical influence on the whole society. Today, these are also the
countries with the highest trade union density and collective agreement coverage rates. High
centralisation of negotiations and more cooperative relations between the social partners have
resulted in a balance between social security and labour market flexibility. Most likely, this would not
have occurred without well-established industrial relations systems in these countries.

Based on the cluster analysis, the researchers tried to look at how similar or different the main
industrial relations indicators are in relation to the different country groups. In this regard, it was
possible to calculate average levels for different industrial relations indicators and also variation
coefficients to describe the similarity and diversity within the country groups. In the findings
presented in Table 2, variation coefficients with a value of less than 0.3 are shown in shaded colour,
indicating a high degree of similarity in the group.

Similar industrial relations indicators are found for Denmark, Finland and Sweden as one country
group and countries belonging to the ‘continental European’ model - Austria, Belgium, Germany,
France and Luxembourg (Table 2). Conversely, the three Baltic states, together with Cyprus and
Ireland, do not show many similarities in their industrial relations indicators. In other country groups,
the industrial relations indicators are relatively diverse. This may partly explain why the industrial
relations indicators in the previous factor and cluster analysis gave controversial results.

To summarise, the following conclusions can be made based on the results shown.

m  The Nordic countries have high trade union density rates together with high coverage rates; trade
unions are politically influential and cooperation takes place between the social partners.

m Continental countries are characterised by an average level of trade union density, but by
relatively high coverage rates. The trade unions in these countries are also politically influential,
but more tensions are evident between the social partners.

m The representatives of the Anglo-Saxon model include the UK and the Netherlands, which are
characterised by low trade union density and relatively low coverage rates, while trade unions’
political influence is rather weak.
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Table 2 Industrial relations indicators, by country group

Coumtis Tedeion | oo | Woktle |
density coverage
AT, BE, DE, FR, LU | Average .20 73.40 59.40 £81.40
Variation coefficient 0.56 0.10 0.13 0.23
ML, UK Average 26.50 63.50 55.50 61.50
Variation coefficient 0.13 0.50 0.2z 0.61
DK, Fl, SE Average 77.00 55.67 78.00 85.67
Variation coefficient 0.04 0.07 0.13 0.06
CY, EE, IE, LT, LV Average 3200 41.40 35.60 3660
Variation coefficient 0.79 0.63 0.41 0.67
EL, ES, IT, MT, PT_ Average 30.00 58.00 38.60 69‘.&0
Variation coefficient 0.66 0.27 0.52 0.23
€2, HU, PL, 5, 5K | Average 26.00 33.00 50.40 52.40
Variation coefficient 0.44 0.25 0.25 0.52
All countries Average 35.20 52.92 50.60 63.20 o
Variation coefficient 0.63 039 0.36 .42

Source: Authors® calculations.

m Southern European countries have relatively similar density rates among employer organisations,
and their collective bargaining coverage rate is higher than the EU average.

m The new central European Member States have relatively similar employer organisation density
rates, which are lower than the average EU rates; the average level of workplace representation
in these countries is among the highest in the EU. However, the trade unions in these countries
are not politically influential - except perhaps in Poland — and there is confrontation between the
social partners.

m The Baltic states together with Cyprus and Ireland form quite a diverse group of countries.
Industrial relations in the Baltic states are quite similar to the other NMS, while it can be argued,
with some reservation, that Ireland belongs more to the Anglo-Saxon group and Cyprus to the
southern European country group.

The country profiles of industrial relations show that each EU Member State has its own industrial
relations model. In spite of many differences and specific national features, some common
characteristics emerge in relation to the industrial relations of the observed countries; for example,
tracde unions are recognised by employers and the state; collective bargaining is voluntary; a collective
agreement extension clause Is quite common. However, these are qualitative aspects of the industrial
relations systems and it is complicated to involve such aspects in the empirical analysis. According
to the European Commission study on industrial relations in Europe (2006a), the tests carried out
at international level show few convincing relationships between industrial relations and
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macroeconomic performance. However, it appears that income inequalities and wage distribution are
more limited, that average wages, fringe benefits and training are higher and that unemployment is,
on the whole, lower and less persistent in systems with high trade union density and high collective
bargaining coverage. The study concludes that the complementarities and interrelationships between
the indusitrial relations system and the economic and social development make it possible to reach
different objectives of economic and employment performance in a variety of ways, depending on the
national circumstances and pathways of adaptation.

However, as the Nordic model shows, trust and cooperation between the social partners are two
important elements of industrial relations. In the Scandinavian countries, the social partners have
traditionally played a key role in decision-making processes and administrative arrangements in
relation to labour market and training policy. The social partners’ role is the product of historical
development, and also of their high level of organisation. Moreover, social partner organisations are
vital for ensuring that policies are adopted, implemented and accepted. The authorities are thus
dependent on the social partners’ cooperation with regard to flexicurity arrangements. However, in
order to have a strong input, the social partners and other civil society players need to be adaptable,
willing to work together and ready to address real-life situations in new and broad-based ways.

During the previously mentioned Foundation tripartite seminars on ‘European industrial relations
country profiles benchmarked against the Lisbon Strategy’, national experts presented their ideas
about best practice countries concerning industrial relations, labour market flexibility and social
security. In most of the countries, national evaluation groups consisted of representatives of employer
organisations, trade unions and governments. National experts were asked to discuss the following
question: ‘The Lisbon Strategy includes plenty of national policy areas of improvement ranging from
human capital, flexicurity up to labour market and productivity. Which is the "best practice” country
on the following issues from your own country perspective? (Please, nominate one country).” Best
practice results are based on a 25-country tripartite evaluation (see Table 3).

Table 3 Best practice countries based on tripartite seminar discussions

Ranking Human | Flexicurity Active Active Quality of | New forms | Control of | Productivity All
capital labour ageing work of work | labour costs
market
1 Fl DK DK SE SE NLUSE UK IE SE/DK
2 SE/UK NL SE NUUK DK UK DE FIUK UK/MNL

Source: Foundation tripartite seminars on 'European industrial relations country profiles benchmarked against the Lisbon
Strategy', national experts' evaluations.

In these discussions, the Nordic countries and the Netherlands were pointed out as the potential
benchmarking models across many areas. Finland was nominated as the best practice country in
relation to human capital development. Denmark achieved first position when considering flexicurity
and active labour market practices. Active ageing policies, quality of work and new forms of work are
particular strengths of Sweden, the latter also proving to be a strength of the Netherlands. Control
of labour costs is thought to be best applied in the UK, while productivity is best controlled in
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Ireland.'® In second highest position were also quite often the Nordic countries, the Netherlands, as
well as the UK. Germany is well-known for its control of labour costs.

According to national experts' reports about benchmarking industrial relations against the Lisbon
Strategy, it can be concluded that the social partners’ stake in implementing the strategy has been
greater in Belgium and France. In Belgium, the social partners constantly monitor the implementation
of the Lisbon Strategy on a national basis. Although the Netherlands also has a rather developed
industrial relations system like France and Belgium, the Lisbon Strategy is first and foremost a
concern for the government, and the social partners are hardly involved in its implementation nor
do they actively try to influence its course. Contributions of the social partners in implementing the
Lisbon Strategy are also lacking in Greece, Hungary, Italy, Lithuania, Portugal, Slovakia and Slovenia;
moreover, cooperation between the social partners is also weaker in these countries. Even if the
issues of concem are discussed, deep contradictions emerge between the social partners and they can
only create a generic consensus on the broadest objectives for jobs, growth and competitiveness. In
Belgium and Portugal, NAPs and NDPs have been discussed previously within social dialogue
bodies. Cyprus, France, Greece, Italy and Slovakia claim that the social partners’ participation in the
preparatory stage and in the implementation of the NAPs and NDPs has been formal and weak or
even non-existent. Taking a glance at the social partners’ involvement in implementing separate
aspects of the Lisbon Strategy, it appears that few successful examples exist. Better results can be
found in countries with more developed industrial relations systems — Sweden, France, Belgium, the
Netherlands and to some extent also Finland and Austria. In analysing the involvement of the social
partners and other civil society organisations in the Lisbon process, Pisani-Ferry and Sapir (2006)
highlight problems such as ineffective cooperation and lack of political partnership.

In general, shortcomings concerning active ageing, active labour market policies and flexicurity are
the issues related to the Lisbon Strategy that countries seem to be more worried about. Member
States are also concerned, to some extent, about new forms of work organisation. Human capital
development is an area about which the majority of countries feel quite confident and industrial
relations systems are usually also quite supportive of this subject. Nevertheless, better results
concerning the social partners' involvement in implementing the objectives of the Lisbon Strategy
relate rather to countries with more cooperative and developed industrial relations systems.

1 According to Irish expert, Joe Wallace, the high productivity growth lasted up 1o 2001 in Ireland. Since then, economic suceess has been
driven mostly by the expansion of the labour force and the growth of the construction and services sectors.
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Conclusions

The industrial relations country profiles reveal that each EU Member State has its own model of
industrial relations. Each country carries over its particular historical, economic, political, social and
individual characteristics into this model. Diversity is significant among the different countries, firstly
due to the number of countries surveyed, and also taking into account the varied cultures, religions
and historical developments. The EU 15 have relatively regulated labour markets, comparatively high
density and coverage rates, as well as different forms of worker representation. However, the best way
to differentiate between countries is according to their type of social model. In the EUL0, the opening
up of national economies to global competition has required domestic enterprises to adjust their
inputs, including labour and market demand. Within the structural adjustment package, introducing
employment flexibility and lowering social protection was in most cases offered as the sole alternative
for transforming labour markets under the new market conditions. As a result, the low administrative
capacity of labour market institutions and weaknesses of trade unions combined with poor law
enforcement have contributed to high labour market flexibility and increased job insecurity
experienced by workers.

Comparing the EU25 Member States

Well-known typology classifies countries according to four different models: the Anglo-Saxon,
Continental, Nordic and Mediterrancan models. It could be said that the EU10 just fall into one
group or another; however, in practice, these groups are relatively mixed and the analyses show that,
from a flexicurity standpoint, six different country groups could be formed as follows:

m the first group comprises the older ELI Member States - Austria, Belgium, France, Germany and
Luxembourg — which represent the Continental model;

m the UK and the Netherlands belong to the second group — countries which represent relatively
liberal and flexible labour markets;

= the Nordic group — Finland, Denmark and Sweden - represents countries which are often used
as benchmarking models in flexicurity debates;

m the fourth group consists of the fast-growing economies of the Baltic states — Lithuania, Estonia
and Latvia — together with Ireland and Cyprus;

m the Mediterranean group — Greece, Italy, Malta, Portugal and Spain — is characterised by poor
labour market adaptability and low income protection;

m the last group represents the NMS from central Europe - the Czech Republic, Hungary, Poland,
Slovakia and Slovenia ~ characterised by relatively high income protection, low mobility and low
social trust.

The attempts to include any industrial relations indicator to multivariate statistical analysis failed,
as different industrial relations indicators were grouped to different factors and it was not possible
to provide a reasonable interpretation. This is not a new observation: the same has been found in
many other studies, for example in the European Commission report Industrial relations in Europe
2006. However, these results are based on quantitative research, and qualitative aspects of
interpretation represent further possibilities for researchers to improve the quality of research.

Looking at similarities, it was found that only the Nordic countries have relatively similar industrial

relations systems. Countries in the Continental European group also have relatively similar industrial
relations systems. In other country groups, the industrial relations indicators show that systems are
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very different. It was also noticed that commonly used industrial relations indicators are not
correlated with the trust indicators. These results indicate that industrial relations are not directly
related to the economic, human capital and labour market developments of the country. This
conclusion is also in line with results presented by other researchers (see, for example, European
Commission, 2006a).

Of course, there is evidence of the indirect influence of the social partners on socioeconomic
development. In this regard, examples of best practice can again be found in the Nordic countries,
which are highly placed in the different competitiveness rankings, where employment rates are high
and where the income per head of population is above the EL average. At the same time, industrial
relations in the Nordic countries are characterised as being relatively centralised, with high trade
union density and collective bargaining coverage rates. More cooperation and less confrontation
takes place between the social partners compared with some of the other ELl Member States.

Balancing security and flexibility

The renewed Lisbon Strategy tries to find a balance between social security and labour market
flexibility. The previous discussion could be deemed more generalised, implying that the various
country groups take different approaches in implementing the flexicurity concept. It could be
concluded that countries are strategically in different positions as follows:

m some of the old ELI15 Member States are largely characterised by a high level of soclal security
and a relatively rigid labour market - this is particularly the case for the Continental group of
countries. The biggest challenge for these countries is the flexibilisation of their labour markets;

m the second group of countries comprises a mix from the Anglo-Saxon model and the Baltic states
with their rather liberal economic policy. The greatest challenge for these countries is addressing
social protection issues;

= the Mediterranean countries and also the NMS from central Europe belong to the same group.
The analysis indicates that both security and flexibility systems should be developed further if
these countries want to implement the flexicurity model;

m the Nordic countries, as well as the Netherlands and the UK are, in fact, particularly close to the
flexicurity model defined by the European Commission.

In this regard, the research investigates the policy options for both the EU15 and the EU10. In
general, for the EU10, two unavoidable issues need to be dealt with: time and active labour policies
from the government side. The former element means that a certain time frame should be considered
while nominal and real convergence of the new EU economies will take place. At the same time,
active labour policies help to accelerate faster adjustment of the labour force to external shocks,
mainly through training activities. Mutual trust is also an important issue highlighted as part of
flexicurity strategies. Both employers and employees should trust each other and realise that it is
possible to implement effective measures which may increase flexicurity.'

1 Fisher and Ury (1987) have pointed out that it is a lalse dilemma to either trust or not trust in negotiations. They point out that one should
proceed Independently of trust. In teal policy terms, this translates into the need for an independent guarantor of trust - as In the role

of government in the case of Irish social partnership, which has been internationally acknowledged as one of the underpinning forces behind
the Irish economic transformation since 1987.
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In the EU15, with regard to the continental model, the demographic situation is panticularly bad, with
employment at a standstill and non-employment proving to be rather high. In this case, the older EU
Member States need to introduce reforms in order to survive global competitiveness. However, not
many options remain for these countries to improve matters: innovation and increasing productivity
could compensate for declining employment rates, a reduction of labour costs, the introduction of
flexible work forms, and introducing flexible employment contracts. These are a few examples of
decisions to be taken; nonetheless, they are not easy to implement, as it is difficult to explain to the
public on a political level that workers could perhaps face lower job security overall.

Social protection should be increased also in the UK and Ireland. The southern European countries
and the Visegrad countries will face the most serious problems, as both soclal security and labour
market flexibility is relatively low — at least according to the data used in the calculations for this
current study. However, it should be considered that, the Visegrad countries are not a particularly
homogeneous group.

In the long run, both parties will shift towards a more modernised European social model (see Figure
A4 in Annex 4), which tries to find balance between social security and flexibility: the EUL10 will lose
some of their current labour market flexibility, while the EU15 will most likely have to face reduced
job security. The extent to which the social partners are involved in the implementation of the
renewed Lisbon Strategy depends on the level of trust and cooperation between them. In this regard,
the Nordic model could be a benchmark for other Member States.

Future considerations

For future studies, the first elements that are needed are comparable and better data. In this study,
flexicurity was treated in the framework of three pillars: namely, the data available on labour market
flexibility/adaptability, social security and social cohesion. It would be interesting to incorporate
comparable active and also passive labour market policy indicators into the analyses. Furthermore,
no employment protection indexes are calculated for all ELl Member States; however, this indicator
is also essential in the flexicurity analysis. The major problem of this study and other studies focusing
on the flexicurity theme is the lack of reliable and comparable quantitative and qualitative
information.

For the current debate about changes in European labour law, it would be interesting to find answers
to the questions presented in the Commission’s Green Paper (2006), using the experience of the best
practice countries. As mentioned before, no universal solutions are available for the questions raised
in the Green Paper (European Commission, 2006¢); in this case, each country needs to find a way
to balance labour market flexibility and social security.
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Annex 1

Ranking of countries according to previous
empirical analyses

Table A1 Ranking of countries based on previous analyses
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Annex 2
Indicators used in factor analysis

Table A2 Indicators and methodology used in factor analysis

Methodol Source
Total expenditure Expenditure on social protection includes the following: social benefits, which | Eurostat
on social consist of transfers, in cash or in kind, to households and individuals to relieve them
pratection (% of of the burden of a defined set of risks or needs; administration costs, wm:.h
GDF) represent the costs charged to the scheme for and
purpeses; ather expenditure, which consists of miscellaneous expenditure by social
protection schemes, such as the payment of property inceme and other expenses,
Current prices used.
Total expenditure See: Total expenditure on social protection (% of GDP). Eurostat
on social
protection per
head of
pepulation
{purchasing power
standards - PPS)
Jab tenure ge af d who ‘more than 11 years’ to the following | Eurcbarometer study:
q,uesllon ‘For how long have you bt-en wnrkmg for your current employer or last | European Employment
ployer if you are not Iy g and Social Policy, 2008;
European Commission
{2006k)
L Perc f s wha f ‘maore than 71% of your current income’ | European Commission
insurance 1o the following quemon “If you were ta be laid off, how much do you think the | {2006b)

unemployment insurance and the welfare system in your country will compensate
you for the loss of income during the first six months as a percentage of your
current income?

Ease of finding a of who d *very likely’ to the following question: If P <
new job you were to be laid off, how would you rate on a scale of one to 10, the likelihood | (2006b)
of you finding a job in the next six months, where “one”™ means that it “would be
not at all likely™ and “10" means that it "would be very likely"?*
Maobility Percentage of respondents who answered "more than six times’ to the o < issi
‘How many times have you changed employer in your working life so far? (2006b)
Training Percentage of respondents whe r:u_v.- participated in any training courses during | European Commission
the last 12 months, including on-the-job training. {2006b)
Lifelong | ing Py ge of the pepul aged 25-64 years participating in education and | Eurostat
training over the four weeks prior to the survey - this represents the numerator. The
denominator consists of the total population of the same age group, excluding
those who did not answer the question ralating to ‘participation in education and
training’. The information collected relates to all types of education or training,
whether or not they are relevant to the respendent’s current or possible future job.
Part-time workers Full-time/part-time distinction in the main job is declared by the respondent - | Eurostat
except in the Netherlands, lceland and Norway, where part-time work Is declared
if the usual working hours amount to fewer than 35 hours and full-time work is
denoted if the usual hours account for 35 hours or more, and in Sweden where this
criterion is applied to self-employed individuals.
Long-t Long-t: ... wyed persons include those who have been unemployed for one | Eurostat
unemployment year or more.
rate
Youth Harmonised unemployment rates of ;.J.eénla who are less than 25 y-\.zar\s of age, | Eurostat
ll to annual
rate
rate ! rate of people aged 55-64 years, according to yearly averages. Eurostat
of 55-64 year olds
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hodol, Source
Trust F ge of respondents who d 'most people can be trusted” to the Inglehart et al, 2004
following question: " lly speaking, would you say that mest people can be
trusted?”
Gini coefficient Summary measure of the cumulative share of equivalised income accounted for Eurostat
by the cumulative percentages of the number of individuals. Its value ranges
from 0% ( i ity) to 100% i
Poverty At-risk-of-poverty rates - the cut-off peint equals 50% of the median equivalised | Eurostat i
income.
Early school- Percentage of the population aged 18-24 years with a lower secondary education | Eurostat
leavers at most and not attending further education or training.
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Annex 3

Results of factor and cluster analysis

Table A3 Results of factor and cluster analysis

Variable Adaptability/ Social secutity social cohesion
flexibility

Tatal expenditure on social protection (% of GDP) -0.089 0.888 -0.116
Total expenditure on social protection pet capita (in PPS) 0.184 0.817 -0.024
Job tenure 0413 0.612 -0.528
Unemployment insurance 0.140 0.472 0182
Ease of finding a new job 0,926 -0.355 -0.182
Mobility 0.784 0.148 0.007
Training 0.685 0.070 -0.391
Lifelong learning 0.718 0.153 +0.343
Part-time workers 0471 0.497 0.133
Long-term unemployment rate 0,704 -0.320 -0.159
Youth unemployment rate -0.435! -0.319 -0.207
Employment rate of older people aged 55-64 years 0903 0173

Gini coefficient -0.052 -0.135

Poverty rate (50%) -0.232 0147

Early school-leavers -0.082 0.193

Note: Grey areas Indicate highest scores for each variable.

Table A4 Kaiser-Meyer-Olkin (KMO) measure of sampling adequacy

Variable KMo
Total expendi on social p ion (% of GDP) 0.5916
Total expendi on sacial p ion per capita {in PPS) 0.7424
Job tenure 0.6133
Unemplayment insurance 0.8529
Ease of finding a new job 0.7602
Mobility 07771
Training . 0.7385
Lifelong learning 0.7577
Part-time workers T 0.6715
Long-term unemployment rate 0.6776
Youth unemployment rate 0.6642
Employment rate of older people aged 55-64 years 0.7413
Gini coefficient 0.7401
Paverty rate (50%) 0.7197
Early school-leavers 0.5601
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Figure A1 Social security versus social cohesion, by country
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Figure A3 Dendrogram showing complete cluster analysis, by country
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Table A5 Standard deviation values of variables used in factor analysis, by country group

Variables AT, BE, DE, NL, UK DK, FI, SE CY, EE, IR, EL, ES, IT, CZ, HU, PL, 5K,
FR, LU LAY MT, PT sL
;‘:;"em"{?::'fs?ﬂm"' 0 10 25 13 35 25
m:;’wm::d"‘:':: P’:;:"' 657.7 2605 18517 1,370 1,388.2 9213
Job tenure 1.8 o0 6.4 in 2.2 39
Unempleyment insurance 109 283 19.7 14.2 125 57
Ease of finding a new job 3.9 71 139 5.2 34 3.8
Mability 49 7 6.2 08 1.8 26
Training 29 5.7 9.7 4.6 5.1 33
Lifelong learning 28 237 54 20 1.2 44
Part-time workers 2.3 13.6 5.3 35 2.7 30
'r‘:;g'mm Sployment 9,1 45 a0 10.1 13 88
Youth unemployment rate G4 4.2 6.4 7.2 5.3 12.2
:{::;f:::e': ;:::;:::’ 55 78 a5 36 84 76
Gini coefficient 0.6 49 1.5 36 3.2 39
Paverty (50%) 18 21 0.6 19 25 49
Early school-leavers 1.9 18 1.0 3.2 130 30




Annex 4

Convergence of EU Member States in flexicurity

framework

Figure A4 Convergence of ‘old’ and ‘new’ EU Member States in flexicurity framework
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