PART TWO

LABOUR MARKET CHALLENGES IN THE ECE REGION

PAPERS FROM THE ECE SPRING SEMINAR, MAY 2002

INTRODUCTION AND SUMMARY OF DISCUSSION

Economic Analysis Division, UNECE

The UNECE’s fifth Spring Seminar was held in Geneva on 6 May 2002 and was devoted to Labour Market Challenges in the ECE Region.  This is evidently a vast subject and for ECE it comprises developments in both the established market economies and those which have embarked on the transition to functioning market economies, a process which for many of them is now largely completed.

In western Europe, high levels of unemployment are a relatively recent phenomenon and there is a long list of factors, such as a lack of sufficient labour market flexibility, overly generous social welfare provisions, excessive product market regulations, failures in the education system, supply-side shocks, changes in the external environment and macroeconomic policies, which are thought to have contributed to its persistence, although their relative importance is difficult to gauge. 

With the onset of the transition towards market-driven economic systems, the former centrally planned economies have also been confronted with the emergence of high and rising levels of open unemployment.  Unemployment was absent under the former communist systems, although in its place there were considerable pockets of hidden unemployment (or underemployment) and an inefficient allocation of production factors.  The emergence of significant open unemployment was therefore not unexpected, given that these economies had to adjust to a competitive environment at home and abroad, which required and triggered a considerable amount of structural change.  At the end of a decade of difficult reforms, these economies are still suffering from the initial shock of the sharp decline in output (the transformational recession) and the difficulties of adjusting to the change in economic regime. 

In view of the extent and scale of labour market problems, searching for ways and means to lower unemployment and raise levels of employment and labour force participation rates is a major preoccupation of policy makers throughout the ECE region.  Concern focuses not only on the elimination of economic waste and the reduction of social costs but also on the sustainability of social protections systems, notably pension schemes. 

The Seminar opened with a paper by Richard Jackman (London School of Economics and Political Science) on “Unemployment in western Europe”.  Jackman emphasized that historically until the 1970s, Europe enjoyed a lower unemployment rate than the United States, but that there is a significant variation in labour market performance across countries.  In other words, western Europe cannot be treated as a homogeneous entity, either with regard to labour market institutions and policies, which affect labour market outcomes, or to actual performance.

Jackman focuses his analysis on changes in employment, rather than on unemployment.  He argues that the traditional standardized unemployment rate (based on the ILO definition) used for international comparisons is an imperfect indicator of labour market performance because it does not distinguish between voluntary and involuntary unemployment.  Nor does it take into account the “discouraged worker” effect, which Jackman believes to have a large structural component.  The implication is that non-participation in the labour force reflects to a large degree a kind of “hidden unemployment”.  Measures such as the employment-population ratio (employment as a per cent of the total population of working age) and the labour force participation rate (labour force as a per cent of total working-age population) therefore provide a more comprehensive picture of the relative labour market developments.

These two measures still show labour market performance in the United States to have been better than the average of western European countries, but again there is considerable variation among the European countries.  A noteworthy feature is that the pervasive rise in labour force participation rates over the past four decades reflects mainly a considerable increase in female participation, which contrasts with a tendency of the male participation rate to decline.  Interestingly, the increased relative supply of female labour was not reflected in a decline of their relative wage, thus reflecting, inter alia, a shift in the composition of the demand for labour towards activities (services, public sector) where women have a comparative advantage. 

About three quarters of the cross-country variation in the employment-population ratio can be explained by variations in the participation rate and only about a quarter is due to variation in the unemployment rate.  These differences largely reflect variations of the female participation rate across countries, but there are also strikingly large differences in the employment-population ratio for young persons (aged less than 25) and older persons (aged over 55).  This contrasts with relatively little cross-country variation in the employment-population ratio, and participation and unemployment rates of prime-age male workers (age 25-54). 

For Jackman, the large differences in the employment-population ratio for these three groups of persons indicate problems on the side of labour demand.  With regard to young persons he singles out non-wage labour costs and institutional rigidities, such as minimum wages, which have an adverse impact especially in France and Italy.  In a similar vein, the low proportion of older persons in the labour force of many countries is attributed to pension schemes that create incentives for early retirement.  Also, the large variation in female participation rates is seen to mainly reflect cross-country differences in labour market institutions that either restrain or encourage the demand for female workers.  

In line with these observations, the pronounced negative correlation between participation and unemployment rates across countries, i.e. the fact that low participation rates tend to be associated with high unemployment rates, is interpreted as a “discouraged worker” effect.  The conclusion is that low employment and participation are largely the result of a shortage of jobs rather than a reflection of individual preferences not to work or a deficiency of aggregate demand for goods and services in the economy. 

For Jackman, the policy implication is that there is a need to raise the willingness of employers to create more jobs.  The relevant variables influencing this decision include wage and non-wage labour costs, wage bargaining schemes, and taxes and regulations.  For example, Jackman points to evidence that, lower start-up costs for businesses tend to go hand-in-hand with a higher employment-population ratio.  More generally, intercountry differences in labour market performance are associated with differences in their labour market institutions.  In the presence of common technological, demographic and social shocks, the individual west European countries have demonstrated different capabilities of adjusting their labour market institutions to respond to changing economic circumstances in order to support the creation of new jobs rather than focussing on the protection of existing ones.  What remains to be explained, however, is the political economy of these marked differences in “institutional hysteresis”. 

Jackman gives a rather negative assessment of labour market supply-side measures (notably active labour market policies) to increase the willingness and capacity of workers to take on a new job.  He argues that in the presence of job shortages, these measures may not be very effective. Supply-side policies are seen to be merely complementary to measures operating on the demand side, aimed at preventing workers from opting out of the labour market. 

The two discussants of Jackman’s paper were in broad agreement with his analysis and conclusions although there were nuances.  Jørgen Elmeskov (OECD) noted that instead of the number of persons employed it would have been preferable to look at hours worked as a gauge of labour market performance.  He also disagreed, moreover, with Jackman’s negative assessment of Active Labour Market Policies, the effectiveness of which had been proven in many instances, especially when well targeted.  He also missed a discussion of the role of tax systems on labour market performance and of the impact of product market competition on demand for labour.  Elmeskov also qualified Jackman’s emphasis on demand-side policies somewhat, pointing to the pervasive incentives to early retirement and the close relation between unemployment rates and participation rates of older workers.  He noted that the considerable cross-country variation in the participation rates of older persons could not be explained mainly by demand factors.  He emphasized that existing early retirement policies will become unsustainable in view of the progressive ageing of European populations. 

The other discussant, Juan Jimeno (Universidad de Alcalá de Henares), suggested that the negative correlation between unemployment and participation rates in western Europe reflected the fact that exit from the labour market was acting as a buffer to labour demand shocks.  This stands in sharp relief to the United States, where the adjustment to region-specific shocks occurs via labour mobility.  He agreed that the large variation in the labour market performance of the various west European countries cannot be explained without reference to differences in national labour market institutions in the areas of wage setting, employment protection, active labour market polices, education systems, etc.  

While national labour market institutions appear to have been quite adequate during the “golden age” period of the “European Welfare State”, i.e. the 1950s and 1960s, in many countries they are no longer capable of coping with the profound changes in the socio-economic environment that have since taken place.  Instead, they now tend to reduce efficiency while at the same time failing to contribute to social equity.  This reflects the political economy of labour market adjustment, which tends to protect insiders, mainly adult male heads of households.  There were, however, notable exceptions among the smaller economies (Austria, Denmark, Ireland, the Netherlands, Sweden), which have long traditions of cooperative labour relations and which have been able to design appropriate policies to respond to these new challenges.  The Dutch Wassenar agreement is often taken as a model in this respect. 

There were a number of comments from the floor disagreeing with Jackman’s advocacy of demand-side policies. The implied deregulation to achieve more labour market flexibility was seen as leading to social exclusion and the proliferation of low quality, poorly paid jobs.  The United States was mentioned as an example of this.  Doubts were also expressed as to whether the United States model was one for western Europe to emulate.  It was also argued that the paper could have discussed more extensively the role of structural change (and the related technological developments), which was the underlying rationale of the EU employment strategy.  It was also pointed out that the large variation in unemployment rates across the region concealed in general a similarly large variation of regional unemployment within countries.  In this context the regional cross-border dimensions of labour market performance were stressed, i.e. the fact that cross-border regional economic linkages between firms tend to be associated with similar good (or bad) labour market performance on both sides of the border.  An example is provided by the regions bordering on Switzerland, which also tend to have low rates of unemployment. 

Responding to the various questions and comments, Professor Jackman acknowledged that the measure of “hours worked” was an important one but suggested that most of the variation in hours worked across countries reflects the voluntary choices of labour market participants in part-time work.  Comparisons of hours worked do not therefore necessarily allow drawing conclusions about the state of the labour market in different countries.  He also noted that the capacity to use top-down social policies for achieving desirable labour market outcomes seems to be limited to smaller countries.  Larger countries therefore opt for deregulation, not because it works better than the top-down approach but because it is the only policy that appears to be feasible. 

In the second session, Alena Nesporova (ILO) discussed the main features of labour market developments in the transition economies.  The process of creating functioning market economies is now nearly complete in many of them, especially those which are official candidates for EU membership.  But the deep transitional recession and the economic adjustment processes have led to falling employment levels in all countries.  In many countries, the recent recovery of output growth has been accompanied by further labour shedding, reflecting the persistence of excess labour in a number of industries and improvements in productivity. 

Labour force participation rates have fallen sharply and to very low levels.  Male participation rates have tended to fall more than those of females.  There is conflicting statistical evidence on unemployment by gender: data for the registered unemployed show a higher proportion of females as unemployed, while labour force surveys show the reverse.  Long-term unemployment has risen markedly, accounting for some 40 per cent of the total number of persons unemployed in most countries in 2000/2001.  These are often low-skilled workers in the higher age groups, often with health problems and not very mobile.  Another major concern is the high level of youth unemployment despite a pronounced fall in the labour force participation rate of younger persons.  The incidence of unemployment tends to decline with age, a fact that Nesporova attributes to insider power, seniority rules and early retirement schemes.  

A striking feature is that despite a much sharper decline in output, the fall in employment and the rise in unemployment in the CIS, on average, was much less pronounced than in central Europe.  Although there are problems with the comparability and reliability of the statistics, this appears to reflect the impact of institutional factors (see below). 

Nesporova notes that the persistence of unemployment in the face of recovering output levels in the transition economies suggests the increasing importance of structural impediments to job creation.  This is also reflected in the considerable regional disparities of unemployment within individual countries.  This geographical mismatch between demand and supply of labour is accentuated by inadequate transport and the lack of well-functioning housing markets.  In addition, there is also an important mismatch between the available supply and the demand for specific skills. 

Nesporova points out that the official labour market statistics mask the emergence of an often quite large informal sector in the various countries.  This reflects the efforts of the self-employed to avoid paying taxes and of the unemployed to compensate for their loss of income in the presence of weak social welfare schemes. 

The differential labour market performance of individual economies during the first decade of transition reflects a host of factors such as the initial conditions, the speed and consistency of institutional reforms, the geographical proximity to western European markets, existing trade contacts with western firms, partly preserved industrial and entrepreneurial traditions during the period of central planning, as well as macroeconomic imbalances and policies to redress them. 

Privatization of state owned enterprises had a predominantly negative impact on employment, given the need for restructuring and elimination of excess labour.  FDI contributed to job creation and job preservation (also via links with domestic suppliers) but rationalization and competitive pressures on domestic firms also led to labour shedding, so the net effect is difficult to gauge. 

The creation of new firms (small and medium-sized enterprises) has been an important source of new job creation, but the overall impact has been circumscribed by factors such as the macroeconomic environment and the difficulties of gaining access to financing. 

The central and eastern European countries have introduced active labour market policies to support new job creation and the reintegration of the unemployed in the labour market.  But the available funds for such measures have been rather limited as the bulk of expenditures have been absorbed by entitlements to unemployment benefits. 

Nesporova notes that whereas in the central and eastern European countries the responsibility for supporting redundant workers has been shifted from enterprises to the public employment services (PES), this is not in general the case for the CIS.  In the CIS, employment protection still largely resides within enterprises, a consequence of protective legislation and the low levels of assistance provided by the PES.  This has led firms to develop alternative adjustment mechanisms such as short-term working, administrative leave and delayed wage payments.  Overall, this kind of disguised unemployment is seen as a way of avoiding social unrest, but the question is how sustainable these measures are. 

Looking ahead, Nesporova points to the need to include employment growth (and high employment levels) among the macroeconomic policy objectives.  This requires, inter alia, a conducive environment for business investment and for the creation of small and medium-sized enterprises and the need for public investment to improve the physical infrastructure (transport and communications).  It is also important to level the playing field for domestic and foreign firms, to improve investment in human capital for new entrants into the labour market, and to upgrade the skills of the existing workforce.  She also emphasized the need to involve social partners (trade unions, employers’ organizations) in the design of economic and social policies to stimulate job creation. 

The first discussant, Gábor Kőrösi (Hungarian Academy of Sciences), agreed with the main thrust of Nesporova’s paper.  He noted that the major problem in the transition economies is the low employment ratio rather than high unemployment.  The low employment rate may be largely structural, reflecting a combination of skill and geographical mismatches between labour supply and demand.  These two factors affect both male and female workers, i.e. they are not gender specific. 

It is often argued that the labour force in the transition economies, on average, has a high level of education, endowing these countries with a good stock of human capital to develop new comparative advantages.  Kőrösi was quite critical of the legacy of the education and training system of the former communist system.  He argued that it provided workers with skills (particularly workers in the lower skill groups) that are often inadequate in the new economic environment.  The median school leaver did not have adequate basic literacy skills and the percentage of workers with poor literacy skills is much higher than the OECD average.  This has become a major source of structural unemployment, given that the demand for such workers is lacking, especially among foreign firms that employ modern production technologies. 

Although tertiary education has been expanded, it is facing significant resource constraints that, in turn, are likely to have adverse effects on the general skill level of graduates with the risk of “creating an inflation of educational attainment without much substance”. 

Another major problem identified by Kőrösi is the sharp fall in employment in rural areas, which have suffered considerably from the collapse of demand for low-skilled workers in the former industrial centres.  Prospects for work going to the villages are bleak, while labour mobility is impeded by the shortage of housing, and by high rents and transport costs, which affect notably older persons.  Rural job creation by domestic entrepreneurs has remained limited, leaving aside the fact that the overall degree of business literacy is still low. 

The other discussant, Iskra Beleva (Bulgarian Academy of Sciences), agreed with Kőrösi’s analysis of the education systems noting that it was time to revise the view that the transition economies have the advantage of a cheap and well-educated workforce, pointing to indicators such as the number of children with primary educational level and the expansion of illiteracy.  Beleva also noted that the educational system fails to respond to the needs of the business sector.  (This, of course, is a well-known problem also in many established market economies.) 

Beleva also pointed to the spread of poverty in the transition economies, a feature that was not discussed by Nesporova.  She referred to World Bank data showing that in Bulgaria in 2001, for example, some 40 per cent of the unemployed were poor (assuming a poverty threshold of $4.2 per day).  There is a vicious circle in which unemployment, lack of job opportunities and limited social welfare funds lock people into a poverty trap.  This significantly reduces not only their chances of re-entering the labour market, but also risks having adverse effects on the employment opportunities of their children. 

In the general discussion, there was agreement that the skill mismatch, inadequate transport systems and the lack of housing markets are key factors in the labour market performance of the transition economies especially as they all impede sectoral and geographical labour mobility.  But the main focus was on the labour market implications of EU accession for the 10 candidate countries expected to join in 2004.  There were concerns that the adoption of EU legislation in areas such as health and safety would reduce labour market flexibility and thus restrain employment creation.  But it was pointed out that the legislation, which the candidate countries will have to adopt is not that rigid in the areas of labour law and social protection.  In fact, there is no acquis communautaire in the area of employment protection.  But EU membership means joining the single market and this will raise competitive pressures, which are likely to have adverse repercussions in the labour markets.  Financial support from the EU to improve the transport and housing infrastructure, however, should help to raise labour mobility and improve the competitiveness of firms. It was also noted that in view of the predominant structural component of unemployment in the transition economies, the emphasis of economic policy had to be on supply-side measures (training, re-education etc.) in contrast to the demand-side emphasis advocated by Jackman for western Europe.  In this connection it was remarked that fiscal stimuli (reduction of non-wage labour costs; corporate tax cuts) may not translate – at least in the short run – into higher demand for labour if the corresponding savings are used for business restructuring and capital-intensive investments designed to raise labour productivity.  Finally, it was pointed out that labour market statistics for some of the CIS states may provide too positive a picture of the actual situation, and this should be taken into account when making international comparisons. 

A common theme in the first two sessions was the need to raise employment rates from their currently low levels in Europe.  Indeed, the EU countries, at the summit held in Lisbon in March 2002, set themselves the target, using the United States as a benchmark, of raising the average employment rate to at least 70 per cent by the year 2010, up from about 62.5 per cent in 1999.  Over the same period, the employment rate for women is targeted to reach at least 60 per cent.  The problem of low employment rates is especially acute in southern European countries (Greece, Italy, Portugal and Spain) but the gap to be closed in order to meet the Lisbon target is also significant in a number of other countries (Belgium, France, Ireland and Luxembourg).  

To raise employment and reduce unemployment, however, will hardly be possible without taking a closer look at the existing social policy framework, such as unemployment benefit systems, because these institutions affect the flexibility of labour markets and their capacity to adjust to changes in economic conditions.  In other words, there may be a conflict between the target to increase labour market efficiency and the goal to maintain or enhance existing social protection and redistribution schemes.  How these targets are traded off, of course, is ultimately a question of national (societal) preferences.  This was the main theme of the third session, in which Tito Boeri (Università Bocconi and Fondazione Rodolfo Debenedetti) presented a paper on “Increasing the size of the European labour force: the relevant trade-offs”. 

Boeri noted that, in general, the Lisbon targets cannot be met simply by reducing the number of persons in longer-term unemployment but will require an increase in labour force participation rates, mainly of women and young persons, but also of older workers.  In the southern European countries it will also involve shrinking the size of the informal sector.  As this sector is largely made up of low-productivity jobs, the curbing of the informal sector risks increasing unemployment unless a sufficiently large number of low-wage jobs are generated in the “formal” sector.  In addition, given the specific features of the other groups mentioned above, there will be a need to create more part-time and temporary jobs. 

A major challenge is to achieve the increase in employment rates without a significant decline in the average level of productivity.  But all the main options for raising employment rates will tend to lower average productivity levels for the whole economy, given the compositional effects that are involved.  Associated with this is a trade-off between productive efficiency (in the sense of raising employment) and ex ante distributional equity.  More job creation at the lower end of the productivity scale is likely to lead to increased inequality of earnings, as well as calls for reform of social welfare systems, mainly in the sense of tightening eligibility criteria for receiving unemployment benefits, and to raise the comparative rewards for low-productivity labour.

In other words, raising participation rates will require reducing the degree of “decommodification” of labour, i.e. the freedom and protection that social policies (unemployment benefits, pension rules, replacement wages and the like) provide workers with by giving them a credible option not to have to accept any kind of job and thus prevent the emergence of a class of “working poor”.  This is, of course, an essential function of social policy and Boeri emphasizes therefore that not all European labour market reforms should aim at achieving labour market efficiency regardless of its impact on distributional objectives.  The challenge then is to design social reform strategies that, at least partly, reconcile employment and equity objectives.  In this context, Boeri advocates two strategies, first, the activation strategy and, second, the provision of financial incentives to work at relatively low wages (in-work benefits). 

Activation strategies comprise three instruments: job search assistance and tests to quickly reintegrate unemployed persons in the labour market; job counselling; and “suitable job” tests and sanctions.  All these measures combine to bring the unemployed back to work with (formal or informal) pressures to actively look for jobs, the so-called “help and hassle” approach.  This approach requires an effective public employment service to support job search and to activate the unemployed.  It also requires a coherent legal framework, including rules for sanctions.

Boeri points out that the available (largely experimental) evidence suggests that activation policies have been most successful in stimulating the return of women to the labour market.  The evidence, however, is much more mixed in the case of unemployed young persons with limited or no work experience and there is little evidence as yet about the effectiveness of the British New Deal that aims to promote the labour market integration of the young unemployed.

The second strategy, consisting of financial incentives, involves two types of instruments. The first, the employment conditional incentive (ECI) is a subsidy to increase labour supply; the second, a wage subsidy, operates on the labour demand side.  The ECI can be provided as a tax credit or as a benefit.  The overall effectiveness depends on the actual design of the measure and, especially, how well it is targeted at the individuals to be reached.  Wage subsidies for low-wage employees shift out the labour demand curve, and their employment effect is an increasing function of the elasticity of the labour demand and supply curves for low-wage workers.  Boeri notes that there is a lack of robust empirical estimates of the size of both these elasticities.  Overall, the effectiveness of wage subsidies is a matter of design in order to avoid deadweight losses, crowding out effects and the creation of perverse incentives to firms.  But Boeri argues that wage subsidies in combination with minimum wages can be rather effective in reducing the size of the informal sector given that they create incentives for employers and employees to declare low-productivity jobs.  This is especially relevant for countries with a large shadow economy, as is the case in southern Europe. 

Boeri concludes that the attainment of the Lisbon employment targets will not be possible without comprehensive institutional and social reforms.  These will have to include more decentralized wage bargaining systems and reforms of the pension system to arrest the trend to early retirement and raise the participation rates of older workers. 

In his comments, Jan van Ours (Tilburg University), agreed to a large extent with the proposed strategy of raising employment rates by means of activation measures and in-work benefits.  He noted that employment rates for prime-age males are already very high and will be very difficult to increase further in view of the adverse characteristics (e.g. long-term unemployment; disabilities) of the non-employed in this age group.  In contrast, there is quite a large variation across countries in the employment rates of prime-age females and elderly workers, both male and female, which should be targeted by policy.  While supporting the “help and hassle” approach, van Ours was more sceptical about the effectiveness of financial incentives in raising the employment rates of prime-age females especially in countries with low employment rates (as is the case in southern Europe), which he thinks also require measures to stimulate part-time work.  In a similar vein, replacing early retirement schemes by gradual retirement schemes that fostered access to part-time jobs could raise the employment rates of elderly persons.

The second discussant, Vladimir Gimpelson (The Higher School of Economics), noted that, in general, the transition economies had been able to maintain relatively high employment rates in the face of deep economic crisis but this had been accompanied by rising wage inequality and an increasing proportion of low-wage, low-productivity jobs.  Other features of the situation included wage arrears, the growing importance of short-time work and a large proportion of activities moving into the informal sector.  These helped to contain social and political tensions, but the basic trade-off was the same as that described by Boeri for the western market economies. 

In his comments, Gimpelson focused on labour market developments in Russia since the onset of the economic transformation process in 1992.  There was a sharp fall in the employment rate in Russia from some 80 per cent in 1992 to some 65 per cent in 1998, but this is a relatively small change when compared with the collapse of output by more than 50 per cent over the same period.  The recent economic recovery had led to an increase of the employment ratio to some 70 per cent in 2000, i.e. Russia is ahead of the EU in terms of the Lisbon target.  But Gimpelson remarked that in maintaining this relatively high employment rate, Russia could not escape from the basic trade-off between labour market efficiency and social policy objectives as described by Boeri. 

In fact, the change in the employment rate conceals a sizeable outflow from the labour force into the informal sector and a significant rise in unemployment.  At the same time, the still high employment levels in the face of significantly lower activity can only be maintained by accepting increasing wage inequality.  Gimpelson sees that a major challenge ahead is to raise the employment rates while at the same time compressing the low-wage, low-productivity segment of the labour market.  Whereas relative insider power and other social factors may have led to expectations that the decline in labour force participation and employment rates would be largely at the expense of women, this was not in fact the case: males and females were affected (in the aggregate) to a similar extent.  Gimpelson explains this somewhat surprising outcome by the fact that females benefited from their employment experience, mainly in the public sector services, and the acquisition of skills and networks developed under the former socialist system. 

The other main features of labour market participation and employment rates in Russia are broadly similar to those in western countries.  Employment rates of prime-age groups have remained quite high, while the younger and the oldest age groups have withdrawn from the labour market to a much greater extent.  The adverse labour market conditions in rural areas were largely accommodated by the growing importance of activities in the informal sector. 

Gimpelson also looks briefly at likely labour force developments in Russia up to 2015, under the assumption of a broadly constant labour force participation rate.  He concludes that beyond that year the demographic trends imply a shrinking size and increased ageing of the labour force.  This could become a serious constraint on Russia’s growth potential and leads to the question as to what extent the demographic trends can be offset by raising the retirement age and/or active migration policies. 

In the general discussion, the question was raised of what role part-time work has to play in raising the participation rates of female and older workers and whether part-time work really corresponds to the preferences of people.  Is the choice between full-time and part-time or between part-time and inactivity?  There was some agreement that part-time work was instrumental in raising the participation rates of females and older persons.  As regards older persons, it was also pointed out that the incentives to early retirement need to be reduced.  Sweden was mentioned as an example where pension reform had raised the participation rates of older persons to very high levels.  Van Ours noted that there was often confusion between part-time/full-time and temporary/permanent jobs.  In the Netherlands, many part-time jobs are based on permanent contracts.  He quoted survey data, which suggest that there are many persons working part-time who would prefer to work full-time but that the proportion of full-time workers who would like to work part-time is actually larger. He also pointed to the large proportion of men (about 20 per cent) who work part-time in the Netherlands.  He also defended the “help and hassle” policies that had often provided a needed spur to some of the unemployed to find a job; these policies should not be denounced as harming the unemployed.  Tito Boeri added that these activation policies involve a kind of mutual responsibility of the unemployed and public institutions to make serious efforts to foster the reintegration of the former in the labour market.  Boeri also noted that increased earnings inequality might be required to create more jobs but that there should be a redistribution mechanism put in place to prevent an excessive increase in income inequality.

Not all domestic labour market problems, however, can be solved by focusing solely on the domestic labour supply; they can also be addressed by opening labour markets to foreign workers.  The final paper by Herbert Brücker (Deutsches Institut für Wirtschaftsforschung) dealt therefore with the economic effects of labour migration (on host countries).  There has been increased interest in issues related to migration in recent years partly because of the rapid diffusion of new technologies which have highlighted important shortages of high-skilled workers in the field of information and communication technologies in many developed market economies.  Immigration is also seen as necessary to better cope with the economic and social consequences, and especially the fiscal implications, of progressive population ageing and declining populations in the developed market economies.  The topic has also increased in importance because of the forthcoming enlargement of the EU and expectations that it may trigger significant labour movements from east to west given the sizeable gap in per capita incomes, which is one of the main forces driving migration.

Brücker notes that west European migration policies over the past two decades were shaped by the apprehensions in the host countries about inflows of foreigners, which were associated with increased unemployment, lower wages and deteriorating social welfare.  In fact, such apprehensions may partly explain why there is a research bias towards the impact of immigration on host countries, while the impact on source countries is often neglected, although the consequences for the latter might be just as important. 

Whereas barriers to the movement of people between the member states of the EU and European Economic Area (EEA) have been eliminated to an extent that is unique among regional trade areas, immigration policies towards non-EU and non-EEA countries have become more restrictive, although these areas are the main sources of immigration in western Europe.  These policies have remained largely in the national domain.  Migration policies are sometimes discriminatory in terms of skilled and unskilled migrants, as was illustrated by the recent debate over measures to deal with the shortage of IT skills in some western European economies. 

Brücker provides interesting information on the human capital characteristics of migrants in western Europe: migrants are younger than natives, most of them are male, and their average skill levels tend to be below those of natives in the main EU receiving countries.  Moreover, the unemployment and welfare dependency rates for immigrants are higher than those for natives, a reflection of their human capital characteristics.  However, for a given level of skills and other dimensions of human capital, non-natives depend to a lesser extent on welfare and unemployment benefits than do natives. 

In order to assess the impact of migration on income and employment, the author uses a standard model for a closed economy calibrated for either clearing labour markets or persistent unemployment.  The general upshot is that in this comparative-static framework migration leads to allocative efficiency gains, i.e. the overall macroeconomic effects on the host country are positive.  But the distributional effects depend on whether foreign and domestic labour are complements or substitutes.  In the former case, migration has a positive impact on the wages of domestic workers whereas in the latter the effect is negative.

The calibration results from the theoretical model, however, contrast with the relatively large uncertainty surrounding empirical estimates of the impact of migration on wages and employment in western Europe.  This reflects partly the restrictive assumptions of the estimated model and the use of instrumental variable estimation techniques.  These estimates suggest that the impact of migration on the wages of natives is relatively small, varying in the majority of studies within a range of +/- 0.3 per cent for a 1 per cent increase in the host economies’ labour force due to migration.  There is also little support for the claim that an increase in foreign workers leads to a rise in unemployment.  The available empirical estimates suggest that displacement effects, if any, are small in western Europe, especially as regards the impact on unemployment rates.

But migration has been in the focus of intense discussion not only because of the expected labour market impact but also because it is seen as a vehicle to cope, at least partially, with the fiscal implications of the significant secular ageing of populations in Europe and which, ceteris paribus, is projected to lead to a dramatic increase in the dependency ratio in the period up to 2050 with associated problems for public (pay-as-you-go) pension schemes and social welfare expenditures.

The question is what increase of migration would be required to significantly affect the rate of population growth and the change in the dependency rate.  Brücker points to United Nations calculations, which suggest that to keep the proportion of the working-age population constant in the EU will require an influx of some 1.6 million immigrants per year over the period 2010-2050, an increase by about a factor of three compared with the period 2005-2010.  This corresponds to an increase in the net immigration rate from on average 0.8 persons per thousand of the population over the period 1950-2000 to an average of 3.7 persons over the next 50 years.  In the absence of naturalization and given the projected sharp decline in the number of natives, this would entail a significant increase in the proportion of foreigners in the total population. 

It may be doubted whether migration on such a scale would be politically sustainable; but even if it were, the question is whether it would be forthcoming on this scale.  Brücker notes that while the large income gap between western Europe and regions in eastern Europe and the CIS and northern Africa, etc. would continue to provide an incentive for migration, the significant population ageing projected also in these source regions will tend to reduce the migration potential.  This suggests that migration may mitigate somewhat the secular ageing process in the traditional host countries of western Europe, but it cannot arrest it. 

This also implies that migration can only alleviate somewhat the fiscal burden in ageing societies via the net contribution of migrants to public sector budgets.  Migration cannot eliminate the fiscal burden, given plausible assumptions about the future magnitude of inflows of foreign workers.  Using the analytical framework of generational accounting, it is estimated that in the case of Germany the “sustainability gap”, i.e. the difference between the (net present value of) projected long-term government consumption and debt servicing on the one hand, and expected tax revenues on the other hand, can be reduced from about 6 per cent of GDP per annum (in the case of no migration) to some 5 per cent of GDP per annum if there is annual immigration of 200,000 workers, which corresponds to the historical trend.

Brücker also emphasizes that migration comes at a cost to the source countries of west European migration, because of the resulting deterioration in their own public finances.  This holds especially for the countries of central and eastern Europe.  This points to the need for compensatory transfers to offset the fiscal losses, including public expenditure on education and training, in the source countries. 

The first discussant, Stanislawa Golinowska (Research Institute for Labour and Social Affairs), provided some insights into migration from a central and eastern European perspective.  She noted that with the collapse of the Berlin wall, the main motives for emigration from the region have changed from mainly political to economic reasons.  Migration from the CEECs is mainly of a temporary nature, linked to short-term labour contracts and tight regulation by the European Union and other west European countries.  The tight regulation, in turn, appears to have triggered a considerable amount of illegal labour movement: estimates for Poland suggest that the importance of emigration without work permits is of the same order of magnitude as legal labour movements.  In addition, there is also considerable commuting across the common borders with western countries.

But Golinowska points out that the CEECs themselves have also been experiencing significant inflows of foreign workers, especially from the CIS but also in connection with the inflow of FDI from western countries.  In addition, the political and economic changes since 1989 have stimulated return migration. 

The skill profile of emigrants has also changed.  Under communism, most emigrants were in the category of skilled labour.  Since 1990, however, the majority of them have only basic vocational qualifications.  This reflects not only the stronger demand in the CEECs for qualified and highly-qualified workers but also the fact that economic conditions in the region have improved and are expected to improve further in the years ahead.  Golinowksa rightly emphasizes that expectations about future living standards in the source countries are an important factor influencing the decision to migrate, besides the actual real income gap.  But migration from the CEECs has also been influenced by the active recruitment policies of western countries designed to attract workers with specific skills in order to solve specific problems in certain sectors (e.g. health care, cleaning services, ICT).

The second discussant, Georg Fischer (European Commission), agreed that the available empirical evidence points to only a limited impact of migration on labour markets in host countries.  He also noted that given the current age structure, migration is likely to have a positive fiscal impact in the host country in the short run, but the long-run effects are less clear.  Fischer emphasized that the paper did not mention anything about the important issues of maintaining social cohesion and the associated need to strive for the social inclusion of migrants.  He suggested that these matters could be addressed either via selective immigration policy or by a specific social integration policy focused on immigrants.  This is obviously an important issue for the host country population, reflected in the fact that concerns about social inclusion (or, rather, exclusion) tend to be at least as important as worries about the perceived negative economic implications of migration.  He recommended that social integration policy should aim at providing incentives to immigrants to adapt to the local environment.  Fischer also noted that the general macroeconomic benefits of immigration are not very noticeable for the host country population, whereas the negative effects (e.g. the loss of a job) are more directly felt by individuals and more easily associated with migration, especially by those looking for jobs. 

In the general discussion, the question was asked to what extent the economic benefits of migration to the host country are offset by the negative effects in the source countries. In other words, is international migration a zero-sum game?  This, of course, is a highly complex issue, especially when the external effects of human capital formation and the dynamic processes shaping core-periphery developments are taken into account.  It was argued that in the case of temporary migration, the effects on the source countries are likely to be positive in terms of lower unemployment, the remittances from persons working abroad, and the experience and skills accumulated by return migrants.  There remained, nevertheless, concerns about the adverse economic effects on the source country in the case of long-term migration of high-skilled workers (“brain drain”).  These pointed to the need for some sort of financial mechanism to compensate for the budgetary impact of migration, especially with regard to pension obligations, but this was not seen to be a realistic policy option.  The question was also raised as to whether the empirical estimates of the labour market effects of migration in Austria and Germany discussed in the paper are representative for other countries as well. 

General conclusions

Against this background, the focus of the Spring Seminar on labour market challenges was timely, given the “primacy of work and welfare for the life chances of ordinary citizens and, by implication, for the political legitimacy of democratic polities.”

It would, of course, be ideal if at the end of such a seminar there were broad agreement about the causes of unemployment and what should be done to reduce it.  In fact, as mentioned above, there was general agreement on many aspects of the problem and on some of the proposed strategies, but there was also disagreement on important issues.  One important message is that labour markets in the various European countries differ considerably, both in terms of performance and in regard to existing labour market institutions.  It is therefore misleading to make sweeping statements to the effect that “European labour markets are too rigid”.  It has been pointed out elsewhere that many labour market institutions that are often taken as evidence of labour market rigidities in fact have no significant impact, if any, on unemployment.
 

Another noteworthy feature of the discussion at the Seminar was the strong emphasis placed on microeconomic factors in the analysis of labour market performance, notably as regards western Europe.  Thus, Jackman pointed to the importance of stimulating the demand for labour by means of reducing the regulatory environment surrounding new firm creation and by other microeconomic measures to reduce the costs to enterprises of creating more jobs.  In contrast, the impact of macroeconomic policies on the level of aggregate effective demand for goods and services in the economy was largely ignored.  However, Nesporova emphasized the need to create a conducive macroeconomic environment to promote employment growth in the transition economies.  In fact, structural reforms and demand policies are likely to be complementary.  Microeconomic reforms are unlikely to have the desired impact on job creation if aggregate demand in the economy is weak; conversely, the employment response to strong demand growth will be determined by the degree of labour market flexibility.

With regard to the transition economies, one of the most important messages was the extent to which the former economic system has allowed a significant deterioration in the quality of the labour force.  It has been frequently asserted that the central and east European economies embarked on the transition to market economies, and on the required reform and restructuring process, with large stocks of qualified and well-educated labour that could easily adjust to the radical change in economic conditions.  This has proved to be highly misleading.  In fact, a considerable mismatch has emerged between the demand for and the supply of skill in the new economic environment, a mismatch that has been amplified by the lack of adequate transport infrastructure and the virtual absence of a market for housing.  These all constitute important obstacles to labour mobility and have resulted in the petrifaction of regional labour market disparities.  The CIS countries, moreover, face the challenge of transferring the employment protection services from enterprises to the public sector and coping with the social and fiscal consequences of the associated increase in open unemployment. 

Raising employment rates in western Europe and the transition economies may have to go along with increased wage inequality given the relative increase in demand for skilled labour and the need to reduce the size of the informal sector, which is largely made up of low-wage, low-productivity jobs.  This runs counter the traditional egalitarian economic model that is widespread in continental Europe, and the challenge is therefore to design redistributive policies that will mitigate the impact of structural change on personal income distribution.  More generally, many of the recent and envisaged reforms of labour market institutions will tend to shrink the traditional boundaries of the “commodification” of labour. 

There was broad agreement that the existing early retirement schemes in Europe are not sustainable in the context of progressive population ageing and the associated problems facing the provision of retirement pensions.  (Such early withdrawals from the labour market are also an important waste of economic resources.)  Another important point was that immigration would only be able to mitigate, not solve, the fiscal problems associated with population ageing.  Rather, coping with the challenges of population ageing requires the development of comprehensive national strategic frameworks that go beyond immigration policies.  Such strategies will need to include, inter alia, policies to achieve sustained economic growth, higher rates of labour market participation of all age groups, an increase in the retirement age and greater intergenerational solidarity.  The principal elements of such a framework were recently agreed upon and adopted at the UNECE Ministerial Conference on Ageing, held in Berlin on 11-13 September 2002.
 







�	Note that the employment-population ratio (E/P) is the product of the employment rate (E/L) and the labour force participation rate (L/P), i.e. E/P=E/L * L/P, where E denotes employment, P the population at working age and L the labour force.
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