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Preface

The primary goal of the ILO is to work with member States towards achieving full and
productive employment and decent work for all. This goal is elaborated in the ILO
Declaration 2008 on Social Justice for a Fair Globalizatioich has been widely adopted
by the international community. Comprehensive and integrated perspectives to achieve this
goal are embedded in the Employment Policy Convention of 1964 (No. 122), the Global
Employment Agenda (2003) and — in response to the 2008 global economic crisis — the
Global Jobs Pact (2009) and the conclusions of the Recurrent Discussion Reports on
Employment (2010 and 2014).

The Employment Policy Department (EMPLOYMENT) is engaged in global advocacy
and in supporting member States in placing more and better jobs at the centre of economic
and social policies and growth and development strategies. Policy research and knowledge
generation and dissemination are essential components of the Employment Policy
Department’s activities. The resulting publications include books, country policy reviews,
policy and research briefs, and working papers.

The Employment Policy Working Paper series is designed to disseminate the m
findings of research on a broad range of topics undertaken by the branches of
Department. The working papers are intended to encourage the exchange of ideas ar~ =
stimulate debate. The views expressed within them are the responsibility of the authors
do not necessarily represent those of the ILO.

& ®

Azita Berar Awad
Director
Employment Policy Department
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1. Introduction

The 2000s and in particular the period 2005-2008 led to optimistic assessments of
labour market trends in upper-middle- and high-income countries as the national
employment rates were steadily growing and the unemployment rates, including the long-
term ones, were declining in most of these countries. The financial and economic crisis put
an end to these optimistic expectations as unemployment recorded a sharp increase in 2009
and kept rising even when countries returned to previous levels of economic growth.
Moreover, with a short time lag, long-term unemployment also started not only moving up
in relation to the overall labour force but also raising its share in total unemployment. And
compared with previous recessions, the steep and prolonged increase in total and long-term
unemployment occurred also in countries traditionally experiencing relatively low
unemployment, in particular the long-term unemployment, such as the United States, United
Kingdom, Australia and Canada. However, some upper-middle- and high-income countries
have managed to go through the economic crisis without any or with only a small increase
in total and long-term unemployment, and in the latter case, to have reduced it in a
subsequent period. This development and the remarkable diversity in labour market
responses across countries has begged a number of questions concerning the natt
unemployment, such as the extent to which employment trends are connected with econc
cycles, structural factors, institutional factors, specific policies, etc. A key question conce
why some countries with dynamic economic performance are constantly struggling with
high aggregate and/or long-term unemployment while some other countries w
significantly lower economic growth are able to maintain low total and/or long-terr
joblessness?

®)

A short overview of recent research on factors behind elevated long-term joblessn
in some economically advanced countries, on negative social, economic and politi
consequences of long-term unemployment and the efficiency of labour market policies »
addressing this is provided in Nesporova (2015). This overview, however, reveals @
absence of cross-country analyses of differences in the level and trends in total and Ic
term joblessness and the factors explaining them. Obviously, such a comparative in-dewun
analysis can be undertaken only on a relatively small sample of countries. In order to nar
the list of factors that may influence the level and changes in joblessness and to be
identify causes of diversity in labour market performance, it has been decided to se._>
countries that are similar with regard to their economic structure and industrial traditiol
are closely linked through trade and production chains and therefore prone to synchron
economic fluctuations, are also similar culturally, and have compatible databases to allo
more detailed analysis. One such group is the five Central European countries — Germany,
Austria, Czech Republic, Poland and Slovakia. The latter four countries are very dependent
on Germany — their single most important production and trading partner, whose economic
fluctuations are immediately reflected in their own economic performasit®f them are
also relying a lot on industry, which contributes from 25 per cent (Austria) to 34 per cent
(Czech Republic) to their GDP and in the case of employment this share is similarly high.
All of them now belong to the high-income countries category according to the World Bank
classification, although Austria and Germany have significantly higher GDP per capita in
comparison with the three other countries. Despite all these similarities, they have very
different labour market performance, including during and after the recent economic
recession. Therefore an analysis of factors contributing to these labour market diversities

() (&)

® »C

L According to EUROSTAT, in 2004 exports to Germany contributed 29 per cent to total Austrian
exports, 32 per cent to total Czech exports, 26 per cent to total Polish exports and 22 per cent to total
Slovak exports. Imports from Germany constituted 41 per cent of all Austrian imports, 27 per cent of
total Czech as well as Polish imports and 18 per cent of total Slovak imports.
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can reveal both obstacles for jobless persons to (re-)enter the labour market as well as the
direction of policies that could help in this respect and, thus, guide policy makers.

The paper is structured as follows. Chapter 2 analyses labour market performance of
Austria, Czech Republic, Germany, Poland and Slovakia over the period 2000-2014. It
highlights differences in their economic activity as well as in employment, unemployment
and long-term unemployment levels and trends for total population and in disaggregate by
sex, age, level of education and country of origin, in the case of employment also by working
time, status in employment and economic sector. Chapter 3 discusses the disaggregation of
total unemployment into cyclical, structural and frictional parts and applies two main
approaches for estimating structural unemployment and its relationship to cyclical, frictional
and long-term unemployment. Chapter 4 provides a short overview of research on factors
determining structural and long-term unemployment. Chapter 5 offers a cross-country
comparative analysis of issues driving structural and long-term unemployment in these five
countries, such as skills mismatches, labour tax wedge, generosity of income support in
unemployment, labour market regulation and incidence of temporary contracts and active
labour market policies. Chapter 6 summarizes the main conclusions.

CICICICXCRC
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2. Labour market performance

2.1. Economic activity

A cross-country comparison of economic activity (the labour force participation rate)
of the population (see Table 1) in the five countries shows that between 2000 and 2014 it
increased everywhere but the pace differed a lot — it expanded by four percentage points in
Austria and even by almost 8 points in Germany, while the Czech Republic, Poland and
Slovakia recorded only small increments, respectively, by 2.3, 1.8 and 0.8 points. While in
2000 the differences in economic activity across the five countries were negligible (with the
exception of Poland that already fell behind), the gap between Germany and Austria on the
one hand and the three new EU member states significantly widened over this period. When
comparing the labour force participation rates of men and women, the above mentioned gap
should mainly be attributed to diverging developments of female rates. They were fairly
similar in 2000 but thanks to a surge in female participation in Germany and Austria but
only limited increases in the other three countries they grew to almost 12 percentage points
between the leading country — Germany — and the most lagging country — Poland. With
regard to male activity, diversity among the five countries existed already in 2000 and o
slightly increased over the 2000-2014 period.

Table 1: Economic activity of population, total and by sex, 2000-2014 (in %)

CICICICXCRC

Indicator Country 2000 2004 2009 2014

Austria 71.3 69.4 74.3 754

Czech Republic 71.2 69.9 70.1 735

Economic activity — total population Germany 71.0 721 74.3 7.7
Poland 66.1 63.7 64.7 67.9

Slovakia 69.5 69.7 68.4 70.3

Austria 80.1 76.0 80.0 80.0

Czech Republic 79.0 77.6 78.5 81.2

Economic activity - men Germany 78.8 79.0 82.2 825
Poland 71.8 69.9 71.8 74.6

Slovakia 76.8 76.5 76.3 77.6

Austria 62.5 62.9 67.7 70.8

Czech Republic 63.5 62.1 61.5 65.6

Economic activity - women Germany 63.0 65.1 70.4 729
Poland 60.5 57.6 57.8 61.1

Slovakia 62.8 63.0 60.6 62.9

Source: Eurostar database

A closer look at the labour force participation rates of the three main age groups — youth
(aged 15-24), prime-age (25-54) and older population (55-64) reveals that for prime-age
persons cross-country differences were small and further diminished over the analysed
period. Economic activity of the elderly increased in all the five countries as a consequence
of two factors: an increasingly difficult access to early retirement and postponement of the
statutory retirement age, which both moved the effective retirement age upwards. However,
the speed of this rise differed across the countries, which further widened disparities in the
activity rates of the elderly: in 2000 the gap between countries with the highest (Germany)
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and the lowest (Slovakia) rates accounted for 18.3 percentage points, in 2014 this difference
between Germany and Poland already reached 23.5 points. The fastest growth of labour force
participation of the elderly was recorded by Germany (by 26.2 p.p.), followed by Slovakia
(by 25.5 p.p.) that more than doubled its rate, while Austria and Poland lagged further
behind.

Table 2: Economic activity of population by age group, 2000-2014 (in %)

Indicator Country 2000 2004 2009 2014
Austria 56.1 55.7 59.5 58.0
Economic activity of persons aged Czech Republic 43.9 34.6 31.8 322
15-24 Germany 50.4 475 51.8 499
Poland 37.5 35.1 338 339
Slovakia 44.8 39.1 314 31.0
Austria 85.3 84.5 87.0 88.0
Economic activity of persons aged Czech Republic 88.5 87.8 8.7 88.8
2554 Germany 85.4 85.9 87.1 87.6
Poland 82.7 81.8 83.4 85.1
Slovakia 88.3 89.1 87.2 87.3
Austria 314 272 405 46.9
) . Czech Republic 38.1 44.9 49.6 56.8
Economic activity of persons aged
55.64 Germany 42.9 475 61.0 69.1
Poland 32.1 29.3 345 456

Slovakia 24.6 3141 42.8 50.1
Source: Eurostat database @

While economic activity of older persons increased everywhere, countries recorc -
opposite trends with regard to economic activity of youth. Austria and Germany maintain
their significantly higher youth participation rates over the whole period (in Austria it furthe
increased), compared with the three other countries where lower youth participation rates
recorded in 2000 further substantially declined, in Slovakia even by almost 14 points,
2014. There are three reasons for this different development in the two country groups
increasing numbers of young people enter tertiary education in the Czech Republic, Polwa
and Slovakia and opt for longer studies until reaching a master degree (as bachelor deg
do not have high status and are not so much valued in these countries); (i) many univel
students in Austria and Germany accept part-time jobs in order to gain practical experie
in their profession that will smoothen their school-to-work transition, while this potentially
very useful practice is rather rare in the other three countries; and (iii) within the widespread
dual vocational education and training in Austria and Germany young people conclude
labour contracts with the employers who provide the practical part of training. In contrast,
in the Czech Republic, Poland and Slovakia after political changes in 1989 vocational
education and training shrank in general and skipped the practical part in enterprises by
shifting it to schools and the dual system is only slowly regaining the ground. If in 2000
economic activity of the elderly was significantly lower than that of youth, in 2014 it is the
reverse, with the only exception of Austria.

»

2.2. Employment

Figure 1 proves strong correlation between the GDP and the employment growth rates
between 2000 and 2008 with a certain exception of the Czech Republic where this
correlation was somewhat weaker. The crisis year of 2009 saw a sharp decline of GDP in
Austria, Czech Republic, Germany and Slovakia, while Poland recorded only a slowdown
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of its rate. Employment reacted more mildly although its growth rate also slipped to negative
figures in Austria, Czech Republic and Slovakia, while still remaining slightly above zero

in Germany and Poland. Since 2010 the relationship between both indicators has developed
differently across the countries: in Austria and Slovakia the correlation has strengthened
again while in the three remaining countries it has significantly weakened. In Poland, despite
economic recovery employment even faced a sharp absolute decline, then moved around
zero and returned to a more significant rise only in 2014. Similarly in the Czech Republic
employment started recovering only in 2014, while stronger employment growth since 2010
was recorded only in Austria and Germany. Between 2000 and 2014 employment rose by
13.6 per cent in Austria, 9.8 per cent in Slovakia, 8.3 per cent in Poland, 7 per cent in
Germany and 5.1 per cent in the Czech Republic. When comparing GDP fluctuations across
these five countries they show rather strong correlation and prove thus that economic
development in Germany determines the development in the other four countries. With
regard to employment, such correlation does not seem to exist, which indicates that the
economic cycle is only one of several factors influencing the dynamics of employment.

Figure 1: GDP and employment dynamics, 2000-2014

Austria Czech Republic

6 -10
==@== GDP ==@=Employment e GDP === Employment
Germany Poland
6 8
4 6
2
4
0 2
) \
4 0 / ‘:\ ~-_ /
OHNg?u’\&DV\mm‘\OHN(@Q
g ) 8&0:,.000000 /o o = o
6 2323888 o o oo
N N N NANANCANA NN NN
-8 -4
=== GDP ==@==Employment === GDP ==@==Employment

CICICIORCIC)

Slovakia

«@=—GDP === Employment

Source: Eurostat database

However, developments in economic activity and employment should be compared
with trends in part-time employment presented in Table 3. The table shows that while in
2000 part-time employment was already much more frequent in Austria and Germany in
comparison with Poland and even more with the Czech Republic and Slovakia, it further
increased considerably in the first two countries but only marginally in the Czech Republic
and Slovakia, while it declining in Poland over the analysed period. In 2014 more than one
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in four persons in Austria and Germany worked part-time, while only one in twenty in the
Czech Republic and Slovakia and one in fourteen in Poland. The faster rise in economic
activity in Austria and Germany and of employment in Austria should thus be to a large
extent attributed to the growth in part-time employment.

Table 3: Trends in part-time employment, 2000-2014 (% of total employment if not otherwise stated)

2000 2004 2009 2014

= g = S = g = g
All workers
Austria 16.7 40| 329| 199 | 46| 382 239 | 75| 426] 269 | 96 | 463
Czech Rep 48 1.6 8.9 4.4 1.7 79 48| 20 85| 55| 25| 95
Germany 19.1 45| 317 | 219 59 | 413 ] 253 | 86 | 449] 265 | 92 | 463
Poland 9.3 70 | 121 9.6 741 125 77| 50| 109] 71 441 103
Slovakia 1.8 0.9 29 25 1.3 40| 34| 26| 45| 51 37| 68
Older workers aged 55-64
Austria 16.6 72| 372 | 228 | 10.0 | 476 | 264 | 114 | 494 | 282 | 136 | 488
Czech Rep. 12.5 54| 273 98 | 48 186 | 86| 44| 151 | 80| 53| 119
Germany 22.7 6.7 | 483 246 78 | 496 276 | 10.0 | 50.1 ] 299 | 109 | 51.7
Poland 280 | 226 | 359 | 218 | 148 | 327 | 186 | 119 | 303 | 114 | 78| 165
Slovakia 59 | na | 134 78 3.7 195] 62| 41| 100] 62| 38| 93
Involuntary part-time employment as % of total part-time employment
Austria 108 | 211 9.3 92| 159 82| 111 | 174 98| 115 | 164 | 103
Czech Rep. 9.7 49 | 108 | 149 8.0 168 | 145 | 95| 161 ] 21.1 | 185 | 219
Germany 128 | 206 | 117 ]| 178 | 312 15.7 | 221 | 386 | 18.8 | 145 | 223 | 128
Poland 146 | 145 | 148 | 325 | 3341 321 194 | 194 | 194 323 | 319 | 325
Slovakia 104 | na. | 14.0] 100 | na. 851 223 | 27.7 | 183 ] 334 | 39.5 | 291

CICICITICRC)

Source: Eurostat database

Table 3 demonstrates that part-time employment is much more widespread among
women and older persons in all the five countries. However, the development trends in part-
time employment of women and older persons largely vary across the countries. In Austria
and Germany part-time employment of women further increased, while its growth was only
marginal in the Czech Republic, in Slovakia it doubled but from a very low level and in
Poland it even fell. Moreover, while only 10 per cent or less women work part-time in the
new EU member countries against 46 per cent in Austria and Germany, almost one-third of
women in the former countries do so involuntarily against one-tenth in the two latter
countries? There are several reasons for it: long partially paid parental leaves in the Czech
Republic and Slovakia until 3 years of age of the child (in Poland such leave exists as well

2 Some surveys, however, indicate that many German part-time women workers would actually like
to work full time but cannot do so due to the lack of childcare facilities and fiscal disincentives (see
e.g. Wanger, 2011).
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but is unpaid); lack of childcare facilities; low level of wages; unwillingness of employers
to arrange part-time jobs; and discrimination against women with small children in general.

In the case of older workers, in 2000 their part-time employment levels in Poland and
the Czech Republic were not very different from those in Austria and Germany, only
Slovakia had a much lower proportion of the elderly in part-time employment. While the
incidence of part-time employment further rose in Austria and Germany so that in 2014 one
in two older workers worked part-time, in the Czech Republic, Poland and Slovakia their
proportion considerably declined to 16 per cent or less. This significant reduction in part-
time employment of older workers can be explained by the rising statutory retirement age in
the latter three countries. While in the past many retired persons sought part-time
employment to complement their low pensions, now they have to work full-time until
retirement in order to gain entitlement to full old-age pension.

Table 4 compares the composition of employment by status in employment and its
development for the five countries over the period 2000-2014. It reveals that Germany and
Austria have significantly higher shares of employees and much smaller weights of self-
employed persons in total employment than the Czech Republic, Poland and Slovakia (in
Slovakia with the exception of the early 2000s). Moreover, employers are more represented
among self-employed persons in Germany and Austria than in the other three countr
while the latter countries have substantially higher proportions of own-account worke
compared with Austria and Germany. Between 2000 and 2014 the weight of wa
employment had an increasing tendency in Austria and Germany but in the Czech Repuhli~
and Slovakia its contribution to total employment further decreased, in contrast to that
own account workers. This proved a rather limited job creation potential of the enterpr
sector in the latter two countries in the analysed period, despite their considerably lowe:
wage levels in comparison with Austria and Germany, so that people are increasingly pus @

¥

to self-employment. Only in Poland wage employment raised its share in total employm
at the cost of both own account workers and helping family members; the reason we
shrinking number of small family farms (still widespread in Poland unlike in other Centr:!
European countries). Nevertheless, the same conclusion on a limited job creation pote| (#
of the enterprise sector is valid for Poland as well, as many subsistence farmers and
family members could not find a job outside agriculture and withdrew from the labour
market as proven by the declining economic activity of the population between 2000 e‘

@

2009 (see again Table 1).

R »
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Table 4: Composition of employment by status in employment, 2000-2014 (in %)

Country Austria Czech Republic Germany Poland Slovakia

(=] N < (=3 [=2] < (=3 N < (=] N < (=3 [=2] <
sas (€ 8 5|8 8 Z|5 B E|8 B £|8 B &
Employment 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100
of which
Employees 87.8 | 875 | 87.8 | 851 | 836 | 824 | 896 | 89.1 | 89.9 | 73.9 | 779 | 792 | 92.0 | 844 | 847
Employers 49| 46| 46| 42| 37| 34| 49| 46| 44| 39| 41| 40| 25| 34| 31
Ownaccount |56 | 65| 63102 | 122 | 136| 48 58 54179 142 138| 52| 121 | 121
workers
Helping family o5 | 09| 13| 05| 05 06| 07| 05| 03| 43| 38 30| 03| 01 01
members

Source: Eurostat database

Employment structure by economic sector and its development trends across the five
countries are presented in Table 5 and some remarkable differences can be detected. The
share of agriculture in total employment declined everywhere and most rapidly in Pole
prior to the economic crisis. Nevertheless, Poland has by far the highest employmen
agriculture due to a large number of small farmers. Industry, and within industry mair
manufacturing, are strongly represented in total employment in comparison with other
European countries. The Czech Republic has the highest proportion of manufactur
workers in employment in the EU, closely followed by Slovakia. The weight o
manufacturing was declining over the analysed period. The sharpest fall occurred during u.c
economic recession when in 2009 in comparison to 2007, manufacturing lost 3.3 percen
points of its share in total employment in Austria, 3.2 points in the Czech Republic, 3 poi
in Slovakia, 1.7 points in Germany and 1.5 points in Poland. While employment
manufacturing recovered in the Czech Republic and to some extent also in Austria af~r
2010, their weights in employment still remained below the pre-crisis ones. Constructi @
experienced a boom prior to the crisis in particular in the new EU member countries but ¢
in Austria. Interestingly, while similarly hard hit by recession as manufacturing, the outflow
of employment from construction was distributed over a longer period.

®'®

O ()

Table 5: Employment structure by economic sector, 2000-2014 (in %)

R @»

Country Austria Czech Republic German Poland Slovakia
Status S S 2= S S S S S S S S S S S S
N N N N N N N N N N N N N N N

Sectors |, I1&1Il | 400 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100

Agriculture 56| 46 43| 52| 31 27| 25| 16| 13| 174 127 12| 69| 36 35
Sector |

Industry 218 | 165 | 172|307 | 310 | 300 | 251 | 222 | 214 | 241 | 231 | 232 | 203 | 27.2 | 26.1

Of which 206 | 151 | 158 | 275 | 254 | 270 | 238 | 205 | 19.8 | 204 | 195 | 193 | 258 | 240 | 234

manufacturing

Construction 84| 88 88| 94101 84| 85| 67| 69| 76| 83 75| 80| 109 95

Sector |l 302 | 253 | 260|401 | 411 | 384|336 | 289 | 283 | 317 | 314 | 307 | 37.3 | 381 | 356

Trade 158 | 16.0 | 147 | 130 | 129 | 1.9 | 142 | 135 | 140 | 142 | 148 | 146 | 125 | 132 | 120

Transport and

e | 71| 64 62| 79| 84| 75| 55| 60| 58| 63| 72 73| 83| 80| 77

Finance 38 36 34| 24| 22| 25| 37| 35| 32| 26 24| 24| 18] 21| 22

Education 60| 63| 69| 63| 59| 64| 53| 62| 66| 70| 78| 79| 77| 68| 70
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Country Austria Czech Republic German Poland Slovakia

o [=2] < (=3 [=2] A (=3 [=2] oo (=3 N A o [=2] <
Status S S S S S S S S S1 8 S S S S S
N N N N N N N N N N N N N N N
Health and
social care 80| 96| 99| 61 66| 70] 100|118 | 125) 66| 55| 58| 70| 63| 74
Public

administration 63| 69| 67| 66| 66| 64| 83| 73| 71| 54| 65| 67| 77| 76| 89
and defence

Otherservices” | 172 | 21.3 | 219 | 127 | 132 | 172|167 | 212 | 212 | 88 | 11.7| 134 108 | 143 | 157
Sector Il 64.2 | 701 | 69.7 | 54.7 | 55.8 | 58.9 | 63.9 | 69.5 | 70.4 | 50.9 | 55.9 | 58.1 | 55.8 | 58.3 | 60.9

“Due to the Eurostat’s transition in classification of economic sectors from NACE 1.1 to NACE 2 in 2009 it was impossible to have comparable data
for professional services over the whole period 2000-2014. Therefore they are included in other services.

Source: Eurostat database

As most professions in manufacturing and construction are specific and to a large extent
non-transferable to other sectors and requalification is often unsuccessful in terms of job
placement or even not offered by public employment services especially to older workers,
large numbers of laid-off workers from these two sectors remained in long-ter
unemployment or withdrew from the labour market altogether. Recovery of manufacturi
in the Czech Republic after 2011 absorbed again some of these laid-off workers but this
not the case in other countries. Similarly, redundant workers in agriculture, especially small
farmers in Poland who could not resist market competition, did not have appropri:
gualifications for other sectors and at least some of them ended up in long-te
unemployment or inactivity.

The services sector increased its contribution to employment, in particular in the ye
prior to the crisis, and underwent significant structural changes. Traditional services, s
as trade, transport and communications (without IT) were slowly losing their shares In
employment to the benefit of social services - education, health and social care, due t A
increased demand for tertiary education as well as a rising demand for health and social O
by the ageing population, and of professional and personal services, demanded by enterf..5S3
and households. With the exception of personal services, these sectors typically req
higher qualifications and professional services and often new types of qualifications. Th
structural changes thus provide new job opportunities for higher skilled population grou
able to acquire new knowledge during their working life, while jobs for low skilled and les~
flexible persons are gradually disappearing. Moreover, available low-skilled jobs offer or <<
low remuneration not very different from social benefits and therefore lock people with Ic

education in a social welfare trap leading to disconnection with the labour market and a loss
of working habits.

() (&)

R »O

2.3. Unemployment

Figure 2 shows vast differences in the unemployment rates across the five countries in
2000, with the Austrian rate equal to one-quarter of that of Slovakia and less than one-third
of the Polish one. The German and Czech rates were in the middle, at about twice the
Austrian rate. Between 2000 and 2004 the rates tended to expand in Austria, Germany and
Poland, while they more or less stagnated in the Czech Republic and Slovakia. The following
period 2005-2008 saw a decline in unemployrhentthe case of Poland and Slovakia a

8 A further increase in unemployment in Germany in 2005 was artificial: it was caused by the merger
of unemployment assistance and social assistance into the so-called unemployment benefit Il within
the Hartz labour market reforms (stage V), when a part of social beneficiaries who were actually
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steep one to single digits, while the Czech Republic managed to cut its unemployment rate
to one-half. The economic crisis brought a new upswing of unemployment across the five
countries in 2009. In Germany this rise was very mild and the rate immediately returned to
a decreasing trend. Also in Austria the increase was only small and the unemployment rate
further moved around five per cent, albeit with a recent slight upward tendency. In contrast,
the Czech Republic, Poland and Slovakia recorded a more substantial growth in joblessness
and the elevated level persisted, wiping out reductions achieved prior to the crisis in 2006-
2008. Differences in unemployment levels thus widened again, compared with 2008.

Figure 2: The unemployment rates, 2000-2014 (in %)
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Source: Eurostat database.
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Table 6 provides a disaggregation of unemployment developments by sex and age. >
general, unemployment drops with age: youth is most hit by unemployment, while olc
persons, with a certain exception of Germany, experience the lowest unemployment re
With regard to youth unemployment, countries managed to reduce it over the analy
period except for Austria, although it grew again significantly after the crisis in the Czer",
Republic, Poland and Slovakia. In Germany, youth unemployment almost doubled betw:
2000 and 2005 but since 2006 it has constantly declined. In contrast, Austria experienc
steady increase in youth joblessness over the whole period 2000-2014. Cross-countrv
variations in youth unemployment, despite their certain reduction since 2000, still rem:
vast — the difference between Germany with the lowest rate and Slovakia with the higr <<
rate equalled 22 percentage points in 2014. Countries also differ a lot regarding the r_.=
between youth and adult rates: while in Germany this rate equals 1.6, in Poland it reaches
three and in the Czech Republic 2.8. It is also noteworthy that except for Austria, this ratio
increased in the other four countries since 2008 proving that youth was the hardest hit
population group by the crisis.

R~ O

inactive were included into the unemployment pool in that year. Their number was estimated at some
half-a-million persons (Gaskarth, 2014).

10

EMPLOYMENT Working Paper No. 218



Table 6: Unemployment rates by sex and age, 2000-2014 (in %)

2000 2009 2014
Indicator Country S S S
= c = = c = = c =
e 2 2 & 2 2 B 2 =2
Austria 47 48 4.6 54 5.6 5.2 5.7 5.9 5.5
Czech Rep. 8.8 74 106 6.8 5.9 7.8 6.2 5.2 7.5
Total population Germany 8.0 7.7 8.3 79 8.2 74 5.1 54 47
Poland 166 148 186 8.3 7.9 8.8 9.1 8.6 9.7
Slovakia 191 195 186 | 121 114 129 | 132 129 137
Austria 6.3 6.9 56 | 107 112 101 | 103 10.6 9.9
Czech Rep. 170 174 164 | 166 166 167 | 159 150 171
Youth 15-24 Germany 8.5 9.5 74 107 125 9.8 7.7 8.3 7.1
Poland 367 343 372 | 206 202 212 | 239 227 255
Slovakia 369 400 333 273 278 265| 297 295 301
Austria 43 42 44 47 49 4.5 52 54 5.0
Czech Rep. 7.8 6.0 100 59 4.8 7.3 5.6 4.3 71
Prime age 25-54 Germany 71 6.7 7.6 7.3 7.6 6.9 4.7 5.0 4.4
Poland 142 123 163 6.9 6.3 7.6 7.9 7.2 8.7
Slovakia 159 158 160 | 108 100 118 | 120 115 127
Austria 6.7 71 59 2.7 2.9 25 3.8 45 2.8 @
Czech Rep. 53 53 52 57 5.6 5.8 4.9 4.6 54
Elderly 55-64 Germany 127 118 142 8.0 7.9 8.1 5.1 55 47
Poland 9.7 91 106 6.3 6.7 55 6.8 71 6.4
Slovakia 127 142 na. 7.7 6.4 99 | 10.6 9.7 17
Source: Eurostat database
The lowest unemployment rate for older workers should be considered in conjuncti
wit_h their econ_omi(_: activity as longer-term joblessness of older persons close to '
retirement age is still to some extent solved through premature departures from the lat

market — earlier by using early retirement schemes, now, due to increasingly restricted access
to them, with help of disability pensions. This is the case, in particular, of Austria, but also
of Poland and the Czech Republic, much less so of Germany and Slovakia.

With regard to the incidence of unemployment among men and women (Table 6), in
2000 three out of the five countries — Czech Republic, Germany and Poland - faced higher
joblessness rates for women, compared with those for men, and in the case of the Czech
Republic and Poland the gap was large. In contrast, in Austria and Slovakia men were
slightly more hit by unemployment than women. Gender differences moderated over the
analysed period, only in the Czech Republic they remained more substantial. Women were
more struck by joblessness in three countries in 2014 but this time it concerned the Czech

Republic, Poland and Slovakia.

When examining gender gaps in the three main population groups in 2000, prime-age
female workers were more frequently unemployed than their male counterparts in all the
five countries. Their situation, however, gradually improved so that in 2014 prime-age
women in Austria and Germany faced lower unemployment incidence in comparison with
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prime-age men, while the female rate remained higher than the male one in the Czech
Republic and Poland but the gap narrowed. Only in Slovakia the gender difference grew till
2009 and then slightly diminished. The trends for prime-age workers contrast with those for
youth: in 2000 young women enjoyed lower unemployment than their male colleagues
everywhere with the only exception of Poland. However, over the 2000s the relationship
between youth male and female joblessness reversed and in 2014 only Austria and Germany
recorded higher unemployment rates for young men as compared to young women. As far
as older people are concerned, men were more hit by unemployment in Austria and Slovakia
in 2000, while the opposite occurred in Germany and Poland and both rates were equal in
the Czech Republic. Over the analysed period gender differences among the elderly
moderated and reversed in four out of the five countries: in the Czech Republic, Germany
and Poland older men faced higher unemployment than women in 2014, while in Slovakia
higher joblessness occurred among older women. Only Austria kept the same relationship.

Table 7 presents the unemployment rates by level of education and the main age groups.
It shows that the incidence of unemployment sharply decreases with the rising level of
education. In the 2000s, prior to the economic crisis, the joblessness rates of persons with
tertiary or upper secondary education steadily declined in all countries but the largest
reduction of unemployment concerned persons possessing upper secondary education in the
Czech Republic, Poland and Slovakia. In contrast, with the exception of Poland, f
joblessness rate of the least educated persons only marginally shrank in the Czech Rep
and Slovakia or even increased in Austria and Germany. However, in 2009 the rise
unemployment hit all the three education groups, although most profoundly low skille
workers. The period 2009-2014 saw a new rise in the unemployment rates for all educa
levels in Austria, Poland and Slovakia, while Germany and the Czech Republic (except
university graduates) experienced again a decline. In 2014 the smallest gap between uie
unemployment rates of persons with the highest and the lowest education emerge:
Germany (9.5 percentage points), while the largest difference was recorded in Slovakia @
percentage points).

Table 7: Unemployment rates by education age (in %) Q )
Indicator 2000 2009 2014
Country
Education level l. Il. M. l Il. M. l Il. M.
Total population 8.2 42 2.3 11.0 47 2.6 11.8 5.1 4.0
Youth 15-24 8.3 54 n.a. 15.2 8.1 n.a. 14.4 9.0 7.2
Austria <<
Prime-age 25-54 8.2 37 2.2 104 43 2.7 1.7 46 3.9
Older pop. 55-64 7.6 79 n.a. 3.8 3.0 n.a. 6.4 3.6 2.7
Total population 22.8 7.9 3.0 24.4 6.2 25 224 6.1 2.9
Youth 15-24 442 14.1 134 411 13.7 13.6 324 13.9 13.3
CzechR.
Prime-age 25-54 21.1 6.9 2.6 24.2 54 2.3 232 55 2.8
Older pop. 55-64 8.0 54 2.8 13.1 56 1.8 14.0 5.0 15
Total population 12.7 79 43 15.9 7.7 3.4 12.0 47 25
Youth 15-24 9.7 7.0 6.8 14.2 9.2 6.0 11.8 54 45
Germany
Prime-age 25-54 13.3 7.2 37 174 7.3 32 13.0 44 2.3
Older pop. 55-64 16.3 14.3 7.7 13.7 8.8 43 8.3 56 3.0
Total population 23.4 171 54 15.4 8.8 4.4 19.7 10.2 4.7
Poland Youth 15-24 37.0 35.7 26.1 245 20.2 19.6 29.8 239 19.5
Prime-age 25-54 244 14.1 46 15.2 7.3 37 19.7 8.9 4.3
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Indicator 2000 2009 2014
Country
Education level l. Il. M. l Il. M. l Il. M.
Older pop. 55-64 71 121 8.4 9.3 6.6 3.0 135 71 25
Total population 40.5 18.4 5.2 4.7 11.5 4.3 414 12.6 6.4
Slovakia Youth 15-24 772 35.0 26.4 64.6 243 224 55.7 26.4 30.0
Prime-age 25-54 374 14.9 4.0 418 10.3 3.6 437 11.5 6.1
Older pop. 55-64 335 10.2 n.a. 22.6 7.3 n.a. 254 10.2 4.1

| Persons holding less than primary, primary or lower secondary education

Il Persons holding upper secondary or port secondary (non-tertiary) education
1l Persons holding tertiary education
Source: Eurostat database

Of particular concern is the labour market situation of unskilled youth: in 2000 more
than three in four unskilled young labour force were jobless in Slovakia and although since
then their situation improved, still more than one in two persons from this group were
without a job in 2014. In the Czech Republic and Poland their rate also dropped but was
around 30 per cent in 2014. Even though significantly lower in comparison with the previc
group, the unemployment rates of upper-secondary and tertiary educated youth are still -
high in the these countries (in Slovakia joblessness of university graduates even exceed:s
of upper secondary school leavers) surpassing similarly educated total population two to five
times. Moreover, the upswing in unemployment in the period 2009-2014 was steeper
young people with upper secondary and tertiary education than for unskilled youth. Higl
unemployment levels together with their low labour force participation rates highligti.
serious problems of youth in transition from school to work and point to possible sk”,
mismatches, insufficient quality of education (confirmed also by many complaints fro
employers) and a lack of practical experience as only a handful of students work part-t
in their profession during studies, unlike in Austria or Germany.

O ) @@

The situation of youth in Austria and Germany differs a lot from the three new E O
member countries: in 2000 unemployment rates of youth possessing up to upper seconuary
education were below those of prime-age workers in Germany and only slightly higher
Austria, only university-educated youth faced double rates, compared with prime-a
workers. Over the analysed period joblessness of unskilled youth remained below the
for prime-age group in Germany but exceeded it in Austria, similar to the rates for yot

Q

with upper secondary education and university education in both countries. Neverthel
the differences between the joblessness rates for youth and adult workers regardless of
level of education in Germany and Austria are much smaller in comparison with the other
three countries.

Regarding older workers, their unemployment rates were steadily lower in comparison
with any other age group for all the three education levels in Austria, Czech Republic, Poland
and Slovakia. Only Germany recorded higher rates for the older population having any level
of education in comparison with youth and prime-age workers in 2000. Since 2000 the rates
for the elderly population constantly declined, in the case of unskilled elderly to well below
the rate for unskilled prime-age workers, while the levels of unemployment for older persons
with upper secondary and university education remained above those for prime-age workers
but the gap is now small.

In summary, returns to education are significant in all the five countries with regard
both to economic activity, employment and unemployment and are enjoyed by all age
groups. Moreover, the returns are remarkably higher in the three new EU member countries,
compared with Austria and Germany. However, the latter two countries are much more
successful in supporting young people in their transition from school to work.
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A lot of attention is given to migrant workers and their labour market position. Table 8
compares unemployment rates of migrant workers with those of the native population. It
shows that with two exceptions (Poland in 2004 and Slovakia in 2014) migrant workers face
significantly higher unemployment than the native population. While their joblessness rates
declined over time similarly as for native population, differences remain, most significantly
in Austria.

Table 8: Comparison of unemployment rates of immigrant and native workers

Table 9: Comparison of economic activity of immigrant and native workers

2004 2009 2014
Country
Migrants Natives Migrants Natives Migrants Natives
Austria 10.8 59 10.5 5.4 101 57
Czech Rep. 12.8 8.3 9.6 6.8 7.0 6.2
Germany 14.6 10.8 12.9 7.9 7.9 51
Poland 18.2 19.4 11.6 8.3 12.1 9.1
Slovakia 24.7 18.6 131 121 10.7* 13.2

Source: Eurostat database

¥

In this respect it would be interesting to compare also economic activity of migrant a
native workers. Table 9 shows that with the exception of evidently incomparable data on
economic activity of migrant workers for Poland until 2009 there is a clear differenc
between the Czech Republic, Poland and Slovakia on the one hand and Austria and Gerr O
on the other. In the former group of countries with much lower shares of migrants in to....
population the labour force participation rates of migrants are higher than the rates of na*” =
population. The explanation could be connected with less generous social systems in t
countries that force persons with migrant origin to seek employment. This contrasts with
situation in Austria and Germany where migrant workers have a significantly higher
percentage in total population but the participation rates of migrants are lower. Migre @
workers thus face bigger problems in the labour markets in these two countries but also | O
“afford” to be inactive due to more generous social systems and support from their familics:

©

R @»

2004 2009 2014
Country
Migrants Natives Migrants Natives Migrants Natives
Austria 68.1 69.6 70.2 75.2 722 76.1
Czech Rep. 65.3 70.0 72.7 70.0 77.3 73.4
Germany 68.0 731 71.6 772 741 78.5
Poland 33.3 63.9 51.5 64.7 71.6 67.8
Slovakia 69.7 69.7 69.7 68.4 71.3 70.3

Source: Eurostat database

However, there is one group of the population, which faces very low economic activity
and very high unemployment — Roma minority. The highest concentration of Roma
population among the five countries is in Slovakia where their number stands at around 10
per cent of total population. The unemployment rate of Roma people aged 15-64 equalled
70 per cent in Slovakia in 2011 (Messing, 2014).

14
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2.4. Long-term unemployment

Table 10 provides a comprehensive picture of trends in long-term unemployment
(defined as joblessness longer than 12 months) as a share of total unemployment and
disaggregated by sex and the three main age groups. Among the five countries, Austria can
boast of the lowest level of long-term unemployment that stood at around one-quarter of
total unemployment over the whole analysed period. In the years before the crisis long-term
unemployment was on a decline in most countries, except for Slovakia facing a steep surge
and Germany with only a small increase.

In 2009 massive layoffs resulted in a substantial cutback in the long-term
unemployment incidence in all the five countries. Between 2010 and 2014 the share of long-

term jobseekers in total unemployment climbed more or less everywhere with the only
exception of Germany. The steep rise in the incidence of long-term unemployment in
Slovakia is particularly worrying as in 2014 almost three in four jobseekers were jobless for
more than one year. The vast majority of unemployed persons from the Roma minority are
jobless for more than one year and their extremely high long-term unemployment incidence
also adds to total long-term unemployment in Slovakia.

Table 10: Long-term unemployment incidence by sex and age (shares in percent of unemployment

disaggregated by sex and age)

2000 2008 2009 2014
Indicator Country g c é g c g g c g g c é
[ = é [ = é 4 = é - = é
Austria 285 293 273 | 243 259 226 | 217 219 213 | 276 283 258
CzechRep. | 50.0 491 507 | 493 496 491 | 301 278 323 | 436 439 433
;g;' 1 g%‘z“'a”"” Germany 515 501 531 | 525 532 517 | 455 444 469 | 443 462 419
Poland 446 402 486 | 335 317 352|303 279 330 | 427 428 426
Slovakia 547 545 548 | 695 691 700 |5.0 509 574 702 729 671
Austria 142 na na | 137 144 129 (127 138 113 | 135 127 145
CzechR. 382 377 389|312 344 265|198 188 213|278 321 220
Youth 15-24 Germany 235 237 232|293 304 279|273 280 261|230 261 188
Poland 352 306 401|220 215 226|211 201 222 | 311 324 296
Slovakia 437 461 404 | 528 552 494 | 419 415 426 | 572 593 538
Austria 285 284 286 | 266 284 248 | 240 240 239|293 299 285
CzechR. 546 551 542|530 549 517|325 308 339 466 476 459
Prime age 25-54 | Germany 510 491 529 | 536 546 526 | 46.3 450 479 | 442 462 417
Poland 479 440 512 | 371 346 394 | 332 301 36.0 | 448 450 447
Slovakia 594 583 606|732 726 737|570 536 604|723 761 682
Austria 521 556 na |53 na na |428 na na | 510 545 na
CzechR. 442 456 411 | 554 522 593 | 334 301 382 | 488 451 532
Elderly 55-64 Germany 69.1 691 690|716 718 714|618 608 630|627 632 620
Poland 518 469 579 | 405 393 435|370 350 411 532 516 559
Slovakia 600 595 na |80.7 819 791|605 59.0 621|773 781 764
Source: Eurostat database
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Before the crisis women were more hit by long-term unemployment, compared with
men, with the only exception of Austria. However, the crisis hit predominantly male-
dominated and better paying sectors, such as the car industry, metallurgy or construction,
while newly created jobs in other sectors required different skills and often offered lower
salaries. As a result, men became more represented in long-term unemployment in
comparison with women.

Developments of long-term joblessness of prime-age workers, both men and women,
followed that of total population aged 15-64 (see again Table 10). However, the situation is
different with regard to youth and the elderly. Youth recorded the lowest incidence of long-
term unemployment of the three age groups in all the five countries. Among them Austria
has the lowest share of long-term jobless youth. Moreover, between 2000 and 2014 long-
term joblessness among youth declined in all but one country — Slovakia, which faced a steep
growth of the long-term unemployment incidence also for young people. Austria, Czech
Republic and Poland experienced a significant fall in youth long-term joblessness until 2009
and thereafter, an increase but to levels below those of 2000. Long-term joblessness is more
widespread among young men and the gender gap is quite important, only in Austria young
women face slightly higher long-term joblessness as compared with men.

youth. In 2000 long-term joblessness of the elderly was significantly higher than for a

other age group in Austria and Germany, while in Poland and Slovakia the gap still exis

but was rather small in relation to prime-age jobseekers. In contrast, in the Czech Repuhlic
their long-term joblessness was lower than for prime-age workers. However, in 2014
long-term unemployment incidence exceeded that of other age groups everywhere.

reason is that between 2000 and 2014 the incidence of long-term joblessness among uiuei
persons grew in the Czech Republic, Poland and Slovakia, while it only slightly declined@

Regarding older persons, their situation is in many respects the opposite to tha‘

Austria. In 2014 the long-term joblessness of the elderly exceeded that of prime-age worl
more than twice in Austria, while in Germany the difference is almost 20 percentage poit

In absolute terms the highest incidence is in Slovakia where more than three in four ol~~=
jobless persons were without a job for over 12 months in 2014. Older men are more h|l
long-term unemployment in Austria, Germany and Slovakia, while in the Czech Repub
and Poland it is the opposite.

oY

Table 11 compares the incidence of long-term unemployment among migrant & ‘
native population in Austria, Czech Republic and Germany (data for other countries are .
available). Only the Czech Republic reports that the share of long-term joblessness in t
unemployment is systematically higher for migrant workers, compared with the natl'
population. In Austria migrant jobseekers experienced lower long-term joblessness than
native population until the crisis when this relation temporarily changed but after 2010 it
returned again to the previous state. In Germany, migrant workers faced higher long-term

unemployment until 2010 but since then native jobseekers have been harder hit by long-term
joblessness than migrants.

Table 11: Comparison of the long-term unemployment incidence of migrant and native population (% of the

respective group of unemployed persons)

2005 2009 2014
Country
Migrants Natives Migrants Natives Migrants Natives
Austria 25.8 25.3 24.2 20.5 215 27.0
Czech Rep. 66.6 52.6 30.8 30.0 51.9 43.2
Germany 52.9 53.0 47.6 447 43.8 445
Slovakia 73.6 72.0 n.a. 54.0 n.a. 70.3

Source: Eurostat database
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With regard to the composition of the long-term unemployment pool, Table 12 shows
that prime-age persons are by far the largest age group contributing between two-thirds (in
Germany) and three-quarters (in Austria, Czech Republic and Slovakia) to total long-term
joblessness and its share remained more or less constant. In the two countries with relatively
low total and long-term unemployment of young people — Austria and Germany, the share
of youth in long-term joblessness was on the rise until the crisis and then declined to the
previous low levels, below 10 per cent. In the Czech Republic, Poland and Slovakia the
proportion of youth in long-term joblessness amounted to 20 per cent and more in 2000 but
dropped since then, including during the crisis years. Nevertheless it remained above 10 per
cent in 2014. In contrast, in the period 2000-2014 older jobseekers significantly expanded
their share in the long-term unemployment pool in the Czech Republic, Poland and Slovakia,
while in Austria and Germany their proportion first declined and then turned again upwards.
In Austria and Germany the segment of older persons thus exceeded that of youth by some
two to three times, while in the other three countries the proportions of these two age groups
were rather similar, slightly higher for the elderly in the Czech Republic and for youth in
Poland and Slovakia.

Table 12: The composition of the long-term unemployment pool (in %)

CICICICXCRC

Country Age group 2000 2009 2014

Total 100 100 100

Austria 15-24 9 17 8
25 - 54 71 72 73

55 - 64 19 11 14

Total 100 100 100

Czech Republic 15-24 20 13 11
25.- 54 76 74 75

55 - 64 4 13 14

Total 100 100 100

15-24 6 1 8

Germany

25- 54 67 69 66

55- 64 27 20 2%

Total 100 100 100

Poland 15-24 21 18 16
25-54 74 72 70

55-64 4 10 14

Total 100 100 100

Slovakia 15-24 24 17 14
25-54 72 75 74

55 - 64 3 8 12

Source: Eurostat database

Figure 3 shows that the aggregate and the long-term unemployment rates are strongly
correlated in all the five countries. The gap between both rates significantly narrowed in the
boom period 2006-2008, which would point to a rather robust labour demand that was
naturally first of all directed to short-term unemployed persons but also some long-term
jobseekers finally benefited from the favourable labour market situation. When the crisis hit
the economies in full strength in 2009 aggregate unemployment jumped up but long-term
joblessness reacted with a time lag due to the inflow of newly laid-off persons into
unemployment, which increased their share in total unemployment while that of long-term
jobless persons temporarily declined. Over the whole period 2000-2014 the long-term
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joblessness rate more or less stagnated in Austria. In Slovakia after larger fluctuations, the
rate returned to almost the same value as in 2000. In contrast, the other three countries
recorded a downward trend, albeit also with fluctuations.

Figure 3: Trends in aggregate and long-term unemployment, 2000-2014 (rates in % of the labour force)
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In conclusion, the analysis revealed significant differences in labour market
performance between Austria and Germany on the one side and the Czech Republic, Poland
and Slovakia on the other. The former two countries achieved much faster increases in
economic activity and employment of their population, in particular of women and youth.
To a large extent, this more rapid growth should be attributed to growing part-time
employment widespread especially among women and older persons. The latter countries
recorded a certain limited rise of labour force participation as well but only due to growing
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economic activity of the older population and in Poland also prime-age persons, while
economic activity of youth substantially declined. This together with the rising level of youth
unemployment after the crisis, and in particular the faster growth of joblessness of youth
possessing upper secondary and tertiary education, points to strengthening difficulties of
young people in transition from school to work in these three new EU Member States. In
contrast, Germany and Austria were able to smoothen the labour market entry of young
people through the dual system of vocational education and training (which existed in the
Czech Republic, Poland and Slovakia before 1989, too, but largely collapsed during the
transition process) as well as through much higher involvement of young people in part-time
professional employment during their studies.

The research also discovered a limited potential of new job creation in the enterprise
sector of the Czech Republic, Poland and Slovakia as the share of employees in total
employment was declining, while that of own account workers was on a steady increase. In
Poland this phenomenon was masked by numerous closures of small subsistence farms but
many former small farmers could not find new jobs outside agriculture and ended up in long-
term unemployment or inactivity. The economic crisis hit in particular manufacturing and
construction and numerous laid-off workers from these two sectors could not find new jobs
in services due to the lack of appropriate skills and problems with reskilling as well as due
to their significantly higher reservation wages in comparison with what available jobs
services could offer, and therefore they fell into long-term unemployment. Similarl
employment in transport, communications (excluding IT) and trade also shrank and laid-
workers could get new employment in booming service sectors only to a limited extent ~<
many of them (professional services, education and healthcare) require higher qualificatit
This explains a new rather strong rise in the incidence of long-term unemployment sit
2009 in the Czech Republic, Poland and Slovakia.

®)

Aggregate unemployment underwent a steep reduction everywhere especially in
period 2005-2008 but since 2009 it grew again in all but one country — Germany. In 2(
the unemployment rate finally also dropped in the Czech Republic, Poland and Slovakia %
slightly increased again in Austria. Nevertheless, while it moved around 5-6 per cent @
Austria, Czech Republic and Germany, Poland recorded a 50 per cent higher unemployr
rate (9.1 per cent) and Slovakia even a double rate (13.2 per cent) in 2014. It is also important
to note that gender gaps in unemployment narrowed over the 2000-2014 period.

() (&)

O

Long-term unemployment developed similarly as aggregate unemployment. Howev_.3
the incidence of long-term joblessness vastly differs across the five countries, in Ausi |
hitting only one in four jobseekers, while in Slovakia almost three in four jobseekers ¢
without a job for more than one year. Young people have the lowest and declining shar:
long-term joblessness but still it ranges from slightly over 10 per cent in Austria to more
than one-half in Slovakia, which was the only country where this share increased over the
2000-2014 period. In contrast, older persons have the highest incidence of long-term

unemployment and, except for Germany, there is no tendency towards its decline.

Migrant workers faced significantly higher unemployment rates than native
populations in all the five countries. Moreover, in Austria and Germany their elevated
unemployment was combined with lower economic activity, which points to possible
discrimination against them in the labour market. Conversely, their labour force participation
rates were slightly higher than those of native people in the Czech Republic, Poland and
Slovakia but these countries have only small percentages of migrant populations in
comparison with Austria and Germany. Migrant workers are also more hit by long-term
unemployment than native populations with the only exception of Germany in recent years.

These results thus raise the question, what are the reasons for such differences in labour
market performance, unemployment and long-term unemployment levels and trends.
Answers to this question will be sought in the following parts.
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3. Structural unemployment and its estimation

3.1. Types of unemployment
There are three basic types of unemployment: frictional, cyclical and structural.

Frictional unemployment is defined as unemployment that results from regular labour
market turnover, when people enter or leave the labour force or are moving between jobs.
Both employers and workers spend some time searching for the best match when seeking
new employees or a new job and during the period of search jobless persons are frictionally
unemployed. Frictional unemployment is thus always present in the economy and by
definition is of a temporary nature. The level of frictional unemployment depends on the rate
at which people enter or leave their jobs and on the rate at which jobs are created and
destroyed. In times of large-scale structural changes frictional unemployment expands. It
can also increase as a result of communication gaps between employers and jobseekers when
employers cannot find workers with certain skills, although such workers are available in
the local labour market, or when jobseekers are unable to find appropriate vacancies despite
their availability in the market. Obviously, there is a role for public employment service
and private employment agencies to overcome this communication gap and help me
employers and jobseekers. Also labour market policies may impact on the readinesc
employers to hire new workers or lay off redundant employees as well as on the job seq~_=
activity of unemployed persons.

O,

Cyclical unemployment is associated with the business cycle. It emerges in Its
downturn phase when many jobs are destroyed and workers laid off, while at the same
demand for new labour is low and the laid-off workers cannot find new jobs. Cyclic
unemployment should disappear in the boom period when labour demand recovers and
off workers are again absorbed by the labour market.

O ()

Structural unemployment arises from technological changes, shifts in the composit
of output resulting from changes in demand for goods and services or from geographiral
changes to where work is located. If workers laid off due to these changes do not have s
demanded in jobs available in the labour market or their reservation wage exceeds
offered wage in these jobs or they are not able or willing to move to regions with vacanc.cs
or have other handicaps for which they cannot find a new job, they become structur:
unemployed. However, it may also be connected with institutional and policy changes t
create obstacles for re-employment or for new labour market entry. Typically, structu
unemployment coexists with a number of vacancies due to a mismatch between what
employers need and offer and what workers can offer and accept. Unlike frictional and
cyclical unemployment, structural unemployment is longer-lasting and its remedy usually
requires a committed longer-term approach (Nesporova, 2015).

R'@»

3.2. Estimation of structural/natural unemployment

As structural unemployment is associated with characteristics of the labour force as
well as with longer-term processes in the economy and with institutional changes and is
unique for each country, it constitutes the basis of the “natural” rate of unemployment,
defined as the unemployment rate at which the economy would settle in the long-run in the
absence of economic shocks (see e.g. Orlandi, 2012). In this sense structural unemployment
is identified with the “natural” rate of unemployment estimated as a trend component of
unemployment developments, when fluctuations associated with the business cycle and with
possible changes in frictional unemployment are filtered away. There are two approaches
used for measuring the “natural” rate of unemployment and thus structural unemployment.
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Table 13: Structural (“natural”) unemployment estimated by NAIRU and NAWRU, 2000-2014 (% of total

The first one is called the non-accelerating inflation rate of unemployment (NAIRU) and is
defined as the lowest level of unemployment at which inflation remains stable over a certain
period of time. If unemployment falls below this rate, inflation will rise while unemployment
climbing above this rate will cause a decline in inflation.

An alternative approach is the non-accelerating wage rate of unemployment
(NAWRU). This notion is connected with wage inflation and represents the lowest
unemployment rate at which the wage level does not exercise pressure on inflation. If
unemployment drops even lower, wages start growing due to evident shortages of the labour
force and inflation also strengthens and vice versa, if unemployment increases, wage
pressures fade and inflation declines. The natural rate of unemployment includes structural
unemployment and frictional unemployment but assumes that frictional unemployment is
constant.

NAIRU is currently calculated by the OECD for the OECD countries, while NAWRU
has been developed and is mainly used by the Directorate-General for Economic and
Financial Affairs of the European Commission (ECFIN) for estimating structural
unemployment in the EU countries. As all the five countries are members of both the EU
and the OECD, it is interesting to compare these two estimates — see Table 13. It shows that
the two estimates of the level of structural (“natural”) unemployment provide rather simil
results. The main difference concerns Poland for the whole period and in particular Slove
until 2009, which are significantly higher when measured by NAWRU as compared
NAIRU. Also for Germany NAWRU estimates exceed the NAIRU ones until 2009. For the
period 2010-1014 both estimates get closer to each other, with the only exception of Pol:

®)

CICICICXC

unemployment)

Country 2000 2004 2008 2009 2012 2014

NAIRU
Austria 41 4.3 4.3 44 4.4 45
Czech Republic 74 7.7 6.6 6.6 6.4 6.3
Germany 8.0 8.7 74 71 5.9 5.6
Poland 134 13.4 10.3 9.6 8.7 8.5
Slovakia 12.1 12.1 13.0 131 131 12.5

NAWRU
Austria 3.7 42 44 45 47 49
Czech Republic 7.6 7.8 55 6.8 6.5 6.3
Germany 8.9 9.2 8.0 7.6 59 49
Poland 14.8 14.2 12.3 11.8 10.0 8.8
Slovakia 16.0 15.8 14.1 13.9 13.0 12.2

Source: NAURU - OECD database; NAWRU — ECFIN AMECO database

Both NAIRU and NAWRU reveal a significant declining trend in structural
unemployment in Germany and Poland in the period 2004-2014. In contrast, they indicate a
small increase in structural unemployment in Austria over the whole analysed period. In the
case of the Czech Republic and especially Slovakia they are in disaccord. With regard to the
Czech Republic, both estimates conform to a slight rise in structural unemployment between
2000 and 2004, followed by a decrease until 2008. For 2009 NAWRU estimates an upsurge
and then a slight but steady fall in structural unemployment, while NAIRU does not find any
change in 2009, compared with the previous year, and further shows only a negligible
decline. For Slovakia NAWRU suggests a steep decrease in structural unemployment over
the whole period 2000-2014, while NAIRU proposes a small increase until 2013 and then a
slight decline in 2014.
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Now it would be interesting to compare both proxies of structural (“natural”)
unemployment with actual unemployment rates. If the actual unemployment rate occurs
above the natural unemployment rate, the difference is to be attributed to an excess of labour
supply over labour demand and to a combination of increases in cyclical and frictional
unemployment. In contrast, if actual unemployment occurs below the natural rate it indicates
labour shortages but also improved matching between jobs and jobseekers. Results for the

five countries are depicted in Figure 4.

Figure 4: Developments of structural, cyclical and total unemployment, 2000-2014 (%)
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Figure 4 suggests that over the period 2000-2014 total unemployment in Austria moved
in general above the natural rate of unemployment with the exception of three years: 2001,
2008 and 2011. It means that cyclical and frictional unemployment were non-negligible
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outside these three years, reaching up to 1.7 percentage points in 2004. In the Czech Republic
total unemployment fluctuated around the natural rate, exceeding it before 2001 and again
slightly in 2004-2005 and 2010-2013, i.e. cyclical unemployment was fairly low. In contrast,
in the two periods 2002-2003 and 2007-2008 total unemployment fell below the natural
unemployment rate revealing labour shortages, in particular during the second period just
before the economic recession. In Germany cyclical unemployment occurred only in the
period 2004-2007, otherwise aggregate unemployment seemed to follow closely natural
unemployment. In Poland aggregate unemployment significantly exceeded structural
unemployment in the period 2001-2005, which indicates an increase in cyclical and
frictional unemployment, and slightly also in 2013, while between 2007 and 2009 the labour
market seemed to face labour shortages. Finally, in Slovakia the relationship between
aggregate and structural unemployment was similar as in Poland: total unemployment
exceeded the natural one significantly between 2000 and 2005 and slightly also in 2013
revealing substantial cyclical and frictional unemployment, while in the period 2007-2009 it
moved below the natural rate suggesting unsatisfied labour demand and possibly improved
matching between jobs and jobseekers.

Both estimates of structural unemployment are compared with long-term
unemployment in order to examine their relationship. Figure 5 shows a rather strong
correlation between the estimates of the structural (natural) unemployment rate and the I
term unemployment rate trend. This is no surprise as long-term unemployment is by nal
of mostly structural character but unlike structural unemployment it also includes cyclic
fluctuations. In Austria both structural and long-term unemployment more or less stagnat~~
with a mild tendency towards an increase since 2008. In Germany both indicators were ris
until 2005 and since then they steadily declined till the end of the analysed period, includ
during the economic recession. In the Czech Republic, Poland and Slovakia the developriern
of structural and long-term unemployment was very similar, only the magnitude differe
they stagnated (from 2000 in the Czech Republic and one year later in the two ot
countries) until 2005, then they recorded a steep fall till 2008 and between 2009 and 2
they again had an increasing tendency.
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Figure 5: The relaltionship between structural (natural) and long-term unemployment, 2000-2014 (in % of
the labour force)
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3.3. The Beveridge curve

The decomposition of unemployment into cyclical, frictional and structural
unemployment is also estimated with the help of the so-called Beveridge curve. The
Beveridge curve depicts a relationship between the unemployment rate and the job vacancy
rate, which measures the number of unfilled jobs as a proportion of the labour force. Ideally,
it is hyperbolic shaped and describes movements during the business cycle: in times of
economic recession job vacancies disappear and unemployment increases, which is
represented by moving on the curve downwards and the increase in unemployment is of a
cyclical type. In contrast, economic booms lead towards new job creation, a decline in the
cyclical type of unemployment and a movement on the hyperbolic curve upwards.
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However, if the curve moves inwards, towards the origin, or outwards, away from the
origin, it signifies changes in frictional and/or structural unemployment. If for example the
matching process between jobs and jobseekers becomes more efficient, the curve moves
towards the origin as frictional unemployment is reduced. Frictional unemployment usually
declines in periods of economic stability or boom, when job destruction is low when people
changing their jobs and new labour market entrants can find new jobs easily. This also shifts
the Beveridge curve inward. On the contrary, if matching between vacancies and jobseekers
deteriorates due to, for example, less efficient work of public employment services, or job
destruction and layoffs of workers strengthen as a result of economic recession while job
search takes longer, frictional unemployment increases and the curve moves outwards.
Moreover, in periods of economic and political uncertainty employers may hesitate with new
recruitments and hold vacancies open longer, which also stimulates frictional unemployment
and shifts the curve outward.

If skills mismatches strengthen in the economy due to technological changes or changes
in demand for goods and services and structural unemployment grows, the Beveridge curve
moves away from the origin. As explained earlier, structural joblessness may also grow
because of institutional and policy changes or because of negative changes in the structure
of the labour force (resulting e.g. from the ageing of the population, geographical
immobility, higher percentage of people with employment barriers) that has the same img
on the position of the Beveridge curve. And vice versa, when structural unemployme
declines as a consequence of positive movements in education and skills of the labour f
or higher geographical mobility of workers (supported by appropriate labour mark~*
policies) or other factors, the curve will move towards the origin.

® @

Also a strong and prolonged increase in the labour force participation rate that is ud
accompanied by adequate job creation will lead to higher unemployment and push
Beveridge curve outward, while a reduction in economic activity of the population witho
job destruction will result in labour shortages, decline in unemployment and an inward mc
of the curve. Similarly, an increasing incidence of long-term unemployment pushes the cu~ =
outward as employers do not hire long-term jobless persons on available vacancies dt @
their deteriorated skills or other (real or perceived) handicaps lowering their labo
productivity.

(1)

The Beveridge curve has been constructed for the Czech Republic, Germany, Pol
and Slovakia based on the availability of data on job vacancies. Unfortunately, job vaca..>
data for Austria are not published and therefore the curve is missing for this country.

R@» O

Figure 6 presents the Beveridge curve for the Czech Republic. It documents a no
west move, i.e. a strong job creation associated with a steep decline in the unemployment
rate as a result of economic boom in the period 2005-2008. Its strong westward direction
indicates a certain reduction in structural unemployment. Deep economic recession in 2009
and 2010 led to a sharp fall in the number of vacancies and a new increase in unemployment
and the curve moved in the typical south-east direction. However, as the unemployment rate
in 2010 remained below the level of 2005 it proves that the structural part of unemployment
still stayed lower than in 2005. Between 2010 and 2013 there was no development in the
labour market with regard to the unemployment and job vacancy rates as the economy
remained depressed. Economic recovery started occurring with very modest job creation and
a small decline in both aggregate and structural unemployment only in 2014.
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Figure 6: The Beveridge curve for the Czech Republic (rates in % of the labour force, annual averages)

Figure 7: The Beveridge curve for Germany (rates in % of the labour force, annual averages)
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Figure 7 provides the Beveridge curve for Germany which was the only country wit
data on the job vacancy rate for the whole period 2000-2013. The shape of its Beveri
curve is very different from the “ideal” curve depicting cyclical fluctuations. Between 200
and 2004 it moved outward in the south-east-east direction, which signaled structt. >
problems but also an increase in cyclical unemployment. Since 2005 the curve shif* ~
strongly inward, initially until 2008 in a south-west-west direction that indicated a declir
in structural unemployment in combination with a reduction in frictional unemployment bi
between 2009 and 2013 the pure westward movement showed a clear reduction of structiiral
unemployment.
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What distinguishes Germany’s Beveridge curve is its position around the significantly
higher magnitude of the job vacancy rate in comparison with that of Slovakia, Poland (see
below) and the Czech Republic. One possible explanation could be the underestimation of
the real job vacancy rate in the latter three countries as their enterprises no longer have the
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obligation to announce vacant jobs to the public employment service and prefer other
channels for recruitment of new workers to their vacant jobs. Nevertheless, the possible
underreporting of vacancies can only partially explain this difference between Germany on
the one hand and the three countries on the other: another reason is the higher job creation
potential of Germany in comparison with the three other countries.

The Beveridge curve for Poland is shown in Figure 8 (data on job vacancies are
published only as of 2007). The initial movement of the Beveridge curve south-west-west
signals a decline in structural unemployment combined with some reduction in frictional
joblessness. Between 2008 and 2009 and again between 2011 and 2012 Poland went through
some increase in cyclical unemployment but the shift of the curve eastward would also point
to a rise in structural and/or frictional unemployment. Since 2013 the curve again moves in
the western direction suggesting a decline in structural unemployment.

Figure 8: The Beveridge curve for Poland (rates in % of the labour force, annual averages)
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Finally, Figure 9 shows the Beveridge curve for Slovakia. Between 2004 and 2008 1
moved in the north-west direction characteristic for the boom period when the economy
creates new jobs and unemployment declines. As the slope of the curve is flatter and
westward oriented it would indicate a certain reduction of not only cyclical but also structural
unemployment. In contrast, during the period 2008-2010 the curve returns on the same route
back south-east signalling an increase in cyclical unemployment combined with a small
increase also in structural unemployment that however is still significantly smaller in
comparison to the level of 2004-2005. Furthermore, the curve does not move from 2010 till
2013 which implies stagnation in the labour market. In 2014 the curve north-west which
could mark a new labour market recovery that may bring along a decline in cyclical and
structural unemployment.
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Figure 9: The Beveridge curve for Slovakia (rates in % of the labour force, annual averages)
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In sum, a comparison of the analysis of unemployment and its decomposition to
structural, cyclical and frictional parts undertaken with the help of NAIRU and NAWRU o
the one hand and the analysis using the Beveridge curve on the other, shows that
methods provide fairly similar results. They point to significant differences in structurc.
unemployment and its development across the five countries. Austria kept low and ste*'=
levels of structural unemployment (with a slight upward tendency) over the whole analys
period. The Czech Republic and Germany had initially similarly high levels of structur
unemployment but from 2005 Germany managed to reduce it significantly ana
systematically over the time while in the Czech Republic this positive tendency w A
interrupted by economic recession, when its level increased again and since then until z O
no movement was recorded. Poland and Slovakia had similar developments: they sta..c

with very high levels of structural unemployment and both countries succeeded to cut t(

unemployment prior to the crisis, apparently due to a combination of reductions of all t
three types of unemployment. During economic recession cyclical and structu
unemployment increased somewhat again and between 2010 and 2013 the labour m~-'.2t
situation remained almost without change but in 2014 a turnaround to positive developme <<
seemed to have occurred. The analysis also confirmed that the Czech Republic, Polanc
Slovakia struggled with the low job creation capacity of their economies.

While this analysis can separate cyclical fluctuations in unemployment, i.e. fluctuations
caused by the business cycle, from structural and frictional unemployment, it does not reveal
possible reasons why structural unemployment reaches the given level and which factors are
behind its changes for a certain country and what are the reasons for remarkable cross-
country differences.
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4. Determinants of structural and long-term
unemployment

The structural or natural rate of unemployment was first introduced by Friedman (1968)
who determined that it depended on labour market features such as the minimum wage, trade
unions and their wage bargaining strength and frictions in matching the unemployed with
job vacancies. Research on the issue of possible determinants of structural unemployment
has developed since then, expanding the list of labour market institutions affecting structural
unemployment but has also including various economic variables impacting demand for
labour. Gianella et al. (2009) summarized the research on the determinants of structural
unemployment (e.g. IMF, 2003; Bassanini and Duval, 2006; Nickel et al., 2005) and
identified the following main factors: the labour tax wedge, user costs of capital, the average
unemployment benefit replacement rate, the trade union density, product market regulations,
the level of the minimum wage, the employment protection legislation, the extent of skill
mismatches and the efficiency of active labour market policies and of the job matching
process.

The suggested reasoning is that an excessive tax wedge discourages employers from
hiring additional (formal) workers and similarly dissuades workers to seek employment ))
the formal economy. Higher costs of capital induce higher production costs and may lea
labour shedding and larger joblessness. Also the elevated average unemployment beinicin
replacement rate as well as longer paid benefits do not stimulate jobless persons, in parti
lower skilled ones, to return to employment. Rather, they may become trapped in the
called benefit trap. Larger trade union membership as with an excessive level of
minimum wage in relation to the average wage may push the overall wage level up and mav
again reduce new recruitments and through high reservation wages hinder unemplc
persons to take up available lower paid jobs. Strict employment protection legislation w
regard to contracts without limit of time may on the one hand protect workers holding suui:
contracts against layoffs and thus preserve employment but at the same time suppress |
of new workers and maintain higher unemployment. If fixed-term contracts are stricl
regulated it may seriously limit employers’ ability to adjust to changing market conditior
with possible negative impact on employment and unemployment, while the combination
stricter regulation of permanent contracts and loose regulation of temporary contre
contributes to labour market duality and increased tensions in the labour market. Also st
product market regulations may protect large firms to the detriment of smaller firms and
prohibit the entry of new firms, increase overall production costs and result in low
employment and higher unemployment. Large mismatches between skills required in vac <<
jobs and skills of jobseekers obviously lead to lower productivity and higher structur..
unemployment. Efficient active labour market policies can at least partially remedy skill
mismatches through training and alleviate other handicaps of jobseekers, while the efficient
job matching process can accelerate new or re-employment of jobless persons.

CEC)

O ()
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Gianella et al. (2009) estimated the impact of some of these factors on the level of
structural unemployment measured by NAIRU for 23 OECD countries for the period 1976-
2003. Similarly as in previous research (e.g. OECD, 2006; Nicoletti and Scarpetta, 2005),
they included only factors related to the labour tax wedge, the user cost of capital (using the
real interest rate as a proxy), the unemployment benefit replacement rate, union density, an
indicator of regulatory impediments to product market competition and the minimum wage.
Their results suggested that the level of tax wedge, the product market regulation and the
user cost of capital were the most important determinants of structural unemployment, while
the level of unemployment benefits and the trade union density were also statistically
significant variables but with only a limited impact (the higher values of all these variables
increased structural unemployment). The minimum wage was not found to have any
significant direct impact on structural unemployment. The main problem with such
regressions, however, is that important factors of structural unemployment, such as the
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extent of skill mismatches or geographical mismatches as well as the availability and
efficiency of active labour market policies and of the job matching process in general were
omitted as it was implicitly assumed that e.g. the lowering of the tax wedge or of the
unemployment or social benefit level can be sufficient for overcoming any negative effect
of these factors.

Blanchard and Wolfers (2000) included some other variables reflecting the role of
economic “shocks” stemming from technological change and globalization, such as changes
in total factor productivity, on the development of structural unemployment. In reaction to
the kick-off of the recent economic and financial recession by the burst of the housing
bubble, Estevao and Tsounta (2011) pointed to the housing market fluctuations as another
factor that reduces geographical mobility and through its interaction with skill mismatches
contributes to higher structural unemployment. They found strong evidence in support of
this thesis as the collapsing housing market suppresses housing prices and eventual sales of
housing by people who lost their jobs due to skill mismatches and who might wish to move
for re-employment would mean a significant loss of their wealth, thus become a prohibitive
factor.

Some authors also point to a hysteresis effect (see e.g. Ball, 2009), namely that long
periods of high unemployment tend to increase the share of long-term unemployment
unemployment thus becomes entrenched. The reason is that with prolonged unemployr
persons often give up their search for jobs as the interest of employers to hire them she
declines. In addition, employed persons do not need to worry any longer about competitinn
for jobs from the side of the long-term unemployed and do not moderate their wage dema
which has an adverse impact on the creation of new jobs.

®)

Orlandi (2012) further built on this additional research and divided determinants
structural unemployment into labour market structural indicators and non-structural factc
Among structural factors he included the labour tax wedge, the unemployment bene
replacement rate, the trade union density and the expenditure on active labour mar“2t
policies. As non-structural factors he specified the real interest rate (as high real interest @
lowers capital accumulation, discourages job creation and increases unemployme
changes in the trend of total factor productivity (deviations from its trend growth are
assumed to cause adjustment problems for firms and workers and can contribute to struc
unemployment) and the housing boom-bust fluctuations (using the employment share
construction as a proxy). Apart from the factors considered by Gianella et al. (2009), Orla..>
thus took into account in addition three variables: active labour market policies, change:
total factor productivity and changes in the construction share in total employment. The t
latter variables together with developments in the real interest rate are implicitly suppo:
to reflect the effect of skills and geographical mismatches on structural unemployment. Then
he estimated the impact of these factors on the sample of 13 (old) EU countries for the period
1985-2009. While all the above listed factors appeared to be statistically significant and their
sum explained some 90 per cent of variations in structural unemployment, the effect of
individual factors on the level and developments of structural unemployment estimated by
NAWRU largely differed. The most influential factors were the employment share in
construction (a one percentage increase cut structural unemployment by 0.66 percentage
points) and the labour tax wedge (growth of one per cent pushed structural unemployment
up by 0.29 points), while the impact of changes in the real interest rate, total factor
productivity, trade union density and generosity of unemployment benefits were much
smaller. And the influence of active labour market policies on the reduction of structural
unemployment, although also statistically significant, was minimal.

() (&)
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The EC (2012) suggested several factors as the driving forces of high and persistent
long-term unemployment: the economic cycle, skill mismatches, geographical mismatches,
mismatches between wages offered in available jobs and reservation wages of jobseekers,
the labour tax wedge and the generosity of unemployment benefits and other social
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benefits/assistance, stricter employment protection legislation with regard to regular
contracts as well as regulation of temporary contracts (as temporary contract holders have
lower access to training, are the first to be laid-off during economic recession and when
economic recovery comes, due to their already obsolete skills they may remain
unemployed), outcomes of active labour market policies and efficiency of the job matching
process. When comparing these factors of long-term unemployment with the above listed
determinants of structural unemployment, they are fairly similar, with the exception of
economic cycle fluctuations (as these by definition are excluded from structural
unemployment). Remedies for structural and long-term unemployment are thus more or less
identical.

The next section provides a closer look at these factors of structural and long-term
unemployment in the five analysed countries and endeavour to determine, which of them
were important for each of these countries and thus were the cause of the observed large
differences in structural and long-term unemployment across them.

CICICICXCRC
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5. Factors driving structural and long-term
unemployment in Austria, Czech Republic,
Germany, Poland and Slovakia

5.1. Skills mismatches

Skills mismatches cover a range of imbalances when skills of workers do not
correspond with the skills required in the jobs performed by them (i.e. they are over-skilled
or under-skilled or have the required level but different type of skills for their job) or when
skills of jobseekers do not match with the skills demanded in available vacancies (i.e. supply
of skills does not match with demand for skills). Empirically it is very difficult to measure
skills directly and therefore skill proxies are used, such as years of education on the supply
side and occupations on the demand side (see ILO, 2014).

Empirical research (ILO, 2014) shows that persons with higher levels of education than
is actually required in their job are usually better remunerated than those, whose skills are
more appropriately matched to the job in question. But, as their potential is underutiliz -
they are generally less satisfied in their work, which may have a negative impact on tt >>
work performance, and they are also inclined to change their job more quickly. On the ot
hand, their higher education gives them erudition to find new innovative approaches and
improve working methods, with a positive result on labour productivity. In contrast, worke
possessing education insufficient for their job have lower wages than the well-matchec
the same job but more than workers with the same education level and a matching job. .™=
their skills are below the level required in their job, their labour productivity is lower. Whil-
over-education implies a certain loss in relation to potential production achieved if the per:
is well-matched, the case of under-education brings along a potential real loss in lakt
productivity.

CORC)

O ()

Two approaches for estimating the level and trends in skills mismatches — a normar
measure and a statistical measure - were used (for details on both approaches see ILO, .. =]
on the data sets collected by the European Social Security Survey, rounds 1 to 6, run
each second year since 2002. The results for Austria, Czech Republic, Germany, Polanc
Slovakia are provided in Table 14 — the two figures for each country and year are result
computations using the normative and the statistical measures.

R @»

Table 14: The level and developments of over— and under-education of workers 2002-2012 (% of total

employment)

Country 2002 2008 2010 2012
Over-education
Austria 3.6-113 7.0-14.9 n.a. n.a.
Czech Republic 73-117 6.8-125 76-11.0 79-132
Germany 129-16.3 10.6-13.5 10.1-15.0 13.3-14.4
Poland 36-15.1 55-14.6 54-159 50-14.7
Slovakia n.a. 10.0-15.9 11.1-187 10.7-20.1
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Country 2002 2008 2010 2012
Under-education
Austria 144-438 13.5-34.7 n.a. n.a.
Czech Republic 95-245 10.0-26.3 10.9-20.3 9.8-243
Germany 14.7-24.2 14.1-24.6 14.6-24.9 14.0 - 22.1
Poland 13.1-55.6 16.2-451 14.5-401 13.1-39.8
Slovakia n.a. 11.4-23.6 10.6 - 20.6 8.0-17.0

Source: ILO (2014), Tables A1, A3, A5 and A7

The estimates of skills mismatches provided by the normative and the statistical
methods differ less when over-education is measured but quite substantially for estimating
under-education. The authors stress that the methods have their advantages but also
disadvantages and therefore one measure cannot be preferred to the other. Moreover, both
methods are influenced by specifics of national education and occupation systems (in spite
of the fact that they use the same methodology of international standard classifications of
education (ISCED-97) and occupations (ISCO-88)) and therefore they are more appropriate
for measuring development of skill mismatches in each country rather than for any cro~-
country comparisons. When taking an arithmetical mean of the two figures as a cert ))
indicator of the level and development of over-education and under-education for e:
country, some tentative conclusions can still be drawn. First, the level of over-education
tends to slightly rise in all the five countries, which would indicate that people with hight 0

education are increasingly forced to accept jobs requiring lower level of skills and this tre
strengthened during the 2008-2009 crisis. Second, the size of under-education gene
declined over the whole period 2002-2012 in all but one country, the Czech Republic, wh~"2
it first increased but then returned to the initial level. This decrease in under-educat
accelerated during the crisis as under-educated people were more often made redundan
other workers.

’

O ()

However, while the above measures provide estimates of skills mismatches, they
not take into account imbalances between skills of the whole labour supply and sk...>
demanded by the labour market and development of this imbalance over time for e
country. (Alternatively, it would be relevant to compare the skills structure of unemploye
persons plus discouraged workers and skills requirements in available vacancies. Howe
data for the latter indicator are unfortunately not available.) Total labour supply could he
approximated by the working age population, while demand for labour by total employme <<
The level of skills (high-skilled, medium-skilled and low-skilled) is again approximated b
the level of education (their classification is the same as in Table 7). Estevao and Tsouia
(2011) suggested a simple index of skills mismatches as a difference between skills supply
and skills demand. Their index can be constructed for year t as follows:

R @»®

Skills mismatch indext = (W— Eiw)? + (Wat — B)? + (Wt — B3)?

where W stands for the percentage share of working age population with skill level i
and E for the percentage share of employment with skill leveliand i =1, 2 or 3 signifies
respectively high, medium or low level of education.

Table 15 presents the skills mismatch index for the five countries for selected years of
the period 2000-2014. It shows a remarkable difference between Austria and Germany on
the one hand and the Czech Republic, Poland and Slovakia on the other with regard to the
overall level of the skills mismatch. This reflects a significantly higher gap in the utilization
of skills of the working age population (labour supply) in actual employment (labour
demand) in the latter three countries in comparison with Austria and Germany. The skills
mismatch index increased a bit in the Czech Republic, Germany and Slovakia between 2000
and 2004, while it stagnated in Austria and Poland, then declined everywhere in the pre-
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crisis period until 2008 — more sharply in the Czech Republic, Poland and Slovakia, less so
in Austria and Germany. In the crisis it increased in Austria and Germany and stagnated in
Poland, while only slightly declined in the Czech Republic and Slovakia. Between 2009 and
2014 the index more or less stabilized in Poland and Austria and continued declining in the
Czech Republic and Slovakia, albeit more slowly than before the crisis, while the reduction
of skills mismatches in Germany persisted until 2013 and in 2014 started reversing. In 2014
Slovakia still faced the highest level of skills mismatches, followed by Poland, while the
situation in the Czech Republic got rather close to that of Austria and Germany.

Table 15: Skills mismatch index, 2000-2014

Country 2000 2004 2008 2009 2012 2014
Austria 106.8 105.4 82.9 86.3 77.8 82.3
Czech Rep. 197.3 212.4 160.6 151.8 1215 103.7
Germany 48.4 110.6 90.4 92.1 52.8 83.7
Poland 260.9 257.8 188.8 188.7 172.5 1714
Slovakia 377.2 410.3 267.5 2446 1915 176.1

Source: Own computation on the basis of Eurostat database

¥

When comparing the levels and developments of the skills mismatch index for the fi. >
analysed countries over the period 2000-2014 (Table 15) with the two measures of struct
unemployment (Table 13), there can be detected strong correlation between sk 0
mismatches and structural unemployment across these countries. As structi
unemployment is closely related to long-term unemployment, the same conclusion can be
made for long-term unemployment. However, correlation can be found also for developm
trends of skills mismatches and structural unemployment in individual countries
documented by Figure 10.

R ® O )
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Figure 10: Relationship between structural unemployment (measured in % of total employment) and skills
mismatches (measured by the skills mismatch index), 2000-2014
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On the basis of this evidence, it appears that skills mismatches explain a large part of
the differences in structural and long-term unemployment between Austria and Germany on
the one hand and the Czech Republic, Poland and Slovakia on the other. The observed
reduction of skills mismatches emerging after 2004 in all the five countries (in Austria only
until 2007) also stands as one important factor behind a significant decline in structural and
long-term unemployment in the Czech Republic, Germany and Poland, while in Slovakia
other factors seem to counterbalance its impact so that structural and long-term
unemployment more or less stagnated. In Austria the stagnation of skills mismatches since
2007, although on a rather low level, could be significant for the lack of any further reduction

in structural and long-term unemployment.
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5.2. Labour tax wedge

The labour tax wedge is often considered to be one of the main determinants of the size
of structural and long-term unemployment (OECD, 2006; Gianella et al., 2009; or Orlandi,
2012) as its high level may discourage employers to create new jobs and unemployed
persons to take up a job in the formal economy. However, the evidence suggests that this is
not the case with respect to the five countries under consideration as demonstrated by Table
16.

The tax wedge is defined here as the sum of personal income tax and social security
contributions paid by employers and workers. The table shows that the highest labour tax
wedge exists in Germany, closely followed by Austria, while its level is significantly lower
notably in Poland but also in Slovakia and the Czech Republic. As in the latter three countries
structural and long-term unemployment were considerably higher than in the former two
countries, it would rather point to a negative relationship between both unemployment
indicators and the labour tax wedge. Labour tax also changed only marginally in all the five
countries over the period 2000-2014 and these changes could have had hardly any impact
on fluctuations in structural and long-term unemployment.

Table 16: Average labour tax wedge, 2000-2014 (% of gross earnings)

Source: OECD database

»
Country 2000 2004 2008 2009 2012 2014 ‘
Austria 47.3 48.3 49.0 48.0 48.8 494

Czech Rep. 426 43.5 43.4 42.0 42.5 42.6
Germany 529 522 513 50.8 49.6 493

Poland 38.2 38.4 34.7 341 35.5 35.6 @
Slovakia 41.9 42.2 38.8 37.7 39.6 41.2

The tax wedge includes three components charged to different actors: social sect
contributions paid by employers for their workers, social security contributions paid -
workers themselves and the personal income tax paid also by workers. The rate of sc
security contributions paid by employers is one important factor influencing the decisio
of employers whether or not to hire new employees or reduce their staffs or to replace labour
with capital (machines). The average rates of employers’ social security contributions
presented in Table 17.

R@»

Table 17: Average rates of employers’ social security contribution (% of gross earnings)

Country 2000 2004 2008 2009 2012 2014
Austria 31.0 291 30.0 29.1 29.1 29.1
Czech Rep. 35.0 35.0 35.0 34.0 34.0 34.0
Germany 20.5 20.9 19.5 19.5 19.6 19.3
Poland 16.8 16.8 14.8 14.8 16.8 16.8
Slovakia 38.0 35.2 26.2 26.2 271.9 31.2

Source: OECD database

The table paints a rather different picture in comparison with the previous table on the
average labour tax wedge. The lowest levels of employers’ social security contributions
existed in Poland and Germany, while Austria, Czech Republic and Slovakia had
substantially higher rates, especially between 2000 and 2004. This would imply that the job
creation stimuli in Germany and Poland were considerably higher in comparison with the
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Table 18: Average rates of income tax and workers’ social security contributions for workers in different

other three countries, which from the previous analysis seems to be the case in Germany but
not in Poland. In Austria, Czech Republic, Germany and Poland the rates of employers’
social security contributions were slightly cut (in Poland after their reduction during the
economic slowdown between 2008 and 2011 they returned to the previous level) over the
period 2000-2014, while only Slovakia recorded a significant reduction until 2011 but then
a new rise by 5 percentage points followed. These trends would indicate that higher social
security contributions paid by employers especially in the Czech Republic and Slovakia
could play a role in the decisions of employers with regard to the hiring of new workers, in
particular those whom they perceive as less productive. This may well contribute to an
increased level of structural and long-term unemployment since 2009. Conversely, in Poland
low employers’ social security contributions could be one factor leading to the steep decline
in structural and long-term unemployment before the economic slowdown in 2008 but
thereafter, the converse was evidently not sufficient for stimulating higher job creation and
recruitments.

The level of the personal income tax and social security contributions covered by
workers is one reason behind the decision of jobless people whether or not to seek
employment in the official economy. The decision, however, also depends on other factors,
such as their family situation — whether they are married or not and have another income in
the family, whether they do or do not have children, and how high is their reservation wa
i.e. the level of earnings below which they are not willing to accept a job. Table 18 prese
data on the part of the tax wedge paid solely by workers that is charged to people occur
in five different model situations with regard to their marital and family status.

®)

family situations, 2001 and 2013 (% of gross earnings)

2001 2013
l. Il. M. v. V. VI. [ Il. M. V. V. VL
Austria 31 26 24 30 29 28 34 29 26 32 32 29
Czech Rep. 2 2 15 16 19 18 23 19 6 6 16 13
Germany 42 36 18 21 33 28 39 35 18 21 31 27
Poland 28 26 24 26 27 26 25 24 18 18 21 20
Slovakia 21 19 15 18 19 18 23 19 12 11 18 16

Model situations
i. Single person without children earning 100% of the average wage
ii. Single person without children earning 67% of the average wage
iii. Lone parent with 2 children, earning 67% of the average wage
iv. One-earner married couple with 2 children, earning 100% of the average wage
v. Two-earner married couple with 2 children, one getting 100% of the average wage, the other earer 33% of the average wage

CICICICXC

vi. Two-earner married couple with 2 children, one earner getting 100% of the average wage, the other earner 33% of the average
wage
Source: OECD database

Table 18 shows that single persons without children earning the average wage were
taxed from 23 per cent in the Czech Republic and Slovakia to 40 per cent of their gross
earnings in Germany in 2014. Persons taking care of children enjoy tax reductions, which
however are more significant only in the case of the Czech Republic, Germany and Slovakia.
In these three countries lone parents with two children earning two-thirds of the average
wage (a typical situation of lone mothers) as well as families with two children and one
earner (typically the father, while the mother is at home, taking care of small children)
receiving the average wage enjoy the largest tax reduction. Nevertheless, only in the Czech
Republic and Slovakia their tax level seems to be low enough in order not to discourage their
employment. In contrast, the taxation of lone parents and one-earner families with children
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is rather high in Austria. In the case of model situation VI, typical for families with one
partner working full-time and the other working part-time and taking care of children, their
taxation is supportive in the Czech Republic and Germany, much less so in Slovakia and
Poland and the least in Austria. It is also noteworthy that between 2000 and 2009 the tax
rates substantially declined for persons with children in the Czech Republic and Slovakia
and for all workers in Poland (but there also more for persons with children as until 2006 the
taxation was surprisingly similar for all workers, regardless of their family situation, and
could thus be the reason for the remarkably low labour force participation and high long-
term unemployment at that time), while they remained stable for Germany. Afterwards the
level of workers’ taxation increased again in Slovakia for all categories of workers. In
Austria taxation of workers was slightly higher in 2014 in comparison with 2000.

In sum, the workers’ tax burden is lower for lone parents and families taking care of
children and having low income but still may be high enough for lone parents and partners
of the main earners (usually women) to decide not to return to (formal) employment as the
difference between earnings gained at work and additional costs associated with
employment (travel to work, childcare costs etc.) could be negligible (if positive at all). Only
in the Czech Republic and Slovakia the level of taxes seems to be low enough so that it
might not create such disincentives. Nevertheless, this is only one part of the story as the
decision of people whether or not to seek employment depends not only on expected
income from work but also on the eligibility for and the level of social benefits.

5.3. Unemployment benefits and social assistance

® @

The generosity of unemployment benefits and the whole welfare system, i.e. lic
eligibility for unemployment benefits, the unemployment benefit replacement rate (the
proportion in comparison with the last earnings) and the length of their payment as weI@
the entitlement to social assistance and its level are important factors that either stimc
jobless persons to be active in job search and take up a new job as soon as possible or r~2i=z
on job search and stay unemployed or inactive.

@

A comparison of the generosity of national unemployment benefit systems is provideu
in Table 19. It shows an overall tendency towards reduction of generosity of the natio
unemployment benefit systems in particular with regard to the duration of benefits, that w
cut for all jobseekers in the Czech Republic, Poland and Slovakia and for older workers .
Germany (but raised for older persons in the Czech Republic) and eligibility rules ma °
stricter in Germany and Slovakia. In particular, in Poland the benefit system is ve
restrictive in comparison with the other four countries as the level of benefits is uniform
fixed for all eligible jobseekers regardless of their previous earnings and is very low, while
eligibility conditions are very strict.

®@»

It is also important to add that in Austria and Germany unemployment benefit recipients
after their expiry can get a means-tested unemployment assistance. In Austria unemployment
assistance equals 92 per cent of the basic rate of unemployment benefits, if the unemployed
person’s income or his/her spouse’s income do not exceed a certain limit, and is payable for
one year but may be extended without limit upon application, provided that the qualifying
conditions are fulfilled. In Germany the level of unemployment assistance was substantially
reduced and merged with social assistance within the so-called Hartz reforms.

The national unemployment benefit systems in the Czech Republic, Poland and
Slovakia are thus significantly less generous than those of Austria and Germany and seem
not to create any disincentives for unemployed persons to seek hew employment. While in
Austria the system’s generosity did not change over the analysed period, in Germany the
system became more restrictive and did create additional incentives for jobless persons to
take up new jobs.
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Table 19: Comparison of national unemployment benefit systems and their changes, 2002 and 2010

Country Year Amount of benefit Maximum duration Eligibility conditions Supplements
9 months 12 months of 354 euro for each
2002 | 55% of previous earnings | (12 months for persons | employment in last q dent
Austria aged 50+) 2 years ependen
2010 | Without change Without change Without change Without change
50% of previous earnings 12 months of Benefits increase in
2002 | in first 3 months, 6 months employment in last 3 relation to the number
40% afterwards years and age of children
Czech Rep. . . 5 months
65% of pervious earnings (8 months for persons
2010 | infirst 2 months, aged 50-54, Without change None
45% afterwards 11 months for those
aged 55+)
12 months
(26 months for persons | 12 months of Rates increase by
2002 | 60% of previous earnings | aged 52-56, employment in last 7 percentage points
32 months for those 3 years if dependent children
Germany aged 57+)
12 months 12 months of
2010 | 60% of previous earnings | (18 months for persons | employment in last Without change
aged 55+) 2 years
) _ . 12 months
o ratonlavrage wage. | 18 mEnis for perons
aged 50+, those livin
(80% of this amount ingregions with high ? 12 months Of.
2002 for persons emp|oyed unemployment and employment in last None
less than 5 years, those with children 18 month
120% for those employed | pajow 15 and with
over 20 years unemployed spouse
Poland
6 months
Fixed amount = 29.6% of (18 months for persons
) aged 50+, those living
national average wage in reaions with hiah
2010 | for first 3 months, 9 g Without change None
N unemployment, and
then cut to 23.2%, ) .
: those with children
otherwise no change below 15 and with
unemployed spouse
2001 50% of previous eamings, 9 months E:;n;gnli::n?fin None
after 3 months 45% poy
Slovakia last 3 years
2010 | 50% of previous earnings | 6 months 3 years of employment None

in last 4 years

Sources: OECD database supplemented by documents of national labour ministries
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However, this picture may change if unemployment benefits are combined with social

benefits and assistance, for which jobless persons and their families are eligible. OECD first
calculated the net replacement rates, i.e. unemployment benefits or assistance supplemented
by family benefits (but without childcare allowance), expressed as a percentage of previous
net earnings, in the initial phase of unemployment while again taking into account several
model situations with regard to the family situation of the jobless person. As a second
variant, the OECD added to the above calculation of the net replacement rates also housing
allowance and social assistance for those eligible (again excluding childcare allowance).
Table 20 presents the results.
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Table 20: Net unemployment benefit replacement rates at the initial phase of unemployment, 2001 and
2013 (% of previous net earnings)

2001 2013
Country

bl v v el L lw v v v
Austia | 55 | 55 | 70 | 68 | 71 | 81 | 85 | 55 | 55 | 68 | 66 | 69 | 81 | 69
gggCh 50 | 50 | 63 | 60 | 61 | 77 | 82 | 65 | 65 | 67 | 64 | 67 | 89 | 88

Germany | 60 | 60 | 70 | 70 | 71 | 91 | 93 | 59 | 59 | 81 | 69 | 83 | 8 | 90
Poland 35 | 51 | 56 | 39 | 56 | 62 | 76 | 34 | 51 | 83 | 43 | 58 | 63 | 77
Slovakia 55 | 62 | 67 | 59 | 66 | 78 | 86 | 65 | 62 | 72 | 58 | 57 | 84 | 86
Unemployment benefits topped up by housing allowance and other social assistance
Austria 55 | 55 | 72 | 68 | 83 | 81 | 8 | 55 | 55 | 68 | 66 | 98 | 81 | 69

Czech
Rep.

Germany | 60 | 61 | 80 | 76 | 81 | 91 | 93 | 59 | 59 | 89 | 73 | 92 | 88 | 90
Poland 51 | 75 | 69 | 63 | 77 | 66 | 80 | 50 | 74 | 93 | 56 | 70 | 66 | 81
Slovakia 55 | 67 | 91 | 87 | 109 | 78 | 8 | 65 | 62 | 72 | 58 | 57 | 84 | 86

52| 59 | 75 | 86 | 92 | 74 | 79 | 71 | 77 | 77 | 66 | 74 | 89 | 88

Model situations:
i.  Single person without children who earned 100% of the average wage in the last job
ii.  Single person without children who earned 67% of the average wage in the last job
iii. ~ Lone parent with 2 children who earned 67% of the average wage in the last job
iv.  One-earner married couple with 2 children, the currently jobless breadwinner received 100% of the average wage in the last
job
v.  One-earner married couple with 2 children, the currently jobless breadwinner received 67% of the average wage in the last
job
vi. Two-earner married couple with 2 children, the jobless partner earned 100% of the average wage in the last job, while the
other employed partner gets 67% of the average wage
vii.  Two-earner married couple with 2 children, the jobless partner earned 67% of the average wage in the last job, while the other
employed partner receives 67% of the average wage
Source: OECD database
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The net replacement rates differed substantially across countries in particular w
regard to single persons without children (model situation 1) and ranged from only 34 .
cent of previous net earnings in Poland to 65 per cent in the Czech Republic and Slove
However when including also housing allowance and other social assistance, the
replacement rate for single childless persons in Poland increased to 50 per cent of 1
previous net earnings, i.e. it was still the lowest but already not very different from the other
four countries. In the case of jobless persons with children the loss of income was smaller
due to received family benefits. Nevertheless, countries vary with regard to their social
policy directed to lone parents (supported mainly in Germany and Poland through higher
benefits and social assistance and this support further increased over the analysed period,
while on the contrary it declined in Slovakia). Interestingly, in the Czech Republic, Poland
and Slovakia one-earner families got lower replacement (including social assistance) than
two-earner families in case of the loss of job of the breadwinner in 2013 and their netincome
from unemployment benefits and social assistance declined considerably in comparison with
2001.

®@»

One can conclude that the loss of income after becoming jobless is considerable for
childless persons and for all those with previous earnings above the average wage. However,
for lone parents and married jobless persons with children who earned the average wage or
less in their previous job and their employed partner gets a below-average wage (in Austria
and Germany also for one-earner couples with children when the breadwinner had a below-
average wage), this income loss is much smaller. And when this income loss is compared
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with costs emerging when the person accepts new employment the low difference may act
as a disincentive for re-employment.

A similar analysis is presented for persons in long-term unemployment (Table 21). The
table first shows that the existing unemployment assistance schemes in Austria and Germany
provide income support to long-term jobless persons who have no or low income, while
childless long-term unemployed people get nothing in the Czech Republic, Poland and
Slovakia. However, this lack of income support directly associated with unemployment in
the latter three countries is at least partly compensated by family benefits for those with
children and by means-tested housing allowance and social assistance for single persons,
lone parents and low-income families. In 2001 in Slovakia for example, the total net income
of long-term unemployed lone parents as well as families with a long-term jobless
breadwinner and the other spouse inactive exceeded net earnings of these long-term
unemployed persons in their last employment, which acted against their return to work.

Social security reforms undertaken in Slovakia and the Czech Republic in the 2000s
reduced social benefits for long-term jobless persons and their families, in the case of
Slovakia even substantially. Currently in all the five analysed countries total net income
support for long-term jobless persons and their families, including all possible social welfare
for which the person and his/her family are entitled to (but excluding childcare allowanc
moves significantly below the level of earnings, which they received in their la
employment, and therefore should not per se act as a disincentive for job search. The
exception are families with a sole breadwinner in long-term joblessness in Austria. Also tha
loss of previous below-average earnings for lone parents in Austria and one-earner job
families in Germany and Poland is still relatively small.

®)
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Table 21: Net unemployment benefit replacement rates in long-term unemployment, 2001 and 2013 (% of
previous net earnings)

2001 2013
Country

bl v v el L lw v v v
Austia | 51 | 51 | 66 | 64 | 68 | 62 | 64 | 51 | 51 | 64 | 62 | 66 | 62 | 63
Czech 0 0|24 18|23 |5 6| 0, 0| 7| 5| 6 5|6
Rep.
Germany | 54 | 54 | 63 | 62 | 64 | 74 | 75 | 17 | 23 | 46 | 40 | 52 | 52 | 61
Poland 0| 0| 7| 5| 7|44 5 0] 0|20 7| 946 | 56

Slovakia 0 0| 17 | 12 | 17 | 48 | 58 0 0| 35 6 8 | 48 | 58

Unemployment benefits topped up by housing allowance and other social assistance
Austria 51 | 55 | 72 | 64 | 83 | 62 | 64 | 51 | 54 | 84 | 76 | 98 | 62 | 63

Czech
Rep.

Germany | 54 | 58 | 80 | 65 | 81 | 74 | 75 | 35 | 49 | 73 | 62 | 80 | 54 | 63
Poland 32 | 46 | 66 | 69 | 89 | 50 | 61 | 22 | 33 | 66 | 64 | 81 | 52 | 64
Slovakia 53 | 77 | 105 | 101 | 121 | 54 | 66 | 18 | 26 | 36 | 40 | 56 | 48 | 58

36 | 53 | 75 | 74 | 92 | 59 | 68 | 37 | 49 | 656 | 59 | 76 | 52 | 62

Model situations:
i.  Single person without children who earned 100% of the average wage in the last job
ii.  Single person without children who earned 67% of the average wage in the last job
iii. ~ Lone parent with 2 children who earned 67% of the average wage in the last job
iv.  One-earner married couple with 2 children, the currently jobless breadwinner received 100% of the average wage in the
last job
v.  One-earner married couple with 2 children, the currently jobless breadwinner received 67% of the average wage in the last
job
vi.  Two-earner married couple with 2 children, the jobless partner earned 100% of the average wage in the last job, while the
other employed partner gets 67% of the average wage
vii.  Two-earner married couple with 2 children, the jobless partner earned 67% of the average wage in the last job, while the
other employed partner receives 67% of the average wage

Source: OECD database

DO @

Finally, the OECD also calculates how much long-term jobless or inactive perso
would lose on social benefits and income tax if they accept a full-time job (i.e. the extent to
which taxes and lost benefits will reduce the financial gain from the new job). Table
presents several model situations with regard to the wage level in the new employment
family situation of the newly employed person and also reveals changes over the analy _>=
period.
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Table 22: Average amounts of taxes plus lost benefits for a transition to full-time employment of long-term

unemployed or inactive persons who are not eligible for unemployment insurance but are
entitled to social assistance, 2001 and 2013 (% of remuneration in a new full-time job)

2001 2013
Country

I Il Il 1\ v VI I Il Il v v VI Vil
Austria 59 67 74 70 84 33 28 60 67 85 81 98 36 31
CzechRep. | 51 63 70 74 90 42 43 56 63 70 65 79 33 33
Germany 62 66 75 68 75 51 51 61 66 76 70 81 46 46
Poland 53 62 69 76 90 41 44 44 51 69 71 81 40 44
Slovakia 63 82 105 | 101 | 125 35 40 20 29 2 36 43 27 25

Model situations:

i. Single person without children who earned 100% of the average wage in the last job
i. Single person without children who earned 67% of the average wage in the last job
ii. Lone parent with 2 children who earned 67% of the average wage in the last job

iv. One-earner married couple with 2 children, the currently jobless breadwinner received 100% of the average wage in the last job
V. One-earner married couple with 2 children, the currently jobless breadwinner received 67% of the average wage in the last job
Vi. Two-earner married couple with 2 children, the jobless partner earned 100% of the average wage in the last job, while the other employed
partner gets 67% of the average wage
Vii. Two-earner married couple with 2 children, the jobless partner earned 67% of the average wage in the last job, while the other employed

partner receives 67% of the average wage
Source: OECD database

In the cross-country comparison of amounts “taxed away” when the long-ter
unemployed person returns to full-time employment Slovakia is an outstanding case. ..
Slovakia the combined income taxes and lost benefits exceeded the financial gains of *
parents if their earnings in a newly accepted job moved below the national average wage
for one-earner families even if the wage of the breadwinner reached the national avel
wage in 2001. This was clearly counterproductive for any efforts to return them tn
employment and stimulated long-term unemployment. Even for a single childless pers O
with below-average earnings in the new job the gain from re-employment was small. h
far-reaching social reform introduced in 2003-2004 social benefits were dramatically cut buc
also taxes on below-average earnings for lone parents and one-earner families with chils
in order to stimulate their employment. In the Czech Republic, Germany and Poland
amounts “lost” when accepting employment were somewhat reduced during the analy
period for lone parents and couples with children, in Poland also for single childless persc
while in contrast in Austria they increased for lone parents and families with children. <<
2013, the income of a one-earner family with children if the long-term unemploye
breadwinner accepts a job with below-average remuneration did not increase in Austria,
while in the Czech Republic, Germany and Poland it increased only by some 20 per cent.

CICICICXCRC

In sum, the generosity of national unemployment benefit systems is low, in particular
in the Czech Republic, Poland and Slovakia. Over the analysed period it also somewhat
declined in the Czech Republic, Germany and Poland, and considerably so in Slovakia.
While the initial replacement rates are relatively advantageous for low-income families with
children, prolonged joblessness already means a significant decline of income of the
unemployed person and his/her family, especially in the three new EU member countries,
which do not have any unemployment assistance system for long-term jobless persons. It
should also be taken into consideration that the share of unemployment benefit recipients in
the registered unemployment stock moved only between 20 and 35 per cent in the Czech
Republic, between 13 and 18 per cent in Poland and around 10 per cent in Slovakia during
the analysed period (solely in 2009 this proportion temporarily increased to, respectively
40.5, 22.1 and 14.8 per cent in these three countries and then declined again), while well
over 90 per cent of registered unemployed persons benefitted from income support in
unemployment in Austria and Germany (this support combined unemployment benefits and
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assistance). However, when social benefits and assistance for which people and families
with low incomes are eligible for are taken into account, total income support of long-term
jobless persons and other persons not or no longer eligible for unemployment benefits
increases also in the Czech Republic and Poland to percentages already closer to those in
Austria and Germany, only Slovakia keeps significantly lower benefit levels.

While the net replacement rates in long-term unemployment are rather low, for some
population groups, such as lone parents and one-earner families with children where the
long-term jobless breadwinner had low wage in his/her last job, approach that wage level
and thus do not stimulate the jobless person to seek new employment. Moreover, the decision
of such a person whether to take a job or not depends also on the level of offered wage, its
taxation and lost benefits and here the amount “taxed away” for lone parents and one-earner
families with children where the long-term unemployed person can expect only below-
average wage is so high in all but one country — Slovakia — that it clearly discourages them
from re-employment.

Overall, in the five countries, the current level of unemployment benefits and social
assistance does not, in general, act as a trap for benefit recipients in terms of hindering them
to return to employment (with the exception of the above mentioned groups). As such, it
does not play any role in explaining the difference in the level of structural and long-tel
unemployment between Austria and Germany on the one hand and the Czech Repu
Poland and Slovakia on the other. In fact, Slovakia transformed its tax and benefit sys
from a relatively generous one for low-income lone parents and families with children, in
force up to 2003-2004, into a restrictive one but with low taxes stimulating re-employme
of such persons. This could explain a large decline in structural and long-tel
unemployment between 2004 and 2008 but does not seem to have any impact after 2009. uni
the contrary, long-term unemployment incidence in this country is one of the highest
Europe and therefore the causes should be sought in other factors.

& ®

5.4. Employment protection legislation and the
incidence of temporary contracts

High protection of employees holding labour contracts without limit of time (regula
contracts) against their termination has often been criticized as detrimental for a smc
adjustment of enterprises to changing market conditions and as the reason for reluctanc. =
the part of employers to recruit new employees. Many economists blamed higher protec
of employees for larger unemployment, in particular in connection with comparisons
labour market performance in Europe with that in the U.S. Although discussions on 1
impact of labour market rigidities on employment and unemployment levels have brought
inconclusive results (see e.g. OECD, 1999; Cazes and Nesporova, 2003; and Cazes et al.,
2012), the prevailing view has led to a gradual weakening of employment protection
legislation (i.e. legal and administrative rules for concluding and terminating labour
contracts) with regard to regular contracts. It also contributed to more liberal regulation of
fixed-term contracts to enable employers to hire temporary employees for non-core activities
more easily. Strict regulation of contracts without limit of time is assumed by some
economists to result in higher total unemployment and within it in elevated levels of
structural and long-term unemployment. However, very liberal regulation of temporary
contracts may encourage their increasing incidence, which may also cause larger structural
and long-term joblessness. The reason is that temporary workers are the first to be laid off
when the enterprise gets into economic problems and as they generally have much less
access to on-the-job training, their re-hiring may be problematic as their skills may become
obsolete in the meantime.

R @® O ()

EMPLOYMENT Working Paper No. 218 47



Table 23: EPL indices for regular contracts, selected years

The OECD has developed a methodology for evaluating the strictness of regulation of
contracts without limit of time, which assesses the restrictiveness of procedures (such as
notification of dismissal, length of the notice period, definition of justified or unfair
dismissal and of collective dismissal etc.) and the level of costs (severance pay,
compensation for unfair dismissal etc.) associated with termination of employment for
individual workers and groups of workers possessing such contracts. This methodology also
assesses the restrictiveness of procedures regulating hiring of workers on fixed-term
contracts (such as conditions for the legal use of fixed-term contracts, maximum number of
successive fixed-term contracts, etc.) and temporary work agency contracts (types of work
allowed to be performed by temporary work agencies, etc.). Currently employment
protection legislation (EPL) indices are constructed separately for regular contracts (one
index measures the strictness of legislation concerning individual contracts and the other one
the strictness of additional procedures for collective dismissals, while a summary index
combines them by giving the 5/7-th weight to the index for individual dismissals and the
2/7-th weight to the index for collective dismissals) and for temporary contracts (the index
assesses the regulation of hiring on fixed-term contracts and on temporary work agency
contracts). EPL indices range from O for fully liberal regulations to 6 signifying very strict
regulations. Table 23 presents EPL indices for the five analysed countries for selected years
in the period 2000-2013 (data for 2014 are not yet available).

Individual dismissals Individual and collective dismissals
Country 2000 2004 2009 2012 2013 2000 2004 2009 2012 2013
Austria 2.75 2.37 2.37 2.37 2.37 2.89 2.62 2.62 2.62 2.62
Czech Rep. 3.31 3.31 3.05 2.92 2.92 297 297 2.79 2.70 2.70
Germany 2.68 2.68 2.68 2.68 2.68 2.95 2.95 2.95 2.95 2.95
Poland 2.23 2.23 2.23 2.23 2.23 2.56 2.41 241 241 241
Slovakia 247 222 222 1.71 1.84 2.91 2.66 2.66 219 2.28

Source: OECD database

Table 23 shows that, with a certain exception of the Czech Republic concerning
regulation of individual dismissals until 2011, EPL indices for regular contracts move
below 3, i.e. workers on regular contracts were not excessively protected. And, as menti
above, in four out of the five countries (Austria, Czech Republic, Poland and Slovakia) tl <<
protection declined over the analysed period. Poland had the most liberal regulation of k
individual and collective dismissals during the whole period, while Slovakia started with a
slightly higher regulation but reduced it substantially before 2012 and again tightened it
slightly in 2013. If the hypothesis concerning the close relationship between the strictness
of regulation of contracts without limit of time and higher structural and long-term
unemployment were correct, Slovakia and Poland should have been better off with regard to
unemployment than the Czech Republic and Germany, but in reality it is the opposite. While
liberalization of EPL in Austria, Poland and Slovakia in 2003-2004 coincided with declines
in structural and long-term unemployment, economic recession brought about a new rise in
structural and long-term unemployment without any modification of EPL.
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Table 24 documents the liberal nature of regulation of temporary contracts but also that
it became stricter over the analysed period, with the exception of Germany between 2004
and 2012. The most liberal procedures concerning temporary contracts existed in the Czech
Republic until 2004, in Poland until 2003 and in Slovakia between 2004 and 2007. The latter
two countries then strengthened regulation of temporary contracts more than the other three
countries.
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Table 24: EPL index for temporary contracts, selected years

2000 2004 2009 2012 2013
Austria 1.31 1.31 1.31 1.31 1.31
Czech Rep. 0.5 0.5 1.13 1.44 1.44
Germany 2.0 1.0 1.0 1.0 113
Poland 0.75 1.75 1.75 1.75 1.75
Slovakia 1.38 0.63 1.63 1.63 1.75

Figure 11 depicts a sharp rise in the incidence of temporary contracts in Poland between
2000 and 2007 so that in 2007 almost one in three workers held temporary contracts there.
While that development could be attributed to very liberal regulation of this type of contract
in the beginning of the 2000s, the share of temporary contracts further increased despite
more restrictions on their use introduced in 2004. As economic growth was very high at that
time, temporary workers after termination of their contracts could probably easily get re-
hired. However, when Poland’s economic growth slowed down in 2008 some temporary
employees lost their jobs but the incidence of temporary employment stabilized on a slightlv
lower level until 2013 and then grew again in connection with a stronger recovery. In t
case of Poland some temporary workers laid off during the period of economic slowdo ))
could end up in long-term unemployment.

Figure 11: Incidence of temporary contracts, 2000-2014 (% of total employment)
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Source: OECD database

Germany recorded the second highest share of temporary workers in total employment,
while in the other three countries — Austria, Czech Republic and Slovakia — their proportion
moved below 10 per cent. In Germany and Slovakia an increase in the use of temporary
contracts around 2004 could be attributed to their further deregulation, while conversely
their decline in the Czech Republic seems to be the consequence of their stricter regulation.
Nevertheless, Austria did not make any changes in employment protection legislation with
regard to temporary contracts and still their share also increased in 2004, which might be
explained by the economic boom when employers needed more workers but because of
uncertainty about further development they hired them only on a temporary basis.

The use of temporary contracts stabilized in Austria, Czech Republic and Germany
after 2005 and does not seem to have any significant impact on the level of structural and
long-term unemployment. In contrast, in Slovakia their share started increasing after the
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crisis, which could reflect stronger uncertainties for enterprises in the situation of rather
weak economic recovery.

To conclude, the analysis has given little evidence (if any) that employment protection
legislation could have caused larger changes in structural and long-term unemployment in
Austria, Czech Republic or Germany. Only in Poland the high incidence of temporary
employment could appear detrimental during the economic slowdown between 2009 and
2013 when some fixed-term workers after termination of their contracts might have had
difficulties in finding new employment and therefore contributed to higher long-term
joblessness.

5.5. Active labour market policies

Table 25: Expenditure on labour market services (LMS) and active labour market policies (ALMP), 2004-

Active labour market policies are confirmed by many quantitative analyses of
unemployment as a statistically significant factor contributing to the reduction of
unemployment but its weight is usually estimated as small in comparison with other factors
such as labour tax wedge or the generosity of unemployment benefit systems (Orlandi, 2011;
Cazes and Nesporova, 2003 and 2007). So what is their impact in the five analysed

countries?

Table 25 provides a cross-country comparison of expenditures on active labour ma
policies over the period 2004-2013. The expenditures are separately expressed for lahnuir
market services, i.e. the costs of running public employment services and providing
matching, counselling and activation of jobseekers (plus administering income support
unemployment as the data do not allow to separate these activities; however, it does ot
matter much as the activation strategy is based on close coordination of active labour me ,
policies with income support in unemployment), and for proper active labour mark
policies. For easier comparability the expenditures are expressed as a percentage of
respective GDPs.

O,

2013 (% of national GDP)

R ® O )

2004 2008 2009 2013

Country

LMS ALMP LMS ALMP LMS ALMP LMS ALMP
Austria 0.17 0.43 0.16 0.50 0.18 0.64 0.17 0.59
Czech Rep. 0.11 0.12 0.11 0.11 0.12 0.15 0.10 0.19
Germany 0.22 0.91 0.33 0.55 0.38 0.62 0.35 0.32
Poland* 0.07 0.36 0.09 0.47 0.10 0.52 0.08 0.41
Slovakia 0.09 0.07 0.11 0.15 0.10 0.15 0.05 0.17

*2005 instead of 2004
Source: Eurostat database

The cross-country comparison first shows that Germany and Austria spend
significantly more funds on labour market services than the Czech Republic, Poland and
Slovakia. EC (2015) also points to large differences in the share of public employment
services’ staff directly serving jobseekers and employers among these two subgroups of
countries. While this share equals 83 per cent in Germany, in Poland it is only 44 per cent
and in the Czech Republic and Slovakia 39 per cent, while the rest of staff are dealing with
administrative and other issues (data on Austria are not available). The average caseload for
employment counsellors dealing with registered jobseekers thus reaches 329 persons in the
Czech Republic, 427 persons in Poland and in Slovakia even 1109, while in Germany only
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113 jobseekers. The precise figure for Austria has not been published but indirect evidence
suggests that it should be similar to Germany.

The differences in funding are even more profound with regard to active labour market
policies, with Germany, Austria and Poland spending substantially more on active measures
and the Czech Republic and Slovakia allocating much less. In this respect the extensive
allocation in Germany in 2004 is connected not only with the high unemployment rate at
that time but also with the gradual introduction of the labour market reforms within which
income support conditions were tightened in exchange for more intensive job placement
support by public employment services (the counsellor/client ratio was reduced) and for a
larger access to active measures. Spending on ALMP grew further in Austria, Poland and
Slovakia, although in the last country its level still remained fairly low, while it declined in
Germany in connection with cuts in aggregate unemployment. In the Czech Republic the
expenditure stagnated. The table also clearly shows a considerable increase in spending on
ALMPs in all countries - except for Slovakia in 2009 — designed to moderate the surge in
unemployment and preserve employment during the crisis.

The levels of allocation on ALMPs should be related to the unemployment rates and
Figure 12 examines whether it is so. The graph shows that high expenditure on ALMP is
certainly one important factor behind the remarkably low and stable level of total, structu
and long-term unemployment in Austria. Also high ALMP spending in Germany and i
steep increase between 2005 and 2008 in Poland was one of the factors leading to signif
cuts in aggregate, structural and long-term unemployment in both countries. After 20na
Poland reduced its ALMP expenditure, which probably played a role in the ne
unemployment upswing. In the Czech Republic a further decline in the already low spend
on ALMP in the period of prolonged recession also resulted in a new rise in structural &
long-term unemployment. Slovakia continued to allocate low levels of funding to acti
labour market policies, despite the high unemployment rate, which was clearly
contributory factor behind its high structural and long-term joblessness rates.

&'®

Figure 12: Expenditure on ALMP as % of GDP per one per cent of the unemployment rate, 2004-2013
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Source: Own calculation using data from Eurostat database

Table 26 provides data on the proportion of ALMP participants among registered
jobless persons as in most countries registration at the public employment service is the
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Table 26: ALMP participants for 100 registered unemployed persons

condition for the provision of labour market measures. The table confirms that prior to the
economic crisis all countries strengthened the provision of ALMP to registered unemployed
persons, which stimulated their higher transition to employment. Austria was outstanding in
this respect as its already large proportion of labour market policy participants among jobless
persons almost doubled. Poland started from a much lower level but even tripled its share of
ALMP participants in registered unemployment (in absolute figures it almost doubled the
number of ALMP beneficiaries within just three years) and overtook Germany that until then
had held the second highest proportion. Surprisingly, in Slovakia almost one in three
registered jobless persons benefitted from active labour market policies in 2004 and their
weight increased to almost 40 per cent in 2008. In 2009 the large inflow of laid-off workers
into unemployment reduced the proportion of ALMP beneficiaries but in the case of the
Czech Republic and Slovakia also their absolute numbers declined, in Slovakia even by one-
third. However, it is also important to note that the steep rise of the number of ALMP
participants in Germany in 2009 was caused by the provision of training to workers in short-
time work schemes, massively used in manufacturing as an anti-crisis measure (also Austria,
Poland and the Czech Republic made use of such a scheme, although to a much smaller
extent), so this figure is not comparable with other countries. Since 2010 the provision of
ALMP to registered jobless persons dropped in all the five countries, most steeply in Poland
and Slovakia. Austria and Germany still record significantly higher proportions of ALMP
beneficiaries among registered unemployed persons, which may partially explain their |
levels of structural and long-term unemployment, in comparison with the other thr
countries.

Country 2004 2008 2009 2012 2013
Austria 49.1 84.2 79.8 61.6 58.5
Czech Rep. 11.0 16.6 11.2 10.6 9.9
Germany 31.7 48.8 79.8 48.6 44 4
Poland* 17.8 57.1 50.5 274 25.0
Slovakia 29.7 39.1 18.8 18.6 16.0

Poland: 2005 instead of 2004
Source: Own calculation using data from the Eurostat database

While the amount of allocations to ALMPs and the proportion of ALMP beneficiarie:
in total unemployment are important pieces of information for assessing the possible imf.
of these policies on the unemployment level, similarly useful is information on the efficienc_,
of these policie$.One determinant of their efficiency is to what extent ALMPs address the
needs and employment barriers of jobless persons. The distribution of ALMP participants
by type of policy is depicted in Figure 13. It shows that in 2004 training used to be the most
frequent labour market measure offered to jobless persons in all the countries with the
exception of Slovakia. However, while the share of trainees in all ALMP beneficiaries
further increased in Austria and Germany and until 2008 also the in the Czech Republic, in
Poland and Slovakia it declined substantially. Given the high representation of low-skilled
persons in the unemployment pool and widespread skills mismatches as documented earlier,
the low availability of training in Poland and Slovakia and also in the Czech Republic (as
there the absolute number of jobless persons undergoing training is small) is alarming.

CICICICXCRC

4 Data on the job placement rates of ALMP beneficiaries are unfortunately not available
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Figure 13: Distribution of ALMP beneficiaries by type of policy (in %)
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Source: Own calculation using data from the Eurostat database, data from the Czech Republic are from the Ministry of Labour
and Social Affairs

In Slovakia the most widespread programme until 2008 used to be direct job creat
(public works schemes) provided mostly to long-term jobless persons. While on the Giic
hand it helped to some extent restore working habits of long-term unemployed person -
did not give any higher chance for their re-employment as only a tiny percentage of pul
works participants could find regular employment after their completion (Auer et al., 200!
Although in Slovakia the participation in public works (32 hours per month in work for th~
municipality) is mandatory for receiving some social benefits, the number of public work O
participants declined over the period under review as the public employment serv
prioritized other programmes. In Germany this scheme (so called one euro jobs providinu
one euro per hour above unemployment assistance) expanded between 2005 and 201
was used also mainly for long-term jobseekers but after 2010 the number of participe
sharply declined. The Czech Republic applied public works also as a standard measurc ™=

long-term jobseekers. For a few years around 2010 the participation was made mande

OICITECRS)

for receiving any social assistance but the Supreme Court ruled it unlawful. In the la
period under review, participation in such schemes increased in Austria and the Cz
Republic.

Employment incentives, provided to employers as a stimulus for recruiting unemployed
persons (e.g. temporary employment/wage subsidies or reduced social security
contributions) and to workers to take-up (usually low-paid) jobs (e.g. recruitment subsidies,
temporary exemption from social security contributions) used to be the second most
important ALMP in Austria, the Czech Republic, Germany and Poland in 2004. Since then
their importance declined in Austria and Germany but increased in Slovakia and after a
temporary reduction also again in Poland. While their advantage is that they directly promote
employment of unemployed persons in regular jobs, according to some assessments (e.qg.
OECD, 2014a, OECD, 2014b) their targeting needs to be improved as some beneficiaries
could find employment even without this intervention while many hard-to-place jobseekers
are not included in such programmes. However, another assessment (EC, 2015) found that
in Slovakia 53.5 per cent of employment incentive participants were long-term unemployed,
while in Germany their share was only 7.9 per cent in 2015.
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Supported employment and rehabilitation include a wide range of measures providing
more sustainable support to employment of youth, older workers, persons with disabilities,
long-term jobseekers and other groups with more difficult access to (re-)employment.
Sometimes it is problematic to distinguish whether the concrete programme should be
classified as supported employment or employment incentives and therefore the high share
of this type of ALMP in Poland against its low proportion in other countries may be a bit
misleading. In Poland supported employment includes measures, such as on-the-job training
of youth, internships etc., while in some countries, such as the Czech Republic, supported
employment is now used only for persons with disabilities, while earlier schemes providing
internships and subsidized jobs for school leavers were discontinued. In Slovakia supported
employment is now more applied for long-term jobseekers.

However, the ALMP figures for Germany do not include one important policy
introduced by the Hartz labour market reforms, namely the creation of so-called mini-jobs
(few-hour jobs with earnings not exceeding currently Euro 450 per month and with much
reduced social security contributions) and midi-jobs (part-time jobs with earnings below
currently Euro 850 per month (figures as at 2015), and with regressively reduced social
security contributions when earnings are growing to the maximum limit). The incidence of
mini-jobs and midi-jobs is also stimulated by the joint taxation of married couples in
Germany. Their establishment led to an increase in total employment as some activities,
as domestic services that used to be carried out informally, have been formalized,
because inactive or jobless persons with some employment obstacles (mainly women
smaller children) could join the labour market through such jobs (see Gaskarth, 207 -
OECD, 2012). Critics of this policy, however, stress that it has contributed to the creatior
a broad low-wage sector within the labour market and to increasing wage inequaliti
poverty and social disparity (Henning, 2015).

®)

Start-up incentives are usually offered to a rather limited number of jobseekers as tl
success depends on the availability of entrepreneurial skills of the participants (Martin
Grubb, 2001). Among the five countries only Germany and since 2008 also Slovakia F~Z
higher shares of registered jobseekers benefitting from these schemes. In Germany the @
AG [Me-Inc.] scheme was introduced as another part of the Hartz labour market reforms
stimulating self-employment, particularly of women (see Gaskarth, 2014). It became
widespread in the mid-2000s (in 2006 over 400,000 persons took part in the scheme)
after 2010 the number of beneficiaries diminished very fast. In contrast, in Slovakia t
number of participants in the start-up programme increased ten times in 2011 as comp... ==
to 2004 but the results in terms of sustainability of their business activities were r
satisfactory. Since 2013 the eligibility criteria have been restricted and the number
participants has gone down (OECD, 2014b).
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To conclude, the five countries differ a lot with regard to the level of allocations on
labour market services and active labour market policies measured as a GDP percentage,
with Austria and Germany spending significantly more than the Czech Republic, Poland and
Slovakia. Public employment services in Austria and Germany are not only better equipped
financially and personally but can also offer personalized and better tailored counselling and
other support to their clients — jobseekers and employers, due to a lower caseload of their
employment counsellors. Further, Austria and Germany have significantly higher shares of
active labour market participants among registered unemployed persons than the Czech
Republic and Slovakia. In Poland their proportion rose and got close to Austria and Germany
between 2007 and 2009 but then it declined rather substantially.

The examination of the structure of ALMP beneficiaries by type of policy revealed that
despite widespread skills mismatches in the Czech Republic, Poland and Slovakia, initially
high shares of training participants in all countries (except for Slovakia) dropped in Poland
and Slovakia significantly, while they further increased in Austria and Germany. The
seemingly persistent large proportion of jobless persons attending training in the Czech
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Republic hides their limited absolute number due to the low total share of ALMP
beneficiaries in registered unemployment. In Slovakia, the percentage of ALMP
beneficiaries was also rather high in the 2000s but as most of them took part in public works
it did not probably help them much in return to regular employment. Poland and recently
also Slovakia rely more on employment incentives and supported employment but the
targeting of these measures needs to be further improved. However, Slovakia now tries hard
to place more long-term jobless persons in such schemes, which integrate them into the
labour market, although the question remains how many of them will then transit to non-
subsidized jobs if follow-up support is rarely available. Germany has also increased
employment and cut unemployment through the massive use of subsidized mini-jobs and
midi-jobs.

Active labour market policies thus seem to contribute significantly to the reduction of
structural and long-term unemployment in Austria and Germany, while their impact in this
regard was considerable also in Poland between 2007 and 2009 but then it declined. In the
Czech Republic and especially in Slovakia the allocations to ALMPs are insufficient for
reducing structural and long-term unemployment, although in both countries the situation
appeared to be getting better.
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6. Conclusions

Research undertaken in this study concentrated on the reasons why the five Central
European countries closely interrelated through production chains and trade and with similar
economic structures, industrial traditions and culture have such a large diversity in the level
and trends of total and long-term unemployment. A comparative analysis revealed several
striking differences with regard to their labour market performance. Over the analysed
period 2000-2014 Austrian and German employers were able to create more jobs (though
many of these jobs were part-time) than the Czech, Polish and Slovak ones, and economic
activity and wage employment were not only higher but also increased faster than in the
three latter countries, where employment growth concentrated in the segment of own-
account workers. Austria also managed to maintain low levels of unemployment and
Germany to continue to reduce joblessness even in the post-crisis period (when most
advanced countries recorded a new increase in unemployment). Conversely, in particular
Poland and Slovakia, but also the Czech Republic, made significant progress in diminishing
unemployment before economic recession but thereafter, faced once again an expansion in
unemployment. The main gap concerns young people as their economic activity and
employment rates are substantially higher and unemployment rates lower in Austria and
Germany (partly due to their dual vocational education and training systems) in compari
with the three other countries where young people encounter considerable difficulties in tt >>
transition from school to work.

The incidence of long-term joblessness also differs a lot across the five countries a
Austria one in four jobseekers are unemployed for more than one year and this share
fairly stable over the analysed period, while in Slovakia long-term joblessness currently hits
almost three in four jobseekers, when in 2000 this proportion was “only” one in two. O
factor contributing to this very large incidence of long-term unemployment in Slovakia
the relatively numerous Roma minority, which faces extremely high and prolongs
unemployment.
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Estimations of the structural part of unemployment, identified with the “natural rate «
unemployment” and using the OECD (NAIRU) and the EC (NAWRU) methodology as wel!
as the Beveridge curve, also pointed to significant variations in structural unemployment :
its development across the five countries. Austria sustained low levels of structu
unemployment, although with a slight upward tendency. The Czech Republic and Germauy
initially had similar levels and development of structural unemployment until 2008 bl
Germany continued reducing it systematically after the crisis, while in the Czech Repuk
structural unemployment rose somewhat again in 2009 and stabilized at this higher le
Poland experienced a significant reduction of structural unemployment prior to the crisis and
then its stagnation. In Slovakia both measures of structural unemployment provide different
results until 2009: structural unemployment had an increasing tendency according to
NAIRU, while NAWRU suggested a slightly decreasing trend. From 2010 both methods
point to stagnation in structural unemployment. However, its level is substantially higher in
Poland and Slovakia in comparison with Austria, Germany and the Czech Republic. The
analysis also confirmed a strong correlation between structural unemployment and the long-
term unemployment trend (as long-term unemployment is also influenced by the economic
cycle, while structural unemployment by definition not).

R @»

In order to find out the reasons for differences in the level and developments of
structural and long-term unemployment across the five countries, the impact of several
possible determinants was studied as suggested by the literature: skills mismatches, labour
tax wedge, generosity of unemployment benefits and social benefits/assistance,
restrictiveness of employment protection legislation, the incidence of temporary contracts,
and the coverage of jobseekers by active labour market policies and efficiency of such
policies with regard to the needs of unemployed persons.
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The analysis revealed higher skills mismatches in the Czech Republic but even more
profound mismatches in Poland and Slovakia in comparison with Austria and Germany,
which could explain a large part of the above mentioned differences. It also discovered the
reduction of skills mismatches in the Czech Republic, Germany and Poland over the
analysed period (Austria maintained a low level), which might contribute to the observed
decline in their structural and long-term unemployment, while in Slovakia other factors seem
to counterbalance it.

The labour tax wedge does not seem to play a big role in explaining the cross-country
variance in structural and long-term unemployment across the five countries. Austria and
Germany impose the highest taxation on labour but still achieve larger job generation than
the other three countries. However, job creation is mainly influenced by the level of social
security contributions paid by employers and it seems that the high rates in the Czech
Republic and Slovakia could indeed have a negative impact on the recruitment decisions of
employers and thus lead to higher structural and long-term unemployment especially after
the economic recession. In contrast, the lowest labour tax wedge as well as the low rates of
employers’ social security contributions could contribute to a steep reduction in structural
and long-term unemployment in Poland before 2008 but they did not stimulate larg
recruitment of workers during and after the economic slowdown.

¥

The level of unemployment benefits is particularly low in Poland and is paid for a short
time as is the case in the Czech Republic and Slovakia. In Austria and Germany laid:
workers are better off in terms of income support but while after their expiry they could ¢
means-tested unemployment assistance in both countries, its level has been much retuccu
by the Hartz labour market reforms in Germany. Nevertheless, these cross-cout
differences in generosity of national social systems diminish significantly if unemployme
benefits are combined with other social benefits and assistance, for which people with n
low income are eligible, especially after their unemployment benefits expire (or if they ¢~*
no unemployment benefits). Calculations show that while for most people the cumulat @
level of benefits is not high enough to act as a disincentive for job search, for cert
population groups, such as lone parents and one-earner families with children, the return o
full-time but low-paid employment would not mean any significant increase in their famil
income. Only Slovakia radically cuts social benefits with the aim to stimulate return
employment for long-term unemployed and inactive persons, including lone parents ¢..>
one-earner families with children, but seemingly without much effect on their re
employment.

R @O ()i

In Austria, Czech Republic, Germany and Poland no evidence was found that
employment protection legislation was especially restrictive in terms of discourage
employers from recruiting workers on regular contracts and of contributing to higher
structural and long-term unemployment. In contrast, Slovakia has liberalized the regulation
of such contracts rather significantly but this did not apparently result in higher job creation,
hiring of additional workers and reduction in unemployment. Regulation of temporary
contracts was initially very liberal and then made a bit stricter in all but one country —
Germany. Nevertheless, the share of temporary contracts remained limited everywhere
except for Poland where the non-renewal of some of these contracts during the economic
slowdown may well have contributed to an increase in the incidence of long-term
unemployment in Poland after 2008.

Active labour market policies seem to have had a rather important impact on the
observed differences in the level and development of total, structural and long-term
unemployment between Austria and Germany on the one hand and the Czech Republic,
Poland and Slovakia on the other for three reasons. First, public employment services in
Austria and Germany are better equipped with staff and financial resources and are able to
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provide more personalized and intensive support to their clients due to a significantly lower
caseload of their employment counsellors. Second, the allocation of funds for active labour
market measures is substantially larger, which is also reflected in much higher shares of
participants in these measures among registered unemployed persons. Third, low-skilled
people are overrepresented in total and especially long-term unemployment everywhere.
However, while Austria and Germany pay high attention to training of jobseekers, the other
three countries provide training to rather limited numbers of unemployed persons, despite
higher observed skills mismatches. Poland and Slovakia make use of subsidized employment
but assessments point to some problems in their targeting and transition of beneficiaries to
non-subsidized jobs.
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