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Foreword

This year's Employment in Europe report, the 22" in the series, comes at a particularly important time for the European Union.
Despite moderate signs of economic recovery, European labour markets are still suffering from the aftermath of the economic
crisis and they will continue to need to be supported by appropriate crisis exit strategies. Moreover, we need to reformulate
policy priorities for the post-2010 period in line with the framework set by the Europe 2020 Strategy.

European labour markets will emerge from the crisis profoundly changed; workers must be given the incentives and tools to
successfully adjust to new realities in order to retain or find quality jobs. Action is needed to enhance skills at all levels and to set
the conditions for the creation of new jobs. In this respect, flexicurity is still the right framework to modernise labour markets
and help foster job-creating recovery.

The Employment in Europe report is one of the tools to support the design and implementation of Member States’ employment
policies. This year’s report focuses on two major themes that reflect the current priorities of employment policies at EU level.

The first theme is an assessment of the labour market adjustments since the onset of the crisis. This is complemented by an
analysis of the policy measures implemented by the Member States to mitigate the employment effects of the crisis and to
support recovery. It draws on the close monitoring of labour market developments undertaken by the Commission, as well as
on the ongoing analysis of the employment policy responses to the crisis, both at Member State and EU levels. In particular,
the report examines the extent to which labour market recovery measures have contributed so far to alleviating the negative
spill-over effects of the global downturn on labour markets. Although the situation and the constraints differ significantly
across countries, this type of assessment allows Member States to learn from each other as they work towards their common
employment objectives.

The second theme reflects an important aspect of the flexicurity approach to labour markets, particularly given the impact of
the economic crisis. It is vital to overcome the segmentation of the labour markets, as well as, more specifically, the employment
situation of young people in Europe. Young workers with temporary contracts have been particularly hard hit by the recession
in a number of Member States. Indeed, many have been disproportionately affected by decreasing employment levels.

In many cases, temporary work, which rose during the years prior to the recession, does not lead to stable and higher paid
jobs, but instead “traps” workers in a recurring sequence of temporary jobs with frequent unemployment spells in between.
The recent crisis has highlighted the flaws of a policy strategy that fosters employment growth almost exclusively through the
development of temporary and other forms of ‘atypical’ contracts. Such strategies increase employment volatility and the risk
of low economic growth due to insufficient investment in human capital. It is therefore important to promote policies creating
stable employment. This can be achieved, for example, by introducing fiscal incentives for companies to hire permanent workers
and to convert temporary contracts into permanent ones.

The findings of Employment in Europe 2010 are, in my view, highly relevant to the current EU policy debate. | trust that readers,
as with previous editions, will find the report thought-provoking and a motivating force for new ideas and solutions to the

challenges that face us all. _ i
fACL”mL\m \ f’

Laszl6 Andor
Commissioner for Employment, Social Affairs and Inclusion
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Executive summary

EU LABOUR MARKETS IN TIME OF ECONOMIC CRISIS

The unprecedented crisis in global financial markets which gathered pace in
autumn 2008 led to the most severe recession since the Second World War,
affecting the wider economy and strongly impacting on labour markets in the
EU. Indeed, the crisis wiped out much of the steady gain in economic growth
and reduction in unemployment witnessed over the last decade — EU GDP fell
by 4.2% in 2009, industrial production dropped back to the levels of the late
1990s and employment levels fell by 1.8%. As a result, 23 million people - or
close to 10% of the economically active population - are now unemployed.

Although EU labour markets have been strongly affected by the crisis,
overall job losses have been rather limited when compared to other global
competitors, thanks in large part to the measures taken to mitigate the
impact of the crisis. This reflects in particular strong recourse to increased
internal flexibility (flexible working time arrangements including shorter
hours or temporary partial unemployment, temporary closures, etc.) cou-
pled with nominal wage concessions in return for employment stability in
some sectors, all of which appears to have prevented, or at least delayed,
significant mass dismissals in certain Member States. In particular, the
more moderate increase in the unemployment rate in the EU compared to,
for example, the US reflects the greater tendency in several Member States
to adjust to changes in demand by lowering hours worked rather than the
number of workers, especially in Germany.

The EU already started to emerge from recession a year ago. After five con-
secutive quarters of contraction in economic output, which started in mid-
2008 and were at their strongest at the turn of 2008 and 2009, economic
growth began to resume in the second half of 2009. However, growth has
remained modest, averaging around 0.2% quarter-on-quarter over the sec-
ond half of 2009 and early 2010, suggesting that the EU is crawling rather
than leaping out of recession. However, growth picked up sharply in the
second quarter, raising hopes of a stronger recovery for 2010 as a whole.

The impact of the crisis on the EU labour market was relatively limited in
2008, in line with the usual lagged response, but became more manifest in
2009, with particularly marked employment losses over the first half of the
year. However, employment contraction clearly moderated from mid-2009
onwards and finally gave indications of coming to an end in the second
quarter of 2010, as more consistent signs of labour markets stabilising

During 2008/2009 the EU economy
suffered a long and deep recession,
which has impacted strongly on
labour markets,...

...although action taken at EU
and national level helped mitigate
the employment effects.

The EU economy has now started
to recover...

...and its labour markets have
recently started to shown signs
of stabilisation...
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...but recovery still remains too
fragile to ensure a positive trend
reversal in EU labour markets...

... and prospects of employment
recovery are uncertain in several
Member States.

The impact of the crisis has been
particularly strong on certain
population segments, and the
effects may persist, requiring
particular support for these groups.

As a result of the crisis, the Lisbon
and Stockholm employment targets
have become more distant,

but long term progress since 2000
is still evident.

in several Member States were observed. For example, the rise in unem-
ployment in the EU has weakened since last autumn, with recent signs
indicating that it may be coming to an end - the EU unemployment rate,
at 9.6%, has remained unchanged since February, while in recent months
the rate has been stable or even declined in several Member States, and in
some it is already down compared to a year ago. Furthermore, demand for
new workers shows tentative signs of picking up at last, while firms have
become more optimistic about employment prospects and consumers’
unemployment expectations have been easing.

Although it has now been over a year since the EU economy started to
recover from the deep recession, it may take some time yet before the frag-
ile pick-up in economic activity triggers a strong upswing in the labour mar-
ket. According to the spring 2010 European Commission forecasts the EU
economy will continue to face headwinds and the labour-market situation
will remain difficult. Furthermore, job creation for the EU as a whole is likely
to be subdued in the recovery, as adjustment to a rise in economic activity
is likely to come initially from the reversal of the widespread reductions in
working hours, as already witnessed in several Member States. Employment
growth was forecast at -0.9% for 2010 and to improve to only 0.3% in 2011,
while the unemployment rate was expected to average 9.8% in 2010 and to
remain at 9.7% in 2011, only marginally down on 2010. However, recently
the picture has slightly improved - the interim Commission forecast released
in September reports that stronger than expected economic recovery in the
EU could lead to the labour market performing somewhat better this year
than expected at the time of the spring forecast.

Despite the measures taken to mitigate the impact of the crisis, EU labour
markets have clearly taken a considerable blow, although the picture
varies across Member States. For many, in particular the Baltic States, Ire-
land and Spain, it has led to a substantial increase in unemployment, and
potentially in long-term unemployment. Despite some positive signals in
most countries’ labour markets, a lot of uncertainties remain.

Males, the young, migrants, the low-skilled and those with a short-term
contract have been most affected by the economic downturn and the rise
in unemployment. Apart from men, all of these are traditionally amongst
the most disadvantaged groups in the labour market, and the current
downturn has made their relative situation even worse, increasing the risk
of long-term unemployment and detachment from the labour market. This
further stresses the need to address segmentation in the EU labour mar-
ket - for example, the impact on young people, in particular young men,
highlights an increasing need to tackle youth unemployment.

In 2009, the overall EU employment rate averaged 64.6%, down from 65.9%
a year earlier and hence increasing the shortfall in relation to the Lisbon tar-
get of 70% by 2010 to 5.4 percentage points. At the same time, the employ-
ment rate for women declined to 58.6%, some 1.4 percentage points short
of the target of 60%, but in contrast that for older people increased slightly
to 46%, although still 4 percentage points short of the target of 50%.

Nevertheless, even in these turbulent times, it is still worthwhile to recall
the longer-term picture and highlight the progress that has been made in
European labour markets since 2000. Even taking into account the impact
of the crisis, employment in 2009 was still up almost 12.5 million, or 6%, on
the level in 2000, while rises of 2.4, 4.9 and 9.1 percentage points respec-
tively have been observed for the overall, female and older worker rates
compared with 2000; a not insignificant achievement.
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ON THE PATH TO RECOVERY:
A REVIEW OF LABOUR MARKET MEASURES

With the onset of the economic downturn, policy makers across the EU
implemented a variety of labour market measures to mitigate the adverse
spill-over effects on labour markets. This included putting in place a Euro-
pean Economic Recovery Plan (EERP) - a EUR 200 billion comprehensive,
coherent and coordinated recovery package - to slow the pace of the
downturn and create the conditions for an upturn. At EU-level, structural
reform measures which are a central part of the EERP included, inter alia,
measures aimed at supporting the functioning of the labour market and
social policies aimed at supporting household purchasing power. There
has been a broad consensus that such discretionary measures should be
implemented in a temporary, timely, targeted, fair and co-ordinated way,
in line with flexicurity principles.

Several measures have been introduced to support the retention or hiring
of workers, including modifications to (or introduction of) temporary short
time working arrangements, wage subsidies, non-wage cost reductions,
expanding public sector employment and promotion of self-employment.
These measures not only limited the overall decline in employment but
also contributed to a fairer distribution of the adjustment burden.

Although it is too early to determine whether the employment saved will
endure after the crisis, a tentative model-based assessment indicates posi-
tive outcomes overall. More specifically, model simulations show that tem-
porary public financial support in the form of in-work subsidies increases
employment and that such support can be particularly effective in terms of
employment gains if targeted specifically on the young.

All in all, due to their specific nature, some measures such as short-time
work arrangements (STWA) are more effective in the initial phase of the
downturn while, for example, the use of temporary subsidies, especially
those targeted at new hires, is more effective in the recovery phase as it
helps to speed up job creation when production rebounds.

Nevertheless, maintaining the arrangements for too long poses the risk
that necessary restructuring gets delayed, that enterprises get overstaffed,
that workers lose the incentive to upgrade their skills, that deadweight
losses accumulate, and that funds get diverted from other useful purposes
such as training.

In several Member States, aggregate demand and social cohesion have
been supported by temporary reinforcement of direct income transfers,
including a relaxation of the eligibility rules and increased generosity of
the unemployment benefit systems. However, as such increases in income
transfers may discourage labour supply, they need to be gradually
reduced as the economy recovers and complemented by measures that
stimulate job search.

The economic downturn has negatively affected the formation of human
capital, thereby reducing the potential to reallocate labour towards a
smart, sustainable and inclusive economy. This highlighted the need for
efforts to intensify the training of the employed and unemployed and to
help employees to acquire new skills. Measures to improve job matching
were also implemented as the Public Employment Services in several Mem-
ber States intensified job search assistance targeted at particular groups

A number of measures have been
adopted aimed at mitigating

the adverse labour market effects
of the economic crisis.

Measures directed at supporting
labour demand saved jobs and
contributed to a fairer distribution
of the adjustment burden....

...as preliminary model simulations
also indicate.

Appropriate timing of different
measures in different phases
of the downturn and recovery
appears important...

...and so does their timely
withdrawal.

Also timing of measures supporting
household income needs to be
considered carefully...

...while measures upgrading
skills and improving labour
market matching maintain their
effectiveness at any stage
of the recovery.
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Gradual phasing out
of the crisis-related measures...

...should reflect the situation
of the Member States and be
complemented by the phasing
in of structural measures.

Partial reforms of employment
protection have resulted in labour
market segmentation...

...with large use of temporary
contracts for hiring, combined with
low transitions to permanent jobs...

...suggesting that such jobs act as
a buffer against shocks rather than
as ‘screening device’.

such as youth, immigrants, people with short-term contracts or people
not receiving benefits. In general, these types of measures maintain their
effectiveness irrespective of the specific stage of the recovery.

As the prospects for economic recovery strengthen most Member States
have signalled that they will withdraw their crisis-related labour market
measures by the end of 2010 or early 2011. In any case it should be borne
in mind that these measures are not always automatically reversed when
economic conditions change and that they may become irreversible,
undermining employment and growth potential.

The gradual phasing out of the crisis-related measures should take into due
consideration the concrete situation and constraints of the Member States
and be complemented by the phasing in of structural measures aimed at
reducing structural unemployment, increasing labour market participation,
developing a skilled workforce, and promoting social inclusion by support-
ing specific population groups including the young, older workers, women,
immigrants, the disabled, etc. Moreover, as the fiscal constraints have inten-
sified, it has become even more important to improve the cost-effectiveness
of labour market measures by strengthening targeting and timing aspects.
Given the socio-economic complexity of the issue, it should be clear that
EU-wide mutual learning, the exchange of good practice and a constructive
dialogue with social partners should form the main driving forces to phase
out the crisis-related measures and to phase in structural measures.

YOUTH AND SEGMENTATION IN EU LABOUR MARKETS

During past decades reforms of employment protection legislation (EPL)
introduced by European countries have often been “partial” or “two-tier”,
i.e. they have substantially deregulated the use of temporary contracts,
while maintaining stringent firing rules for permanent ones, rather than
reforming EPL ‘across-the-board’. Some labour economists argue that such
reforms have distinct effects as opposed to ‘complete’ ones. They have led,
firstly, to a large expansion of temporary employment and, secondly, to
the emergence of dual labour markets, i.e. one for permanent employees
(or ‘insiders’) with stable employment and good career and earnings pros-
pects, and another for temporary employees (or ‘outsiders’) who tend to
be ‘trapped’ into temporary jobs with precarious attachment to the labour
market (Spain being the most prominent example of this).

In several EU countries a large share of hiring takes place via temporary
contracts, mainly involving young workers, indicating that two-tier EPL
reforms may initially result in rising employment levels. Temporary jobs
account for 40% of total dependent employment among young workers
in the EU against 13% for the overall working-age population, and about
half or more of short-tenured workers hold a temporary job in several
Member States including Spain, Poland, France or Italy. On the other hand,
both descriptive evidence and econometric analysis in the report highlight
that segmented labour markets are characterised by reduced transition
rates from fixed-term to permanent employment, suggesting that firms
attempt to circumvent larger firing costs on permanent contracts.

Temporary jobs can fulfil different economic functions. On the one hand
they can act as a “screening” device allowing firms to clear up uncertainty
over workers' ability and the adequacy of a job-worker match at the time
of recruitment. In this vein, temporary jobs can very well serve as a ‘gate-
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way’ to the labour market and a stepping stone to more stable and better
paid jobs. On the other hand, temporary contracts can simply be a cheaper
production factor relative to permanent employment, acting as a buffer to
adjust employment levels to labour demand shocks. Low conversion rates
of temporary contracts into permanent jobs suggest that in segmented
labour markets the latter function plays a much larger role.

Overall, two-tier reforms increase both hiring and separation rates.
Although temporary workers have been disproportionately affected by
job cuts during the 2008-2009 recession, net employment gains since
2000 remain positive overall in the EU and in the largest Member States,
reflecting the overall positive effect that such reforms had on employment
creation through the accrued flexibility in labour markets. Nevertheless,
two-tier reforms have also induced changes in the composition of the
workforce, leading to a partial substitution of temporary for permanent
workers. This is in line with the prediction of some authors (e.g. Boeri and
Garibaldi) who argue that two-tier EPL reforms lead first to a ‘honeymoon
effect’ on employment via the expansion of temporary work whereas such
employment gains are dissipated in the longer term. According to other
authors the effect on separations can in theory more than offset that on
hiring if the regulatory asymmetry between regulations of permanent and
temporary contracts is particularly large, leading to adverse consequences
for total employment levels.

Temporary workers in general and youth in particular have been partic-
ularly hard hit during the recent recession as they bore the bulk of the
reduction in employment levels. This largely represents the downside
of the large expansion of temporary work in those countries following
“two-tier"” EPL reforms. Hence, segmentation has increased the business
cycle volatility of employment. According to the OECD, the business
cycle sensitivity of total hours worked for temporary workers is about
2% times greater than for permanent ones. Evidence provided in the
chapter on this issue highlights that in a segmented labour market such
as Spain, the adjustment of employment levels to the business cycle is
overwhelmingly borne by temporary workers, whereas this is much less
the case in Germany or the UK. It is also found that the cyclical varia-
tion of employment is higher in Member States with a greater share of
temporary employment.

Temporary workers tend to have reduced access to on-the-job training
as the limited duration of the employment relationship discourages firms
and workers from investing in job-specific human capital. Conversely,
results from econometric analysis highlight that temporary workers with
a medium-to-low level of initial education are more likely to participate
in further ‘formal’ education, suggesting the existence of a catching-up
effect, i.e. temporary workers attempting to overcome their disadvan-
taged economic position. A low conversion rate into permanent jobs also
tends to discourage on-the-job efforts by temporary workers. As high-
lighted by evidence for Spain, reduced training participation and lower
job efforts may slow down productivity growth in countries with a large
share of temporary work. Segmentation also affects wage formation.
Firstly, it may lead to higher wage growth among permanent workers,
as their bargaining power is strengthened by the presence of temporary
workers who have a higher probability of dismissal. Also, temporary con-
tracts often involve a substantial wage penalty. Estimates given in the
chapter show that in the EU temporary workers earn on average 14% less
than workers on open-ended contracts after controlling for a number of
personal characteristics.

The net effect on employment
creation remains positive, albeit
changing its composition.

...Whereas its cyclical volatility is
increased, as shown by the recent
recession.

Temporary workers do less training
and earn lower wages than
permanent ones.
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A precarious start to working life
increases insecurity and delays
emancipation.

Higher education levels facilitate
‘good’ school-to-work transitions.

Employment levels of young
workers are more responsive
to the business cycle.

An exit strategy from segmentation
is needed.

Although temporary work may facilitate the transition process from edu-
cation to the world of work, particularly in those countries where the
apprenticeship system is underdeveloped, labour market segmentation
increases the risk that many young people will become trapped (even into
their thirties), spending years alternating between temporary jobs and
unemployment interludes with limited career prospects. A precarious start
to adult life is likely to exacerbate perceived insecurity, thereby impacting
on individuals’ behaviour. Evidence from a number of countries suggests
that young people with temporary jobs (rather than permanent ones) tend
to have a higher incidence rate of co-residence with their parents. All else
being equal, this tends to delay emancipation, household formation, and
procreation, thus reinforcing the trend of population ageing.

The young face a particularly vulnerable situation at the moment of mov-
ing from school into work; particularly the least qualified who have the
greatest difficulties in getting a foothold in the labour market. Individuals
with only primary education are 62% and 50% less likely to move from
joblessness to employment and from temporary to permanent employ-
ment, respectively, than those with tertiary education. The fraction of
NEET (not in education, employment or training) provides a good measure
of the share of youth that are left behind and varies significantly within
the EU from as low as about 4% in Denmark and the Netherlands to as
high as 16-20% in Italy, Cyprus and Bulgaria. The majority of them are
inactive rather than unemployed in most Member States.

Recent work from the OECD confirms the finding that the sensitivity to
the economic cycle of employment rates for the young is higher than for
prime-age adults. Furthermore, the sensitivity of youth unemployment
to the cycle tends to decline progressively with age, being greater for
teenagers (15 to 19 years) than for young adults (20 to 24 years) in most
countries. Although a larger responsiveness of youth employment to cycli-
cal conditions is a natural feature of labour markets (firms tend first to
fire less experienced/younger workers, while young people tend also to be
more adaptable and quickly find a new job), there is also ample evidence
suggesting that a spell in unemployment early in adult life (i.e. teenage
or early twenties) has lasting negative effects both in terms of future
employment and wage prospects, although the literature seems divided
as regards the extent of these effects.

Overall two-tier reforms of EPL and the associated emergence of labour
market segmentation lead to a number of ‘perverse’ effects, affecting in
particular young workers. This can be corrected through the implementa-
tion of comprehensive flexicurity policy packages. A possible “exit” strat-
egy from the regulatory asymmetry between permanent and temporary
contracts could be the so-called “single contract”, advocated by a number
of prominent labour economists, i.e. open-ended but providing for a
gradual build-up of employment protection rights.




Executive summary

CONCLUSIONS

The crisis has contributed to the failure to reach the 2010 employment
targets and thus increased the short-term challenges for labour market
policy making. Well designed employment policies were instrumental in
mitigating both the economic and human impacts of the crisis, as this
report shows.

Nonetheless, many of the recently implemented recovery measures can
only be applied temporarily and their achievement could soon be lost
if efforts do not continue to redress the persisting structural obstacles
in many Member States’ labour markets, which were the main reason
behind the failure to achieve the Lisbon strategy targets in the first place,
and which also constitute the main threat for future. Labour market seg-
mentation has a prominent place among these structural obstacles, if only
because it weighs most heavily on young people and their employment
prospects, hence directly endangering the future competitiveness of the
EU economy.

The new Europe 2020 strategy puts forward three mutually reinforcing pri-
orities of smart, sustainable and inclusive growth. If the strategy is to suc-
ceed, employment policies will have a pivotal role to play in achieving all
three of these priorities. In this respect, the new EU headline employment
rate target of 75% for the population aged 20-64 is only the most visible
demonstration of the EU’s ambitions in the field of employment. Behind
this lie a whole array of tasks, including support for better combinations of
flexibility and security in the labour market, increasing participation levels
including through more inclusion of vulnerable groups, fighting structural
unemployment, developing a skilled workforce responding to labour mar-
ket needs and promoting job quality.

While employment policies helped
mitigate the effects of the crisis...

...they must turn to persisting
structural challenges such as labour
market segmentation...

...to contribute effectively to the
success of the Europe 2020 strategy.







EU labour markets in time

Chapter 1

of economic crisis — relatively resilient,
but persisting weakness and slow jobs
recovery expected

1. INTRODUCTION

As stated in the recent Commission
Communication on Europe 2020",
Europe faces a moment of transfor-
mation. The recent economic crisis,
which has no precedent in our gen-
eration, has wiped out much of the
steady gain in economic growth and
the reduction in levels of unemploy-
ment witnessed over the last decade
— EU GDP fell by 4.2% in 2009, indus-
trial production dropped back to the
levels of the late 1990s and 23 mil-
lion people@ - or close to 10% of the
economically active population - are
now unemployed.

Signs of an economic downturn
appeared already in the EU by the
second quarter of 2008 but intensi-
fied in the third quarter with the
worst financial turmoil since 1929,
followed by an economic recession,
and subsequent effects on the labour
market. By February 2010 the EU
unemployment rate had risen to the
highest level in a decade (9.6 %),
where it has subsequently remained.
Males, the young, migrants, the low-
skilled and those with a short-term
contract have been most affected
by the economic downturn and

(1) Europe 2020 - A strategy for smart,
sustainable and inclusive growth
(COM(2010) 2020).

2) Seasonally adjusted figure (the non-sea-
sonally adjusted figure is 22.4 million
(July 2010)).

the increase of unemployment. As
unemployment rose, the spotlight fell
more and more on limiting the effect
of the crisis on jobs and addressing
the social impact.

The EU and its Member States react-
ed promptly to this worldwide finan-
cial and economic crisis: in the first
place, by taking action to prevent a
meltdown in the financial market in
autumn 2008, and then, by agree-
ing, in December 2008, to put in
place a European Economic Recovery
Plan (EERP) - a €200 billion compre-
hensive, coherent and coordinated
recovery package - to arrest the pace
of the downturn and create the con-
ditions for an upturn. At EU-level,
structural reform measures which are
a central part of the EERP include,
inter alia, measures aimed at sup-
porting the functioning of the labour
market, and social policies aimed
at supporting household purchas-
ing power®. Even though the ‘great
recession’ which stalked the global
economy has now bottomed out and
growth has returned, and despite
some positive signals in some coun-
tries’ labour markets, a lot of uncer-
tainties remain.

Despite the measures taken to miti-
gate the impact of the crisis, EU
labour markets have clearly suf-
fered a major correction, although
the picture varies across Member

3) See Chapter 2 for more details on these
crisis-related labour market measures.

States, partly reflecting the different
exposures to imbalances accumulat-
ed in the preceding boom period
(such as that due to years of invest-
ment deviated to the construction
sector because of the housing bub-
ble in some countries). For many it
has led to a substantial increase in
unemployment, and potentially in
long-term unemployment, although
in @ number job losses have been
rather restrained to date. The latter
reflects, in particular, strong recourse
to increased internal flexibility (flex-
ible working time arrangements
including shorter hours or temporary
partial unemployment, temporary
closures, etc.) coupled with nomi-
nal wage concessions in return for
employment stability in some sec-
tors, all of which appears to have
prevented, or at least delayed, more
significant mass dismissals in certain
Member States.

Although it has now been more than
a year since the EU economy started
to recover from deep recession, it
may take some time yet before the
fragile pick-up in economic activity
triggers a clear upswing in the labour
market. Nevertheless, according to
the latest data, the labour market
is now showing consistent signs of
stabilisation, and even the first signs
of recovery in some Member States.
Unemployment in the EU is broadly
stable, while in some Member States
it has now started to fall. Demand
for new workers, as indicated by the
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EU job vacancy rate, shows signs of
finally picking up, and while compa-
nies still announce more job losses
than gains, the losses are generally
substantially fewer than in 2009. Fur-
thermore, firms are becoming more
optimistic about employment pros-
pects and consumers’ unemployment
expectations are easing.

According to the latest European
Commission forecasts®, although
the EU economy is now recovering
at a faster pace than previously
envisaged, it will continue to face
headwinds from several directions
and, despite apparent signs of stabi-
lisation, the labour-market situation
will remain weak. In the previous
spring forecast, employment growth
was forecast at -0.9% for 2010 as a
whole and to improve to only 0.3%
in 2011, while the unemployment
rate was set to average 9.8% in
2010 and to remain at 9.7% in 2011.
However, the recent strong upward
revision to economic growth for
2010 suggests that the labour mar-
ket, while still remaining weak, may
perform somewhat better this year
than expected at the time of the
spring forecast.

Even in these turbulent times, it is
worthwhile to present the long-
er-term picture to highlight the
progress that had been made in
European labour markets between
2000 and the start of the global
crisis in 2008, and to compare the
annual results for 2009 with those
of the preceding years (see section 5
below). In view of the rapidly chang-
ing situation, though, this year’s
report focuses on the more up-to-
date picture of the short-term devel-
opments in labour markets since the
downturn began, namely from the
second quarter of 2008 through to
the second quarter of 2010, the last
one for which data were available at
the time of publication.

4) Interim economic forecast of September
2010 (see http://ec.europa.eu/economy_
finance/publications/european_econo-
my/forecasts_en.htm).

2. Econowmic

AND LABOUR MARKET
DEVELOPMENTS DURING
THE CRISIS

Economic growth has now resumed
in the EU, with positive GDP growth
being recorded from the third quar-
ter of 2009 onwards, although the
recovery remains fragile.

The recession from which the EU has
now emerged was the deepest and
most widespread in the post-war era,
and in some cases the contraction in
activity was the largest seen since
even the 1930s. After several years
of favourable growth, and a par-
ticularly good performance in terms
of employment creation, economic
and labour market conditions dete-
riorated sharply in the second part
of 2008. This occurred as a result
of the impact of the financial crisis
which deepened in autumn 2008,
and which resulted from a fall in
asset prices after a period of asset
price inflation, leading to a liquidity
shortage among financial institutions
and concerns over their solvency.

These concerns were subsequently
transmitted to non-financial sectors
(the so-called ‘real economy’), and
came on top of a correction in the
housing markets in many countries.
The ensuing weakening in global
and domestic demand, and a marked
drop in investor confidence togeth-
er with tighter financing conditions
and a reduction in the availability
of credit, had a dramatic effect on
the economy and subsequently the
labour market®.

The downturn in the EU economy
actually started in the second quarter
of 2008, as quarter-on-quarter GDP
growth turned negative following
a substantial drop (Chart 1). At the
same time employment growth in
the EU effectively petered out, this
quarter thus marking the point at
which the (seasonally adjusted) level
of employment in the EU peaked,
while the unemployment rate began
to head upwards after reaching a
low in the previous quarter. This
turning point is therefore used here
as the reference point for compar-
ing subsequent developments in the
labour market. The already negative
trend was subsequently bolstered

Chart 1: GDP and employment growth (quarter-on-quarter)
and unemployment rate for the EU, 2005-2010
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(5) For a more detailed account of the
causes of the crisis see “Economic Crisis
in Europe: Causes, Consequences and
Responses”, European Economy 7/2009,
DG Economic and Financial Affairs, Euro-
pean Commission.
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in the latter part of 2008, follow-
ing the marked deepening in the
financial crisis in September and
October, leading to more substantial
impacts on the labour market in sub-
sequent quarters. The deterioration
in employment in the EU only came
to an end in the second quarter of
2010, as late as a year after economic
recovery had started, when the level
of employment remained unchanged
on the previous quarter for the first
time in nearly two years and the
unemployment rate stabilised.

2.1. Economic activity

Although the EU came out of reces-
sion in mid-2009, with global recov-
ery supporting a revival in demand
for EU goods and services, the econ-
omy has clearly been marked by the
recent global financial and econom-
ic crisis. As a result of the financial
crisis in autumn 2008, risk evasion
became pervasive with much tighter
credit conditions, and lending vol-
umes to companies and individuals
dropped. In addition, exposure to
the substantial ongoing housing-
market corrections or other country-
specific factors in several Member
States brought a halt to growth
in domestic demand at the same
time as external demand weak-
ened. Faced with falling demand
and therefore poor prospects for
profits, firms sharply reduced invest-
ment. At the same time, confronted
by risks to employment and the
need to rebuild savings, households
curtailed consumption, especially of
durable items, as evidenced by the
sharp declines in car sales in many
EU Member States in 2009.

2.1.1. Developments in GDP

Following solid GDP growth in previ-
ous years - 3.2% in 2006 and 3.0%
in 2007 - economic activity in the
EU began to decline in the second
quarter of 2008 and, by the third
quarter, the EU had entered a techni-
cal recession (two consecutive quar-
ters of negative quarter-on-quarter

Chart 2: GDP growth for the EU, US and Japan, 2008-2010
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growth). The situation deterio-
rated further in the following two
quarters, with sharp contractions of
1.9% and 2.5% recorded, reflecting
in particular marked falls in output
in manufacturing and construction
(Box 1). However, by the second
quarter of 2009 there were signs
that the recession was easing, as GDP
declined by a more limited 0.3% and,
by the third quarter, modest growth
resumed. Economic output increased
by 0.3% in the third quarter, but
only rose by a mere 0.2% in the last
quarter of 2009, as the impact of
temporary factors started to fade.
Owing to the severity of the crisis,
economic output at the end of 2009
was still down by 2.2% compared to
a year earlier, but at the height of
the recession had contracted by as
much as 5.1% year-on-year. How-
ever, stronger than expected recov-
ery over the first half of 2010, with
GDP growth of 1.0% in the second
quarter, resulted in a return to posi-
tive year-on-year growth of 1.9% by
the second quarter. Nevertheless, EU
economic output was still down 3.3%
compared to the level in the second
quarter of 2008 (Chart 2)®.

The decline in EU GDP during the cri-
sis compares with a somewhat more

(6) Quarter-on-quarter and year-on-year
GDP growth is based on seasonally
adjusted data.

limited decrease in economic output
in the USA, which entered recession
in the fourth quarter of 2008 and
saw the drop in output peak at just
over 4% year-on-year. However, the
EU contraction was much less than
that suffered in Japan which, due
to a sharp drop in exports combined
with weak domestic demand, saw
economic output decline by as much
as 8.7% year-on-year at its peak.

More recently, in contrast to the weak
recovery in the EU over the second
half of 2009, economic output in the
US strengthened considerably, pick-
ing up by 0.4 % (quarter-on-quarter)
during the third quarter and by a
solid 1.2 % in the fourth. As a result,
while by the fourth quarter output in
the EU was still down by 2.2% year-
on-year, in the US economic output
had recovered to the levels of a year
earlier. Moving into 2010, quarter-on-
quarter growth in the US remained at
a robust 0.9% in the first quarter but
slowed to 0.4% in the second, while
year-on-year growth, at 3.0% by the
second quarter, remained stronger
than in the EU. At the same time, the
recent recovery in Japan also appears
stronger than that in the EU, with
output up 2.4% year-on-year in the
second quarter.
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Box 1: Output developments in different sectors of the business economy

Activity-based measures of the evolution of output show stark contrasts between developments in different sectors of the EU’s business
economy since the crisis began (Chart 3). There has been a considerable downturn in industrial and construction output (as measured by
indices of production), while the volume of retail trade has seen far less of a contraction.

The length of the downturn in EU-27 industrial production was some five quarters (declining in 2008q2 through to 2009q2), with an overall
reduction of around 18% in industrial activity at the trough compared to the peak in 2008 q1. As a result, by mid-2009 industrial production
had dropped back to the levels of the late 1990s. However, production posted a strong recovery over the following year and by mid-2010
industrial output was down by a relatively more limited 11.4% on the peak in 2008 g1.

Chart 3: GDP and output measures for the EU, 1995-2010 (1995q1=100)
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the decline in construction was so strong.

While the downturn in output as a result of the recession is most easily seen for EU industrial production, the decline in construction output
was also considerable (some 16% at its trough). Furthermore, the downturn in construction activity lasted much longer (declining for eight
quarters, from 2008q2 through to 2010q1) and only recently showed signs of abating as activity finally picked up in the second quarter of
2010. In contrast, the reduction in the output of the retail trade sector has been far less severe (under 3% at its trough), although, here too,
there have been no clear signs yet of any strong upturn in activity.

During the crisis the main industrial groupings that suffered the largest contractions in output were the manufacture of capital goods and
intermediate goods (both with output down around a quarter). For the former, the downturn likely resulted from downstream manufacturers
deciding to defer investment in machinery and intermediate goods until there were signs of an upturn. There was a stark contrast in the depth
of the downturn between durable and non-durable consumer goods, output for the former falling by over a fifth while for the latter it fell by
only around 5%. These differences may be attributed to consumers deferring big-ticket purchases, while continuing to buy essential items,
such as food. This in turn partly explains why manufacturing was more affected than retail trade, and together with the housing bubble, why

The marked decline in economic out-
put at EU level during the crisis reflect-
ed strong contractions in Germany,
Italy and the UK (all with peak year-
on-year declines of around 6-7%) and
slightly more moderate falls in France
and Spain (with peak year-on-year
falls of 3.9% and 4.4% respectively).
In contrast, although slowing, year-on-
year GDP growth remained positive in
Poland (Chart 4). Most of the larger

Member States had already experi-
enced negative quarterly GDP growth
by the third quarter of 2008, but the
main declines were recorded in the
fourth quarter and in the first quarter
of 2009. However, growth subsequent-
ly resumed in all except Spain over the
course of 2009, although the rates of
economic expansion were rather mod-
est. By the first quarter of 2010, all the
larger Member States had returned

to positive quarter-on-quarter growth,
and in the second quarter Germa-
ny and the UK recorded particularly
strong rates of expansion.

Among the larger Member States, Ger-
many suffered the strongest contrac-
tion in economic output during the
crisis, with the recession deepening
sharply from the last quarter of 2008,
although output recovered somewhat
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Chart 4: GDP growth for the larger EU Member States, 2008-2010
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from the second quarter of 2009
onward as GDP growth turned posi-
tive again. The recession particularly
hit manufacturing, and also the trade,
transport and communication sector,
reflecting Germany's strong economic
dependence on foreign exports, which
plummeted due to the global down-
turn (although the subsequent recov-
ery in world trade has been particularly
beneficial to the German economy).
Output also fell strongly in construc-
tion. Similarly, a strong decline in out-
put in the UK reflected a sharp housing
correction and its economic reliance on
the hard hit financial sector.

However, the Member States whose
economies have been most affected

by the crisis have clearly been the
three Baltic States (Estonia, Latvia
and Lithuania) (Chart 5). Even though
their economies have recently started
to improve, economic output in the
second quarter of 2010 was still down
by around 15% in Estonia and Lithua-
nia and 20% in Latvia on levels in
the second quarter of 2008. Similarly,
Bulgaria, Finland, Hungary, Ireland,
Romania and Slovenia also registered
relatively large falls in GDP compared
to levels two years previously, of the
order of 7-10%.

Focusing on the duration of the reces-
sion, there is quite a spread in the
time at which individual Member
States entered and (where applicable)

exited recession (Table 1). Most Mem-
ber States had technically entered a
recession by the last quarter of 2008,
and all except Poland and Slovakia by
the first quarter of 2009. Ireland and
the Baltic States of Estonia and Latvia
were the first to enter a continuous
period of recession, in the second
quarter of 2008, and subsequently
remained in recession through 2008
and 2009 (except for Estonia exiting
recession in the last quarter of 2009).
This early entry and long duration
may at least in part explain why they
are among those to have suffered
the greatest contraction in GDP dur-
ing the crisis. Most Member States
entered recession in the third (includ-
ing France, Germany, Italy and the UK)
or fourth quarter (including Spain) of
2008, while a few only entered at the
start of 2009. Poland and Slovakia
managed to avoid entering technical
recession (although Slovakia experi-
enced a particularly sharp contraction
in GDP in the first quarter of 2009).

However, most Member States
returned to positive growth during
2009. The majority of these exited
recession in the third or fourth quar-
ters, although a few, including France
and Germany, exited as early as the
second quarter. By the end of 2009
only Cyprus, Greece, Ireland, Latvia
and Spain remained in recession,
and by the second quarter of 2010
only Greece was still experiencing
economic contraction.

21
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Table 1: Length of recession in the EU Member States,
US and Japan (as indicated by quarter-on-quarter GDP growth rates)

BE 0.8

EU27 0.6
JP 0.2
us -0.2

2008Q1 2008Q2 2008Q3 2008Q4 2009Q1 2009Q2 2009Q3 2009Q4 2010Q1 2010Q2

Source: Eurostat, National Accounts. Data seasonally adjusted (not available for BG).

Note: Colour of cells indicates first (in a sequence) of negative g-on-q growth rates (light
blue), followed by quarters in which Member State technically in recession (dark blue).

-0.1 0.9 1.2 0.4
0.4 1.2 0.9 0.4

2.2. How has the
labour market adjusted
during the crisis?

2.2.1. Labour demand

Demand for new workers declined
strongly over 2008 and most of 2009
in line with the economic downturn.
The EU job vacancy rate (i.e. the
number of vacancies relative to the
sum of vacancies and occupied posts)
started to drop continuously from the

second quarter of 2008, falling from
a level of 2.2% in the first quarter
down to 1.3% in the third quarter of
2009, when it bottomed out. In total
the rate fell by 0.9 percentage points
(or around 40%) over this period,
although underlying this develop-
ment is significant variation in the
size of the decline in demand across
individual Member States. Driven by
an improvement in Germany, the
vacancy rate finally started to rise
again in the fourth quarter of last
year, when it increased moderately
to 1.4 %, and then rose again in the

first quarter of 2010 to reach 1.5%
where it stabilised. Although this
indicates a relative improvement in
demand for new workers, the rate
remains well down on the levels
observed at the start of 2008.

Among the larger Member States,
vacancy rates in the second quarter of
2010 remained well down on the lev-
els recorded in spring 2008 (Chart 6).
The decline in the vacancy rate rela-
tive to the second quarter of 2008
has been most pronounced in Poland
(down by 1.1 percentage points, or by
two-thirds), reflecting the cooling-off
in employment expansion over 2008
and subsequent slight contraction in
2009. Rates were down by a more
moderate amount compared to the
spring of 2008 in France (by 0.2 per-
centage points), Germany (down 0.7
percentage points), Italy (down 0.3
percentage points) and the UK (by
0.5 percentage points). In contrast,
the rate had risen substantially in
Spain to well beyond the already low
levels two years earlier, reflecting
a sharp improvement over the last
year. While the falls for France and
Italy still represent relative declines
of around a third on the second
quarter of 2008, those for Germany
and the UK are more limited (at
around a fifth).

By the second quarter of 2010, the
rate stood at 0.6-0.7% in Italy and
Poland, and at only 0.4% in France,
the second lowest rate in the EU.
However, it remained relatively
high in Germany (2.5%, the second
highest rate in the EU) and the UK
(1.9%), reflecting persisting labour/
skill shortages and continued sub-
stantial job opportunities despite the
crisis and increased unemployment.
Official sources in Germany and the
UK confirm that, although by early
2010 registered job vacancies were
still markedly down on pre-crisis lev-
els, overall vacancy levels remained
reasonably high at around 500 thou-
sand in each country.

Other than Sweden, all the other
Member States for which vacancy
data is available still recorded
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Chart 6: Job vacancy rates for EU Member States in 2008 g2, 2009g2 and 2010q2
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Chart 7: Announced job losses and creation in the EU, 2008-2010
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rates for spring 2010 substantially
down relative to those in spring
2008, although many have seen an
improvement over the last year. The
sharpest falls (of around 1.5 percent-
age points or more) were registered
in the Czech Republic, Estonia, the
Netherlands and Romania while in
relative terms the declines have also
been substantial in Latvia and Lithua-
nia. Apart from Germany and the UK,
demand for new workers remained
relatively strong in Austria, Finland,
Malta, and the Netherlands (all with
rates in excess of 1.5%) in the second
quarter of 2010, despite the strong
declines relative to early 2008. At

0.5% or under, in addition to France,
labour demand remained weakest in
Latvia, Luxembourg and Portugal.

The evolution in firms' labour
demand during the crisis is also
reflected in the European Restructur-
ing Monitor (ERM) data collected by
the European Monitoring Centre on
Change (Chart 7). This clearly shows
that from September 2008 onwards,
when the crisis heightened, job losses
announced by firms strongly outnum-
bered announced job gains, and that
announced job creation has fallen
to very low levels over most of 2009
and the first half of 2010. Indeed,

there have been almost three times
as many announced job losses as job
gains in ERM restructuring cases since
September 2008. However, since the
end of last year there has been a
sharp fall in announced job losses,
although they still continue to out-
number job gains. In each month
since April 2010, total announced
job losses have been around a sev-
enth of the peak level reached in
January 20009.

Focusing on particular types of
employment, temporary agency
work has been hit particularly hard
by the downturn, as reflected in data
from Eurociett (Chart 8). This shows
a sharp year-on-year contraction in
the number of hours invoiced by pri-
vate employment agencies between
autumn 2008 and spring 2009. By
April 2009 the size of this year-on-
year contraction ranged from the
order of 20-30% in Belgium, Ger-
many and the Netherlands, around
40% in France and ltaly, to over
50% in Spain. Nevertheless, post mid-
2009 there has been a strong recov-
ery in workplace activity through
temporary work agencies, a lead-
ing indicator of a recovery in the
labour market. By early 2010 the
number of hours invoiced by private
employment agencies was returning
to levels above those observed a year
earlier in most countries, and this
strong recovery has generally contin-
ued into the first half of 2010.

Despite the clear downward adjust-
ment in the demand for new work-
ers during the crisis, it appears that
many firms were reluctant to reduce
the number of existing employees
even when the demand for their
output fell. Manpower Employment
Outlook Surveys®” consistently indi-
cated that the majority of employ-
ers reported they intended to make
no changes in their staffing levels,
which was a reflection of employ-
ers’ concern of losing skilled workers
who would be hard to replace. The
Manpower Employment Outlook Sur-
vey for the second quarter of 2010

7) For more information see the website:
www.manpower.com/press/meos.cfm
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Chart 8: Hours worked invoiced by private employment agencies
for selected Member States, 2008-2010
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Source: Eurociett.
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Chart 9: Sectoral employment expectations for the EU, 2008-2010
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reported that, while firms' expecta-
tions of firings had decreased, inten-
tions to take on more staff remained
broadly flat across EU countries. This
stagnation in hiring in part reflects
the fact that reduced working hours
in Europe have led to widespread
underemployment, with the existing
workforce likely to absorb increased
demand through a rise in working
hours before any major increase in
staff levels takes place.

weak situation on the
side is confirmed by

The still
demand

European Commission business and
consumer surveys, and is expected
to continue for some time. Although
firms’ employment expectations have
shown a substantial improvement
across all main sectors since the lows
recorded in early 2009 ), they still
remain negative on balance other
than in the case of services and the
financial sector (Chart 9). Employment
expectations have shown the greatest
relative improvement in manufactur-
ing, and along with those in the
retail sector are now approaching
a zero net balance, although more

recently progress has been sluggish.
Furthermore, although expectations
in services have been positive since
May, the balance remains subdued,
while the jobs outlook in the con-
struction sector still remains decid-
edly pessimistic.

2.2.2. Employment
Employment growth

Employment reacted to the recession
with the usual lags, owing to the
delaying effects of employment pro-
tection legislation and labour hoard-
ing motivated by firms’ decisions to
avoid firing costs and future recruit-
ment costs as far as possible, and
by government sponsored short-time
working schemes which have con-
tributed substantially to cushioning
the effect on employment®.

The labour market in the EU already
started to weaken considerably in the
second quarter of 2008, with employ-
ment growth moderating from the
high rates of 2006 and 2007. In the
latter half of 2008, in response to the
intensification of the financial crisis,
employment growth deteriorated
even more sharply, turning negative
from the third quarter of 2008 on.
After posting negligible growth in
the second quarter, which marks the
high point in the previous period of
employment expansion, employment
in the EU contracted by 0.1% and
0.3% in the remaining two quar-
ters of 2008. However, employment
contraction was at its most severe
over the first three quarters of 2009,
with quarterly employment growth
rates of -0.8%, -0.7% and -0.5%
respectively, before the contraction
moderated (to -0.2%) in the fourth
quarter and the first quarter of 2010
(Chart 10)®. The unbroken period
of contraction only gave indications
of coming to an end in the second

(8) See also section 3.1 of Chapter 2.

9) Quarter-on-quarter employment growth
based on seasonally adjusted data, year-
on-year employment growth based on
non-seasonally adjusted data, employ-
ment levels based on non-seasonally
adjusted data.
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Chart 10: Employment growth for the EU, US and larger EU Member States, 2008-2010
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Source: Eurostat, National Accounts and US Bureau of Labour Statistics.
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quarter of 2010, when employment
in the EU remained unchanged on
the previous quarter for the first
time in nearly two years. As a result,
employment in the EU had declined
to around 221 million by the second
quarter of 2010, down by 5.6 mil-
lion (or 2.5%) compared with the
second quarter of 2008. (This com-
pares with employment expansion of
around 17 million between mid-2000
and mid-2008).

Despite the more limited decrease
in economic activity in the US than
in the EU, employment contraction
there has been more pronounced -
total nonfarm employment fell by
more than 8 million (or around 6%)
from the peak in the first quarter of
2008 until the end of 2009 (the last

quarter of negative growth). The
pattern of quarterly employment
growth rates are broadly similar to
the EU, with the strongest contrac-
tion in the first quarter of 2009
(when employment in the US fell
1.6% on the previous quarter), but
with a return to employment expan-
sion by the second quarter of 2010,
and with year-on year employment
contraction peaking at 4.8% in the
US compared to 2.2% in the EU.

The development at EU level dur-
ing the crisis was driven by strong
labour market downturns in the
larger Member States, most notably
in Spain, but also in France, Italy and
the UK. Although in Germany and
Poland employment levels remained
relatively resistant to the effects of

the crisis over 2008 (in the former
due to extensive recourse to short-
time working arrangements), by early
2009 they had also joined the others
in posting negative quarterly growth
rates, although with much weaker
rates of contraction. Nevertheless, by
the last quarter of 2009 the rate of
employment contraction had mod-
erated considerably compared to
previous quarters in all, and in the
second quarter of 2010, France, Ger-
many, Poland and the UK recorded
an expansion in employment.

At Member State level, the labour
market impact of the crisis has been
rather uneven (Table 2), reflecting
different policy responses to the cri-
sis, varying levels of economic con-
traction, and the different structures
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of the economies. Among the larger
Member States, Spain has clearly
experienced the greatest decline in
employment, with labour reductions
particularly marked in the construc-
tion and industry sectors. Employ-
ment growth in Spain progressively
decelerated over the course of 2007
and turned negative already in the
second quarter of 2008. The contrac-
tion in employment then accelerated
over the following quarters, with
quarter-on-quarter growth post-
ing -2.8% by the first quarter of
2009, before moderating in subse-
quent quarters to around -0.7% by
the fourth quarter and then more
negligible rates of -0.1% and -0.2%
in the first two quarters of 2010.
Compared with the second quarter
of the 2008, employment had con-
tracted by 9.2%, or almost 2 million,

by mid-2010, a much stronger con-
traction than in the other larger
Member States (Chart 11).

Despite the recession being deeper
in Italy and the UK, the deterioration
in labour markets in those Member
States due to the crisis has been less
pronounced than in Spain (where the
employment decline was significantly
higher than the decline in economic
activity — see Box 2). By the second
quarter of 2010, employment levels
were down by a much more moder-
ate 2.3% (0.6 million) in Italy and by
1.7% (0.5 million) in the UK com-
pared to levels in the second quarter
of 2008. Also in France, where the
economic recession was similar in size
to that in Spain, employment dete-
rioration was less pronounced - over
the two years to the second quarter,

employment was down by a more
limited 1.4% (0.4 million).

By contrast, in Germany the effects of
the economic recession on the labour
market have been mitigated by wide-
spread reductions in working hours,
as companies used internal adjust-
ment measures such as temporary sus-
pension of production and short-time
working arrangements rather than
reducing the workforce?, As a result
Germany only experienced two quar-
ters of very limited employment con-
traction in the last two years - quar-
ter-on-quarter employment growth
turned negative (-0.1%) only in the
first quarter of 2009 and remained
so only in the following quarter,
which saw a similarly moderate rate
of contraction (of -0.2%). By the third
quarter the contraction had ended,

Table 2: Employment growth for EU Member States

BE 0.5 0.4 0.4 00 -04 -03
BG 1.6 0.2 04 -02 -08 -14
cz 0.1 0.0 0.5 03 -0.7 -1.0
DK 1.3 -0.1 05 -0.1 -14 -15
DE 0.6 0.2 0.2 0.1 -0.1 -0.2
EE 05 -0.6 00 -03 -51 -49
IE 02 -09 -14 -16 -39 -17
EL -03 -0.1 0.1 0.1 -06 -0.2
ES 03 -05 -1.1 -18 -28 -15
FR 0.2 01 -01 -03 -05 -04
IT -02 -01 -01 -01 -08 -04
cYy : : : : : :

Lv.  -0.2 01 -13 -40 -36 -50
Lt -03 -04 -01 -14 -34 -13
LU 1.3 1.1 1.0 0.5 -0.2 0.0
HU 0.1  -0.7 05 -08 -1.1 -0.9
MT : : : : : :

NL 0.4 0.4 0.1  -0.1 -03 -0.9
AT 0.5 0.6 0.2 00 -1.1 -0.2
PL 2.0 0.1 0.4 0.5 0.0 -0.2
PT 0.3 02 -06 -01 -1.3 -08
RO : : : : : :

S 0.8 0.7 0.3 00 -07 -09
SK 0.2 1.0 1.4 -07 -23 0.0
FI 0.4 0.7 -0.6 02 -1.2 -14
SE : : : : : :

UK 0.4 01 -04 -02 -05 -09

% change on previous quarter

2008Q1 2008Q2 2008Q3 2008Q4 2009Q1 2009Q2 2009Q3 2009Q4 2010Q1 2010Q2 2008Q1 2008Q2 2008Q3 2008Q4 2009Q1 2009Q2 2009Q3 2009Q4 2010Q1 2010Q2

-0.3 0.0 0.3 0.3 1.9 1.8 1.8
-1.7 -18 -20 : 4.2 2.7 2.3
-0.4 0.2 -0.9 0.1 1.4 1.2 1.4
-1.4 13 0.1 0.4 2.1 1.8 2.2
0.0 0.0 0.0 0.2 1.6 1.5 1.4
-2 -14 -18 -1.3 20 -05 -03
-1.8  -1.1 -0.8 : 1.6 -0.1 -21
-0.5 -0.8 -03 -0.9 0.2 0.5 0.1
-1.4 -0.7 -0.1 -0.2 1.6 04 -0.7
-0.3 -0.1 0.0 0.1 1.3 0.8 0.4
-06 -0.2 03 -0.2 1.0 0.8 -0.2
: : : : 2.4 2.7 3.5
46 -20 -1.8 1.3 5.6 3.5 0.3
-16 -26 -21 -04 0.7 -07 -11
0.1 0.3 0.3 : 5.2 49 4.8
-1.1 03 -04 06 | -16 -1.9 -0.8
: : : : 2.7 3.0 2.6
-0.6 0.1  -0.3 : 1.9 1.8 1.2
0.1 0.2 0.2 0.2 2.2 2.0 1.5
-0.1  -0.1 -0.3 1.1 4.8 3.5 3.8
-0.9 0.1 -0.1 -0.6 0.9 1.2 -0.2
: : : : -0.3 -08 -0.2
-0.8 -08 -05 -03 3.2 3.0 2.7
-0.7 -03 -09 -03 2.8 2.9 3.2
-1.0 -0.5 0.6 0.4 2.5 2.1 1.0

: : : : 1.7 1.3 0.7
-0.1 0.0 -0.2 0.7 1.5 1.2 0.4

% change on previous year

1.4 04 -02 -10 -08 -02 0.3
1.5 00 -16 -35 -56 -73 -64
0.9 00 -09 -19 -19 -21 -1.0
16 -1.1 -24 -44 55 -41 -22
1.1 0.4 00 -02 -03 -0.2 0.2
-02 -7.2 -10.2 -10.7 -11.9 -99 -56
-39 -75 -83 87 -82 53 :

03 -02 -10 -12 -22 -20 -23
29 63 -70 -72 -60 -36 -24
0.1 -08 -14 -15 -13 -07 0.0
05 -1.1 16 -21 -18 -07 -07
1.9 14 -05 -20 -16 -13 -0.2
54 -82 -13.2 -165 -147 -129 -6.7
-14 -51 -67 -73 -81 -7.3 -6.7
4.0 2.3 1.2 0.3 0.1 0.7 :

-09 -24 -23 -39 -27 -22 -05
2.1 08 -05 -1.5 -0.9 1.6 0.4
0.9 01 -12 -19 -16 -1.7 :

1.4 -04 -11 -12 -09 0.2 0.8
3.1 1.0 1.1 03 -08 -1.0 0.8
01 -16 -28 -31 -28 -1.7 -15
04 -16 -21 -18 -1.7 -16 -22
2.3 04 -16 -28 -35 -29 -21
21 -04 -13 -37 -40 -30 -23
08 -09 -29 -34 -41 -24 -04
00 -12 -22 -26 -21 -05 0.8
02 -1.1 21 1.7 -1.4 -1.2 0.4

EU27 0.4 01 -01 -03 -08 -07

-0.5 -0.2 -0.2 0.0 1.7 1.2 0.8

02 -12 -18 -22 -21 -15 -0.6

change on previous year.

Source: Eurostat, National Accounts. Data seasonally adjusted for change on previous quarter; data non-seasonally adjusted for

Note: Shaded areas for Member States indicate quarters of negative employment growth.

(10) See section 3.1 of Chapter 2.
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Chart 11: Change in employment in EU Member States from 2008q2 to 2010q2
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with zero employment growth also
being recorded in the following two
quarters, and in the second quarter of
2010 employment growth, albeit lim-
ited at 0.2%, resumed. As a result, by
the second quarter of 2010 the level
of employment had hardly changed
compared with that in the second
quarter of 2008, and was in fact even
slightly up (by 0.2%).

In Poland, the strong employment
expansion observed in 2006 and
2007 started to moderate from the

second quarter of 2008 on, but quar-
ter-on-quarter growth finally turned
negative only in the second quarter
of 2009. It then stayed negative
through to the first quarter of 2010,
although rates of contraction were
relatively modest (in the range 0.1-
0.3% in each quarter), and turned
positive again in the second quarter
of 2010 as employment expanded
by a healthy 1.1%. Due to the very
shallow employment contraction
combined with continued expan-
sion over much of 2008 and in the

second quarter of 2010, by mid-2010
employment levels were close to 2%
above those recorded in the second
quarter of 2008.

Since the second quarter of 2008,
labour market performances have
deteriorated across all the other EU
Member States at some stage over
the last two years, although the sever-
ity of the impact on employment
varies considerably. Alongside Spain,
employment contraction by the sec-
ond quarter of 2010 had been par-
ticularly severe in the Baltic States
(Estonia, —15%; Latvia, -19%; and
Lithuania, —=13% on levels in 2008g2))
and Ireland (-12%), in line with the
sharp declines in economic activity in
those countries and the comparatively
long periods of strong employment
contraction. These Member States
have all been affected by severe hous-
ing market downturns leading to sub-
stantial employment contraction in
the construction sector. In contrast to
the general trend of overall employ-
ment declines by the second quarter
of 2010, some Member States (Bel-
gium and Luxembourg, in addition
to Germany and Poland) have already
seen employment recover to the lev-
els of mid-2008 or even registered
significant increases.

Box 2: EU job losses have been limited compared to the fall in economic activity

The fall in employment in the EU was much weaker than the overall fall in economic activity...

The fall in employment in the EU and most Member States has been significantly less than the decline in economic activity during the crisis.
For the EU as a whole, the peak-to-trough contraction in economic output (between 2008q1 and 2009q2) was a substantial 5.3%, while
the peak-to-trough contraction in employment (between 2008g2 and 2010q1) was only 2.7%, implying an elasticity of employment to GDP
declines of 0.5. This compares with a much larger elasticity of peak-to-trough employment to GDP declines of 1.4 in the US, reflecting a
total decline of 4.1% in economic output and an overall contraction of 6.0% in employment. The tempered response of employment in the
EU has been in part due to extensive recourse to short-time working arrangements/reductions in working hours which were used to create
internal flexibility, and which allowed firms to preserve jobs and to provide a certain amount of job security for workers.

... however, the downward response of employment to the decline in economic activity has been much more
pronounced in some Member States...

Nevertheless, in some Member States the overall downward response of employment to the decline in economic activity has been more
pronounced. Elasticities of peak-to-trough® employment declines to peak-to-trough GDP declines suggest a comparatively strong reaction of
employment to economic contraction in the Baltic States, Denmark, Ireland, Portugal and above all in Spain (Chart 12(a)).

In contrast, in many other Member States the impact on the labour market of the sharply negative trend in output was cushioned to some
extent, being effectively absorbed rather through a decline in overall labour productivity. In particular, the elasticity of employment relative to
the fall in economic activity in countries such as Austria, Belgium, Italy, the Netherlands, the UK and above all Germany, has been much more
subdued. In the latter case, a total fall in output of around 6.6% was met by a decrease of only 0.3% in the level of employment.

(1) Based on peaks identified within the period from the last quarter of 2007 to the last quarter of 2008, and troughs within the period from the

last quarter of 2008 onwards (or else the value recorded in 201092 if no clear minimum yet reached by that time).
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There are several reasons for the comparatively stronger reaction of employment in certain Member States. One key factor is the impact on,
and importance of, the construction sector — one of the sectors hardest hit by the economic crisis and which accounts for an especially high
share of national employment in countries such as Ireland and Spain. In this context, to a certain extent the variation across countries reflects
productivity levels in the sectors which have been hit hardest. For example, in Germany the manufacturing sector was badly hit by plummeting
exports but high productivity levels in this sector led to a comparatively small fall in employment relative to that in GDP, while in Spain the
large contraction in the relatively low-productivity construction sector has led to a large fall in employment relative to the decline in GDP.

Chart 12(a): Elasticity of peak-to-trough employment declines
to peak-to-through GDP contraction for EU Member States
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Source: Eurostat, National Accounts, DG EMPL calculations. Data seasonally adjusted
(except for BG, CY, MT, RO and SE).

Note: PL not shown as GDP decline negligible and only for one quarter.

Another reason is the widespread use of internal flexibility in countries such as Austria, Belgium and Germany as opposed to the relatively
limited (or non-existent) use of such arrangements in the Baltic States, Ireland and Spain. Furthermore, in the case of Spain the high share of
workers in temporary contracts, who can be relatively easily dismissed, also in part explains its stronger employment reaction to the downturn.
Indeed, as shown in Chapter 3, extensive use of temporary employment contracts in countries with highly regulated permanent contracts (such
as in Spain) is likely to amplify the volatility of employment to economic shocks.

.. reflecting the different patterns of adjustment in the components underlying the changes in GDP
Based on annual data from national accounts, it is possible to see the different patterns of adjustment across Member States in the components

underlying the changes in GDP between 2008 and 2009 (Chart 12(b)), which also helps to explain the different elasticities of employment to
the economic downturn.

Chart 12(b): Change in GDP between 2008 and 2009 and the components of that change
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For example, Austria, Belgium and Germany adjusted almost entirely through reducing hours per worker together with reduced pro-
ductivity per hour (GDP per hour worked), with little change in employment. For Belgium and Germany the fall in GDP due to hourly
productivity was just as important as that due to hours worked — short time working arrangements and other working hours adjustments
were not the whole story.

The UK and Netherlands adjusted almost entirely through reduced employment and productivity per hour rather than reducing the aver-
age hours of workers (i.e. they absorbed some of the contraction by taking a loss in hourly productivity while changing average working
hours relatively little). This explains why elasticities of employment declines to GDP declines were quite weak for these two Member
States at the same time as reductions in hours worked were relatively limited. A similar situation applies to Bulgaria and Romania.

The important contribution from reduced hourly productivity suggests that employers in many Member States have also borne a
considerable share of the adjustment costs alongside individuals (employment and reduced working hours) and governments through
state-supported short-time working schemes (reduced working hours).

In contrast to the adjustment patterns in most other Member States, only Spain coped with the recession solely through employment
reductions, while Ireland and Portugal were almost in this situation.

On aggregate 42% of the decline in the EU’s GDP between 2008 and 2009 was accounted for by the drop in employment, 30% the
fall in hours worked, and 28% the decline in productivity per hour worked. This contrasts markedly with the situation in the US,
where employment was the main adjustment mechanism, with a much more limited decline in average hours worked while hourly

productivity rose.

Employment Flows:
people entering new jobs
or exiting employment

Labour market trends during the
crisis reflect two underlying phenom-
ena: a decline in the number of
persons who recently started a new
job and an increase in the number
who recently exited employment (i.e.
who either lost or quit a job and did
not enter a new one). This can be
seen from EU labour force survey
data, which provides data on per-
sons who started a new job in the
last three months (new hirings) and
those who either quit or lost a job
over the last three months and are
no longer employed (newly out of
employment).

Year-on-year changes in the level
of new hirings show a clear down-
ward adjustment from the second
quarter of 2008 onwards, with the
trough occurring in the first quarter
of 2009 (Chart 13). Despite some
moderation in the rate of year-on-
year declines subsequently, even
at the end of 2009 hirings were
still down on the levels one year
earlier. As a share of total employ-
ment, those employed with a new
job amounted to 4.2% in the last
quarter of 2009, up from the low
of 3.5% in the first quarter but
still well down on the average of

Chart 13: Year-on-year changes in the numbers of people who started a new job
or exited employment in the last three months in the EU, 2007-2010
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around 5% over 2007. It was only at
the start of 2010 that year-on-year
changes in hirings finally turned
positive again, followed by a strong
pick up in the second quarter. How-
ever, this may reflect more heavily
those already in employment mov-
ing to another job rather than new
(re-)entrants to employment, while
those employed in a new job still
only accounted for a relatively lim-
ited 4.2% of total employment in
the second quarter.

In contrast, during the crisis the
numbers of those who recently

exited employment rose consider-
ably on corresponding levels a year
earlier, again peaking in the first
quarter of 2009 before the year-
on-year changes moderated over
2009 to almost peter out in the last
quarter and then turned negative in
the first quarters of 2010. At around
2.0% of the employed population
by 201092, the share of those exit-
ing employment appears to have
broadly moderated back to the pre-
crisis levels observed in the years
preceding 2008, having risen to as
high as 3.0% at the height of the
crisis in first quarter of 2009.
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Sectoral employment
and restructuring

The fall in employment levels from
the second quarter of 2008 to the
second quarter of 2010 resulted
from a broad contraction across
almost all sectors. In absolute terms
job losses have been strongest in
industry, where employment has
fallen by 4.8 million (or 8.9%), com-
pared to only 0.2 million (or 0.1%)
in services and 0.6 million (or 4.7%)
in agriculture.

At a more detailed level, the man-
ufacturing and construction sec-
tors have experienced the largest
employment contractions, together
with the combined trade/hotels
& restaurants/transport & com-
munications sector. As mentioned
before, this reflects the marked
drop in economic activity in these
sectors as consumers deferred big-
ticket purchases and the impact of
the housing bubble collapse on the
construction sector. All three sec-
tors experienced broadly increasing
rates of employment contraction
over 2008 through to the first quar-
ter of 2009, following which rates
of contraction generally moderated
though still remaining particularly
high in construction and manufac-
turing until the second quarter of
2010 (Chart 14).

Over the latter half of 2009 and
into 2010 all sectors which had
previously experienced declining
employment recorded an improve-
ment (notwithstanding a sharp fall
in the construction sector in the
first quarter of 2010, reflecting the
severe winter conditions), with sub-
stantially lower rates of employ-
ment losses, while the financial
services sector has even returned to
positive employment growth since
the end of 2009. This suggests con-
traction has not shifted away from
industry and construction to spread
out more strongly across other sec-
tors, but rather that all are gradu-
ally recovering. The other services
sector (mainly including the public
sector, education and health/social

30 |

work) is the only sector which main-
tained positive growth during the
last two years, but concerns are ris-
ing about the possibility of signifi-
cant future job losses in the public
sector, as many Member States face
public spending cutbacks in order to
reduce government deficits. Indeed
the public sector is likely to play a
key role in labour market develop-
ments in the near term as some
governments attempt to stabilise
employment through public spend-
ing while others attempt to reduce

spending and public employment
to balance their budgets.

Looking back over the whole period
since the second quarter of 2008,
total employment contraction of
around 5.6 million mostly reflects
significant drops of 3.2 million in
manufacturingand 1.6 millionin con-
struction (equivalent to falls in sec-
toral employment of 8.5% and 9.6%
respectively). Indeed, manufacturing
on its own accounts for around 45%
of all sectoral employment declines

Chart 14: Sectoral employment growth rates (quarter-on-quarter) for the EU, 2008-2010
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Chart 15: Sectoral employment changes for the EU from 20082 to 2010q2
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over this period, while the two sec-
tors combined account for over two-
thirds. Within services, a similarly
strong contraction in the combined
trade/hotels & restaurants/trans-
port & communications sector of
1.4 million (although this equates to
only 2.5% of overall employment in
this sector), together with a fall of
0.2 million (or 0.7%) in the finan-
cial services/business activities sector
were almost offset by employment
expansion of 1.5 million (or 2.5%) in
other services (Chart 15).

The impact on the
manufacturing industry sector...

The impact of the crisis on manu-
facturing industry has been par-
ticularly severe, with a dramatic fall
in output initially before recover-
ing somewhat since the middle of
2009. The resulting impact on man-
ufacturing employment has been
substantial, although cushioned to
a certain extent by overall hours
worked falling even more markedly
during the initial stage of the crisis,
this reflecting the extensive use of
short-term working in a number
of industrial sectors, particularly in
the automotive, engineering, basic
metals, and the paper and paper
products sectors.

The situation of the automotive sec-
tor is somewhat special. The sector
initially faced a massive collapse

in output, before the implementa-
tion at national level of scrapping
schemes helped stabilize consumer
demand. While anti-crisis policy
measures targeted at the motor
vehicle industry have alleviated the
initial scale of contraction in the
passenger-car segment, and helped
avoid massive job losses, they risk to
have brought forward sales rather
than stimulate new demand. Simi-
larly, there is a risk that the widely
used short-time working schemes
and labour hoarding in the auto-
motive industry and its upstream
suppliers could eventually translate
into further adjustments in employ-
ment in the future.

The intermediate goods sectors,
notably wood, paper and paper
products, chemicals, metals, and
non-metallic mineral products
were also significantly affected by
the crisis. Facing a severe contrac-
tion in final demand and surging
uncertainty, downstream industries
quickly moved to eliminate stocks
of intermediate goods, resulting
in some very large initial reduc-
tions in both demand and output
for these sectors. However, these
industries have also experienced
strong cyclical adjustments in pre-
vious downturns, and are highly
capital intensive. Employment has
fallen by much less than output,
mainly due to the extensive use
of short-term working and some

significant labour hoarding in the
hope of a quick recovery to pre-
crisis output levels.

In contrast, there are a number of
sectors that are relatively non-cycli-
cal, notably food and beverages
and pharmaceuticals. The current
crisis has not significantly worsened
the picture in these sectors, and
reductions of employment seem to
have been limited. In addition, some
sectors such as shipbuilding and
aeronautics respond to economic
cycles with a substantial time lag.
For the time being, the crisis has
mainly affected the order books of
shipbuilders and aeronautics manu-
facturers, with no major impact on
employment levels so far.

Finally, a number of sectors, nota-
bly textiles, clothing, leather, and
furniture, had been undergo-
ing restructuring and downsizing
already before the crisis. These sec-
tors have experienced the most
severe employment adjustments,
since the recent downturn has
tended to reinforce the longer-
term contraction of output.

These sectoral trends are broadly
reflected in European Restructuring
Monitor data collected by the Euro-
pean Monitoring Centre on Change,
which gives a supporting picture of
the labour market impact of the
crisis at sectoral level (Box 3).

Box 3: Restructuring developments in Europe

The European Restructuring Monitor (ERM) dataset covers the employment consequences of large-scale restructuring events in Europe.
Data collection is based on news and media reports of individual restructuring cases, generally involving over 100 announced job losses
or gains, identified by a network of national correspondents in the EU-27 and Norway. The following provides a summary analysis of
recent ERM data® focusing in particular on the close to 3 500 ERM case factsheets recorded during the two-year period between 200892
and 2010q2 — i.e. the period just before, during and after the recent severe recession. In some cases, earlier data is presented with a
view to drawing out some specificities of the restructuring activity during the crisis.

Announced job losses outnumbered job gains by a ratio of 3 to 1...

After recording significantly greater announced job gains than losses for much of 2007 and the first quarter of 2008, ERM data from 20082
onwards demonstrates clearly the impact of the economic crisis (Chart 16). The ratio of announced job losses to new jobs created during
the period was approximately 2.7:1. Total announced job losses from restructuring captured by the ERM amounted to over 1 248 000 jobs,

(1) Summary based on extraction from ERM dataset on July 5th 2010.
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while just over 458 000 new jobs were announced. The impacts of the crisis were most obvious in 2008q4 and 2009q1, in both of which
over 200 000 job losses were announced. Since 2009q2 restructuring activity has moderated significantly though job losses continue to

outnumber job gains.

Chart 16: ERM announced job losses and job gains for the EU, 2006-2010
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Manufacturing accounted for nearly half of large-scale restructuring job losses during the period...

Manufacturing accounted for 47% of all announced job losses in the ERM during the period 2008¢2-2010q2 (Chart 17), compared to a longer-
run average of 40%. The share of job losses also increased notably for the retail sector — especially during the peak quarters of the crisis in
2008g4 and 2009q1, while for the predominantly publicly-funded sectors (health, education and public administration) the shares declined

compared to their long-run averages.

Chart 17: Recent ERM announced job losses for the EU by sector, 2008-2010
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Within manufacturing, car manufacturing was the subsector that suffered the highest job losses. It accounted for nearly a quarter of total
manufacturing job losses (144 000 out of 585 000) while related subsectors such as the manufacture of basic metals and of machinery/
equipment also figure amongst the top job-loss subsectors. Notwithstanding its prominent role in the crisis and its aftermath, the share of
restructuring job losses in financial services has remained steady thus far at around 10% of the total.
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The manufacturing sector accounted for 29% of new jobs announced over the period (reduced from a longer-run average of 41%) while the
retail sector was dynamic in terms of job creation as well as job loss. It accounted for a sharply increased share (24%) of job creation as large,
mainly discount retailers such as Aldi, Tesco and Asda announced plans for domestic and international expansion.

..an increased share of announced job loss cases were medium-sized (250-1000 jobs) as opposed to large
cases (>1000 jobs)...

Partly reflecting inherent case-size biases in the ERM, the share of announced job loss in large-scale cases involving at least 1000 job losses
has varied between 40% and 60% over the period (Chart 18). The share in medium-sized cases and smaller cases increased markedly during
the crisis (2008-9) before beginning to fall back in early 2010.

In terms of job gain, large scale cases involving at least 1000 new jobs account for the majority (around 60%) of overall job gains recorded in
the period 2002-2009. The pattern in the first semester of 2010, as growth has resumed, has however also been quite distinctive. The share
of jobs in medium-sized cases involving 150-499 jobs has doubled (from 21% to 42%).

Chart 18: Share of ERM-recorded announced job loss/gain
for the EU by case size, 2002-2010
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The share of announced job loss due to bankruptcy/closure increased while those due to offshoring and
relocation decreased.

Table 3: Share (%) of job loss by restructuring type
Restructuring Type 2002- 2008Q1 2008Q2-2010Q2
Bankruptcy/Closure 14.3 22.9
Internal restructuring 73 68.9
Merger/Acquisition 4 3.3
Offshoring/Delocalisation 5.5 3.4
Other 0.4 0.4
Outsourcing 1.2 0.4
Relocation 1.6 0.6
Total 100 100
Source: European Monitoring Centre on Change, European Restructuring Monitor.

The catch-all category of internal restructuring accounted for around two-thirds of total announced job losses in ERM restructuring cases in
2008-2009 (Table 3). Two contrasting impacts of the economic crisis have been evidenced in the share of restructuring job losses accounted
for by offshoring and by bankruptcy/closure. Over 2008¢2-2010q2, offshoring accounted for its lowest share of announced job losses (3%)
since the ERM began while bankruptcy accounted for its highest (23%).
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This is consistent with expected patterns of restructuring in a severe recession, especially one with a strong financial component. Higher levels
of business failure and retrenchment occur and there is less emphasis on expansion or diversification via offshoring and relocation. From this
perspective, the most recent data showing a (modest) increase in the share of offshoring may be considered a hopeful signal of recovery. Major
bankruptcies were concentrated in the retail sector with Woolworths (UK, December 2008, 27 000 job losses) and Arcandor (Germany, June
2009, 5 000 job losses) emblematic of the vulnerability of even the most well-known retail groups (Table 4).

Table 4: Top eight cases of job loss for the EU, 2008Q2-2010Q2 (excluding public administration cases)

Date Company
Dec 2008 Woolworths
July 2009 TNT
Jan 2009 PKP Cargo
Aug 2008 Commerzbank
Feb 2010 Opel
Jan 2009 Royal Bank of Scotland (RBS)
Jan 2010 CFR Marfa (Romanian national
freight railway company)
Nov 2009 PSA Peugeot

Announced job losses Country
27000 UK
11000 NL
9000 PL
9000 EU
8369 EU
6800 UK
6380 RO
6000 FR

Sector
Retail
Transport / communication
Transport / communication
Financial services
Manufacturing
Financial services
Transport / communication

Manufacturing

RestructuringName
Bankruptcy/Closure
Internal restructuring
Internal restructuring
Merger/Acquisition
Internal restructuring
Internal restructuring
Internal restructuring

Internal restructuring

Source: European Monitoring Centre on Change, European Restructuring Monitor.

2.2.3. Unemployment

In spite of the difficult labour market
conditions, at EU level the average
activity rate has essentially remained
unchanged since the crisis began,
staying very close to the 71% level
throughout the period from the
second quarter of 2008 (70.9%) to
the second quarter of 2010 (71.1%).
This indicates that the effects of the
crisis on total labour supply have
been very limited to date, with no
significant net withdrawal from the
labour market (and if anything mar-
ginally the opposite, driven by the
continued trend of increasing labour
market participation by women).
As a consequence, the crisis (and
the subsequent employment con-
traction) appears not to be result-
ing in a noticeable reduction in
overall labour market participation,
neither for men nor for women,
although there are a few exceptions
at Member State level, but rather is
focused almost entirely in its impact
on unemployment (Chart 19).

The development in labour force
participation in the EU contrasts
with developments in the US, where
during 2008 and 2009 the dete-
rioration of the labour market was
accompanied by a drop in the partic-
ipation rate (by 2010q1 it was about
1.3 percentage points lower than
in 2008q1). The relative stability in

Chart 19: Changes between 2008q2 and 2010q2
in selected labour-market indicators for the EU27, by sex
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the EU labour force can be seen as
a positive sign for prospects in the
recovery, as any decline in partici-
pation during the recession could
have turned into persistently lower
labour supply during the recovery,
hampering the functioning of the
labour market through labour short-
ages and higher wage pressures.

Overall the European labour market
has held up relatively well to the eco-
nomic crisis, especially considering
the reaction feared when the crisis
first broke out. Although unemploy-
ment has risen, it has done so by less
than might have been feared given
the strength of the recession and

the sharp declines in confidence.
For example, despite the sharper
economic downturn and stronger
falls in business confidence in the
EU compared with the USA, the
increase in the EU unemployment
rate during the crisis has been con-
siderably less dramatic (Chart 20).

Although the unemployment rate
in the EU has risen sharply since the
first quarter of 2008, the increase
has been much smaller than in the
United States, where the rate has
overtaken that of the EU despite
having been much lower at the start
of the crisis. By the second quarter
of 2010, the unemployment rate in
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Chart 20: Unemployment rate and GDP growth for the EU and US, 2006-2010
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the EU had risen to 9.6%, up 2.9 per-
centage points compared to the low
in the first quarter of 2008, while in
the US it had increased by a more
substantial 5.5 percentage points on
the second quarter of 2007 (after
which unemployment generally rose
continuously) by the time it peaked
at 10.0% in the last quarter of 2009,
before falling to 9.7% in the follow-
ing two quarters. Indeed, unemploy-
ment in the US more than doubled
relative to the low of spring 2007,
compared to an increase of around
45 % in the EU on the recent trough
in spring 2008. Overall, these rises
translate into an average monthly
increase in the unemployment rate
of 0.13 percentage points for the
EU over two years, compared with
a higher monthly average rise of
0.20 percentage points over around
two and a half years in the US.("

There are several reasons which
may help to explain the lower rise
in unemployment in the EU com-
pared to the US. These include
the later onset of the economic
downturn in the EU, the great-
er exposure of the US economy
to sectoral shocks in the financial,
real estate and construction sec-
tors, and the stronger employment
protection legislation in the EU.

(11)  Unemployment changes, rates and levels
are seasonally adjusted.

However, to a large extent the
relative resilience of the EU labour
market reflects the increased use
of internal adjustment measures
(short-time working, temporary sus-
pension of production etc.) during
the crisis, which allowed many EU
firms to avoid reducing their work-
force, especially in countries such
as Germany. Although firms in both
the EU and US responded to the
recession by reducing the average
working hours of employees, in the
US this effect has been dwarfed by
the much greater contribution of
job shedding to the reduction in
total hours worked, while in the EU
proportionally more of the reduc-
tion in total hours worked occurred
through reductions in the average
weekly hours of employees. Indeed,
while reducing staff levels was the
immediate response of US firms, EU
firms reacted by reducing working
time instead where possible.

Nevertheless, the faster and strong-
er economic recovery in the US in
late 2009 and early 2010, has posi-
tively affected its labour market
recently. The unemployment rate in
the US has possibly peaked - after
reaching 10.1% in October 2009
it has subsequently fallen, drop-
ping back to 9.5% by June 2010.

Similarly, the unemployment rate
in the EU has recently shown signs
of stabilising, having remained
unchanged at 9.6% since February
2010. The gap between the US and
EU unemployment rates, as high as
0.7 percentage points in favour of
the EU in October 2009, had conse-
quently disappeared by mid-2010.

Focusing on underlying movements
in levels of unemployment indicates
that in both regions the increase was
sharpest in the first quarter of 2009,
when the number of unemployed
rose by around 1.9 million in the
EU as well as in the US (Chart 21).
However, for the US the main peri-
od of unemployment rises occurred
between 200893 and 2009q2, while
for the EU it occurred slightly later,
between 2008g4 and 2009qg3. The
latest developments appear to be
more favourable in the US. In the
first quarter of 2010, US unemploy-
ment levels fell for the first time in
nearly three years. Given the fragile
economic situation, however, it is
too early to confirm a recovery of
the US labour market, and indeed
unemployment rose again slightly
in the second quarter. In the EU,
unemployment has continued to
rise, though much more slowly than
in 2009.

It has now been a year since the EU
economy started to recover from
deep recession, but it may take some
time before the fragile pick-up in
economic activity can reverse the
trend in the labour market. Despite
some signs of improvement in the
general economic situation, in many
countries the unemployment rate
has kept increasing even over the
first half of 2010, particularly in Bul-
garia, Estonia, Lithuania and Spain,
although in some cases a stabiliza-
tion of the unemployment rate has
been registered (the Czech Republic,
Italy, Luxembourg, Romania and the
UK) and even clear falls in several
countries (Austria, Denmark, Fin-
land, Germany, Hungary, Malta and
Sweden) (Chart 22).
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Chart 21: Quarterly change in the number of unemployed in the EU and US, 2007-2010
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Chart 22: Recent developments in monthly unemployment rates
for the EU Member States, December 2009 and July 2010
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Chart 23: Changes in unemployment levels in the EU, 2008-2010
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Source: Eurostat, series on unemployment. Data seasonally adjusted.

Recent data clearly show that rises in
unemployment at EU level have been
much more subdued since late 2009,
and that the trend finally appears to
be reversing (Chart 23). Unemploy-
ment in the EU may have peaked,
having fallen by 127000 since April this
year, driven by falls in unemployment
among young people and adult men.
Signs that the particularly marked rises
in youth unemployment (especially
among young men) during the cri-
sis have abated, and even started to
reverse, are especially positive. Even
so, total unemployment remained at a
seasonally adjusted 23.1 million by July
2010, still 7.1 million higher than in
March 2008, when unemployment in
the EU was at a low. As a result of two
years of continuously rising unemploy-
ment up until spring this year, almost
one-in-ten economically active people
in the EU is now unemployed.

Underlying the EU average are con-
trasting developments across individ-
ual Member States, both in terms of
the timing of the onset of the rise in
unemployment and its severity. The
onset of the rise in unemployment
varies considerably from country to
country. Ireland, Italy and Spain were
the Member States where unemploy-
ment first started to rise, as early as
the first half of 2007, while in Bulgaria,
Germany and Slovakia, it only bot-
tomed out some one and a half years
later in the last quarter of 2008, before
subsequently heading upwards.

Although unemployment rates have
risen in all Member States at some stage
over the last two years, the severity of
the increase varies considerably across
countries, and does not depend solely
on the time elapsed since it began
to rise. The increase in unemploy-
ment has been precipitous in certain
Member States (unemployment rates
more than doubled since the respec-
tive onset of rising unemployment in
Denmark and Spain, tripled in Ireland,
and quadrupled or more in the Baltic
States), while in others such as Austria,
Belgium, Luxembourg, Malta and the
Netherlands, and above all Germany,
the rise has been relatively limited
(Charts 24 (a) and (b)).
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Chart 24: Changes in unemployment levels in the EU Member States on respective recent lows
(a) Starting point of rising unemployment and size of increase
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(b) Comparison of increase of unemployment rates on recent lows
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Chart 25: Change in unemployment rates for the EU Member States,
March 2008 - March 2009 and March 2009 - March 2010
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In most Member States, and for the
EU as a whole, increases in unem-
ployment in the first year after the
unemployment rate first began to
rise at EU level (i.e. between March
2008 and March 2009) were higher
than in the subsequent year (from
March 2009 to March 2010). Among
those Member States most affected
to date, the increase in the unem-
ployment rate generally moderated
significantly in the second year of
the EU labour market downturn in
Ireland and Spain (down from rises
of around 6-8 percentage points in
the first year to around 2 percent-
age points in the second) and also
to some extent in Latvia and Lithua-
nia (although remaining high), but
rises were at an even higher pace in
Estonia (up from 7 to 8 percentage
points). Increases in the unemploy-
ment rate also weakened notably in
France, Italy, Malta, Sweden and the
UK, while in Austria, Germany and
Luxembourg rates actually declined
over the second year. In contrast, and
partly reflecting the later onset of the
rise in unemployment, the increases
intensified markedly in the second
year of the EU labour market down-
turn in Bulgaria, Cyprus, Greece, the
Netherlands, Poland, Slovenia, Slova-
kia and Romania (Chart 25).

During the first year of the labour
market downturn (from 2008qg2
to 2009g2), most (some 62%) of
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Chart 26: Contribution to unemployment increase in the EU, 2008¢2 — 2010q2
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the increase in unemployment at
EU level was accounted for by only
three Member States — Spain (36% of
the rise), the UK (15.5%) and France
(11%) (Chart 26). The contributions
to the rise at EU level were spread
somewhat more evenly across coun-
tries in the second year (from 2009q2
to 2001092), with Spain’s share for
that year dropping to 22%, France's
to 7.5% and the UK'’s to 3%. In con-
trast, the shares for the Bulgaria,
Greece, the Netherlands, Portugal,
Romania, and Slovakia, and espe-
cially for Italy and Poland, increased
substantially, for the latter two to
around 11% and 14% respectively.

Considering the whole period since
the second quarter of 2008 to the
second quarter of 2010, Spain alone
accounts for almost a third of the
total rise in unemployment in the
EU, followed by most of the other
larger Member States (the UK (12%),
France (10%), Poland (7%) and lItaly
(6%)), while the contribution of some
smaller Member States has also been
significant. Of note, however, is the
absence of any significant contribu-
tion from the EU’s largest Member
State, Germany.

Around three years after unemploy-
ment first started to rise there, Spain
(with underlying unemployment at
4.6 million by mid-2010) currently
accounts for one in five of all unem-
ployed persons in the EU, and its
unemployment rate, at 20.3% in July
2010, is the highest of any Member
State and more than twice as high

Chart 27: Unemployment rates, July 2010

% of labour force
<=6
6to <=8
W 8to<=10
M 10to<=16
| >16

Source: Eurostat, series on unemployment. Data seasonally adjusted.
Note: Data for NL June 2010, UK May 2010, EE 201092, and for EL, LV, LT and RO 2010q/1.

as the EU average. The particularly
pronounced rise in unemployment in
Spain reflects to a large degree the
role played by the low-skilled-inten-
sive construction sector that attracted
many foreign workers from abroad
and was subsequently hit by a par-
ticularly strong collapse of the hous-
ing bubble in that country. Among

the remaining Member States, by
mid-2010 the unemployment rate
was also particularly high in Latvia
(20.1%) as well as in Estonia, Ireland,
Lithuania and Slovakia (all with rates
around 14-19%), but in contrast it
remained remarkably low in Austria
and the Netherlands (at 3.8% and
4.4% respectively) (Chart 27).
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Unemployment duration
and long-term unemployment

The constant rise (until very recently)
in the numbers of those becoming
unemployed, combined with fewer
opportunities for a speedy return to
employment, especially among the
most disadvantaged groups, aggra-
vates the risk of higher long-term
unemployment.

In particular, despite recent improve-
ments, the risk of a rise in long-
term unemployment is still appar-
ent from data on the size of the
unemployed population by duration
of unemployment. Most of the 22.5
million unemployed in mid-2010 had
entered unemployment over the
last year; in the second quarter of
2010 around 5 million persons had
been unemployed for less than three
months, 3.8 million for three to five
months and 4.9 million for six to
eleven months. The number of newly
unemployed (i.e. those unemployed
for less than three months) remained
just below the level of a year earlier
(5.5 million in the second quarter
of 2009), but still above the level at
the onset of the crisis (4.5 million in
the second quarter of 2008). At the
same time, the number of people
unemployed for a medium-term spell
(i.e. searching for a job for three
months to a year) and most at risk
of becoming long-term unemployed
had increased markedly (by 60%)
over the first year of the crisis, from
5.3 million to 8.6 million over the
year to the second quarter of 2009,
as a result of the increased influx into
unemployment in the first half of
2009 together with the heightened
lack of job opportunities. However
it broadly remained at this level over
the following year through to the
second quarter of 2010 (Chart 28).

The chances of the recently unem-
ployed leaving unemployment have
worsened considerably, especially
over 2008-2009. Out of around 7 mil-
lion people who were unemployed
for less than 6 months in the second
quarter of 2008, 37% (2.6 million)
were still unemployed half a year

Chart 28: Unemployment by duration for the EU
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later. By the fourth quarter of 2008
the situation had deteriorated notice-
ably - out of the then 8.7 million
people who were unemployed for
less than 6 months, 50% (4.3 million)
were still unemployed half a year
later. And out of the 9.8 million peo-
ple who were unemployed for less
than 6 months in the fourth quar-
ter of 2009, a similar share of 50%
(equivalent to 4.9 million) were still
unemployed half a year later. Fur-
thermore, out of the 4.5 million who
were unemployed for six months to
a year in the fourth quarter of 2009,
72% (3.2 million) were still unem-
ployed in the second quarter of 2010,
and more than half (55%) of those
unemployed for twelve to seventeen
months in the fourth quarter of 2009
(2.9 million) were still unemployed
half a year later (1.6 million).

Overall, out of around 16 million
unemployed in the second quarter of
2008, almost half (42% or 6.7 million)
were still unemployed a year later
(and hence in the group of long-tem
unemployed), increasing long-term
unemployment by nearly 10% from
the level of 6.2 million a year ear-
lier. Subsequently long-term unem-
ployment worsened even further;
out of around 20.8 million unem-
ployed in the second quarter of 2009,
almost half (43% or 9 million) were
still unemployed a year later, thus

increasing long-term unemployment
by a third on the level of 6.7 million
a year earlier. As the medium-term
unemployed seem to face greater
difficulties in finding a job compared
to the situation a year ago, the
risk of long-term unemployment and
detachment from the labour mar-
kets will only intensify, potentially
aggravating the challenges related
to social exclusion and poverty.

These trends in the duration of unem-
ployment are feeding through to the
overall long-term unemployment rate
for the EU, which decreased up until
the third quarter of 2008 (when it
affected around 2.5% of the labour
force), but which has subsequently
been on the increase again, reaching
3.7% in the first and second quarters
of 2010 (Chart 29). That rise is never-
theless fairly limited and may not yet
reflect the full extent of the weaken-
ing of the EU labour markets since the
crisis began and the subsequent strong
increase in unemployment. Even if
the long-term unemployment rate
remained broadly stable in the second
quarter of 2010, the share of the long-
term unemployed in total unemploy-
ment has continued to rise. Therefore,
long-term unemployment may remain
an increasing challenge in the quarters
ahead, as many of those who have
recently lost their jobs may eventually
join the long-term unemployed.
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Chart 29: Long term unemployment rates
and shares in unemployment in the EU, 2006-2010
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Chart 30: Long term unemployment in the EU Member States, 2008q2 and 2010q2
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Source: Eurostat, EU LFS. Data non-seasonally adjusted.

Compared with mid-2008, the
long-term unemployment rate has
increased in almost all Member
States (Chart 30), most notably in
the Baltic States (up by around 6.5-7
percentage points in all), and in Ire-
land and Spain (with rates in both up
by around 5 percentage points). As
a result, long-term unemployment
rates now vary even more mark-
edly across Member States - ranging
from 1.2% in Austria, Cyprus and
the Netherlands to more than 8% in
Estonia, Latvia and Slovakia.

As a share of total unemploy-
ment, the proportion of long-term
unemployed started to rise in the
second quarter of 2009, reflect-
ing moderation of inflows into

unemployment (coupled with the
lack of opportunities for moving
from unemployment into jobs) and,
by mid-2010, 40% of unemployed
people in the EU had been jobless
for more than a year, up from 32%
a year earlier.

Over the last year, the long-term
unemployment share in total unem-
ployment has increased most sig-
nificantly in countries where unem-
ployment started to rise the earli-
est (and fastest), i.e. in the Baltic
States, Ireland and Spain, while it
declined or increased only slightly
in some countries where the influx
into unemployment started late in
2008, namely in Bulgaria, Germany,
Malta, Poland but also in Romania.

Of particular concern, more than
50% of the unemployed in Belgium,
Portugal and Slovakia have been
without a job for a year or more.

2.2.4. Other labour market
responses to the economic
downturn

Labour markets in the EU also
adjusted to the economic recession
through other mechanisms than
simply reducing employment levels.
Indeed, many Member States took
decisive steps to avert the misery
of mass unemployment through
actions such as extending or intro-
ducing short-time work arrange-
ments, or reinforcing measures to
support and facilitate transitions
to new jobs. Many also increased
social protection by extending the
coverage or generosity of unem-
ployment benefits or by reinforcing
other social benefits('?.

At the same time, many companies
made workers redundant only as a
last resort and a range of alterna-
tive responses were implemented.
A common feature was negoti-
ated reductions of working time
(‘short-time working’) balanced
by increased provision of training.
Other responses included reducing
labour costs (through pay freezes or
pay cuts, or reduced social contribu-
tions by employerst), paid/unpaid
career breaks and, at the aggregate
level, an adjustment in the level
and composition of employment
in terms of temporary, part-time
and self-employment. In many
cases such measures are continu-
ing, although often scaled down
from the levels observed during the
height of the crisis in early 2009.

(12) See section 5 of Chapter 2 for more
details on changes in the coverage and
generosity of unemployment benefits.

(13) See section 3.3 of Chapter 2 for more
details on cuts in non-wage costs.

(14) See section 3.5 of Chapter 2 for more
details on measures promoting self-
employment and business start-ups.
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Adjustment by type
of employment (temporary
and part-time employment)

Employment adjusted first and
foremost to the economic down-
turn through a sharp contraction
in temporary employment, which
is the most cyclical component of
employment. While in 2008 only
14.0% of employees were in tem-
porary employment, they account-
ed for almost half (around 44%)
of the overall reduction in the
number of employees from 2008q2
to 200994, the last quarter when
temporary employment contracted
year-on-year.

In line with the accelerated down-
turn in overall economic activity
over 2008, year-on-year growth in
temporary employment became
negative in the second quarter of
2008, and turned increasingly so
over 2008 and into 2009. By the first
quarter of 2009, when the year-on-
year fall was greatest, the number
of employees in the EU with tem-
porary contracts had fallen by 1.8
million (or 6.9%) compared with
the first quarter of 2008, mainly
driven by falls in all the larger Mem-
ber States and most notably by a
decrease of over 1 million in Spain.
Although the situation subsequent-
ly improved somewhat over the rest
of 2009, by the last quarter of the
year temporary employment still
remained around 4% lower than a
year earlier. However, temporary
employment has seen a very strong
recovery over the first two quarters
of 2010, returning to positive year-
on-year growth rates of 0.5% and
3.4% respectively, with the result
that by the second quarter it was
down a much reduced 3.1% on lev-
els at the start of the labour market
downturn two years earlier and
accounted for a more limited 19%
of the reduction in employees over
that period. Year-on-year growth in
permanent employment, which had
remained at a relatively stable rate
of around 2% over 2008 and has
been affected less by the crisis, also
came to a halt in the first quarter

Chart 31: Employment growth by type of employment for the EU, 2006-2010
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of 2009 and subsequently turned
negative from the second quar-
ter onwards, although contraction
has been at a much slower pace
(Chart 31). Nevertheless, the fall in
permanent employment has con-
tinued into 2010, with no signs yet
of the strong rebound observed in
temporary employment.

For a while, the strong downturn
in temporary employment led to a
marked reduction in the share of
employees in the EU with fixed-
term contracts. This share, which has
broadly decreased since late 2007,
fell to 13.1% in the first quarter
of 2009 (down by 1.7 percentage
points from the peak of 14.8% in
200793) before recovering strongly
to 14.0% by mid-2010.

Growth of part-time and full-
time employment also adjusted in
response to the economic condi-
tions, with a relative shift away from
full-time towards part-time work.
While the previous strong year-on-
year growth of part-time employ-
ment in the EU over 2006 and much
of 2007 weakened from the second
quarter of 2008 onwards, it never-
theless remained positive through-
out the crisis and even picked up
again over the course of 2009 and
into 2010, while growth in full-

time employment turned negative
from the first quarter of 2009 on
and has remained so since. Year-on-
year, the rate of growth in full-time
employment had dropped to around
-3% over the latter half of 2009
before recovering somewhat over
the first half of 2010 to -1.3%, while
for part-time employment year-on-
year growth had improved to post
rates of around 2% from late 2009
onwards.

This suggests that the decline in
full-time employment has been
partially offset by a continued
increase in part-time employ-
ment, demonstrating the poten-
tial role of part-time work as a
‘shock absorber’ during the eco-
nomic downturn. Indeed, one of
the steps an employer can take
in order to avoid having to lay
off (more) people in a downturn
is to introduce part-time working
or increase its use i.e. transform a
full-time contract into a part-time
one. Similarly, employers may well
demonstrate a stronger preference
for part-time contracts when look-
ing to hire new staff, especially in
the initial stages of the economic
recovery. Thus, some of the adjust-
ment in total hours worked during
the crisis can be explained by a
shift from full- to part-time work.
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Working hours

Reductions in working hours in order
to adjust to the fall in demand were
very much in evidence during the
recession. This reflects the fact that,
firstly, labour hoarding has been a
widespread response of many Euro-
pean firms which have preferred to
keep their experienced workers, and
secondly, that government spon-
sored short-time working schemes"
have been widely used. In some
European countries, such schemes
have been reinforced or introduced
for the first time. The practice of
promoting reductions in working
time rather than laying off workers
has helped protect European jobs
from the initial impact of the reces-
sion and to avoid the sharp rises in
unemployment seen in the USA.

Germany, which has compensation
programmes in place through which
employers can apply for tempo-
rary state assistance to top up the
wages of workers working reduced
hours, provides a clear illustration
of the important role that public
authorities have played in facilitat-
ing firms’ recourse to short-time
working during the crisis. In the
last quarter of 2008 the numbers
of short-time workers in Germany
rose dramatically and this continued
into the first part of 2009, with the
result that by May 2009 the number
of recipients of short-time work-
ing allowances had risen to around
1.5 million, much higher than in
previous years (Chart 32). Although
the figures have subsequently fall-
en, there were still over 800 thou-
sand recipients of allowances in

(15)  In a number of EU Member States, meas-
ures are in place to provide support for
a reduction in hours of work at times of
downturns in economic activity in order
to moderate the effects on employ-
ment. These measures include partial
unemployment benefits, paid to those
who work a reduced number of hours or
days a week, and temporary support for
short-time working, paid to employers to
enable them to maintain jobs at times of
reduced demand for their products. The
latter has been particularly important in
Germany during such periods. For more
details on short-time working arrange-
ments see section 3.1 of Chapter 2.

Chart 32: Stock of recipients of short-time working allowance
caused by economic conjuncture in Germany
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December 2009, which is around
half the peak in May 2009.

In several other countries partial
unemployment benefits have played
a similarly important role. These act
in asimilar way to short-time working
allowances, providing income sup-
port to those whose hours of work
are reduced because of a downturn
in the economy and enabling them
to remain in employment rather
than become fully unemployed. This
scheme has been particularly impor-
tant in Belgium, where it has played
a major role in moderating the rise
in ‘full’ unemployment (Chart 33).

Just how important such meas-
ures have been in certain Member
States at the height of the crisis can
be seen in Charts 34(a) and 34(b),
which show the share of the overall
reduction in total hours worked (i.e.
total labour input to the economy)
between 2008 and 2009 which can
be attributed to the reduction in
hours worked per person in employ-
ment (as opposed to reductions in
the number of employed i.e. head-
count employment)/®. Adjustment

(16)  Working hour reduction do not, how-
ever, only reflect the impact of gov-
ernment financed short-time working
schemes but also mechanisms and insti-
tutions already in place for firms to
reduce employees hours without gov-
ernment intervention (for example as

already existed in Germany)

through reductions in hours per
worker between these two years
was the main reaction in countries
such as Austria, Belgium, the Czech
Republic, Italy, Slovakia, and espe-
cially Germany (where it accounted
for almost 100% of the reduction
in total hours worked), but was also
substantial in most others. Even in
countries where no formal short-
time working schemes exist, such
as Sweden, a significant amount of
the adjustment took place through
a reduction in the hours worked per
person, reflecting a much greater use
of internal flexibility by employers in
this crisis compared to previous reces-
sions. Even so, in countries such as
Denmark, Ireland, Latvia, Lithuania,
the Netherlands and the UK the fall
in the total number of hours worked
was due much more to reductions in
employment. In Bulgaria, Portugal
and Spain all adjustment was via
employment, as average hours per
worked increased slightly. For the EU
as a whole, the reduction in hours
per worker accounted for around
40% of the reduction in total hours
worked, compared to around 25%
for the US.
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..in the industry
and construction sectors

As highlighted previously, much of
the decline in economic activity dur-
ing the crisis occurred in the industry
and construction sectors, which have
seen especially sharp peak-to-trough
contractions in output of the order
of 15-20%. However, although these
sectors have seen relatively strong
associated reductions in employment,
it is also the case that there have been
strong adjustments through reduced
working hours, which has acted to
cushion workers from even higher
job losses.

In line with the relatively strong fall in
the production indices after the first
quarter of 2008, there was an almost
immediate change in the indices of
hours worked and of persons employed
(Chart 35). In industry, total working
hours declined at a much faster rate
than employment from the third quar-
ter of 2008 through to the first quarter
of 2009, implying a substantial adjust-
ment in the sector in the initial phase
of the crisis through reducing working
hours as opposed to laying people off.
As a result, over the four quarters fol-
lowing 20081 the total decline in the
index of hours worked was stronger
than the decline in the index of per-
sons employed (down 7.4% and 5.0%
respectively), supporting the view that
employers first reduced hours before
making redundancies. However, from
the second quarter of 2009 onwards
the situation reversed, with further,
although generally more limited,
employment declines exceeding the
falls in total hours worked. This might
suggest that retained workers are now
having their hours extended relative
to the previously reduced levels, at the
same time as labour shedding contin-
ues, and indeed by the second quar-
ter of 2010 total hours worked had
started to increase again despite con-
tinued employment losses. By the sec-
ond quarter of 2010, the falls in both
indices compared to the peaks in early
2008 were broadly similar, with the
index of hours worked down 10.3%
and the index of persons employed
down a slightly stronger 11.5%.

Chart 33: Stock of recipients of partial unemployment benefits in Belgium
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Chart 34: Decomposition of total labour input in the EU Member States and the US
(a) Change in total labour input (total hours worked) between 2008-2009 decomposed
into employment change and change in average hours worked per employed
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(b) Share of overall reduction in total labour input (total hours worked) between 2008
and 2009 attributable to the reduction in hours worked per person in employment (%)
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Chart 35: Employment and hours worked in industry and construction sectors in the EU, 2005-2010
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In construction the trend has been
somewhat different. In general (except
for 2008q3) the decline in the index of
hours worked over the four quarters
following 200891 broadly matched
the decline in the employment index
(by 200991 they were down 6.3%
and 6.7% respectively), indicating
that the immediate response in the
highly labour-intensive (and relatively
low productivity) construction sector
was rather to lay people off. How-
ever, from the second quarter of 2009
onwards, total hours worked fell much
more substantially than employment,
suggesting that, while job losses have
continued, more emphasis has been
put on reducing average working
hours to cope with the reduced level
of demand. As a result, by the second
quarter of 2010 the index of hours
worked was down almost 19% while
the index of persons employed was
down a more limited 14.3% compared
to their respective highs in early 2008.

Focussing on the industry sector in
more detail, in almost all industrial
activities (at the NACE Division level),

both of the labour input indices
declined over the first year of the
labour market downturn in the EU to
the second quarter of 2009 (Chart 36).
There were few industrial activities
that appeared relatively robust in the
face of the downturn.

The greatest falls (between about
12% and 14%) in the index of persons
employed during this period were in
the manufacture of textiles, wearing
apparel and leather products. These
activities have been in decline for a
number of years, both during the
build-up to the abolition of the Agree-
ment on Textiles and Clothing at the
end of 2004 and the subsequent abo-
lition of textile and clothing import
quotas. The economic downturn since
early 2008 appears to have acceler-
ated the ongoing re-structuring of
businesses in these activities.

In the vast majority of industrial
activities, the rate of decline in total
hours worked during the year to the
end of the second quarter of 2009
was stronger than the decline in per-

sons employed. This was particularly
the case in the manufacture of motor
vehicles and trailers (where the index
of hours worked declined by around
16%, a considerably stronger rate
than the 9.7% reduction in persons
employed), together with related
upstream activities (e.g. manufacture
of basic metals, electrical equipment
and fabricated metal products).

In a number of respects the automo-
tive sector was a showcase in terms
of its adjustment to the crisis through
working time flexibility. Many of the
large automotive companies, espe-
cially in western European Member
States, extended scheduled seasonal
closures over Christmas 2008/New
Year 2009. Even after the resumption
of production in 2009, many firms
announced temporary plant closures
during the year. The reduction or elim-
ination of overtime and nightshifts
was also a common response, as was
compulsory leave-taking where work-
ers were obliged to take annual leave
entitlements in periods specified by
their employer (often in conjunction
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Chart 36: Change in employment and hours worked among industrial sub-sectors in the EU, 2008g2 - 200992 and 200992 - 2010q2
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with temporary plant closures).
Furthermore, either in combination
with or in addition to many of the
above measures, the use of obligatory
periods of unpaid leave and shortened
working weeks was widespread.

Over the second year of labour mar-
ket retrenchment (i.e. from 200992 to
2010g2), however, there was rather
less evidence of working hours reduc-
tions continuing to be used to soften
the declines in employment. Moreover,
firms are now increasingly focused on
improving their competitiveness, and
in certain industry sub-sectors have
started to increase the working hours
of the employees they have retained.
Across most industry sub-sectors, the
rate of decline in total hours worked
during the year to the end of the sec-
ond quarter of 2010 was weaker than
the decline in persons employed, and
in some cases total hours worked had
even increased. This was even the case
in the automotive sector, and perhaps
suggests that the limits to softening
the impact of the crisis on employment
through working hours adjustment
may have been reached, and that any
further deterioration in the labour
market is now being enacted almost
entirely through labour shedding.

Impact on workers’ average
working hours

The sharp drop in economic activ-
ity during the crisis, combined with
a much smaller fall in the number
of persons employed, was ultimate-
ly reflected in the figures for the
number of hours worked per person
and the output generated per per-
son employed (labour productivity).
In addition to an increased share of
part-time workers during the crisis,
there was a significant fall in the
average number of hours worked
each week by people in employ-
ment (in their main job). The result
of favouring reductions in working
time rather than reductions in the
level of employment is visible in data
from the EU labour force survey on
actual hours worked by those work-
ers remaining in employment.

Over the first year of the crisis
(200892 to 2009g2), much of the
labour market adjustment took
place through reductions in work-
ing hours. By the second quarter of
2009, workers in the EU worked on
average 36.5 hours per week in their
main job, 0.7 hours (or 1.9%) less per
week than a year earlier. The decline

mainly resulted from the drop in
hours worked by full-time workers
(by 0.7 hours to 40.3 hours), while
part-time employed worked on aver-
age only 0.2 hours less. The following
year (200992 to 201092) saw a slight
rise in average working hours, which
had increased to 36.9 hours per week
by the second quarter of 2010, up
by 0.3 hours (or 0.9%) on a year
earlier. Nevertheless, average hours
were still down by 0.4 hours (or 1%)
compared to the level at the start of
the crisis two years before.

The downward adjustment in aver-
age working hours during the first
year of the crisis is generally reflected
at Member State level (Chart 37).
In most Member States workers
remaining in employment in the sec-
ond quarter of 2009 worked on aver-
age less compared to a year previous-
ly, the only exceptions to this were
Portugal (with no change in aver-
age hours) and Luxembourg (where
average hours rose). The significant
reduction in average working hours
between 200892 and 2009qg2 appears
to have tempered employment con-
traction in some Member States, in
particular in countries such as Aus-
tria, Belgium, the Czech Republic,
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Chart 37: Change in average hours worked per week in the main job
in EU Member States, 2008q2 - 2010q2
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Chart 38: Change in employment in EU Member States 2008g2 - 20092
compared to changes in average hours worked per week in the main job
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France, Germany, Slovenia and Slova-
kia, but did not manage to prevent a
drastic decline in employment in oth-
ers such as Estonia, Ireland, Lithua-
nia and Spain (Chart 38). Over the
second year (200992 to 2010q2) the
picture was more mixed across Mem-
ber States, nevertheless with most
seeing an increase in average hours
worked per week, although gener-
ally less than the decline of the pre-
vious year. Average hours continued
to decline significantly only in Latvia,
Malta and the Netherlands. Despite
the broad upward adjustment in the
second year, for most Member States
average hours worked in the second
quarter of 2010 still remained down
on the level two years before at

the start of the downturn. However,
in a few (Cyprus, France, Greece,
Luxembourg, Portugal and Sweden)
average hours were higher than in
early 2008 generally thanks to the
recovery over the second year.

In terms of working hour develop-
ments for full-time and part-time
employment, most Member States
saw fairly substantial declines for
both during the first year of the
downturn, although in most cases
the relative falls for full-time workers
were more substantial (Chart 39(a)).
In certain Member States, such as Esto-
nia, Ireland, Italy, Slovenia and Slova-
kia, quite marked relative decreases
in average hours worked by full-time

workers were accompanied by notice-
able increases in average hours
worked by part-time workers. Part
of this may be due to full time work-
ers having their hours reduced and
them subsequently being reclassified
as part-time workers. Over the second
year of the crisis, most Member States
saw quite strong relative increases in
hours worked by full-time workers,
the main exceptions being Latvia,
Malta and the Netherlands where
significant reductions were recorded
(Chart 39(b)). In general, however,
any downward adjustment in the sec-
ond year was mainly through reduced
hours for part-time workers, this
being particularly the case for most
of the new Member States. (Again for
some this may reflect a reclassifica-
tion between part-time and full-time
workers.) For most of the old Mem-
ber States, average weekly working
hours for both full-time and part-time
workers were significantly higher in
201092 compared to 200992.

Focusing on developments across sec-
tors, average weekly working hours
shortened considerably over the initial
year of the crisis across almost all sec-
tors (Chart 40). Nevertheless, a notice-
ably large reduction in average week-
ly working time in the manufacturing
sector (down 3.2% between 200892
and 2009g2) and in the construction
sector (down 1.9%) did not prevent
severe contractions in employment
in these sectors of around 7% year-
on-year. Similarly, despite quite large
reductions in weekly working hours
in transportation and storage and
the wholesale and retail trade and
repair of motor vehicles sectors (of
2.1% and 1.6% respectively) there
was also substantial employment con-
traction in these sectors of close to
3%. In contrast, in several of the serv-
ice sectors (most notably in Human
health and social work, Education
and Professional, scientific and tech-
nical activities sectors, and to a lesser
extent in the Accommodation and
food services and in Administrative
and support service activities sectors)
noticeable declines in average weekly
working hours were accompanied by
an expansion in employment.
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Chart 39: Change in average hours worked in main job for the EU Member States by full and part time employment

(a) Between 2008q2 and 200992 (b) Between 2009q2 and 20102

H Full-time
8 )
Part-time

H Full-time
61 1 part-time

9% change in hours

VLT LS 1711
AT ey

ol UI

9% change in hours
o
[
|
|
|

&
[

0
86 " FR ok A T TurTes Toe Tse ee Thu Tewar @ Ter Tee Tuk Tar T T T T oy Tsi T Tee Tro Tk !

-12

Source: Eurostat, EU LFS. Data non-seasonally adjusted.

sk T Twr T T o Tw T T Tar Tec Tro e Tes Thu Tuk Teuar e Tem T Tr T Toe Tse Tok T e T !

In the second year since the beginning
of the crisis the situation reversed, with
most sectors recording rises in average
working hours in 201092 compared to
2009qg2. The strongest increases were
in the manufacturing sector (up 2.2%)
and in activities of households as
employers (up 4.3%). In some services
sectors increased working hours were
accompanied by rises in employment,
most notably in human health and
social work, education, administra-

tive and support service activities and
activities of households as employers.
However, in many sectors, especially
those that had seen large employ-
ment declines in the previous year
(manufacturing, construction, mining
and quarrying, transportation and
storage, and the wholesale and retail
trade and repair of motor vehicles sec-
tors), rises in average working hours
were accompanied by further strong
reductions in employment.

Labour costs and wages

On a general level, there has been
considerable wage moderation in
the face of the economic down-
turn and the associated heightened
risk of unemployment. The economic
crisis has put pressure on financ-
es and expenditures of both public
employers and companies, resulting
in 2008 and 2009 being years of par-
ticular pressure on workers’ wages.

200892 - 200992 and 2009q2 - 2010qg2

Chart 40: Changes in workers’ average hours worked per week and in employment across sectors in the EU,

200802 - 200992 (%)

20092 - 2010q2 (%)

Total

Agriculture, forestry and fishing

Mining and quarrying

Manufacturing

Construction

Wholesale and retail trade; repair of motor vehicles

Transportation and storage

Accommodation and food service activities

Information and communication

Financial and insurance activities

Real estate activities

Professional, scientific and technical activities

Administrative and support service activities

Public admin. and defence; compulsory social security

Education

Human health and social work activities

Arts, entertainment and recreation

Other service activities

B Employment

Activities of households as employers

M Average working hours

4 7 6 5 4 3

]
.
i
.

Source: Eurostat, EU LFS. Data non-seasonally adjusted.

-4

w4
o

o —|
~ —
w —
~—
“w -

47




EmpLoymeNT IN EuroPE 2010

48

In the public sector this pressure
has been highlighted through public
wage freezes or cuts; in the private
sector, through sector and company
level negotiations which have often
had a strong impact on wages.

Figures for year-on-year growth in
compensation per employee and
negotiated wages!"” in the euro area
show that the impact of the crisis on
wages started being reflected in late
2008 and became more pronounced
in the course of 2009 (Chart 41). Fol-
lowing the onset of the recession,
both measures initially continued
to rise, reflecting contractual wage
agreements made in 2007-08 — a time
of increasing labour market tightness
and relatively high inflation rates.
This also reflects that in some coun-
tries (such as Germany) agreements
at that time were made after a long
period of wage moderation, and a
period of catching up then followed.
By 2009 these trends had reversed
markedly, as the environment of
weak activity, rising unemployment
and low inflation led to lower out-
comes in wage negotiations

The annual growth rate of compen-
sation per employee started declin-
ing in the last quarter of 2008, hav-
ing peaked at 3.5% in the previous
quarter. It fell sharply over that last
quarter and the first quarter of 2009
down to 1.7%, and then declined
further over the following vyear,
although at a much more moder-
ate pace. It had edged further down
to around 1.5% by the first quarter
of 2010, before recovering slightly
in the second quarter. The strong
deceleration in compensation per
employee over late 2008 and 2009
reflects both lower wage growth per
hour and fewer hours worked.

(17) Compensation per employee is the total
remuneration, in cash or in kind, that
is payable by employers to employees,
i.e. gross wages and salaries, as well
as bonuses, overtime payments and
employers’ social security contributions,
divided by the total number of employ-
ees. The index of negotiated wages
measures the direct outcome of collec-
tive bargaining in terms of basic pay
(i.e. excluding bonuses) at the euro area
level. It refers to the implied average
change in monthly wages and salaries.

The annual growth rate of negoti-
ated wages in the euro area adjust-
ed somewhat slower to the cri-
sis, when compared to the annual
growth rate of compensation per
employee, reflecting that, as nego-
tiated wages capture agreed wage
increases through collective agree-
ments, this indicator tends to react
to economic changes with a lag.
Growth in negotiated wages, which
peaked at 3.7% in the last quarter
of 2008, fell continuously over 2009

and into the first quarter of 2010,
by which time it had declined to
1.8%. The decline in the annual
rate of growth of negotiated wages
reflected worker’s reduced bargain-
ing power and adaptation to new
market conditions as a consequence
of the decline in economic activity
and the increase in unemployment.

Focusing on developments at Mem-
ber State level since the economic
downturn in the EU began in spring

Chart 41: Year-on-year growth in compensation per employee and negotiated
wages in the euro area, 2005-2010
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Chart 42: Year-on-year percentage changes in EU Member States in wages
per employee 20082 - 2009g2 and 2009q2 - 2010q2 compared to the average
over the preceding three years
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2008, year-on-year growth in wages/
salaries per employee!® to the sec-
ond quarter was much weaker in
most Member States in each of the
last two years when compared to
the average of the previous three
years for the same period (Chart 42).
Furthermore, wages per employee
have declined in several countries
over both yearly periods, notably in
Ireland and the three Baltic States.

That there have also been declines
in actual wages in some Mem-
ber States is confirmed by offi-
cial national sources. For example,
according to the Latvian Statisti-
cal Office, wages in Latvia, which
has been the hardest hit of all
Member States by the economic
crisis, had shrunk by 12% by the
fourth quarter of 2009 compared
to the same period in 2008. Though
both public and private sectors
have witnessed wage reductions,
the biggest pay cuts were among
government employees, who have
seen their wages slashed as part of
the government’s austerity plan.
According to the Latvian Statisti-
cal Office, monthly average gross
wages and salaries in the public sec-
tor had fallen by 23.7% compared
to a year earlier, which compares
with a more limited fall of 5% in
the private sector.

The general moderation in growth
in wages per employee in part
reflects the more widespread resort
to concession bargaininginresponse
to the slump in demand during the
crisis, with employers seeking to
link employment security (e.g. the
withdrawal of compulsory redun-
dancy plans) to pay freezes or pay
cuts. High-profile cases of this type
of approach were observed in the
airline industry.

(18)  This is a macro-economic aggregate and
negative values cannot simply be read
as indicating that there have been wage
cuts. The composition of the employee
population may change and result in
changes in wages per employee without
any wage rate having changed, i.e. it
also reflects the underlying changes in
the distribution of employees across sec-
tors/occupations etc.

Chart 43: Year-on-year growth in the nominal hourly wages and salaries component
of labour cost index for the EU and larger Member States
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In terms of developments in hourly
labour costs (i.e. the hourly labour
costs rate), after a steady accel-
eration in the second half of 2008,
the year-on-year growth in the EU
business economy dropped sharply
to 1.0% in the first quarter of
2009, before recovering to 3.6%
in the second quarter. It then fell
progressively in each quarter over
the following year and by the sec-
ond quarter of 2010 was down to
1.6%. The developments in total
hourly labour costs closely reflect
similar underlying developments in
the wage and salary component,
rises in which decreased from a
year-on-year growth rate of 4.7%
in the last quarter of 2008 to 1.5%
by the second quarter of 2010 and
which also fell sharply (to 0.5%) in
the first quarter of 2009 (Chart 43).
Comparing year-on-year growth
in the hourly wages and salaries
component for the fourth quar-
ter of 2009 (2.1%) with that for
the same quarter in the preced-
ing years reveals much lower wage
growth over 2009 than over both
2007 (4.0%) and 2008 (4.7%), again
indicating that there has been con-
siderable wage moderation during
the crisis.

Among the larger Member States,
year-on-year growth in the hourly
wage rate (and consequently in

hourly labour costs) declined sharp-
ly over the second half of 2009 in
Germany and Poland, in the former
falling to -0.4% before recovery
slightly by mid-2010, and in the lat-
ter to 3.8% (compared to around
13.5% at the beginning of 2008 and
7.8% in the last quarter of 2008).
Similarly, by the end of 2009 year-
on-year growth rates were well
down in all the other larger Mem-
ber States except Italy compared
to levels in the last quarter of the
previous year, especially in the UK
which, together with France, expe-
rienced a particularly strong fall
in the first quarter of 2009. By the
second quarter of 2010 year-on-
year growth rates had declined fur-
ther in Spain and the UK, but had
recovered strongly in France.

2.2.5. The impact
on productivity and real
unit labour costs

In the initial stage of the crisis (from
2008g2 to 2009qg2) it was clear
that, overall, the EU labour market
adjusted mainly through reduced
labour productivity (i.e. productivity
per person employed) rather than
through employment contraction,
reflecting a relative preference for
labour hoarding as firms tried to
hold on to workers and reduced their
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Chart 44: Percentage changes (yr-on-yr) in GDP, employment
and labour productivity in EU Member States, 20082 - 2009q2
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Chart 45: Percentage changes (yr-on-yr) in GDP, employment
and labour productivity in EU Member States, 20092 - 2010q2
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Chart 46: Developments in GDP, employment and labour productivity
growth (q-on-q) in the EU, 2008-2010
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working hours® (Chart 44). Indeed,
the more muted fall in employment
compared to the US was secured at
the expense of productivity — while
around a third of the fall in EU GDP
was accounted for by a contrac-
tion in employment, the decline in
labour productivity accounted for
just over two-thirds.

In all Member States except Estonia,
Ireland, Greece, Latvia, Portugal
and Spain, adjustment was mainly
though falls in productivity rather
than employment. Indeed, in Aus-
tria, Belgium, the Czech Republic,
Malta, the Netherlands, Romania,
Slovenia and Slovakia, almost all
of the adjustment (around 80% or
more of the decline in GDP) was
accounted for by falls in produc-
tivity, with hardly any reduction
in employment, while in Germany
and Luxembourg all the adjustment
was via productivity as employment
either remained unchanged or still
increased year-on-year. However, in
contrast, there was a particularly
strong (over)reaction of employ-
ment to falls in economic activ-
ity in Ireland and Spain, leading to
increases in labour productivity in
those specific Member States.

The situation over the following
year (from 200992 to 201092) modi-
fied considerably, with continued
employment contraction in the
majority of Member States while
productivity recovered strongly in
all except Greece (Chart 45). Among
those Member States where eco-
nomic output had still declined
in 2010g2 compared to 2009qg2,
employment contraction accounted
for all (Bulgaria, Ireland, Latvia and
Romania) or the majority (Greece)
of the negative adjustment. In those
countries which had seen economic
output expand, most still saw
employment contract over the year,

(19) Care needs to be taken in looking at
productivity in the short term — while it
has declined, keeping people in work at
lower productivity will mean when the
recovery comes they are in place to react
straight away (and firms can avoid firing
and hiring costs), so in a longer term
perspective the effect on productivity
may be more positive overall).
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most notably in Estonia and Lithua-
nia, although several had seen some
limited employment expansion
(Austria, Belgium, Germany, Luxem-
bourg, Malta, Poland and Sweden).
The improved overall economic situ-
ation compared to that in mid-2009
has therefore been reflected almost
entirely in improved labour produc-
tivity across Member States rath-
er than in an increase in employ-
ment. Indeed, labour productivity
in the EU improved to post positive
quarter-on-quarter growth rates
from the second quarter of 2009
onwards, while employment con-
tinued to contract through to early
2010 (Chart 46).

The Commission’s spring 2010 Eco-
nomic Forecast?? explored the
apparent trade-off between labour
hoarding and productivity by com-
paring recent developments in the
euro area and the US. It reports that
poor productivity developments
have been the flip-side of relatively
more resilient labour markets in
Europe compared to the US. During
the recession, euro-area productiv-
ity (output per employee) fell at
an unprecedented annual rate of
-2%% (2008g2-200992), i.e. about
4 percentage points below the pre-
crisis average (20009q1-2008qg2).
This is in contrast to develop-
ments in the US where productiv-
ity growth also fell, but only from
some 2% (20009q1-200794) to 1.5%
(2008g1-2009g2). In terms of out-
put per hour worked, the responses
were slightly less pronounced, indi-
cating the use of working hours as
a cyclical adjustment variable on top
of job cuts. Sizeable differences also
characterise the rebound in produc-
tivity growth in the early stages of
the recovery, with a much stronger
pick-up in the US. The aggregate
figures, however, mask considerable
differences across EU Member States
and US regions. Among the reasons
given for the exceptionally strong
decline in euro-area productivity

(20)  European Commission Spring 2010 Europe-
an Economic Forecast, (see http://ec.europa.
eu/economy_finance/publications/europe-
an_economy/2010/ee2_en.htm).

Chart 47: Developments in year-on-year growth in real unit labour costs in the EU
and the larger Member States, 2007-2010
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during the crisis are the strength of
the recession, the sectoral impact of
the shock, ‘labour hoarding’ deci-
sions by firms, and unprecedented
government measures aimed at sup-
porting employment even at the
expense of a fall in productivity.

The decline in output combined
with labour hoarding in the early
stages of the crisis led to a sig-
nificant increase in year-on-year
real unit labour costs (RULC)@" in
the EU in late 2008 and in the
first half of 2009 (Chart 47). This
reflected a sharp decline in output
(and productivity) while wages and
employment adjusted less markedly.
Indeed, despite the moderation in
compensation per employee, unit
labour costs grew strongly in most
countries on the back of sharp falls
in productivity. The marked rise in
average unit labour cost growth at
EU level by mid-2009 reflected main-
ly a sharp rise in Germany, Poland
(over 2008 only) and the UK, and
also, although to a slightly lesser
extent, in France and Italy. However,
all have subsequently seen year-on-
year growth in real unit labour costs

(21) Real unit labour cost growth com-
pares remuneration and productivity
to show how and to what extent the
remuneration of employees is related
to productivity. It is the relationship
between how much each worker is
paid and the amount each employed
person produces.

decline strongly over the second
half of 2009 and early 2010, with
all but France and the UK seeing
growth broadly fall back towards
close to the zero level by the end of
the year, while in Poland real unit
labour costs registered strong nega-
tive growth. The downward adjust-
ment broadly continued over the
first half of 2010, with year-on-year
growth also having turned negative
by the second quarter for France,
Germany, ltaly and Spain. (In Spain
growth in real unit labour costs has
generally been declining since the
beginning of 2008, and unlike the
other larger Member States, did not
rise substantially over late 2008 and
early 2009, reflecting the strong
employment declines and associat-
ed productivity rises in that country
during the crisis). Overall, therefore,
the unsustainable rises in real unit
labour costs witnessed in the EU
during the height of the crisis have
subsequently moderated, with year-
on-year growth even turning nega-
tive recently, reflecting the pick-up
in output and labour productivity
together with the continued mod-
eration in wages/labour costs.
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3. WHICH POPULATION
SUBGROUPS HAVE BEEN
MOST AFFECTED? -

THE IMPACT OF THE
CRISIS ACROSS VARIOUS
POPULATION SUBGROUPS

3.1. Employment rate
developments

Results from the European labour
force survey show that certain
population subgroups have been
affected much more than others
by employment contraction during
the recent recession (Chart 48 and
Table 5).

Comparing employment rates
with those a year earlier indicates
that the pace of decline from late
2008 through to mid-2009 was
much stronger for men than for
women. Year-on-year employment

rate changes for men had already
turned negative in the final quarter
of 2008 and then accelerated with
sharp declines over the first half of
2009, leading to the male employ-
ment rate being down by more
than 2 percentage points on a year
earlier by the middle of the year.
Declines only started for women in
the first quarter of 2009 and have
been much less dramatic, with the
year-on-year fall in the rate reach-
ing a maximum of only 0.8 percent-
age points in the third quarter of
2009. However, a strong easing in
the declines for men over the first
half of 2010 led to year-on-year
falls being broadly similar for both
sexes by the second quarter of 2010.
Nevertheless, it still remains the case
that men have suffered much more
from employment contraction than
women, as the cumulative reduction
in the employment rate compared
to 2008g2 amounted to 2.7 percent-
age points for men and 0.7 percent-
age points for women by the second
quarter of 2010.

The strong fall in male employ-
ment rates reflects a strong under-
lying decline in the rates for prime
working age (25-54 years) men, and
especially young (15-24 years) men,
which amounted to 3.1 percentage
points and 4.2 percentage points
respectively by 201092 compared
to 2008g2. Their rates declined
rapidly from late 2008 through to
the third quarter of 2009, when
the year-on-year decline peaked
at around 2.5 and 3.5 percentage
points respectively, before easing off
sharply by mid-2010. Although rela-
tively more limited, young women
have also seen substantial declines
in their employment rate, with year-
on year falls peaking at around
2 percentage points and remaining
fairly strong into the first half of
2010. As a result the total decline
in their employment rate compared
to 200892 amounted to 2.6 percent-
age points. In contrast, employment
rate declines have been relatively
subdued for prime age women and
older men (55-64 years), for whom

Chart 48: Year-on-year changes in employment rates in the EU for various groups
... by gender ... by gender and age
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rates started to fall later and with
year-on-year declines amounting to
well below a percentage point, while
rates for older women have actually
continued to rise over the whole
period since the crisis began, buck-
ing the trend for all other groups.

In terms of nationality, non-EU
nationals have experienced the
sharpest falls in employment rates.
Declines have also been more sig-
nificant for nationals of other EU
countries (i.e. EU citizens whose

nationality is different from the
Member State in which they reside)
when compared to the falls for
nationals, although their year-on-
year rate declines broadly stabilised
in 2009 from the second quarter on,
while those for non-EU nationals
continued to worsen through to the
third quarter. However, declines
for both have subsequently eased
over late 2009 and the first half of
2010. Nevertheless, by the second
quarter of 2010, the employment
rate for non-EU nationals was down

Table 5: Employment rate developments between 20082 and 2010q2

ER in 2008q2 | ER in 2010q2 e 35

change
Total Total 66.0 64.3 -1.7
Men 73.0 70.2 -2.7

Gender

Women 59.1 58.4 -0.7
Men 15-24 40.3 36.1 -4.2
Men 25-54 87.2 84.1 -3.1
Gender Men 55-64 55.1 54.6 -0.4
and age group Women 15-24 345 31.8 -2.6
Women 25-54 724 71.6 -0.8
Women 55-64 37.0 38.6 1.6
Nationals 66.2 64.7 -1.6
Nationality Other EU nationals 69.9 67.8 -2.1
Non-EU nationals 59.8 55.3 -4.5
Low 48.1 451 -3.0
Skill level Medium 71.0 68.7 -2.3
High 84.1 82.8 14

Source: Eurostat, EU LFS. Data non-seasonally adjusted.

Chart 49: Relative change in employment in the EU by sex, age,
skill level and nationality, 2008¢2 - 2010q2
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a cumulative 4.5 percentage points
on the rate in the second quarter
of 2008, that for other EU-nationals
down 2.1 percentage points, and
that for nationals down a more lim-
ited 1.6 percentage points.

In terms of skills, population
groups of all skill levels have seen
employment rates decline. Year-on-
year rate falls accelerated for all
skill groups through to the third
quarter of 2009, before easing off
subsequently, but with the declines
being greatest for the low-skilled
and weakest for the high-skilled.
Compared to rates in the second
quarter of 2008, the largest cumu-
lative fall through to 201092 has
been for the low-skilled (down 3.0
percentage points), but even the
high-skilled have seen rates fall sub-
stantially (by some 1.4 percentage
points), although the latter reflects
the fact that the increase in the
number of high skilled has been
even faster than the increase in their
employment (the underlying popu-
lation of the high-skilled aged 15-64
increased by 5.1 million (or 7.4%)
over the two year period, while
employment of the high-skilled in
this age group increased by a more
limited 3.3 million (or 5.7%)).

3.2. Changes
in employment levels

Focusing on overall changes in
employment levels over the total
period since the downturn in the EU
labour market started in 2008q2, the
relative falls in employment likewise
vary considerably across different
population sub-groups. Men, young
people, the low-skilled and non-EU
nationals have been relatively most
affected by falling employment over
this period (Chart 49).

With regard to gender, men have
suffered the brunt of the contrac-
tion in employment, with their
employment having fallen by 3.4%
(versus only a 0.7% decline for
women) and accounting for around
85% of the total net reduction in
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employment to the second quar-
ter of 2010. This different gender
impact of the recession on employ-
ment strongly reflects differences in
the types of jobs that women and
men perform. The greater concen-
tration of women in part-time work,
lower-paid jobs and smaller firms
has had an impact on the relative
effects of the downturn.

Similarly, the different sectoral
concentration of male and female
employment has played a key role.
To date the economic downturn
has had a much greater impact on
male-oriented sectors, such as the
construction and manufacturing
sectors (which combined account
for around two-thirds of total sec-
toral employment declines, and in
which men account for more than
two-thirds of overall employment).
Conversely, women more often
work in sectors shielded from busi-
ness cycle fluctuations — such as
the public sector, health, education
and the social sector. Nevertheless,
in the future, female employment
may give more cause for concern as
those are precisely the sectors that
will be more affected by upcoming
fiscal tightening. Moreover, even
though fewer women than men
have lost their jobs in this crisis,
those who become unemployed
may have more difficulty in finding
a job, being more vulnerable on
the open labour market, in so far as
they have less labour-market expe-
rience on average, and their careers
are more often based on part-time
jobs with temporary contracts.

In terms of age, employment per-
formance has generally been better
the older the age group. Youth
(those aged 15-24) continue to be
proportionately the most affected
by employment contraction, with
a decline in employment of 11.4%
over this period, reflecting the high
share of temporary employment
among young people (in 2008,
40% of employed 15-24 year olds
had temporary contracts, whereas
among 25-64 year olds the share
was only 11%). This compares with

a much more limited contraction of
2.2% for those of prime working
age. In contrast, employment of
older workers aged 55-64 has held
up well, and had even increased
5.0% compared to the second
quarter of 2008. Similarly, even
employment of those aged over 65
increased significantly (by 3.4%).
These positive development for
older age groups is partly thanks
to labour-market reforms in past
years, which have encouraged older
workers to remain economically
active, together with governments
not repeating the mistakes of past
recessions (when early retirement
schemes were introduced to reduce
unemployment), but it may also
indicate that the negative impact of
the crisis on the wealth of private
households has induced many older
employees to postpone retirement.

In terms of skill levels, the crisis has
affected low-skilled employment
most severely, with the low-skilled
experiencing a much stronger reduc-
tion in employment than other skill
levels. Since 200892 their employ-
ment has dropped by 10.2% com-
pared with a fall of only 2.7% for
the medium-skilled, while for the
high-skilled employment actually
expanded by close to 6%. These fig-
ures show the vulnerability of the
low-skilled group and the need for
an effective new skills agenda.

Finally, although nationals saw
their employment decline by 2.3%
(or around 5 million), third-country
(i.e. non-EU) nationals experienced
a much stronger decline of 4.3%
(0.4 million), but in contrast nation-
als of other EU countries saw their
employment level rise by 5.7% (0.3
million). The particularly strong rel-
ative decline in non-EU migrants’
employment in part reflects the
fact that they are over-represent-
ed in sectors such as construction,
which has been particularly strong-
ly affected by the economic down-
turn. Furthermore, in terms of occu-
pations, a high share of migrants
are employed in elementary occu-
pations (much more so than non-

migrants), and as craft and trades
workers — i.e. in the low-skilled
occupations which have been most
at risk in the downturn.

Indeed, in terms of occupations,
the workers hardest hit by the crisis
have mainly been those in man-
ual and elementary occupations
(Chart 50). Craft and related trades
workers and plant and machine
operators and assemblers have both
seen employment levels decline by
around 9.0% over the two years to
the second quarter of 2010, reflect-
ing the focus of the impact of
the labour market downturn on
the manufacturing and construc-
tion sectors. Those in elementary
occupations and working as clerks
have also seen significant losses,
with employment down by 3.4%
and 2.9% respectively, reflecting
the greater impact on the low-
skilled. In contrast, however, serv-
ice-sector-based occupations, other
than clerks, have experienced sig-
nificantly lower fallout from the
crisis, with even substantial growth
recorded in the skilled professional
occupations (up 4.0%).

3.3. Unemployment

Developments in employment are
reflected in the recent evolution
of unemployment for the various
population subgroups. While the
overall EU unemployment rate has
risen by 2.9 percentage points since
the low of spring 2008, there are
significant underlying variations
according to gender, age group,
skill level and nationality. Never-
theless, for each group the increase
was significantly higher over the
first year of the labour market
downturn (from the second quarter
of 2008 to the second quarter of
2009) than in the second year (from
the second quarter of 2009 to the
second quarter of 2010) (Chart 51
and Chart 57).

Focusing on gender, as already
highlighted, the crisis has had a
more dramatic effect on the labour
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market situation of men than that
of women, and the increase in the
overall unemployment rate has
been driven predominantly by the
rise in the rate for men, in par-
ticular in the first year of the labour
market downturn (Chart 51a). Com-
pared to when the average unem-
ployment rate in the EU troughed
in spring 2008, the rate for men had
increased by 3.6 percentage points
to 9.8% by February 2010, and for
women by 2.3 percentage points
to 9.6% by July. Consequently, the
gender gap in unemployment rates,
still at 1.2 percentage points to
the disadvantage of women in the
beginning of 2008, had switched to
the disadvantage of men by spring
2009. However since autumn 2009,
the lagged impact of the crisis has
shifted more from men to women,
and by July 2010 the male and
female rates, both at 9.6%, were
equal again for the first time since
March 2009.

Chart 50: Relative change in employment in the EU27 by occupation group,
2008q2 - 2010q2
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Chart 51: Developments in unemployment rates in the EU for various groups, 2005-2010
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Chart 52: Composition of the rise in unemployment by sex and age, 200892 - 2010q2
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In terms of the absolute rise in
unemployment in the EU from the
second quarter of 2008 to the sec-
ond quarter of 2010, men account
for almost two thirds of the increase.
Men aged 35-44, young male adults
(aged 25-34) and male youth (aged
15-24) have been the worse affected
during the downturn in absolute
terms, together accounting for 45%
of the overall increase in unemploy-
ment. However, the distribution of
the total rise in unemployment dif-
fered in the two years of the down-
turn, shifting from younger men
to older men and women. While
in the first year of the downturn
men aged 15-44 were affected most
by rising unemployment (account-
ing for more than half of the total
increase), in the second year men
aged 45-55 and older men 55+ were
hit more strongly, together with
women aged 25-44, while young
men were little affected (Chart 52).
Overall, the rise in male unemploy-
ment has been more substantial
than that for women across all age
groups, being nearly double (1.6
times higher for men aged 35-54
to around twice for the older age
group 55+ and for younger people

aged less than 35) the rise in female
employment for all groups. In terms
of relative increases, the level of
male unemployment jumped by
50% from the second quarter of
2008 to the second quarter of 2010,
while for women the rise was more
limited, amounting to around 30%.
Nevertheless, it is important to qual-
ify this gender comparison, since
measures of unemployment may not
necessarily capture the full impact of
the changing economic conditions
on women, especially as they are
more likely than men to leave the
labour market altogether.

Turning to developments in unem-
ployment for different age groups,
in absolute terms around a third
(30%) of the rise in unemployment
from the second quarter of 2008 to
the second quarter of 2010 is attrib-
utable to the increase in unem-
ployment for young adults (aged
25-34), nearly a quarter (23.5%) to
adults aged 35-44, 18% to youth
(aged 15-24), 18% to older adults
aged 45-54 and 10% to older peo-
ple aged 55 and over. As a result,
unemployment rates have risen
for all age groups, but particularly

strongly for young people aged
15-24 (Chart 51b), forwhomtherate
started to rise earlier and increased
particularly steeply in the first quar-
ter of 2009, and for young adults.
By the second quarter of 2010 the
unemployment rate for youth had
risen 5.6 percentage points relative
to the second quarter of 2008 and
by 3.6 percentage points for young
adults, in comparison to rises of 2.5
percentage points for adults aged
35-44, and 1.8 percentage points
for older adults aged 45-54 and
1.7 percentage points for older
people aged 55+, thus reflecting a
systematic pattern of lower increas-
es in the unemployment rate for
higher age groups.

As unemployment rates for young
people were already substantially
higher than those for other age
groups, the strong deterioration
in the labour market situation for
youth during the crisis has been of
increasing concern. The increase in
youth unemployment at EU level
has been driven by a sharp rise in
the unemployment rate for young
men, at least initially, which has
been much more pronounced than
the rise for young women. It particu-
larly reflects a strong jump in youth
unemployment in Spain, together
with significant increases in France
and the UK, although youth unem-
ployment rates have also risen in all
other Member States, and especial-
ly so in the Baltic States and Ireland.
As a further consequence of the
decrease in employment opportuni-
ties for young people, the share of
young people aged 15-24 not in
employment, education or train-
ing (NEETs) had increased to above
13% by the second quarter of 2010,
from just above 11% in the first
half of 2008, and this risks becom-
ing a significant problem unless
urgent action is taken to improve
young people’s situation on the
labour market (Box 4).
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Box 4: Impact of the crisis on youth and policy action taken to address their relatively weak labour market situation

The economic crisis and the ensuing deterioration in the EU’s labour markets has exacerbated the labour market problems of the tradi-
tionally more vulnerable groups, which include young people — those under 25. Young people have seen their labour market situation
deteriorate markedly, reflecting the fact that they are particularly vulnerable as they have to make the most frequent transitions — from
school to first job, from first to second job, and so on, and are relatively more often engaged in precarious jobs. With unemployment
among young people topping 20% of their active population, their labour market situation is of increasing concern.

Chart 53: Unemployment rates and changes for youth and adults

a) Pre-crisis UR b) Changes in UR — from low to peak
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Youth unemployment has risen markedly.....

Youth unemployment had already been rising since spring 2008, but rose even more sharply from autumn 2008 to spring 2009 amid the
economic downturn, before moderating subsequently. Although the labour market for young people has stabilised since last autumn,
with youth unemployment actually declining by 258 000 since September 2009, by July 2010 the number of unemployed young people
stood at 5.1 million, still up by nearly 30% (1.1 million) compared to beginning of 2008.

The youth unemployment rate has always been significantly higher than that of the adult population — at the onset of the downturn the
ratio of the youth unemployment rate to the adult rate was 2.6 for the EU on average, with large differences across countries (Chart 53a).
Since youth unemployment is more responsive to the business cycle than adult unemployment, the relative situation of young people
has become even worse during the downturn:

e The unemployment rate for youth increased by nearly 6 percentage points to 20.6% in the first quarter of this year (before falling
t0 20.5% in the second), compared to a more limited rise of around 2.5 percentage points for adults (to 8.3% in the second
quarter of 2010).

e Even when “correcting” for the large population of inactive youth, the unemployment-to-population ratio for youth rose by
around 2.5 percentage points to 9.1% in the first quarter of 2010 before falling to 8.9% by mid-2010, while that for adults
increased more moderately — from around 3.5% in the beginning of 2008 to 5.2% in the first quarter of 2010 (and 4.9% in the
second quarter).

The increase in unemployment rates for youth (from the recent low to the recent peak over the period 2008q1 — 201092™) has been
the highest in countries which were affected earlier by the crisis (i.e. Spain, Ireland and the Baltic States), and the rise for youth has
outpaced that for adults across all Member States (Chart 53b). However, the labour market for youth has shown some signs of stabilisa-
tion earlier; the rate for young people had reached a peak already by the first quarter of 2010, while that for adults has continued to
rise to mid-2010 in most Member States, while leaving the ratio of the youth to adult unemployment rate for the EU at 2.5.

(1) The rises are between different periods for each Member States and may be over different periods for youth and adults.
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.. reflecting strong job losses among youth...

Chart 54: Changes in occupations for the EU, 20082 — 2010¢2
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The rises in unemployment reflect substantial employment losses among youth. Employment has declined markedly for youth across almost all
occupational groups, partially due to the disproportionate presence of temporary jobs among young people (see Chapter 3 (section 2) on tempo-
rary contracts) and their disproportionate concentration in certain cyclically-sensitive industries. The decrease in employment resulted in increased
shares of both unemployed and inactive among youth®. Employment among adults has also declined, however, contrary to youth, reductions have
not impacted all occupational groups; the number of professionals and adult service workers has increased strongly (Chart 54).

.. and weaker labour market dynamics...

Chart 55: Transitions between labour statuses for the EU, 2007 and 2009
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(2) While the number of unemployed has increased significantly since the beginning of 2008, the number of inactive declined. However, since
the youth population also has declined over the last two years, both shares of unemployed and inactive has increased.
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Overall, youth has always undergone significantly more frequent transitions between different labour statuses than adults, often moving
in and out of employment before finding a job that meets their expectations or withdrawing from the labour market for a period e.g.
returning to education (see Chapter 3 (section 6) on labour market transitions). However, during the recent downturn, labour market
dynamics for youth worsened noticeably, also relatively compared to adults’ transitions, as young people sought to enter the labour
market at a time of limited job opportunities and employment contraction (Chart 55).

In 2009 compared to 2007, a significantly higher share of youth employed in the previous year become unemployed, but only a slightly
higher share inactive, while a notably lower share of the unemployed (but also of the inactive) entered employment. Significantly more
unemployed young people (nearly 65% compared to just over 50% in 2007), and to a more moderate extent inactive youth (88.5% ver-
sus 86.7%), remained in the same status compared to the previous year. Restrained recent transitions from unemployment to employ-
ment bring about long-term risks, like increased long-term unemployment or detachment from the labour market.

...leading to higher shares of youth neither in education nor in employment or training.

An increase in inactivity among young people may not necessarily be a negative phenomenon, in particular as long as education and
training remain a reason for staying outside of the labour market®. However, amid the economic crisis and the subsequent weak labour
market recovery, disadvantaged young people discouraged by poor future employment prospects may see little benefit from furthering
their education and training, while transitions from school to work have been, and will be, difficult for young people, especially the
low-educated.

Indeed, a decline in participation has pervasive effects if not matched by youth seeking to improve their future labour market opportuni-
ties through increasing their training and skills. This most challenging group among young people, facing real difficulties on the labour
market, is proxied by the share of youth neither in education nor in employment or training (NEET)“. The size of this group had been
declining up till mid-2008, however due to the downturn the share of NEETs among youth aged 15-24 has picked up over the two years
to the second quarter of 2010 by 2 percentage points, from just above 11% to just above 13%.

The NEET share rose over the two years in all Member States except Germany, with rises most pronounced in the Baltic States, Ireland and
Spain (but also in Bulgaria and ltaly), in line with the particularly strong deterioration in labour markets in those Member States (Chart 56).

Chart 56: NEETS for the EU Member States
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High unemployment rates and shares of youth classified as NEET, and difficulties in prompt school-to-work transitions for new genera-
tions of entrants in the labour market, which have been aggravated during the recent crisis, bring about long-term risks of detachment
from the labour market, i.e. discouragement, long-term unemployment, high persistent inactivity and reduction of earnings and poten-
tial exclusion, especially among young people lacking education. Additionally, the crisis has worsened youth's already disadvantaged
position in employment, even among youth holding degrees, in part due to their lack of professional experience and their greater
employment in precarious jobs, with them facing increased difficulties in recruitment and increased engagement in occupations for
which they are overqualified. As labour market recovery remains week, these problems affecting the situation of young people will
remain a concern.

(3) Which may consequently increase human capital, potential future improvement in school-to work transitions and better job opportunities
(see Chapter 3, section 4 on school-to work transitions and NEETS).

(4) See the European Commission Communication “Youth on the Move”, COM(2010) 477.
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The Commission intends to improve employment opportunities for youth...

In the light of the particularly strong deterioration in the labour market situation for youth, the EU aims to consolidate EU policy for
youth employment. A common policy framework could be a strong tool for ensuring that policy orientations filter down to the grass-
roots level where the practical action takes place, given that regional and local bodies — administration, public employment services,
chambers of commerce, education and training establishments, and youth services — deal directly with young people, often with
responsibility for the use of public funds.

Such an initiative would lay the groundwork for further specific initiatives to:

e Step up vocational training through more apprenticeship schemes;

e Foster a high-quality learning experience at the work-place following graduation ("traineeships”), including in another Member State;
e Promote the geographical mobility of young workers;

e Stimulate the recruitment of young people.

The European Social Fund already provides substantial financial support for youth employment in the Member States, but more focused,
innovative approaches may be needed in the future (entailing more apprenticeships, more and better-quality traineeships etc.). In these
respects, the forthcoming youth employment framework is expected to provide appropriate policy guidance.

... and has made them the theme of one of its flagship initiatives for Europe 2020

In this context, the EU has made “Youth on the move” one of its flagship initiatives under the Europe 2020 strategy, to enhance the
performance of education systems and to facilitate the entry of young people to the labour market. The aim is to enhance the perform-
ance and international attractiveness of Europe’s higher education institutions and raise the overall quality of all levels of education
and training in the EU, combining both excellence and equity, by promoting student mobility and trainees’ mobility, and improve the
employment situation of young people.

At EU level, the Commission will work:

e To integrate and enhance the EU’s mobility, university and researchers’ programmes (such as Erasmus, Erasmus Mundus, Tempus
and Marie Curie) and link them up with national programmes and resources;

e To step up the modernisation agenda of higher education (curricula, governance and financing) including by benchmarking
university performance and educational outcomes in a global context;

¢ To explore ways of promoting entrepreneurship through mobility programmes for young professionals;
* To promote the recognition of non-formal and informal learning;

¢ To launch a Youth employment framework outlining policies aimed at reducing youth unemployment rates: this should promote,
with Member States and social partners, young people’s entry into the labour market through apprenticeships, stages or other
work experience, including a scheme (“Your first EURES job") aimed at increasing job opportunities for young people by favouring
mobility across the EU.

At national level, Member States will need:
¢ To ensure efficient investment in education and training systems at all levels (pre-school to tertiary);

e To improve educational outcomes, addressing each segment (pre-school, primary, secondary, vocational and tertiary) within an
integrated approach, encompassing key competences and aiming at reducing early school leaving;

* To enhance the openness and relevance of education systems by building national qualification frameworks and better gearing
learning outcomes towards labour market needs;

e To improve young people’s entry into the labour market through integrated action covering, inter alia, guidance, counselling and
apprenticeships.
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In terms of skill levels (Chart 51c),
in line with the strong decline in
employment for the low-skilled, their
unemployment rates increased by 4.8
percentage points over the two years
of the labour market downturn (from
the second quarter of 2008 to the sec-
ond quarter of 2010), compared with
more limited rises of 2.6 percentage
points for the medium-skilled and
1.5 percentage points for the high-
skilled. This reflects the fact that the
majority of the rise in unemployment
consists of low- or medium-skilled
people (accounting for 36% and 46%
of the rise in unemployment, respec-
tively) and much less so of the high-
skilled (18%). Focussing on the age
group 15-24, there has been a strong
deterioration of the labour market
situation for youth, even among
the high skilled. The unemployment
rate for high-skilled youth increased
strongly (up 4.3 percentage points)
over the two years, even exceeding
the overall rise for medium-skilled
adults and similar to that for low-
skilled adults. This may reflect a jump
in recent graduates unable to find
employment, or unwilling to take
up the limited and unattractive job
opportunities on offer.

In terms of nationality groupings,
migrants have been relatively more
affected by rising unemployment,
especially those migrants originat-
ing from outside the EU — tradition-
ally one of the most vulnerable
groups on the labour market (Chart
51d). While unemployment rates
for nationals rose by 2.5 percentage
points between the second quar-
ter of 2008 and the second quar-
ter of 2010, those for nationals of
other EU countries rose by a more
substantial 3.5 percentage points
and for third-country nationals by
an even stronger 5.9 percentage
points (with the latter experiencing
particularly steep rises in the last
quarter of 2008 and first quarter
of 2009).

In summary, the population subgroups
that have been most affected by the
rise in unemployment have been
young people (including high-skilled

youth), the low-skilled in general,
migrants (especially those originating
from outside the EU), and men rather
than women. In all cases, the increase
was significantly higher over the first
year of the labour market downturn
than in the second (Chart 57).

3.4. Long-term
unemployment

Long-term unemployment has been
increasing across all population

groups, although to varying degrees,
and closely reflects underlying
developments in overall unemploy-
ment. As the effects of the cri-
sis caused more severe increases of
unemployment among the already
most disadvantaged groups, this
has aggravated the risk of long-
term unemployment among youth,
non-EU migrants and the Ilow-
skilled, while long-term unemploy-
ment also increased relatively more
for men and young adults (25-34)
as well as for mobile EU citizens

Chart 57: Rises in unemployment rates by sex, age,
skill level and nationality, 2008q2 - 2010q2
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residing in other EU countries
(other-EU nationals). The rise in
long-term unemployment affected
all population segments significant-
ly more strongly in the second year
of the labour market downturn,
reflecting the lag with which the
marked increase in unemployment
fed through into long-term unem-
ployment (Chart 58).

In line with the developments in
unemployment over the two years
to the second quarter of 2010,
the long-term unemployment rate
increased more for men than for
women (by 1.4 percentage points
for men and 0.8 percentage points
for women). With respect to age,
the long-term unemployment rate
increased most significantly over
the two years (by 2.3 percentage
points) for youth, climbing to a
substantial 5.9%, and for young
adults aged 25-34 (up by around
1.6 percentage points), whose rate
(at 4.0% in the second quarter)
has in the last year exceeded that
for older people aged 55-64 (3.3%
in 201092). In terms of skill levels,
between the second quarter of 2008
and the second quarter of 2010 the
rate increased most for the low-
skilled (up 2.6 percentage points),
including a steep surge of 3.8 per-
centage points for low-skilled youth
(who, in contrast to other popula-
tion segments, already experienced
a sharp rise in the first year of the
downturn), and a 2.4 percentage
point jump for low-skilled adults.
These rises compare to much lower
increases of 0.9 percentage points
for the medium-skilled and only
0.5 percentage points for the high-
skilled. The rate for low-skilled has
now reached 6.9%, while for the
medium-skilled it is at 3.4% and
for the high-skilled at 1.6%. In
terms of nationality, over the two
years the long-term unemployment
rate increased most substantially
(by 3.1 percentage points) for third
country migrants (to 7.8%) and by
1.5 percentage points for mobile
EU citizens (to 3.9%), whose rate
is now slightly higher than that for
nationals (3.6%).

4. OuTLOOK

The EU is now recovering from reces-
sion, but the recovery is proving to
be fragile. The economic recession
came to an end in the third quarter
of last year, in large part thanks to
the exceptional crisis measures put in
place under the European Econom-
ic Recovery Plan. Beyond the initial
rebound, however, the recovery is
proving more tentative than in past
upturns, which is not surprising given
the extent and nature of this crisis.

Nevertheless, economic sentiment in
the EU is improving and recently
returned to around its long-term
average. At the same time, consum-
ers’ unemployment expectations
continue to ease, and firms across
all main sectors are increasingly less
pessimistic about the outlook for
employment. As a result, demand
for labour has started to show a rela-
tive improvement, although gener-
ally remaining at levels well below
those before the crisis erupted, while
workplace activity through tempo-
rary work agencies, a leading indi-
cator of a recovery in the labour
market, has improved strongly. How-
ever, stronger than expected global
growth and improved business and
consumer confidence indicators have
yet to be reflected in hard data for
the labour market. Indeed, although
the EU is on the path to economic

recovery, it appears too early for
improvements in economic activity
to have had any major impact on the
labour market.

Furthermore, while the aggregated
impact of the crisis on the labour
market may be less in Europe,
given the extent to which jobs have
been protected, the labour mar-
ket recovery may lag as a conse-
quence. Indeed, reduced working
hours in Europe have led to wide-
spread under-employment, with the
existing workforce likely to absorb
increased demand through a rise
in working hours before any major
increase in staff levels takes place.
Consequently, it may take some time
before there is a clear upswing in the
labour market.

The European Commission spring
2010 economic forecasts, the last
with detailed forecasts for the labour
market, reported that the fragile
economic recovery underway in the
EU continues to face headwinds from
several directions. On the positive
side the EU economy is likely to ben-
efit from a stronger-than-expected
turnaround in the global economy,
most notably in emerging Asia, but
opposing this are incomplete balance-
sheet adjustments in several sectors/
countries, weakness in the labour
market which is likely to restrain
domestic demand for years to come,

Chart 59: Comparison of GDP growth, employment growth and unemployment rates
forecast for the EU, US and Japan for 2010 and 2011
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and a continued high level of uncer-
tainty regarding global imbalances
and financial markets.

As a consequence, EU GDP growth
was expected to remain rather sub-
dued during the first three quar-
ters of 2010, on average, and to
regain ground only by the end of the
year. This follows from, in particular,
the fading impact of the temporary
support that kick-started the recov-
ery. Moreover, the pace of recov-
ery was likely to vary considerably
across Member States, with some
countries (Cyprus, Greece, Ireland,
Latvia, Lithuania and Spain) expected
to remain in recession in 2010 while
others were forecast to post growth

in excess of 2% (Luxembourg, Poland
and Slovakia). An annual growth
rate of about 1.0% was forecast for
the EU for 2010, considerably below
that expected for the US and Japan
(around 2.8% and 2.1% respective-
ly), while for 2011, EU GDP growth
was expected to accelerate to 1.7%
(Chart 59). By 2011, all EU countries,
with the exception of Greece, were
expected to have returned to posi-
tive economic growth.

Despite apparent signs of stabilisa-
tion, the labour-market situation was
forecast to remain weak for some
time to come, while the mounting
need for firms to improve productiv-
ity and profitability suggests that

Chart 60: Forecasts employment growth rates, 2010 and 2011
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Chart 61: Forecasts unemployment rates, 2010 and 2011
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further adjustments in the labour
market will weigh more heavily on
headcount than hours. Employment
was expected to contract by 0.9%
this year, leading to a further rise
in the unemployment rate which
was set to average 9.8% for the
year as a whole. This compares with
weaker employment contraction of
0.4% forecast for the US, and a simi-
lar 1.0% contraction in Japan, while
the unemployment rate in the US
was expected to remain very similar
to that in the EU. Among EU Mem-
ber States, all were expected to see
further employment contraction in
2010 apart from Luxembourg and
Poland, and Malta where it was fore-
cast to expand slightly. The largest
contractions were again expected in
the Baltic States, Ireland and Spain
(Chart 60).

The relatively limited overall labour-
market adjustment in the EU dur-
ing the crisis, reflecting a higher
degree of labour hoarding during
this recession which helped stem the
rise in unemployment, suggests a
rather jobless recovery ahead and
(potentially persistent) high levels of
unemployment. For 2011, job growth
of only 0.3% was forecast for the EU,
lower than that for the US (0.6%),
although on the positive side the
vast majority of Member States were
likely to see a return to employ-
ment expansion (albeit limited). The
unemployment rate was expected
to remain at 9.7%, only marginally
down on 2010, while in the US and
Japan the rates were also forecast
to remain at their present, relative-
ly high, levels. Among EU Member
States, unemployment was expected
to remain high compared to pre-crisis
levels for some time, especially in the
Baltic States, Greece, Ireland, Slova-
kia and Spain (Chart 61).

However, the more recent interim
European Commission forecast
released in September 2010 reports
that the EU economy, while still frag-
ile, is recovering at a faster pace than
envisaged in early 2010 (GDP growth
for the EU in 2010 is now forecast at
1.8%, a sizeable upward revision). As
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a result, the labour market may per-
form somewhat better this year than
expected at the time of the spring
forecast. Nonetheless, conditions are
set to remain weak, reflecting, inter
alia, the partial unwinding of sup-
port measures and ongoing structural
adjustment across sectors and firms.

5. LONGER TERM TRENDS
AND PANORAMA

OF ANNUAL INDICATORS
FOR EU LABOUR
MARKETS IN 2009

Even in these turbulent times, it is
important to note the progress that
has been made in European labour
markets since 2000, and to compare
the results for 2009 with those of
preceding years. This section there-
fore provides an overview of annu-
al labour market indicators for the
EU for 2009 in a global context, and
presents the longer term trends in
the EU labour market, including the
progress made with regard to the
Lisbon and Stockholm employment
rate targets.

5.1. EU labour market
in 2009 from a global
perspective

In 2009 the EU felt the full impact of
the global economic crisis. The reces-
sion deepened compared to the year
before - GDP in the EU contracted
by an average of 4.2% in 2009
while in 2008, GDP growth had still
been positive at 0.7% (Table 6). For
the EU’s main trading partners the
picture was similar. In the United
States (USA) economic growth of
-2.6% was also significantly lower
in 2009 than the year before, when
it stagnated at 0.0%, although the
decline in GDP was considerably
smaller than for the EU. Japan also
experienced a severe fall in GDP:
in 2009, it was 5.2% lower than in
2008. For all regions, the decline in

Table 6: International Comparison of Key Indicators, 2007-2009

Population (millions)

EU-27

EU-15

USA

Japan

GDP (in 1000 million PPS, current prices)
EU-27

EU-15

USA

Japan

GDP Growth, at constant prices
(annual % change)

EU-27

EU-15

USA

Japan

Employment Rate

(as % of working age population)
EU-27

EU-15

USA

Japan

Employment Growth (annual % change)
EU-27

EU-15

USA

Japan

Unemployment Rate
(as % of civilian labour force)

EU-27
EU-15
USA

Japan

2007 2008 2009
496 499 501
393 395 397
302 305 307
128 128 128

12371 12506 11809

10930 10981 10365

11704 11814 10717
3571 3548 3111
2.9 0.7 -4.2
27 0.5 -4.3
2.1 0.4 2.4
2.4 -1.2 -5.2
65.4 65.9 64.6
66.9 67.3 65.9
718 70.9 67.6
70.7 70.7 70.0
1.8 0.9 -1.8
1.6 07 -1.9
1.1 -0.4 3.8
0.4 -0.3 1.6
7.1 7.0 8.9
7.0 7.1 9.0
4.6 5.8 9.3
3.9 40 5.1

Eurostat.

Source: GDP in PPS, GDP and employment growth from National Accounts, Euro-
stat. Employment rate from Eurostat (annual averages) and OECD data for US and
Japan. Unemployment rate LFS, Eurostat. Population from demographic statistics,

Note: Employment rates for the EU and Japan refer to persons aged 15-64;
US employment rate refers to persons aged 16 to 64.

GDP was unprecedented during the
last 10 years.

The economic downturn severely
affected the labour market in the
EU. While the effect in 2008 was
still limited, the crisis hit the labour
market hard in 2009. Employment
fell by 1.8%, while the year before
it had still grown by 0.9%. Delays
in labour market reactions to eco-
nomic shocks are well known, but
the EU’'s experience also reflects
the policies that many Member
States have adopted which served
to reduce working hours rather
than cut jobs. In the USA, the
labour market was much more

affected by the economic down-
turn than in the EU. Employment
growth of -3.8% was recorded in
2009, while it had been a more
limited -0.4% in the previous year.
This was the third year in a row that
employment growth in the USA has
been lower than in the EU. Further-
more, the drop in US employment
growth was also higher than that in
the EU.

Falling numbers of people in work
resulted in lower employment rates.
In 2009 on average 64.6% of the pop-
ulation aged 15-64 were in employ-
ment in the EU - 1.3 percentage
points lower than the preceding
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year - representing a sharp drop
back to the level of 2006 (Chart 62).
For the USA the drop in the employ-
ment rate was even more drastic.
The rate of 67.6% in 2009 was more
than 3 percentage points lower than
the rate in 2008. The share of the

working age population in employ-
ment in the USA fell below that
of Japan (70%), dropping back to
levels last seen in the mid-80s and
even approaching the traditionally
lower rates of the EU. Despite the
very strong fall in economic activity

Chart 62: Employment rates in the EU, USA and Japan, 1975-2009
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in Japan, however, it experienced
only a modest decrease of less than
1 percentage point in its employ-
ment rate.

The impact of the economic crisis on
the labour market is also reflected
in sharply increased unemployment.
On average 21.4 million people were
unemployed in the EU in 2009 -
almost 9% of the labour force (Chart
63) — compared with only 7% a year
before. Thus the unemployment rate
was back up to the levels recorded
in the period 2003-2005. However,
the USA showed a much stronger
increase in its unemployment rate
in 2009. From less than 6% the year
before, the rate rose to more than
9%, much higher than was common
in the last 10 years. This clearly signi-
fies a severe disturbance of the US
labour market in 2009.

5.2. Labour market
situation in the EU
and in Member States
in 2009

5.2.1. Employment rate

The employment rate of the EU
working age population (15-64 years)
in 2009 was 64.6%, 2.4 percentage
points higher than in 2000, but nev-
ertheless still more than 5 percent-
age points short of the Lisbon target
of 70% (Box 5 and Table 7). The
unfavourable economic situation has
caused the EU to fall behind in its
attempts to reach this target, with
virtually all Member States experi-
encing a decline in employment rates
in 2009.
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Table 7: Employment rates in EU Member States in 2009 and progress towards Lisbon and Stockholm targets for 2010

Total employment rate Female employment rate Older people’s employment rate
2009 Change | Change | Gap below 2009 Change | Change | Gap below 2009 Change | Change | Gap below
2009-08 | 2009-00 | 2010 target 2009-08 | 2009-00 | 2010 target 2009-08 | 2009-00 | 2010 target
BE 61.6 -0.8 1.1 8.4 56.0 -0.2 4.5 4.0 35.3 0.7 8.9 14.7
BG 62.6 -1.4 12.2 7.4 58.3 -1.1 12.1 1.7 46.1 0.0 253 3.9
cz 65.4 -1.2 0.4 4.6 56.7 -0.9 -0.2 3.3 46.8 -0.8 10.6 3.2
DK 75.7 -2.4 -0.5 > 73.1 -1.2 1.5 > 57.5 0.5 1.8 >
DE 70.9 0.2 5.4 > 66.2 0.8 8.1 > 56.2 2.4 18.5 >
EE 63.5 -6.3 3.1 6.5 63.0 -3.3 6.1 > 60.4 -2.0 14.1 >
IE 61.8 -5.7 -3.3 8.2 57.4 -2.8 3.4 2.6 51.0 -2.7 5.7 >
EL 61.2 -0.6 4.8 8.8 48.9 0.2 7.3 111 42.2 -0.6 33 7.8
ES 59.8 -4.6 3.5 10.2 52.8 -2.1 11.5 7.2 441 -1.5 7.1 5.9
FR 64.2 -0.7 2.1 5.8 60.1 -0.3 49 > 38.9 0.8 9.1 11.1
IT 57.5 -1.2 3.8 12.5 46.4 -0.8 6.8 13.6 35.7 1.3 8.1 14.3
cY 69.9 -0.9 4.3 0.1 62.5 -0.4 8.9 > 56.0 1.2 6.6 >
LV 60.9 -7.7 3.5 9.1 60.9 -4.6 71 > 53.2 -6.2 17.2 >
LT 60.1 -4.2 1.0 9.9 60.7 -1.1 2.9 > 51.6 -1.5 11.2 >
LU 65.2 1.8 2.5 4.8 57.0 1.8 6.9 3.0 38.2 41 11.5 11.8
HU 55.4 -1.3 -0.9 14.6 49.9 -0.7 0.2 10.1 32.8 1.3 10.6 17.2
MT 54.9 -0.3 0.7 15.1 37.7 0.2 4.6 22.3 28.1 -1.1 -0.4 21.9
NL 77.0 -0.2 4.0 > 71.5 0.4 8.0 > 55.1 2.1 16.9 >
AT 71.6 -0.5 3.2 > 66.4 0.6 6.8 > 411 0.1 12.2 8.9
PL 59.3 0.1 4.3 10.7 52.8 0.4 3.8 7.2 32.3 0.8 3.9 17.7
PT 66.3 -1.9 -2.1 3.7 61.6 -0.9 1.1 > 49.7 -1.1 -1.0 0.3
RO 58.6 -0.5 1.0 11.4 52.0 -0.5 0.2 8.0 42.6 -0.5 5.4 7.4
Sl 67.5 -1.0 4.7 2.5 63.8 -0.4 5.4 > 35.6 2.8 12.8 14.4
SK 60.2 -2.1 3.4 9.8 52.8 -1.8 1.3 7.2 39.5 0.3 18.2 10.5
Fl 68.7 -2.4 1.5 1.3 67.9 -1.1 3.7 > 55.5 -1.0 13.8 >
SE 72.2 -2.1 -0.8 > 70.2 -1.6 -0.7 > 70.0 -0.1 5.0 >
UK 69.9 -1.6 -1.3 0.1 65.0 -0.8 0.3 > 57.5 -0.5 6.8 >
EU15 65.9 -1.4 2.5 4.1 59.9 -0.5 5.8 0.1 48.0 0.6 10.1 2.0
EU27 64.6 -1.3 2.4 5.4 58.6 -0.5 49 1.4 46.0 0.4 9.1 4.0
2010 target 70% > 60% 50%

Source: Eurostat, EU LFS.
Note: Data for RO 2002 instead of 2000.

Box 5: The Lisbon and Stockholm targets and Europe 2020 strategy

The 2000 Lisbon European Council set a strategic goal over the decade 2000-2010, for the EU to become the most competitive and dynamic
knowledge-based economy in the world, capable of sustainable economic growth with more and better jobs and greater social cohesion. It
specifically stated that the overall aim of employment and economic policies should be to raise the employment rate to as close to 70% as
possible by 2010 and, as part of that goal, to increase the employment rate for women to more than 60% by the same year. In addition to
the 2010 Lisbon targets, the 2001 Stockholm European Council set a new target of raising the average EU employment rate for older men
and women (aged 55-64) to 50% by 2010.

In early 2010, the European Commission launched a new strategy for the next decade, the Europe 2020 Strategy, to support recovery from
the crisis and to set out where the EU wants to be by 2020. The new strategy provides a vision of Europe’s social market economy for the 21+
century, based on three mutually reinforcing priorities:

o Smart growth: developing an economy based on knowledge and innovation.
o Sustainable growth: promoting a more resource efficient, greener and more competitive economy.
¢ Inclusive growth: fostering a high-employment economy delivering social and territorial cohesion.

As a key part of the strategy, the Commission proposed several headline targets for the EU, including a new employment target, namely that
75 % of the population aged 20-64 should be in employment by 2020.

In March 2010 the European Council agreed the main elements of the Europe 2020 strategy, including the headline employment rate target,
emphasising that this target should be met in part through greater participation of youth, older workers and low-skilled workers and better
integration of legal migrants. This overall EU target is also to be translated into national targets.




Chapter 1 EU labour markets in time of economic crisis — relatively resilient, but persisting weakness and slow jobs recovery expected

In 2009, only five Member States
recorded an employment rate of
more than 70%, the overall Lisbon
target (Chart 64), namely the Neth-
erlands (77.0%), Denmark (75.7%),
Sweden (72.2%), Austria (71.6%)
and Germany (70.9%). Three Mem-
ber States were less than 2 percent-
age points short: Cyprus and the
United Kingdom (both 69.9%) and
Finland (68.7%). In 2008, these three
exceeded the target, but the eco-
nomic crisis resulted in their rates
dropping to just beneath the thresh-
old. At the other end of the scale, six
Member States remained a consider-
able distance from the target, with
rates of over 10 percentage points
below, namely Malta (54.9%), Hun-
gary (55.4%), Italy (57.5%), Romania
(58.6%), Poland (59.3%) and Spain
(59.8%). The low rates in Italy, Poland
and Spain have a substantial impact
in pulling down the EU average.

Regarding the EU target for the
female employment rate, progress
has been better. In 2009, 58.6% of
working-age women were employed
- a shortfall of only 1.4 percent-
age points compared to the Lis-
bon target. Since 2000, considerable
progress has been made in expand-
ing female employment, with the
employment rate for women increas-
ing by almost 5 percentage points,
although the rate decreased by 0.5
percentage points in 2009 compared
with 2008.

In 2009, 14 Member States had
a female employment rate at, or
above, the Lisbon target of 60%
(Chart 65). However, most of the
remaining Member States were still
a long way from reaching the target,
with four more than 10 percentage
points short, namely Malta (37.7%),
Italy (46.4%), Greece (48.9%) and
Hungary (49.9). In four Member
States (Estonia, Ireland, Spain and
Latvia) the labour market situation
deteriorated significantly in 2009,
with a decrease in their female
employment rates of more than 2
percentage points compared to the
previous year. In a longer-term per-
spective, and against the general

trend of expanding female employ-
ment in the EU, Romania, Hungary
and the Czech Republic have reg-
istered virtually no progress at all
since 2000.

In most Member States the gender
gap in employment rates remains
substantial (Chart 66). This is par-
ticularly the case in Greece, Italy, and
Malta where the employment rate
for men is more than 20 percentage
points higher than that for women.
In a further 15 Member States, the
gap lies between 10 and 20 percent-
age points. In contrast, in Finland
and Sweden the employment rates

for men and women differ by less
than 5 percentage points, and are
broadly the same in Estonia, Latvia
and Lithuania.

In contrast to the decline in employ-
ment rates observed for other age
groups, the EU employment rate for
persons aged 55-64 increased slight-
ly in 2009, rising by 0.4 percentage
points on 2008 to 46%. Although
the rate has risen substantially since
2000, increasing by almost 9 percent-
age points, it still falls 4 percentage
points short of the target set by
the 2001 Stockholm Council of an
employment rate of 50%.

Chart 64: Employment rates for Member States, 2000 and 2009
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Source: Eurostat, EU LFS.
Note: Data for RO 2002 instead of 2000.

Chart 65: Female employment rates for Member States, 2000 and 2009
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Note: Data for RO 2002 instead of 2000.
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Chart 66: Employment rates for Member States by gender, 2009
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Chart 67: Employment rates for persons aged 55-64 for Member States, 2000 and 2009
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Chart 68: Activity rates for Member States by gender, 2009
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In 2009, only 11 Member States had
an employment rate for persons aged
55-64 of above 50%, with Portugal
just edging back below the target in
that year. However a considerable
number of Member States remain
more than 10 percentage points short
of the Stockholm target: Belgium,
France, Hungary, Italy, Luxembourg,
Malta, Poland, Slovenia and Slovakia.
Luxembourg madesignificant progress
in 2009, with the rate increasing by
4 percentage points. Slovenia also
showed substantial progress, with its
rate rising by close to 3 percentage
points. With a value of less than
30%, however, Malta had the lowest
employment rate for older persons
among all the Member States, hav-
ing made no significant improvement
since 2000 (Chart 67).

Despite the recent setback in employ-
ment rates brought about by the crisis,
substantial progress has been made in
EU labour markets since 2000. Until
the crisis hit, the number of people in
employment had increased by around
16.5 million between 2000 and 2008
and, even with the impact of the cri-
sis, the increase was still almost 12.5
million, or 6%, in 2009 compared
with 2000. The longer term progress
particularly reflects the substantial
increases since 2000 in employment of
women and especially of older work-
ers aged 55-64 (whose employment
has risen 43%). In contrast, employ-
ment of young people aged 15-24
has declined by almost 8%, reflecting
both that they have been hit particu-
larly hard by the crisis and the trend
of young people remaining in educa-
tion longer.

The marked rise in the employment
of women reflects their increasing
participation in the labour market,
in part due to the greater avail-
ability of more flexible working
arrangements, especially part-time
work, and their improved skill levels.
For older workers it partly reflects
the impact of active ageing strate-
gies and pension reforms that have
encouraged people to remain in
the labour market longer, together
with age composition effects on the
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older population combined with the
cohort effects of increasing female
participation in the labour market.

5.2.2. Activity rate

In 2009, 71% of the working-age
population in the EU-27 was active
on the labour market (i.e. either
employed or unemployed). Partici-
pation rates ranged from as high as
almost 81% in Denmark to as low as
59% in Malta, with more than half of
the Member States displaying rates in
excess of 70%, while Hungary, Italy,
Poland and Romania joined Malta in
recording rates of less than 65%.

Activity rates vary significantly
between men and women. For women
the activity rate was slightly above
64% in 2009, compared with 78%
for men (Chart 68). This inequality
varies considerably between Member
States. Differences of more than 20
percentage points can be observed in
Greece, Italy and Malta, with Cyprus,
the Czech Republic, Ireland and Spain
also showing relatively large differ-
ences. In contrast, the Nordic and
Baltic States display relatively small
differences. Member States with the
largest gender differences in activity
rates are also generally those that are
furthest from reaching the Stockholm
target on female employment.

5.2.3. Unemployment

Unemployment in the EU rose sub-
stantially for both men and women in
2009, although the rise was stronger
for men. The unemployment rate
for men rose to 9%, up from less
than 7% in the previous year. Before
that, the rate had been declining
gradually since 2004 when it peaked
at 8.5%. For women unemployment
had previously been higher than for
men, but in 2009 that difference
disappeared due to the more lim-
ited increase in female unemploy-
ment. In contrast to the situation
for men, the unemployment rate for
women is substantially below the
levels observed in the first half of the

decade, when rates of close to 10%
were regularly recorded (Chart 69).

The overall EU unemployment rate
stood at 8.9% in 2009, but with nota-
ble differences across Member States.
Rates of 10% or more were recorded
in Hungary (10.0%), Ireland (11.9%),
Slovakia (12.0%), Lithuania (13.7%),
Estonia (13.8%), Latvia (17.1%) and
Spain (18.0%). In contrast, the Nether-
lands recorded the lowest unemploy-
ment rate, at 3.4%, while Austria also
had a rate below 5%.

While the unemployment rates of men
and women are now practically the
same at EU level, there are consider-
able differences across Member States

(Chart 70). In Greece the unemploy-
ment rate of women is much higher
than that of men, with a difference
of more than 6 percentage points. In
addition, in the Czech Republic, Italy,
Luxembourg, Portugal and Slovakia the
unemployment rate of women is more
than 1 percentage point above that
of men. However, in several Member
States it is the other way around with
unemployment rates of men being
higher than for women in 2009. This
is notably the case in the Baltic States
and Ireland where the difference is
more than 6 percentage points. These
Member States were the ones most
severely hit by the recent economic cri-
sis, which particularly affected indus-
tries dominated by male employment.

Chart 69: Unemployment rates in the EU by gender, 2000-2009
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Chart 70: Unemployment rates for Member States by gender, 2009
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Chart 71: Youth unemployment rates for Member States by gender, 2009
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Chart 72: Youth unemployment ratio in the Member States, 2009
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Chart 73: Part-time and fixed-term contracts,
and self-employment in the EU, 2000-2009
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The labour market situation of young
people remains a serious concern, with
this group being particularly vulner-
able in their initial steps on the labour
market. In 2009, the EU youth unem-
ployment rate (i.e. the share of unem-
ployed among the labour force in the
15-24 age group) was 19.6% - about
twice that for adults aged 25-54, and
more than 4 percentage points higher
than in 2008. In several Member States,
the problem seems particularly severe,
with youth unemployment rates of
25% or higher in the Baltic States,
Greece, Hungary, Italy, Slovakia, Spain
and Sweden in 2009 (Chart 71).

The particularly high unemployment
rate for young people partly reflects
the fact that figures for unemploy-
ment rates are determined relative
to the labour force (those who are
either employed or unemployed).
Since many young people are in
education, and often do not appear
as part of the labour force (although
they may do where students study
and work at the same time), this
rate can be perhaps misleadingly
high as well as difficult to compare
across Member States. An alternative
or complementary measure, which
allows us to gain a fuller understand-
ing of the labour market situation
for young people, is the youth unem-
ployment ratio (i.e. unemployed peo-
ple aged 15-24 relative to the total
population of the same age).

In 2009, on average almost 9% of
all people aged 15-24 were unem-
ployed in the EU-27. Again Spain has
the highest share at more than 17%
but the unemployment ratio was also
relatively high in Estonia, Finland, Ire-
land, Latvia, Sweden and the United
Kingdom, all with shares of more than
10% (Chart 72). In the case of Bel-
gium, Greece, Hungary, Italy, Portu-
gal, Romania and Slovakia, the unem-
ployment ratios give a less negative
picture than the unemployment rates,
with ratios lower than the EU aver-
age while the unemployment rates
are considerably higher. The opposite
is true for Ireland, Sweden and the
United Kingdom however, where the
ratio figures suggest that the labour
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market situation of young people is
relatively more serious than suggested
by the unemployment rates. The pic-
ture regarding gender is also clearer if
ratios are considered - Greece is then
the only country where unemploy-
ment for young women is substan-
tially higher than for young men.

5.2.4. Contractual
arrangements

In 2009, almost 19% of those in
employment in the EU were work-
ing part-time (Chart 73) - a share
that was up compared to the year
before, after having been more-or-
less stable in recent years. Less than
14% of employees had a fixed-term
contract in 2009, the share having
decreased by about 0.5 percentage
points per year since 2007, following
a steady rise between 2002 and 2007.
The share of temporary workers fol-
lows developments in the economic
situation quite closely. Finally, about
16% of workers were self-employed
in 2009, which is more-or-less in line
with the two previous years.

In a longer-term perspective, part-
time employment has accounted for
a significant part of the overall expan-
sion in employment in the EU since
2000, even though full-time jobs still
account for the majority of employ-
ment creation in this period. At the
same time, permanent jobs account
for the vast majority of overall
employment growth since 2000, with
fixed-term jobs accounting for a much
smaller, but still important, share.

The incidence of part-time work var-
ies considerably between Member
States. Its share in total employment
in 2009 ranged from 48% in the Neth-
erlands, where the share of part-time
employment is considerably higher
than in any other Member State, to
less than 4% in Bulgaria and Slovakia
(Chart 74). Relatively high shares of
25% or more are found in Denmark,
Germany, Sweden and the United
Kingdom, but the overall share of
part-time employment remains low
in most of the new Member States

and Greece. This illustrates the strong
geographical division in the use of
part-time employment, it being rela-
tively uncommon in southern and
eastern Member States and relatively
frequent in northern Member States.

Women commonly work part-time
in a number of Member States. In
the Netherlands, more than 75%
of female workers did so in 2009,
while 40% or more did so in Aus-
tria, Belgium, Germany, Sweden and
the United Kingdom. For men part-
time work is relatively uncommon,
accounting for more than 10% of
male employment only in Denmark,
Ireland, the Netherlands, Sweden
and the United Kingdom.

Fixed-term contracts are relative-
ly common in Spain and Poland,
where 25% or more of employees
had such a contract in 2009. In con-
trast, temporary work accounts for
less than 5% of employees in Roma-
nia, Slovakia and the Baltic States.
Fixed-term contracts are more fre-
quent among female than male
employees in most Member States,
although the average difference
at EU level is limited. In Cyprus the
share of fixed-term contracts for
women was 20% in 2009 while, for
men, it was only 7.5%. Finland and
Sweden also displayed considerably
higher shares of fixed-t