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Employment Policy and its Problems



Schmid , The Dynamics of Full 
Employment , 2002



Transitional Labour Markets Framework

Schmid , The Dynamics of Full 
Employment , 2002



Employment, its 
Forms and 

Context

TLM –
transitional 
labour markets

Schmid , The Dynamics of Full 
Employment , 2002, s. 280

Figure shows the segments of 
the employment system and the 
possible flows, or labour market 
transitions, between these 
segments



Unemployment
• Problem of unemployment

– High skilled workers

– Low skilled workers

• Which are more affected by unemployment?

• Why the answer points on low-skilled?

– wage-setting institutions

– employment regulation

– globalization

– monetary policy



Wage Setting Institutions

• Minimum wage

– Statuatory

– Collective bargaining

• Coordinated between different sectors and levels of 
economy or without coordination

• Centralised or decentralised

• How minimum wage affects unemployment 
and why? What affects minimum wage, in 
what direction and why?



Social Transfers
• Unemployment insurance benefits

– More or less generous, usually in relation to previous 
wage

• Unemployment assistance benefits

– Less generous then unemployment insurance, 
usually means-tested and for long-term unemployed

• How social benefits for unemployed affect 
unemployment and why? What affects social 
wage for unmeployed, in what direction and 
why? 



Active Labour Market Policy
• Employment services and individual case 

management increase the efficiency of the job 
search process

• Training programmes improve unemployed 
workers’ competencies and – often combined 
with hiring subsidies – make them more 
attractive to prospective employers

• Job-search monitoring makes the unemployed 
more willing to accept jobs and thus lowers 
their reservation wage



Employment Protection

• Is it easy to hire and fire employees?

– If the answer is yes we have low or no 
employment protection

– If employer should consult all fire decisions with 
labour unions and/or public employment agency 
we have very strict employment protection and 
dissmisal regulation 

• How employment protection affects 
unemployment and why?



Globalization

• Low skilled in rich countries employment 
prospects and low skilled workers in emerging 
economies

• low-skilled native employment prospects and 
low-skilled immigrant influx

• How internationalization of trade and higher 
immigration affects unemployment and why?



Monetary Policy

• Long lasting recessions and low-skilled 
workers employment prospects in comparison 
to high-skilled

• Real interest rates management by central 
banks and depth and duration of recessions

• How central banks behavior affects economic 
downturns and why? What we can do about 
it?



All Independent  
Variables

Dependent 
Variable

Low-skilled 
unemployment 
Unemployment rate of 
workers with only basic 
education



The gap in unemployment rates 
between low- and high-skilled

• Average gap was 2.2

– 3.7 in Germany

– 3.2 in Austria and Belgium

– 3.2 in the USA

– 2.7 in Ireland

– 2.4 in the UK and Australia. 

– 1.5 or less in the Scandinavian and the 
Mediterranean countries



What is not supported by evidence
• The data provide no support for the 

hypotheses that

– strict employment protection goes along with 
higher unemployment of low-skilled

– low-skilled unemployment is linked to the level of 
legal minimum wages

– higher wage inequality is associated with less 
unemployment among low-skilled workers

– generosity of unemployment benefits is linked to 
the low-skilled unemployment



What is supported by evidence?

• The data provide support for the hypothesis 
that

– investment in ALMP seems to pay off in form of 
lower unemployment of low-skilled workers

– high real interest rates over an extended period 
are associated with significantly higher 
unemployment rates of low-skilled workers



Overall Conclusion
• ALMPs (efficient job-placement services, adequate 

training programs and strict job-search controls) and 
the adjusted to it unemployment benefit system 
seems to contribute to enabling people to move 
from welfare to work 

– reforms simultaneously aimed at giving the unemployed 
better job-search assistance and at tightening the 
conditions that apply to receiving benefits (Netherlands 
and Denmark)

• Monetary policy should be used to support 
aggregate demand to shorten recessions



Slightly Different Story

• What if strict employment protection is, 
however obstacle to employment growth and 
unemployment decline?

• Then in addition to wise monetary policy we 
need flexible labour market and ALMP with 
unemployment benefits from insurance and 
assistance accordingly adjusted

• Flexibility and security = FLEXICURITY



Types of Flexibility 
and Security

Flexicurity and 
Beyond, 2007



Golden Triangle of Flexicurity 

Balance between
flexibility and 

security

Motivational effect – 1) Generous social security 
facilitates taking risk of job change; 2) unemployed with 

longer unemployment ar more motivated to job 
searching if they are unwilling to participate in ALMP

Skills effect – unemployed in ALMP programs 
improve their skills and it increases their 
chances to employment

T. Bredgaard , F. Larsen, 
Comparing Flexicurity in Denmark 
and Japan, s. 11-12

Arrows means
flows of people



Flexibility and Security Dimensions

Flexicurity and 
Beyond, 2007



Social Insurance Policy



Social Security and Social Assistance
Charter of Fundamental Rights of European Union
Article 34 Social Security and Social Assistance

Social protection is social security 
and social assistance

Social security is social insurance and 
social assistance

OR

Two slightly different ways of saying about the same area



Different Types of Social Insurance 
Schemes

• Obligatory contributions to insurance funds 
and the right to
– Retirement pensions

– Disability pensions

– Sickness benefits

– Injury benefits

– Unemployment benefits

– Maternity benefits

– Other risks and compensation benefits



Why Reform Pensions Systems?

Life expectancy 
at birth



Why Reform Pensions Systems?

Life expectancy at 65 in years, men and women, 2006



Why Reform Pensions Systems?

OECD Pensions at
Glance 2009



Why Reform Pensions Systems?



Redistributive components 
of pension systems are 
designed to ensure that 
pensioners achieve some 
absolute, minimum standard 
of living. 
Savings components are 
designed to achieve some 
target standard of living in 
retirement compared with 
that when working.
Voluntary provision, be it 
individual or employer-
provided, makes up a third 
tier.

Different types of retirement-income 
provision



Some Explanations

• Defined Benefit - the retirement income depends on the 
number of years of contribution during the length of the 
working life and on the individual earnings

• Defined Contribution - contributions flow into an 
individual account. The accumulation of contributions 
and investment returns is usually converted into a 
pension-income stream at retirement

• Notional accounts – similar to DC but both the incoming 
contributions and the interest charged to them exist only 
on the books of the managing  institution



Higher to poorer Flat rate 
for all

Minimum pension 
when pension 
income is below 
certain point



Typology of Pensions Reform

• Parametric reforms have maintained unchanged the pay-as-
you-go (PAYG - DB) but made substantial changes to their 
underlying rules – such as those on the accrual of pension 
entitlements, the age at which benefits can be received, and 
the contribution periods required.

• Systemic reforms i.e. moving away from the PAYG defined-
benefit (DB) structure and adopting new defined-contribution 
(DC) type schemes. 
– World-Bank inspired multi-pillar reforms that set up systems of 

personal accounts (e.g. Slovak Republic, Estonia and Hungary) 

– non-financial defined contribution (NDC) systems (e.g. Sweden, Italy, 
Poland and Latvia)



Parametric Reforms 

Increasing number
of contribution
years, scaling back 
of the early 
retirement schemes

move away 
from uprating
of current 
pensions in 
line with 
earnings to 
price uprating

changing the 
pensionable 
salary period –
lengthening it over the
last and best years



Reforms and Pensions Generosity

Ratio of average 
public pension 
relative to output 
per worker



Reforms and Pensions Generosity

Take-up pensions by 
under 65 years old 
to 65+



Current Generosity

Median individual pension 
income of retirees in relation 
to median earnings of 
employed persons aged 50-
59, excluding private 
pensions and public social 
benefits other than pensions



Generosity and Risk of Poverty Rate 

Total – for men and women



Hypothesis

• We anticipate decline in pensions generosity 

• Given the relatively strong negative 
relationship found between the generosity of 
public pensions and the at-risk-of-poverty 
rates, the anticipated decline in generosity is 
expected to result in an increase in at-risk-of-
poverty rates among the 65+



Rrojections of Poverty Rates for 65+

These projections 
must be interpreted 
with caution. In 
particular, it must 
be stressed that they 
assume that the 
decline in state 
benefits is not 
compensated by 
individuals´
behavioural
responses to work 
longer or accrue 
greater income from 
private pensions 



Three Main Issues
• To what extent individuals are aware  of the impact 

of the changes that are happening in the pension 
system, and whether they are trying to 
accommodate these by increasing their savings and 
employment;  

• In the absence of a positive behavioural change, will 
certain groups, particularly lower income earners 
with a worse state of health and less employable 
skills, be able to adjust their working lives to 
maintain their living standards in retirement;

• Will these reforms prove to be politically sustainable 
in the face of growing elderly electorates? 


