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Foreword

Thepresent study ispart of thelLO'sfollow-up to Commitment 3 of the Declaration and
Programme of Action of the World Summit on Social Development in Copenhagen in 1995.
Commitment 3 reiterates the importance of full, productive and freely chosen employment, asa
basic conditionfor social progressamong UN organizations. The IL O hasaspecific responsibility
for monitoring the progress made by countriesin the fulfilment of Commitment 3.

In addition to the preparation of Country Employment Policy Reviews (CEPRS) in the
developing and transition countries the ILO also decided to review progress of some OECD
countries towards full employment. Among the countries experiencing improvements in their
labour markets in recent years, four smaller European countries (Austria, Denmark, the
Netherlandsand Ireland) were selected. Contrary to some of the bigger European countries, these
four countries have been experiencing an impressive labour market recovery, or have maintained
alow level of unemployment over thelong term. For each of these countries, anational CEPR was
prepared in consultation with the social partners and the governments.

The present CEPR shows the achievementsof Denmark. Unemployment hasdeclined to
half itsformer level in recent years and employment rates both for men and women are the highest
in Europe. Employment growth has also accelerated lately. A policy of wage moderation and
labour market reform carried out jointly by the social partners and the government is one of the
main reasons for the Danish success. Also an effective macro-economic policy explains progress
onthelabour markets. Anactivelabour market and education and training policy which supported
labour market mobility is athird factor explaining the Danish labour market revival.

But Denmark al so faces some difficulties. While youth and long-term unemployment are
on lower levels, they remain policy chalenges. The ending of some of the early retirement
provisions might lead to higher unemployment among older workers. Thereisalso the emergence
of bottlenecks in certain areas of the labour market while at the same time a large number of
people are still in labour market schemes.

Thisreport, together withthose on Austria, Ireland and the Netherlands, form part of the
project on Country Employment Policy Reviews in selected OECD countries. Two other
publications are planned under this activity: Peter Auer "Employment revival in Europe: Labour
market successin Austria, Denmark, Ireland and the Netherlands (1L O, Geneva, forthcoming) and
Peter Auer (ed.) "Labour market institutions for decent work (ILO, Geneva, forthcoming).

Gek-Boo Ng
Chief
Employment and Labour Market Policies branch
Employment and Training Department
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Preface

Thisreport containsthe Danishcontributionto I L O'sprogrammeon Country Employment
Policy Reviews.

Thereport coversthe subjectsprescribed for al thecountry reports. However, thestructure
of the presentation is adapted in order to fit the special features of the Danish case.

Inpreparing thereport, | have been muchinspired by the advice of the project coordinator
Peter Auer of ILO and have also received support from other ILO staff membersin the form of
stati stical material . Also commentsfromthe Danish Ministry of Labour, theDanish socid partnersand
the participantsinan | L O-workshopin Genevain October of 1998 havebeen very helpful. However,
responsibility for the final result lies, as usual, with the author.

Skadskar, December 1, 1998
Per Kongshgj Madsen



1. The Danish employment miraclein the 1990s

Thischapter setsthestagefor the subsequent analysis. It describesthe performance of theDanish
labour market bothinthe short and inthelong runand outlinesthestructure of thefollowing chapters.

Miracle #1: The fall in unemployment 1994-1998

Inrecent years, Denmark ismoreand moreoften referred to asacountry wherean employment
"miracle” has taken place. When one takes alook at the official figures of the registered rate of
unemployment, thereissomejustificationtothisview. Figure 1.1 showsthe number of unemployed
as a share of labour force from 1950 to 1999." The figure depicts the strong fluctuations in the
unemployment rateover thelast fivedecadesyears. Since 1973 unemployment hasbeenrisinginthe
characteristic stepwisefashionwhichisa sofoundinmany other OECD-countriesindicating hysteresis
asbeing aprominent feature of current unemployment. Finaly, one notestheremarkablefal inthe
unemployment rateover thelast 3-4 years- from12.3 percentin 1993to 7.8 percentin 1997. Alsoin
1996, standardi sed unemployment in Denmark waslower thaninthe Netherlands, United Kingdom,
Germany, Sweden and France. Itisthisdramati c recent devel opment which hascreated theimpression
of an employment miracle in Denmark.

Other indicatorssupplement thispictureof animpressiveperformanceasfar asthelabour market
isconcerned. From 199310 1998, total empl oyment hasincreased by 164,000 personsor 6.5 percent.
Hereof, private sector employment accountsfor 118,000 persons(agrowth of 6.7 percent). Thenumber
of long-termunempl oyed hasbeen halved?, and the rate of youth unemployment isbel ow 5 percent.

Figure 1.2 shows the strong growth in GDP, especialy in 1994, and the growth in total
employment catching un during the following years.

Addedtotheimpression of anextraordinary successin creating anew start for employment and
economic growthisthe fact that the fal in open unemployment from 1994 to 1998 hastaken place
without the expected riseininflation, cf. figure 1.3, which showsthegrowthinconsumer pricesand
hourly wages in manufacturing from 1993 to 1999.

Findly, asshowninfigurel.4, the current upswing hasled to aconsiderableimprovementinthe
balance of the public budget, mainly due to the automatic effects on tax revenues from increase
economic activity. Ontheother hand, the balance of paymentshascomeunder some pressure, dueto
the increased demand for imports following from the strong increase in internal demand.

While the devel opment on the exter nal balance and the public budgetsfollows the expected
patterns of a macroeconomic upswing, the combination of a strong growth in employment, a
halving of unemployment and stableinflation, seemsto indicate that Denmark unlike most of the
large Eur opean economies has over come some of the trade-offsand conflicts usually associated
with along-lasting economic upswing. An important purpose of thisreport isto takea closer |ook
at this development.

Miracle #2: The high employment rate in the long run

Furthermore- and to some observersmaybeeven more surprising thanthecurrent upswing- is
thefact that the outstanding empl oyment performance of the Danish economy isalso of alonger term
nature. If one compares the employment rations of different OECD countries, Denmark has for
decades had one of the highest shares of employed personsin the adult population, cf. figure 1.5
showing the employment rate of Denmark compared to a number of other OECD countries and
figure 1.6 showing the Danish employment rate and participation rate from 1950 to 1997. The
main explanation for thegrowthinthe Danish parti cipationrateand the high employment rate compared

1 The unemployment figure is based on registered full-time unemployment. Figures for 1998 and 1999 are forecasts
from the Ministry of Economic Affairs (October 1998). In the remainder of this chapter the publication from the Ministry of
Economic Affairsis used as the basic source for data on GDP, employment, externa balance, inflation and public budgets.

2 Measured by the number of unemployed which are unemployed for more than 80 percent of the year.



tomost other countriesisof coursethehigh and rising participation ratefor women, which again must
be seenincloserelationwiththe Danishwelfarestate creating thechild-careingtitutionsallowing the
women to work and at the same time providing a supply of jobs for working women.

The purpose of this study

The purpose of this study is to take a closer look at the "Danish model”. Has it devel oped
some unique features which enablesit to overcome the traditional obstacles of economic growth
and the often assumed barriers to high employment in a welfare state? And is it furthermore
possibleto transfer some of the positive experiencesfrom Denmark to other countries? What can
be learned from the Danish case?

Intheattempt to understand the specific factorsbehind thetrendsin the Danish economy and on
the Danishlabour marketinrecent years, thestudy first takesan overview Danishmode of thewelfare
state (chapter 2). It stressestheimportant role of thewelfarestatein the production of servicesand
describesthesystemsfor redistribution and taxationin Denmark. Someold and new problemsof the
Danishwelfarestatemodel arediscussed. . ....... Chapter 3isthe main contribution to make the
reader understand thefunctioning of the Danish employment system. It presentsthe most important
traits of the labour market, unemployment and industria relations.

Onthisbackground, thefollowing two chapterstakeacl oser |ook at the changesonthe Danish
labour market since 1993. Themacro-economic devel opment i sdiscussed in chapter 4withemphasis
ontherole played by the combinationof aninitial fiscal stimulusto the economy and astrong growth
inprivatedemand mainly caused by aboominthe housing market. Thereforethespecia featureof the
upswingwasnot theroleplayed by thedemand side, but thefew signsof inflation which hasuntil now
been seen in spite of the return to strong economic growth.

Themainthrustintheanalysi sof thecurrent upswingisput inthechangesonthelabour market
andinlabour market policyinrecent years. Inthefirst part of chapter 5, Danishlabour market policy
ispresented bothasfar ascontent and processesare concerned. How ispolicy formed andwhat arethe
mainelements? Chapter 5thenlooksat thenew activelabour market policy of the 1990swithemphasis
onthelabour market reform of 1994. Thecontent of thenew policy isdescribed focusing onboth new
instrumentslikejob-rotation and new formsof designand implementationfollowing fromthestrong
decentralisationwhichwasanintegra part of thereform. Thereformwasfollowed by acomprehensive
eva uation programmefromwhichthemain resultsof both micro- and macro eva uationsare presented.

Finally, chapter 6 sumsup theanalysisof thereport and presentssomeof themainlessonswhich
maly beuseful also for other countriesaming at combining lower unemployment with stability inlong-
term economic devel opment.

The data

Part of thedataused aretaken from the CEPR-project databaseprovided by thelLO. Theseare
referred to by CEPR and table no. Other data are taken mainly from Danish sources and are
documentedinthetext. Ingenerd it hasbeen attempted to updatetablesandfiguresinorder toinclude
datafrom 1997. In somecaseshowever, even when morerecent dataareavailablefrom Danish sources
thanthe onescited inthe CEPR-project data base, the latter hasneverthelessbeenusedin order to
ensure the comparability with the other three country studies.



Figure 1.1: Registered unemployment as a per centage of labour force, 1950-1999.
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Figure 1.2: Growth ratesfor GDP and total employment, 1993-99.
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Figure 1.3: Inflation (consumer prices) and growthin hourly wagesfrom 1993to 1999.
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Figure 1.4: External balance (balance of payments) and inter nal balance (public budgets)
as ashare of GDP, 1993-99.
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Figure 1.5: The share of employed personsin the age group 15-64 years, 1997.
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Figure 1.6: The Danish employment/population ratio and the participation rate (work-
force/population) for age groups 15-64 years, 1950-97.
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2. The Danish model of the welfare state

TheDanishwelfarestateisoften presented asan exampl eof theso-called " Scandinavianwelfare
state model" involving:

* the basic ided of wanting to establish a distribution of resources which differs from the
distribution created by the market;

*  the"principle of universalism" implying that al citizens are éigible to the same basic level of
socia welfare, education, housing, health services etc,;

*  the"principleof compensation” implying that handicapped membersof society should be entitled
to economic assistance making them able to live anormal life;

* the use of ageneral taxation system to finance the expenditures of the welfare state;

*  thehighdegreeof unionization of thelabour market and the corporativecharacter of the political
system dominated by Social Democratic Parties.

However, theNordic countriesdo to somedegreediffer fromoneanother inthe way, in which
their welfare states are organized. Thus, three outstanding aspects of the Danish model are:

* the heavy reliance on direct income taxation in financing the public sector, while social
contributions play a minor role;

*  thetraditionfor havingwagesandwork conditionsdetermined by collective negotiations and few
examplesof legal regulationsof thelabour market; thuslabour market policy traditional ly isless
interventionist than for instance in the Swedish mode!;

*  ahighdegreeof market conformity anda"liberalistic styl€" asfar as economic policy, industrial
policy, incomes policy etc. are concerned.

With respect to social, political, religious and cultural values, the Danish population is
characterized by ahighdegree of homogeneity. Thus,in 1997, only 6.4 percent of thepopul ationwere
immigrantsor descendantsof immigrants, whereof about half werefrom lessdevel oped countries. In
2020 these shares are expected to riseto 13.1 and 7.9 percent respectively.® To thiscan be added a
political syssemwith proportional votewhichleadsto alargenumber of partiesinthe Danish Parliament
and - followingfromthat - along history of minority and coalition governmentshaving toimplement
their strategies through political compromises.

Therest of thischapter deal swith the perspectivesfor thedevel opment of the Danishversion of
the" Scandinavianmodd™. It a so discussesthe consequencesof thecloser integration of Denmark with
therest of the EU-countriesboth politically and economically. Themain pointsto bestressed arethe
effectsof tax harmonization and of increased international mobility of labour. But firstly, the next
section deals with some "stylised facts' of the Danish welfare state.

2.1 The stylised facts of the Danish welfare state

In Denmark, the public sector accountsfor approx. 31 percent of total employment. Public
consumption constitutesabout 40 percent of total publicexpenditure. Thisiscaused by thefact that the
Danish public sector isresponsible for the production of the vast mg ority of servicesinthe areas of
social security, healthand education. Thusinthe Danishmodel, thewelfarestatetakes careof these
important areas by producing and delivering the servicesitsalf, instead of | etting institutionsinthe
privatesector taketheresponsibility for producing for instanceheal thservices. By example, private
hospitals are very rare in Denmark.

Theother large expenditureonthe public budget, apart from public consumption, areincome
transfersto households. They account for about onethird of total public expenditures. Thepublic sector
isresponsible for paymentsto old-age pensions, unemployment benefits, social security, housing
allowances, child allowancesetc. A characteristic featureisthat these paymentsaremadeout of the

3 Cf. Satistiske Efterretninger, Befolkning og valg, 1997:16, tables 15 and 17. Theforecasts are based on unchanged patterns
of migration compared with today and a gradual convergence between the fertility of immigrants and non-immigrants.
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general public budget and only in a few cases and to a limited extent financed by individual
contributions. Thisisthecaseevenfor someareas|ikeunempl oyment benefitswhereunempl oyment
insuranceisorganised by private unemployment insurancefunds. Also here contributionsfromthe
individual members only covers about 15 percent of total expenditure.

A consequenceof theuniversalistic natureof the Danishmodel isfurthermore, that therightsfor
theindividual citizen asfar aspensions, health careetc. areconcerned, arenot related totheindividua's
labour market history, but basically arerightsfor all Danish citizensand otherswithsimilar statusliving
in Denmark.

The shareof thepopulation receiving transfer incomehasincreased dramatically inthelast 30to
40years. Thusin 1960, 189,000 persons or 6 percent of the adult popul ation (aged 15-64) livedon
someform of transfer income (unemployment benefits, social security, early retirement pensionsetc.)
or wereactivated inlabour market programmes. In 1994 thisfigurehad risento 1,018,000 personsor
about 29 percent of theadult popul ation.* Inthe debatesabout thefutureof theDanishwelfarestate,
this figure not surprisingly plays an important role. During the same period the share of the
economically active popul ation of theadult popul ation hasbeenremarkably stable (approx. 73 percent).
Thus the growth in the number of persons on transfer income mainly reflects a change from
informal support of theeconomicallyinactive (inthefamily) to support by thepublic sector. Forty
yearsago, the family wasthe economic base of those adultsnot having their ownincome. Today the
economic base is the public sector. In many respects this change, which is closely related to the
increased participation rate of women, isoneof themost dramatic changesin the Danish society over
the last decades.

Most of the activitiesof the Danishwelfarestatearefinanced by general taxation. In 1994 total
tax revenueamounted to alittlemorethan 50 percent of GDP. Of totd tax revenues, approx 61 percent
stemsfromdirect taxation, mostly from personal incometaxation. Indirect taxesaccount for about 32
percent of total revenue. Herethemain sourceistheVAT. Contributionsto social security amountsonly
to about 3 percent of thetotal income of the public sector. The same goesfor corporatetaxation. In
recent yearsthe so-called " greentaxes" on energy consumption etc. had played onincreasingrole, but
still cover only alimited share of total taxation (approx. 5 percent)

Asaconsequenceof the highlevel of incometaxation, averageand marginal incometax ratesare
rather high. Thusaveragetax rates (including socia security contributions) for typical incomesand
family Stuationsvary between approx. 37 and 53 percent (CEPR databank). Themargind taxationrate
for atypical production worker (according to OECD-figures) is approx. 55 percent (1994).°

Withboth high marginal income tax rates and high VA T-rate (25 percent), the resulting "tax
wedge" isgenerally considered the strongest driving force behind both undeclared work and do-it-
yourself activities. Evenat apriceinthe"black economy" of about 50-60 percent of the"white" price,
the resulting net income for the seller will be higher when not declaring the transaction. The total
number of hoursworked inthe black sector isestimated to about 100,000 jobsin 1994. Thiscanbe
comparedto atotal employment in Denmark of 2,585,000 personsin 1994. M easured asashare of
GDP, the black economy is estimated by G. Viby Mogensen (1995) to 3.1 percent in 1994.

Alsothe combinationof highmargina tax ratesevenfor low-incomegroupsandahighlevel of
compensation in the unemployment benefit and social security system implies that the individual
economic incentivesto leave unemployment areoftenlimited. Thusarecent study fromthe Danish
Rockwool Foundation estimatesthat in 1996 10 percent of theempl oyed membersof unemployment
insurancefundswoul d have ahigher income asunempl oyed that asemployed. For unskilled workers
theshareisabout 20 percent (Smith, 1998, Table 7.4). Thesamereport al so showsthat between one-

4 Own calculations based on Velfaardskommisssionen (1995), table 6.2. The persons are measured in full-time
equivalents.

5 Danish Government (1997), p. 100.
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third and one-quarter of theunempl oyed do not expect animproved economic situation, if they geta
job (Smith, 1998, Table 7.7).

2.2 Internal problemsof the Danish welfare state

Longbeforethediscussion of theexternal pressuresonthe Danishwelfarestate, acritical debate

had started focusing on a number of internal problems:
*  thehightax burden leadingtotax evasion, tax resistanceandincentivesfor the black economy;
* the high and rising share of the adult population receiving public income transfers;
*  thediscouragement of individual "self help" infieldslikejob search, private saving and health
care;
* disruption of socia networks,
* demographic factors implying increasing costs of the welfare state due to the ageing of the
population.

Thereactionstothiscritiqueof thewelfarestate- formulated not only by conservativesbut by
membersof most political parties- has beento somewhat reformand "roll back” the Danishmodel
through tax and pension reforms, increasing user feesand introduction of someelementsof "work for
welfare" in the social sector.

2.3 Economic integration and national macro-economic policy

Asiswdl knownthecloser integrationof Denmark inthe EU hasbeenaslow and long-lasting
process. Basically theprocessof integration hasbeen economicinitscharacter. Theopening of markets
of goods, services, labour and capital tointernational competition and mobility hasbeen akey feature.
But asit iswell known from the theories of international politics, there are close bonds between
economic and political integration and integration in different areas of society.

Oneimportant consegquenceof increased mobility of capital istheneed to choosebetween either
floating or "forever fixed" foreignexchangerates. Withcapital fredly floating acrossthebordersof a
country, theuseof strategic deval uationsfromtimetotimeto adjust for diversedevelopmentsinwages
and pricesbecomeslessfeas ble. Thepressurefrom specul ative capital movementsdriven by eventhe
dightest rumour of exchangeratesadjustments, will makepolitical control of theexchangerateimpos-
sble. Faced by the two alter natives mentioned, Denmark has since the early 1980s chosen the
option of the "forever fixed exchange rate", and thus skipped exchange rate policy from the
arsenal of instruments of economic policy. Thisalso impliesgiving up national monetary policy.

Withtheincreased mobility of goods, servicesand factorsof production, differencesintaxation
levelsaremoredifficult to uphold. The demand for international tax harmoni zation putstight restric-
tions on national fiscal policy.

Closer economicintegration thereforel eadsto asituation, wherenational macro-economic policy
isrestricted to variousformsof incomespolicies, which can then be supplemented by sectora policies
like industrial policy, labour market policy and educationa policy. A characteristic feature of
economic policy over the last 15 years therefore has been an increased focus on changes in
economic structures rather than on fine-tuning effective demand.

2.4 Fiscal pressureon the Danish model

Asmentioned, increased mobility of goods, servicesand factorsof productionleadstoapressure
to harmonizetax ratesacrossborders- apressurewhichwill increasewith themobility of thetax base.

Among the EU-countries, Denmark hasavery highover-all tax pressureand - furthermore- a
different distribution of theindividual tax forms. Directincometaxesandindirect taxesplay avery large
rolein Denmark, whiledirect contributionsto socia security and pensonsaresmall. Thereistherefore
asignificant downward pressureon both indirect taxesand income tax rates- apressurewhich has
already led tolowering of someratesof indirect taxation (e.g. onwine, beer and perfume). Also atax-
reformimplemented from 1995 and onwardsimplieslower margina ratesof incometaxationandthe
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introduction of a"grossincometax”, whichhassomesimilarity toasocia contribution paidonthebasis
of earned income.

Thisdownward pressureon taxation hasled, however, to asituation wheremost discussi onsabout
increasi ng the quantity or eventhe quality of the traditional servicesof the Danishwelfarestate has
ceased. Restraint in public expenditureand demandsfor productivity improvementsin public services
are the words of the day. Thus, the fiscal stressisa major restriction on the future devel opment
of the Danish welfare state.

2.5 Social dumping and social migration

A fundamental featureof the Treaty of Rome wasthe free movement of labour inthe European
Community. It hastaken many yearsto remove the formal obstaclesto the mobility of labour and a
totally free [abour market within the EU is still not established.

Theactua mobility of labour hashowever until recently beenlow. Thepresent effortsto extend
free mobility to al citizens of the EU - and not just labour - may change this situation. Increased
mobilityisexpected for highly educated |abour and for |abour inthesectorswith atraditionfor ahigh
mobility withinindividual nationslikeconstruction and transportation. Added to theseexpectationsare
thecons derationsrelated to theimmigrati on pressurefrom the European countriesin Eastern Europa
and South of the Mediterranean.

Theimplementation of the Single European M arket haslead to afear on behdf of theDanishtrade
unions - and other trade unions in Northern Europa - that their members will meet increased
competitionfromworkersin Eastern and Southern Europe, wherewagesand conditionsof work are
inferior tothelevelsinNorthern Europe. Social dumping hasbeenthe central concept of thisdebate.
Speciad emphasi shasbeen put on thedifferencesinwagesiructure between Denmark and theother EU-
countries, the point being that the dispersioninwage-levelsismuch smaller in Denmark. Thiscould
lead to severeemployment difficultiesfor unskilled Danishworkers. It could also mean atendency for
highly educated |abour to migrate out of Denmark.

Another aspect of this evaluation of increased mobility is related to the concept of social
migration. Theunderlying ideaisthat EU-citizenswill tend to move around in the Community, not
drivenby forcesof supply and demand onthelabour market, but by therulesfor becomingeligibleto
public servicesand transfer income. Themoreyouincreasethe potential mobility of all EU-citizens,
themoredifficultitwill beto havevery different welfare-state systemscoexisting inthe Community.

Moreover, special pressurewill be put onthewelfarestates, which are having the principle of
universalismastheir outstanding feature. Some sort of rationing will haveto be established, e.g. by
increasing user feesor by relating digibility to individua contributions paid to pensionsystemsand
socia security systems.

This is the second pressure on the Danish model - the pressure on the principle of
universalism stemming from the increased mobility of persons across the European borders.

2.6 Summingup

TheDanishversion of the Scandinavian model expressesafundamental duality inthesensethat
it combinesalargepublic sector responsiblefor the production of themgjority of welfareservices(like
healthand education) witharather libera attitudeasfar asthefunctioning of the market economy is
concerned. Thegoal of aequal incomedistributionisthenfulfilled at alater stagethrough anextensive
system of income transfers.

Considering the vast scepticism concerning the model's sustain ability inan internationalised
economy expressed fromboth national and international quartersover thelast decades, the Danish
model hasshownaremarkable ability tosurviveand evenflourishinlater years. Onepossibleset of ex-
planations for this situation are related to some specific traits of the Danish employment system.
Therefore the following chapter takes a closer look at the Danish employment system.
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3. The Danish employment system

3.1 Demographics

Measured by the size of its population Denmark is a small country. In 1997 the population
was 5.25 mio. persons, an ow increase from 4.25 mio. in 1950 and 5.12 in 1980. Like in most
other countriesin Western Europe, the populationis expected to be stable over the coming years.
Recent forecasts estimate a dight increase to 5.5 mio. in 2025.

During the same period, the age composition of the popul ationwill change considerably. The
share of persons above 59 years of age will grow from 21 percent of the population today to 26
percent in 2025 - or by 300,000 persons. The share of young persons below 19 years of age will
be stable (22 percent), while the share of adults in working age will fal.® This observation -
together with the rising share of adult persons living on transfer income - has of course caused
concernfor theincreasing burden being put on the economically active part of the population. The
main reactions has been a call for greater private saving to finance old age pensions in the future
combined by attempts to increase the age of retiring from the labour market and to create more
opportunities on the labour market for the hard-to-place, who are now being marginalized to
become recipients of transfer income.

Asalready mentioned in chapter 2, immigrantsconstituteonly aminor part of the popul ation.
In 1997, 6.4 percent of the population were immigrants or descendants of immigrants, whereof
3.3 percent werefrom less devel oped countries. In 2020 these shares are expected to riseto 13.1
and 7.9 percent respectively.’

3.2 Industrial structure

Two aspectsareimportant in describing theindustrial structurein Denmark. Oneistherapid
transformation since the second world war fromthe primary to the secondary and tertiary sectors.
Table 3.1 gives en impression of these changes, which reduced the share of population in the
primary sector from 25.7 percent in 1950 to 5.0 percent in 1994. Behind these changes are of
course aso dramatic changes in the distribution of the population between rural and urban areas
as the employment changed towards the private and public service sector, which increased from
7.9 percent in 1950 til 31.4 percent in 1994. In only four decades Denmark was transformed from
an economy dominated by agriculture and industries related to agriculture to a service economy
with apublic sector responsible for almaost one third of total employment. However, the historical
importance of the agricultural sector istill reflected in the high share of industry taken up by firms
related to agriculture and in the large share agricultural productsin total exports.

Another important aspect of the Dani sh economic baseisthe dominance of smal and medium
sized enterprises in the private sector. In manufacturing only 30 percent of total employment in
1987 was in firms with more than 500 employees. This can be compared to Sweden of Germany
where the smilar share was 53 percent. AlImost 60 percent of the workplaces in manufacturing
industry in 1990 had less than 20 employees.? This size structure is important for understanding
also some of the aspects of the Danish employment system and the interplay between the labour
market and the public sector. We shall return to this point below.

5 Ar bejdsmarkedspolitisk rapport 1996, Arbejdsministeriet, s. 18-19.

7 Cf. Yatistiske Efterretni nger, Befolkning og valg, 1997:16, tables 15 and 17. The forecasts are based on unchanged
patterns of migration compared with today and agradual convergence between the fertility of immigrants and non-immigrants.

8 Hans Linderoth et al: Beskrivende gkonomi, 4. udgave, Kgbenhavn 1993, p. 156.
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A fina point to note about recent developments in the economic structure are the changes
in relation to the energy sector. At the beginning of the first oil-criss Denmark was still heavily
dependent on imported energy and thus suffered from the drastic increased in oil prices. Dueto
the rapid increase in the supply of oil and gas from the North Sea (and to a lesser extent the
increasein"aternative" energy (wind-power etc.) Denmark isnow anet exporter of energy. These
windfall gainsfromoil and gasin the North Sea have had important positive effectson the balance
of payments.

3.3 Thestructure of the Danish labour market

Based on datafrom the CEPR-project data bank, figure 3.1 depicts some basic information
on the Danish labour force.

From 1980 till3 1996 total working-age population increased by 6.8 percent. Both
employment and unemployment increased by approx. 5 percent, while the number of personsin
inactivity grew by aimost 14 percent. Asdiscussed in chapter 2, thisincreaseispart of along term
trend in the way in which the economically inactive persons are supported - moving from being
supported by the family to being recipients of public transfer income.

In 1996 the share of women in total employment was 45 percent, the result of a steady
increase in female participation rates in the postwar period. Only 9 percent of those employed
were employers and self-employed. This group has shown a steady decrease in the last decades -
mainly as a consequence of the decline in agriculture.

Employment and employment rates

The strong business cycle in total employment in Denmark is clearly shown in figure 3.2,
which especidly pointsto the sharp recovery since 1994 in the Danish economy. Also in 1997,
total employment has continued to rise.

Animportant structural aspect of Danish employment isshowninfigures 3.3 and 3.4, which
describe the employment/population rates by gender and age.

Looking first at figure 3.3, it shows the very high employment ratio found on the Danish
labour market. It isthe highest found among the four countries in the present project and indeed
among the highest in the whole OECD-ration. The ratio is high for both sexes and especialy for
women still shows an increasing trend.

The age distribution shownin figure 3.4 indicatesfirst of al some clear generational effects.
For the younger generations, the employment ratios of the two sexesare very close, whereasthey
differ more for the older generations. Also, the employment ratios of the older workers are
strongly influenced by the unemployment pension which is open for most workers over the age
of 60 (cf. below).

Detailedinformation based on Danish sources on activity ratesaregivenintable 3.2 showing
time-series for participation rates (occupational activity rates) measuring the share of the
population in the respective age groups which are members of in the labour force.

Both seriesindicate some rather drastic changesin labour market participation over the last
35 years. For men average participation has been steadily declining, except for the youngest
groups. The decline has been very strong for those above 65 yearsand for those aged 45-64 years.
The main explanations for this development is the introduction in 1979 of an early retirement
scheme for membersof unemployment insurance fundsover 60 yearsof ageand - moregeneraly -
an increased number of persons on socia welfare and social pensions.

For women the general trend is the opposite. For al age groups - except the oldest - there
is an increase in work force participation. For age groups between 25 and 64 years, the
participation rates doublesfrom 1960 til 1990. Thenthetrend levelsout. For the age group of 25-
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44 years, the participation rate in 1995 for women is only 6 percentage points below the
participation rate for men.
The main - and interrelated - explanations for the growth inthe female participationrate are:

* the increased educational level of women,

* the growth in the public sector which both is an important employer of female labour and
provides the services (child care etc.) whichisaprecondition for alarge number of women
on the labour market;

* the changing family patterns and social values that gives higher priority to equal
opportunities - and obligations - for men and women.

Self-employment in Denmark

The traditional form of self-employment in Denmark - asin other countries - is the farmer,
craftsman or owner of a smal shop, who apart from himsalf employs his wife and maybe a few
workers besides. Along with this traditional group of self-employed, one aso finds the large and
growing group of traditional professionals likedoctors, lawyers, accountantsand architects. They
are often salf-employed, but new forms of organisations are advancing like large - often
international - accounting and consulting firms.

However new forms of self-employment are becoming more prominent also in other areas.
Firstly a number of producers of business services (advertising, computer software etc.) are
organised as self-employed more or less along the same linesasthe traditional professionals. But
secondly, also a growing number of self-employed are working under conditions very similar to
wage-earners in the sense that their business relationship is with only one firm and their main
supply of servicesistheir personal labour. Finaly, as a specia case of self-employment one may
add some of the activities in the informa economy, where there is no employer-relationship
between the supplier and the user of the services exchanged.

In 1997, out of atotal workforce of 2.9 mil. persons, there were approx. 239,900 self-
employed and 19,500 spouses of self-employed working in the family business. As a proportion
of total employment, salf-employment has been steadily declining - from 12.7 percent in 1983 to
9% in 1997. This change is closely related to the continuos fall in agricultural employment
mentioned in section 3.2.

Working time patterns

Dataon part-timework aregenerally hard to compare. The datafromthe CEPR-project data
bank (table 6) shows an average part-time employment ratio for 1996 of 16.5 percent (10.2
percent for men and 24.2 percent for men), when part-time is defined as working less than 30
hours per week. The share of part-time workers has decreased from 23.8 percent in 1983 as a
combined result of arising share of men and afalling share of women working part-time.

When based on the employees own classification of their working time, the labour force
surveysfor 1996 reportsa part-time share of 21.5 percent (10.8 percent for men and 34.5 percent
for women). The trends found since 1983 are the same as above (CEPR-project databank, Table
7).

More detailed information on the distribution of normal weekly working hours for men and
women in 1995 is shown in table 3.3. The data are taken from surveys conducted by Statistics
Denmark in February and March of 1995. For both med and women, the largest share of the
employed work 37-38 hours per week. However, one-third of the men work longer hours, while
very few work part-time. For women alarge minority (34 percent) work either long or short part-
time. Also, asignificant proportion (15 percent) normally work more than 38 hours.

For both men and women, there is a clear correlation between the distribution of normal
working hours and occupational status. Self-employed and upper level sdaried employees
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generaly work the longest hours. However, (unskilled) manual workerstend to work somewhat
longer hours than lower level salaried employees. The data in table 3.2 therefore indicates the
importance of controlling for occupational status when comparing the distribution of working
hours of men and women.

To compare various data sources on normal working hours, table 3.4 showsthe distribution
of normal working hours, but now taken from the quarterly labour force surveys (also conducted
by Statistics Denmark). The published datadoes not include adistribution of normal weekly hours
by both gender and occupational status.

As can be calculated from the first section of table 3.3, women now constitute almost half
(45 percent) of the total workforce and 36 percent of the workforce working 37 hours or more.

This percentage distribution of the employed men and women by weekly working hoursin
the second section of table 3.3 shows the same genera tendencies as in table 3.1. The typical
working time is 37 hours, which is aso the standard working time in aimost all the collective
agreements. However for men and women the tails of the distribution differ. A large minority of
the women (41 percent) work less than 37 hours. For men a large group (39 percent) normally
work longer hours than 37 hours.

Job mobility

One of the paradoxes of the Danish labour market isway in which it combines a high level
of mobility between jobs with being imbedded in awelfare state of the Scandinavian type.

Looking first at job mobility, there are few regulations to the hiring and firing practices of
firms. For blue-collar workers, theregulationsarefound in the coll ective agreements, while specia
legal regulations give some protection to white-collar workers, to persons on maternal leave etc.
But in most cases, an employee can be dismissed with anotice of afew days or weeks. Thus, in
OECD's Jobs Study (1994, table 6.5) Denmark is ranked as no. 4 on a sample of 16 OECD-
countries when is comes measuring the degree of protection against dismissals (rank no. 16
indicating the highest level of protection). In the sample, Denmark is only surpassed by the UK,
Ireland and Switzerland.

The highlevel of job mobility isaso expressed in the available datafor job-openings. About
40 percent of dl jobs - or approx. 1 mio. jobs - are opened every year (Verup Hansen, 1994).
Thereis some cyclical variation in this number, but the high level is maintained over the business
cycles. Also the rate of job openings vary across sectors, being low (approx. 38 percent) in the
public sector and higher in sectorslikeconstruction (50 percent) and agriculture (67 percent). Also
across the different kind of jobs (measured by occupational categories) thereis some variationin
job openings.

Another indicator of the high mobility on the Danish labour market is found in a recent
investigation by the OECD (1997)°. Figure 3.5 shows the distribution of employees by tenurein
anumber of OECD-countries.

Measured by averagetenure, Denmark isin the low end together with countrieslike UK and
USA. If one looks solely at manufacturing industry, Denmark stands out even more with an
averagetenurelower than both UK and USA (Smith, 1998). Thisisin strong contrast to the other
Nordic countries and a number of continental countries with high levels of protection against
dismissals.

One should think that this high level of job-mobility would lead to a widespread fedling of
job-insecurity among the employees. Paradoxically thisis not the case. As seen from figure 3.6,
the share of Danish workers not strongly agreeing with the statement "my job is secure”, in 1996
was considerably lower thanisal the other countriesin the sample. Though this might aso reflect

9 The data have previously been discussed in a Danish context by N. Smith ( 1998) .
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the positive situation on the Danish labour market at the time of the survey, there are no clear
indications that the Danish workersarereacting to the highleve of flexibility withastrong fedling
of insecurity.

There are at least two explanations to this fact. One is the predominance of SMEs in the
Danishindustrial structureimplying that strong internal labour marketsare lessimportant thanin
other countries. It is easier to shift from one firm to another. The other explanation is the
relatively generous unemployment benefits paid to unemployed workers from the first day of
unemployment and for a considerable time period (cf. below).

A find indicator of the general flexibility of the Danish labour market is the low share of
persons with temporary contracts. Thusinthe 2. quarter of 1997, 89 percent of al employeeshad
no time limit in their employment contracts. The remainder were trainees of various kinds (5
percent) or substitutes and "misc.” (6 percent).’

This combination of a high level of job mobility with a safety net provided by rather
generous unemployment benefitsis one of the features of the Danish employment system which
isrelevant in understanding its specific characteristics in relation to employment generation.

Wages

Two aspects of wage devel opment are treated in this section. Firdtly, it takesalook at wage
growth over the last 16 years with emphasis on the development after the upswing in 1994.
Secondly, wage dispersion is taken into account.

Wage benchmark statistics are shown in figure 3.7. Firstly, figure 3.7 clearly shows the
transition fromahigh inflationto alow inflation economy which Denmark shareswith the rest of
the EU. Furthermore, one notes that the declining growth rates for nominal average earningsare
combined withrising growthinreal average earnings. Another important observationfromfigure
4.7 isthe fact that neither wage nor price inflation seem to have increased during 1995 and 1996
in spite of the economic upswing and the dramatic decline in open unemployment.

Concerning wage dispersion, recent information is not available. Based on OECD (1996),
the impression is that the dispersion of the incomes of full-time employees is relatively narrow
compared to other countries and has become more equal in Denmark from 1986 to 1991, while
there has been atrend toward greater inequality in a number of other countries (including the UK
and USA). Stahility or a dight change towards a more equal earnings dispersion in Denmark is
also the impression from the CEPR-project data bank (table 29).

The narrow dispersion and stability of relative earnings is often seen as an inherent feature
of the Danish labour market explainable by (i) the fact that wage negotiations are often made in
relative terms (that is relative to smilar groups on the labour market) and (ii) that the level of
unemployment benefits act as a floor to wages at the lower end of the wage dispersion.
Furthermorethe narrow dispersionin wagesin Denmark is aso sometimes explained by anarrow
dispersion in the Danish skill-structure.

The unemployment benefit system

Income support for unemployed personsin Denmark isbased on aninstitutional framework,
which divides the unemployed into two groups. The majority (85 percent) are members of an
unemployment insurance fund, whichisaprivate organisation normally with close linksto atrade
union. To qualify for unemployment benefits a member must have had ordinary (unsubsidised)
employment for more than 52 weeks within 3 years. Benefitsare equal to 90 percent of previous
wage-income with a maximum of 136.000 DKK ayear. The resulting average compensation rate
for al unemployed is 65 percent.

10 gatistiske Efterretninger 1997:31, Table 8.
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While the unemployment insurance funds are formally private organisations, the major part
of their expenses (in 1996 approx. 80 percent) ispaid by the state. Unemployment benefitsare not
means tested. The responsibility for activating the insured unemployed lies with the regional
Labour Market Boards, which are funded by the Ministry of Labour.

Those unemployed who are not igible for unemployment benefits are the responsibility of
the local municipdities. Based on meanstesting, they may receive social security at alevel which
for persons with childrenwill be about 80 percent of maximum unemployment benefits. Activating
the group of non-insured unemployed is aso the responsibility of the municipalities.

Both for insured and non-insured unemployed there are special rules for the young (< 25
years) and for the older age-groups. Typically young unemployed receive lower benefitsor socia
security and are activated after a shorter period of unemployment.

Also, as discussed further below, there are close links between the functioning of the
unemployment benefit system and active labour market policy.

GDP and employment growth

Not surprisingly the growth in real GDP and in employment are closely correlated as aso
indicated by chart 5 of the CEPR-project databank. Thefirst yearsof the present upswing (1993-
94) seemto be an exceptionin the sense that employment growth lagged behind GDP-growth, but
then caught up in 1995-96. A closer look at the composition of employment growth shows an
increase in both private and public employment. In general there are no indications of "jobless
growth" in the Danish case.

3.4 Unemployment and mar ginalization™

This section takes a closer ook at the Danish unemployment figures. It also discusses the
extent to which these figures are influenced by the take-up of active labour market policies. It
therefore has to briefly introduce some of the programmes of labour market policy, which are
further discussed in the following chapter.

3.4.1 Standard unemployment rates

The differences between the labour market statistics based on register data and on labour
force surveys is central when one wants to interpret the Danish unemployment statistics. This
sectionfirst present the unemployment statistics based in register dataand then takesalook at the
results from the labour force surveys.

Registered unemployment

The figure on unemployment normally cited in the Danish media and used as target for
economic policy is the number of registered unemployed (often presented as a share of the
workforce). This figure measures the number of persons having registered themselves as
unemployed with the Labour Offices and declared that they are actively looking for work. The
majority of these registered unemployed (approx. 85 percent) will be members of an unemploy-
ment insurance fund and registration is a precondition for receiving unemployment benefits. The
remainder are unemployed recipientsof social security who will aso be encouraged to register at
the Labour Office, but some under reporting may occur for this group. Unemployed activated in
labour market programmes or participating in one of the three schemes for paid leave are not
included in the number of registered unemployed (cf. below).

11 section 3.4 is a revised version of the author's contribution to TRENDS no. 30.



19

The rate of unemployment

Figure 3.8 (identical to figure 1.1) shows this traditional measure of total unemployment
(unemployed as percentage of labour force) for the period from 1950 to 1997. The figure depicts
the strong fluctuations in the unemployment rate over the last fifty years. Since 1973
unemployment has been rising in the characteristic stepwise fashion which is aso found in many
other OECD-countries indicating hysteresis as being a prominent feature of current
unemployment. Finally, one notes the remarkable fal in the unemployment rate over the last 3-4
years - from 12.3 percent in 1993 to 7.8 percent in 1997.

The degree of unemployment

The unemployment register enables Statistics Denmark to calculate not only the average
number of registered unemployed during a given period (for example one year) but aso to
calculate the total number of persons affected by unemployment during aperiod and the duration
of their individual unemployment. The relation between the average number of unemployed and
the total number of persons affected by unemployment isof course ameasureof the average share
of the period, inwhich apersonis unemployed. This shareis called the degree of unemployment.
As shown below, the degree of unemployment can be calculated as an average figure. One may
also study the distribution of the unemployed from small to large degrees of unemployment.

Figure 3.9 shows the development of the number of persons affected by unemployment, the
average number of unemployed and the degree of unemployment from 1982 to 1997. The latter
figure is measured on the right axis. All three curves tend to move in parallél indicating that for
instance arise in the average number of unemployed can be attributed both to arising number of
persons being affected by unemployment and aincrease in the average share of the year, in which
each affected personisunemployed. Typicaly however, the relative changeislarger in the degree
of unemployment. One exception is found from 1996 to 1997, where the fall in average
unemployment is solely caused by a faling number of persons having been affected by
unemployment.

Flows in and out of unemployment

As seen fromfigure 3.9, around 750,000 persons - or more than a quarter of the workforce
-are affected by unemployment every year. For the mgjority this is due to lack of work, but the
contact with the unemployment insurance system may aso be caused by holiday benefits (for
persons not digiblefor normal employer paid holiday benefits) or supplementary benefits(for part-
time unemployed).

On average each unemployed isin the unemployment register for between 30 and 40 percent
of the year. There is however awide dispersion around this figure. For any given year one may
calculate the number of persons having different degrees of unemployment. As shown in figure
3.10, alarge number of those affected by unemployment (around 300,000 persons every year)
experience only one or more short spells of unemployment. On the other end of the scale onefinds
the long-term unemployed which areunemployed for morethan 80 percent of the year. Thisgroup
numbered approx. 160,000 in 1994 but hasdiminishedinrecent years. Inthisrelation, one can also
note, at during the upswing from 1994 and onwards, there was actually an increase in the number
of persons affected by short unemployment spells, while there is tendency for the number of
persons with longer spells to diminish.

One important observation should be made when interpreting figure 3.10. The degree of
unemployment is defined within one given calender year. Thus a person becoming unemployed on
July 1 and leaving unemployment on June 30 of the following year, will have a degree of
unemployment of 0.5 in each of the two years. Furthermore, the unemployment spells measured
in this statistics are affected by participation in active labour market programmes. Therefore the
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statistics cited in figure 3.10 could underestimate long-term unemployment interpreted as a
marginal position on the labour market for a longer time period. By example, a recent anaysis
published by the Federation of Danish Employers (DA) estimated that the number of long-term
unemployed amounted to almost 135,000 personsin the 2. quarter of 1997, when one looked at
the number of unemployed in that quarter who had not had anormal job for more than 30 percent
of the last three years. Measured in this manner, the long-term unemployed as a share of total
unemployment in the 2. quarter of 1997 was 43 percent.'?

A recent study published by the Ministry of Finance (1997, chapter 4) presents more
information on the extensive flows in and out of unemployment on the Danish labour market.
Table 3.4 gives a survey on some main results. Between the two first quarters of 1997, the
unemployment figure fell by 35,000 persons. However thiswas the net result of 139,000 persons
moving in or out of unemployment fromthe first to the second quarter of 1997. This observation
support the view that the Danish labour market is characterized by a very high mobility which of
coursealsoincludespersons moving between variouspositions on the labour market without being
affected by unemployment.

Standardised rates of unemployment

As mentioned above, administrative data are not collected for the purpose of research or
international comparisons. Therefore, data from administrative registers have to be modified or
special labour market surveys must be conducted. Since 1975 regular labour market surveys have
taken place in Denmark. From 1984 the surveys have been made in cooperation with Eurostat.
Also OECD and other international organisations use these data for international comparisons.
The current surveys are based on asample of 15,600 persons aged 15-66 years. From 1994 results
have been published on a quarterly basis.

In figure 3.11, the number of unemployed from the Danish unemployment register are
compared to the survey data from Eurostat published in Employment in Europe.

The number of unemployed reported in the labour force surveys is somewhat lower thanin
the unemployment register. The average difference over the period shown is 65,000 persons or
22 percent of the register data. The difference increased in 1994-95, but is now back to the
relatively low level of the early 1990s.

The main explanation for the difference between the two sources of datais probably that in
the surveys the persons without work are asked, whether they have actively been looking for work
within the last four weeks and can start ajob within two weeks. A number of the personsin the
unemployment register may reply negatively to thesetwo questionsfor anumber of reasons. Some
of them may be waiting to participate in atraining course or a leave period. The increasein the
difference betweenthetwo seriesin 1994-95 may thus be explained by theintroduction of schemes
for paid leave on alarge scale. Others may be discouraged workersno longer actively looking for
work, but are gtill claming benefits. Whatever the source of the difference, it fromtime to time -
not surprisingly - gives rise to a lively public debate about the interpretation of the Danish
unemployment figures.

Long-term unempl oyment

As described above, one measure of long-term unemployment often used in Denmark isthe
number of unemployed with a degree of unemployment of 80 percent or more in a given year.
Another measure of unemployment often used in international comparisons isinformation on the

2 Dansk Arbejdsgiverforening: Arbejdsmarkedspolitisk Agendanr. 10, 1998. Oneshoul d notethat thisstudy thusappliesadefinition
of unemployment not based onthe standard | L O definition, whichiswhy thefiguresarerelatively higher thanthosefromtheMinistry
of Labour and other sources.
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number of persons that has been unemployed for more than one year. While in 1996 the number
of persons unemployed for more than 80 percent of the year amounted to 85,000, the number of
persons unemployed for more than 1 year was estimated at 52,000 persons in the labour force
surveys. Both figures have shown a steady decline since 1994.

3.4.2 Underemployment

In the previous section, the question of the validity of the unemployment register as a
measure of actual job seekers has already been touched upon in relation to the comparison
between the unemployment figures from administrative registers and from labour force surveys.
Here the question of validity was discussed in relation to whether the registered unemployed are
actively looking for work.

Onthe other hand, there could be persons outsi de the unemployment register who are actual
or potential job seekers but not currently registered as unemployed because they are:
in an programme of active labour market policy or on leave;
on early retirement or receiving a disability pension;
working short time but looking for more work;
not members of an unemployment fund or eligible for unemployment benefits or social
security;
A number of persons in these groups may be labelled underemployed in the sense that they
represent a potential increase in employment, while other are permanently positioned outside of
the labour force. The exact dividing line between the underempl oyed and those outside the labour
forceis of course difficult to draw. On the other hand information on the changing sizes of the
groups mentioned above is often necessary when interpreting the changes in the size of open
unemployment based onregister dataor labour force surveys. This sectionamsat throwing some
light on the issue of underemployment from a Danish perspective.

*

*

*

Active labour market programmes

Since aperson taking part in alabour market programme or aleave schemesis not included
in the unemployment register, changes in the number of these participants may influence open
unemployment. Since 1994 Statistics Denmark has published the so-called AMFORA-statistics
which contains information smilar to the unemployment register, but for the persons the various
labour market programmes. The AMFORA-gtatistic is also collected in an individual basis,
enabling researchersto follow an individua's movements between unemployment and activation.
Therefore these dataare valuable for anumber of evaluation purposes. Table 3.5 showsfor 1996
the average number of persons in activation and aso the average degree of participation
(equivalent to the degree of unemployment discussed above).

As shown in table 3.5, amost 350,000 persons participated in one or more labour market
programmes in 1997. The average number of participants (full time equivalents) was 123,500
persons which can be compared to an average open unemployment of 220,200 personsin the same
year. The average degree of participation was 0.36 (or approx. 4 months). The highest degree of
participationisfound for subsidised employment and |eave schemes, while the average time spent
in educational activities (other than educational leave) was about 30 percent of a year.

Early retirement and disability pensions

The AMFORA statistic a so containsinformation onthe number of personsinunemployment
pensions (for insured person aged 60-67) and the now abandoned early retirement schemes for
insured persons aged 50-59 years. The average number of persons in those two schemes was
170,700 in 1997.
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The total number of persons receiving disability pensions was 267,000 in 1997. In Friis
(1994) it was estimated that approx. 100,000 receive their disability pension due to socia
indications.

Part-time work and discouraged workers

The flexibility of the Danish labour market is aso expressed in the wide range in working
hoursfound for women and to some extent also for men. Part-time work isnormally regul ated by
the same collective agreements as other working arrangements and there are few indications of
part-time work being involuntary.

The question of discouraged workers has already been touched upon in relation to the
interpretation of the difference between the registered rate of unemployment and the rate found
fromthe labour force surveys. Inthelatter, the unemployed indicating that they are unable to take
a job within two weeks are asked for an explanation. Of the 60,000 persons receiving
unemployment benefitsor social security for unemployed inthe 2. quarter of 1997 while not being
able to take up work within two weeks, only 8,000 responded that they had given up looking for
work. Therest referred to health problems, plansfor education or family concernswhen explaining
why they were not willing to work for the time being.

Assessment

Summing up, one finds a number of groups which - while not being in the unemployment
register - can be considered as underemployed in the sense that they are not actually in ordinary
employment, but potentially could be. Based onthe AMFORA-statistics, table 3.6 sums up some
of the information discussed above for the second quarter of 1997.

A striking observation from table 3.6 is the large discrepancy between the registered
unemployment rate of 7.5 percent and the "broad"range of unemployment of 17.5 percent found
when adding persons on leave schemes, active programmes and early retirement. This sometimes
leads to a heated debate of whether the current low rate of open unemployment in Denmark is
mainly caused by "hiding" unemployed in leave schemes etc. Figure 3.12 sheds some light on this
issues. The main impressionisthat both open unemployment and “broad unemployment rate” has
falen since 1994, though the fall during 1994 was main caused by persons moving out of open
unemployment and into leave schemes etc. However since 1995 there has been a significant fall
in both unemployment concepts which is also consistent with significant rise in both private and
public employment during the same period.

One should findly note that table 3.6 does not include a number of persons receiving social
benefits, early retirement pensions and sickness related benefits.

3.4.3 Summing up on underemployment
This section has dealt with different measures of unemployment and underemployment in
Denmark. The main results can be summarised as.

*  Thereissome discrepancy between the estimates of unemployment found in register data
and in labour market surveys.

*  Alargenumber of persons arein active labour market programmes, leave schemes etc. Thus
a broader concept of unemployment including these groups would more than double the
figure of unemployment.

*  Thefal in open unemployment in Denmark since 1994 reflects a real improvement in the
employment conditions and not solely anincreaseinthe number of personsin various|abour
market measures.

Finaly one should emphasize that the difference between passive unemployment or active
labour market programme is not only a question of "hiding" the unemployed outside the
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unemployment register. Through activation, a large number of the unemployed will be able to
leave the range of the unemployed atogether and enter into ordinary employment or education.
Therefore underemployment is not just an extended form of unemployment but may be a
precondition for employment later on.
3.5 The Danish labour market: Some future trends'®

What are then the most important trends on the Danish labour market? This section gives a
survey based on recent reports.

Labour force and employment by age and gender

The ideas about the perspectives for the Danish population and labour force have changed
dramatically in recent years. Only afew yearsago, both were forecasted to diminishfromthe late
1990s and into the first decades of the next century. In the more recent forecasts, however, total
population is expected to rise from 5.2 mio. in 1996 to 5.5 mio. in 2025 (Arbedsministeriet,
1996). Themainreasonfor thischangeisan expected increasein fertility and growing immigration
based on new evidence from the early 1990s.

Consequently, the labour force will grow until 2005 and then become almost constant.™ At
the same time the age composition of the labour force will change. The number of older persons
(above 50 years) will increase by 40 percent, while the share of middle aged will decline. During
the forecasting period the differencein the activity rates of men and women isexpected to narrow
even further from the present gap of 7 percentage pointsto 3 percentage points.

The growth in the labour force will however also be influenced by the number of personsin
early retirement programmes and leave schemes. Such programmes have been very popular in
recent years. Asaresult, the workforcetaken asashareof total populationisexpected to fal from
55 percent today to approx. 53 percent in 2025 thus increasing somewhat the economic burden
onthe active population. If the popularity of the early retirement schemesis unchanged compared
to the present situation, this pressure may increase even further.

Sectoral developments in the medium term

The medium-term forecasts for sectoral employment follow the well-known historical
patterns, cf. table 3.7. Private and public services will continue to be the driving forces in job
creation due to the high income elasticity of services and the presumably lower productivity
growthin services compared to other sectors. As shown bel ow the long-term sectoral demand for
labour will depend very much on the overall pattern of economic growth.

The future demand for qualifications

The question of future demand for different skills can be discussed at two levels. First one
may point to the general consequences for employment of technol ogical change and new kinds of
management and work organisation. One such effects is the ongoing shift in the composition of
labour demand generating risks of mismatch problems and - probably - a trend towards a
diminishing demand for low-skilled labour. Furthermore the kind of qualifications demanded are
moving away from job specific and narrow formal skills towards broader, informal and personal
qudificationslikeflexibility, language knowledge, ability to cooperateetc. Thesechangesare seen
as general and fundamentd tendencies which - though difficult to quantify - are relevant to all

3 Section 3.5 is based on an article by the author in TRENDS no. 29.

14 This forecast is of course based on specific assumptions about fertility rates, participation rates, migration etc. and will
thus be sensitive for instance to the take-up of early retirement and leave schemes, cf. below.
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sectors of the economy and aso closely related to the basic nature of the new information
technologies.

At amore specific level, the forecasters attempt to identify the differencesin labour demand
following from different growth patterns of the economy. These forecasts are focused more on
formal educational qualifications. Table 3.8 presents an example of such a forecasting exercise
based on a combination of macro-economic forecasts and a desegregate model describing the
demand and supply of persons with different educational background.

Two points can be made from table 3.8. Firstly, although the base scenario assumes only a
dight increase in unemployment, the relation between the unemployment rates of the different
groupswill change, reflecting thetrend towards anincreaseinthe general level of skillsdemanded.
Therefore, the unskilled are expected to face a worsening unemployment situation over the next
15 years.

Secondly, the development in both general unemployment and the unemployment of the
individual groups will in the long run depend on the structural changes of the economy. In the
service scenario, the public service sector is expected to grow much morerapidly that in the base
scenario. This lowers average unemployment to about 3 percent, but only halves the unemploy-
ment of the unskilled. On the other hand, severe shortages are found for groups with further
education due to the increased need for doctors, teachers, nurses etc. Therefore not only the
general level of unemployment, but also the mix and level of skills demanded depends heavily on
the assumptions about the future composition of demand for goods and services.

3.6 TheDanish IRS-system®™

The main features of the Danish union structure was established already by the end of the
1800s. The union structure was organized around the traditional craftsand vocational education
is still the dominant principle for union organization in Denmark today.

The fundamental unit in the Danish labour movement isthe local trade unions. The workers
are organized in more than 2,000 local trade unions and they constitute the basis of the central
organizations of workers and employees. The local unions and their representatives at the firm -
the shop stewards - are also the main actors in the collective wage bargaining at firm level.

As mentioned above, the organizational principle of Danish unions has been the trade or
craft. Danish unskilled workers have their own unions and they are organized separately for men
and women. During the 1960s, the growing number of salaried employees created independent
unions and they are again organized along educational lines. These unions have established their
own confederations partly outsidethe Danish Federation of Trade Unions (L O). The Danishunion
organization differs strongly from most other European countries, in which industry determines
union affiliation. The specific Danish organizational form has caused conflicts within the labour
movement between the skilled and unskilled workers - and later between workers and salaried
employees.

During recent years unions have tried to accommodate their organizational structure to the
technological and educational changes taking place in the Danish labour market. More workers
are now employed in service jobs, are women and have got theoretical educations. Altogether a
composition of the labour force whichfitsvery badly to the traditional union structure dominated
by male workers and crafts. Instead of a union structure organized around trades or skills, an
organizational structure along industry linesisabout to be established. So far this reorganization
of the unions has intensified the struggle between the skilled and unskilled workers rather then
solved the structural problems of the unions.

5 This section is partly based on Boje & Madsen (1994).
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On the national level the Danish labour movement is organized around a number of
federations or central organizations of trade unions (cf. table 3.9). The most important of these
organizations is the Danish Federation of Trade Unions (LO) which represents the magjority of
skilled and unskilled workers, but aso includes the lower groups of white-collar employeesin a
growing numbers.

Several federations have been set up for the salaried and professional workersand today they
organize the mgjority of white-collar employees - mainly those employed in the public sector.

The Confederation of EmployersAssociation (DA) isthe main organization of the employers
in Denmark and the counterpart to LO in collective negotiations conducted at the central level.
This organization represents a smdler proportion of the employers in the Danish labour market
than the proportion of workers represented by LO (cf. table 3.10). Thus of the employeesin the
private sector, only about half are working for an employer who is a member of an employers
association. On the other hand, DA is a more centralized organization and agreements settled
between DA and L O are normally standard for agreementson wage and working conditionsinthe
rest of the private labour market.

Development in union member ship

Denmark has one of the highest level of trade union membership among the OECD-
countries. Throughthe 1980sthe proportion of Danish employeeswho aremembersof unionswas
been about 85 per cent. Thelevel of uniondensity culminated inthe mid 1980s. Since then aminor
fal has taken place in the level of union organization but not in the total amount of organized
employees. In 1997 the share of organised wage earners was approx. 82 percent. The fal in the
union density must be explained mainly by difficulties in organizing newly-entered white-collar
employees - and it is particularly among younger employees in the private services that the
reluctancy towards unionization has been growing.

The pattern of union organization has changed radically in the Danish labour market during
the last two decades. Traditionally the level of unionization has been high among mae workers
in manufacturing and construction industries. Here the level of union membership has been stable
and about 90 per cent during the last two decades. The growth in union membership has occurred
among salaried employees. During the 1980s, the growth in unionization has been strong
especialy among female workers and employees in the public sector. Today we find nearly the
same level of unionization for men and women and among blue-collar and white-collar workers.

Several explanations can be given of the high Danish level of unionization. On the one hand,
the close connectionin the Danish labour market between the trade unions and the unemployment
security system seems to encourage workers to become unionized in periods with high
unemployment. In Denmark, Sweden and Finland - al countries with a high unionization -
unemployment insurance is voluntary and organized in connectionto the unions. Contrary to e.g.
Norway withapublic organized and compul sory unemployment insurance system. Heretheunions
have severe problems in organizing the workers and the unionization level is lower than in the
other Scandinavian countries.

Another important dimension in explaining the high level of union membership seemsto be
the Danish labour court system. According to this system labour disputes have to be solved
through the collective organizations and based on the collective agreements settled for the
organized part of the labour market. To beincluded into the collective agreement and to get |abour
disputes solved by the labour court the individual employee has to be member of a union.

The collective bargaining system
Theorganizationof industrial relationsand the collective bargaining systemin Denmark were
established at the turn of the century and within adecade of the foundation of the collective action
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organizations. In 1899 amajor labour conflict was solved by the collective action organizations
entering a comprehensive agreement that included: 1) mutual recognition of the employers and
workers' right to set up organizations, 2) acceptance of the employers’ right to hire and fire
workers; and findly, 3) asystem of rulesfor regulation of labour conflicts(strikes and lock-outs).

The "Main Agreement” from 1899 has been negotiated and revised severa times - but not
radically changed. Together with a set of rules for negotiation of industrial conflicts set up in
1910s, the "Main Agreement" has formed the basis of industrial relations in the Danish labour
market. According to these rules for regulating of industrial relations the collective action
organizations have to respect the peace obligation written into the "Main Agreement” and
industrial conflictsare not tolerated in the contracting period of an agreement - typically for two
years. Running out an agreement will aways be accompanied by strike and lock-out notices and
these will be implemented unless a new agreement has been made.

The Danishlabour market ischaracterized as one of being well organized and withastrongly
centralized organizational pattern. Negotiation of wages and work conditions takes place in
principle without intervention from the government or Parliament. But in redlity, very often the
government or Parliament has set up the over-all conditions for the wage bargaining and for the
level of wage growth through tripartite negotiations with the collective action organizations or
through direct political intervention determining the content of the collective agreement.

Inthe first decades after entering into the "Main Agreement” in 1899 the statewas not at al
involved in the collective negotiation in the Danish labour market. Rulesfor state interventionin
regulation of labour conflicts were introduced by law in 1934. In the same year a conciliation
board was established as a public mediator in labour conflicts. Today it is possible for the officia
conciliator on his own initiative to intervene in the collective bargaining before outbreak of a
labour conflict. It happens if the collective actors had not by themselves come to an agreement.
In case of strong disagreement between the collective actors the official conciliator makes a draft
settlement. Oftenthisdraft settlement has been used by the Parliament to prevent alabour conflict
and to intervene in the collective bargaining process.

From the mid 1930s the government and the Parliament have intervened frequently in the
collective bargaining, when the collective action organizations have not been able to come to an
agreement. Thisintervention has been made by enacting the draft settlement through legidation -
typicaly whenit has been rejected by one of the collective action organizations. Since 1945 seven
out of 23 collective agreements have been "decided" by the Parliament. Furthermore, in the same
period severa minor collective agreements covering a specific group of workers have been settle
by political intervention. Especially the 1970s and the beginning of the 1980s were characterized
by state intervention in the collective agreementsin the Danish labour market - this was the case
in 1975, 1977, 1979, 1981 and 1985. Also, the last mgjor round of general negotiations in the
Spring of 1998 was concluded by government intervention after alarge-scale conflict lasting for
more than aweek.

Changes in the wage negotiation pattern

Until the mid 1960s the collective negotiation of wages and work conditions in Denmark
took place on a mainly decentralized level. Among the workers the local trade unions were the
negotiatorsand had the authority to conclude the agreement. Therole of the central organizations
was only coordination of the collective negotiations and consultative functions.

During the 1960s this negotiation pattern changed. A closer steering of the collective
negotiations was demanded for many reasons. Firstly, centralization was a precondition for the
politicians accomplishing their goals of a coordinated incomes policy. Secondly, without
centralized wage bargaining and tight steering of the wage growth it would have been impossible
for the central organization to implement the strongly emphasized solidary wage policy. Thirdly,
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and findly, it ismuch easier to handle centralized wage bargaining and to get rid of the free-rider
problems with unions not agree upon the general income poalicy. Inthe still morediversified union
organization it became difficult for the top leaders of LO to control the wage formation.

In the 1960s the period for centralized negotiations started out with two bargaining rounds
decided through political intervention. In particularly the legisation concerning the wage
agreement in 1963 included a strong element of income policy. In this period the need for an
efficient income policy was recognized by the collective action organization, and their active
participation was required for a successful income regulation in the labour market.

In the 1980s the decentralized negotiation pattern reappeared. The need for central and
political steering of the wage formation was no longer necessary because of the high
unemployment and strongly faling inflation. The risk of handing over the control of the wage
formation to the collective action organization and the market forces was limited, given the
reduced bargaining position of the unions. On the other hand, decentralization of the collective
bargaining was a so supported by the unions. During the previous decades, the wage formation
has been controlled very closely by the politicians. More decentralized negotiations were
considered as an instrument to get rid of this control and to reestablish the authority of the
collective action organizations in determining the wage formation.

The increasing decentralization of the collective bargaining also emerges in the procedures
for individua wage negotiations of workers. Inthe collective agreement for 1991 the wage system
for unskilled workerswas changed. Previously their wages have been negotiated by the unions and
fixed for the whole agreement period. I nstead the collective agreement now fixed aminimumwage
level and the major part of the wages are negotiated on the firm level in a performance-linked
system. Furthermore the 1991-agreement introduces different forms of flexible working time and
extends the decentralized wage negotiations by including parts of the public sector.

3.7 Labour market education and training

In Denmark there is a long tradition for public labour market education and training - a
situationwhichmust be understood in rel ationto the predominance of smal and mediumsizefirms
and the high level of job-mobility already discussed above. In such an environment the individual
firmswill have fewer incentivesto and lack resourcesfor extensive training of the employees apart
from training in very job-specific qualifications. From this "market failure”" follows the need for
apublic systemfor labour market training and education in order to upgrade both the vocational
and personal skills of the workforce. In contrast to some other countries, the Danish system is
thereforetargeted towards the work forcein general (though mainly blue-collar workers) and not
just at the unemployed. Actually unemployed constitute only about a quarter of those taking part
in public labour market education and training.

Consistent with the Danish tradition for close involvement of the socia partners in labour
market policy formation, also labour market education and training is supervised by a national
council with representatives fromthe social partner. This structureisalso found at the local level
where each centre for labour market training has a board with representatives from local trade
unions, employers organizations and public authorities.

The Danish systemwasreformedin 1997.° The structure of the courses of fered waschanged
somewhat and the financing of thelocal centresbecame almost entirely based on the actual number
of trainees taking courses.

16 See Arbejdsmarkedspolitisk Arbog 1997, pp. 48-58.
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Thetotal number of personstaking part inlabour market training coursesin 1994 wasa most
200,000, whereof about haf were unskilled or semi-skilled workers. About two thirds of the
participants were men. The average duration of a course was approx. 2 weeks.

If one takes the broader concept of public adult training and education which apart fromthe
labour market training involves other forms of vocational education, a total of amost 800,000
persons took part in such training in 1996.'8

3.8 Themain characteristics of the Danish employment system
Summing up the information presented in this chapter, the main characteristics of the Danish
employment system can be summarized in the following points:
At the economic level, the system is characterized by:
* adominance of small and medium sized firms;;
* ahigh level of job-mobility and alow tenure of the average employeg;
At the organizational level, the Danish industria relations system has:
ahigh rate of organization especially at the employees side;
* adominant role of collective agreements in deciding wages and work conditions;
* apositive support fromthe state in setting up mediating institutionsto guarantee the smooth
functioning of the IRS-system (for instance in settling industrial disputes).

Findly, at the state level, thereis little direct legal intervention in functioning of the labour
market, for instance inthe form of regulations of employment protection (dismissals) and working
time. Instead institutions are established to support the employment system in the form of:

*  arather generousand mainly state financed unemployment benefit system (organized around
private unemployment insurance funds) creating an income guarantee of up to 90 percent of
previous income (for the low income groups);

* apublic system of labour market education and training aimed at upgrading the skill level of
the work force in general (and especially the blue-collar workers).

To this can be added a system of labour exchange and activation programmes, a so based on
a high degree of involvement from the socia partners (cf. chapter 5 below).

Animportant final point to noteisthe way in whichthe various el ementsof the Danish model
match one another. The weak protection against dismissals is mirrored by the generous
unemployment benefit system. The dominance of small and medium sized firmsisreflected in the
well-devel oped public system for labour market training and adult education. The high level of
organization has its counterpart in the close involvement of the social partnersin all aspects and
level of labour market regulation and policy. The combined effect of these elements has been an
employment systemwhich createsahighlevel of flexibility (measured by job-mobility and average
tenure) with a high degree of socia and economic protection of the individual wage-earner.

This combination of flexibility and protection of theindividual ismaybe the most outstanding
feature of the Danish employment system.

7 Satistisk Arbog 1997, table 114.

18 Se DA: Arbejdsmarkedspolitisk rapport 1998, table. 10.22.
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Table 3.1 Employment by sector, 1950-1994
Sector 1950 1980 1994
Primary 25.7 7.7 5.0
Secondary 34.5 29.1 275
Private services 32.0 34.9 36.1
Public services 7.9 28.3 314
Total 100.1 100.0 100.0

Source: Denmark Statistik: 50-arsoversigten, 1995.

Table3.2: Occupational activity rates among men and women, selected age groups,
1960-95, percentage.
1960 1970 1979 1990 1995

Men:

15-24 years 75 70 73 70 74
25-44 years 98 9% 9% 91 90
45-64 years 95 91 84 82 79
65-74 years 52 33 23 23 21
15-74 years 88 82 80 78 77
Women:

15-24 years 63 56 65 69 67
25-44 years 37 56 83 88 84
45-64 years 34 43 53 67 66
65-74 years 10 7 8 7 6
15-74 years 38 49 61 69 67

Source: Statistics Denmark: Living Conditions in Denmark, 1997, Table 7.3 and 7.4
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Table 3.3 Employed men and women, by number of normal working hours per week,
1995, per centage.

Upto 30 31-36 37-38 39hoursor  Unstated Total
hours hours hours more
Men:
Self-employed 4 1 6 73 16 100
Salaried employees, upper 1 1 41 57 0 100
level
Salaried employees. inter- 1 1 65 32 1 100
mediate level
Salaried employees, lower 8 2 74 16 0 100
level
Skilled manual workers 2 1 87 10 0 100
Unskilled manual workers 1 3 78 16 2 100
Totd 2 1 63 31 2 100
Women:
Sdf-employed 31 6 6 57 0 100
Assistant spouses 57 5 5 17 16 100
Salaried employees, upper 9 7 48 36 0 100
level
Salaried employees. inter- 19 4 65 11 1 100
mediate level
Salaried employees, lower 26 15 53 6 0 100
level
Manual workers (skilled and 25 12 48 14 1 100
unskilled)
Totd 23 11 51 14 1 100

Source: Statistics Denmark: Living Conditions in Denmark, 1997, Table 7.14 and 7.15
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Table3.4 A: Employed men and women by normal weekly working hours, 2. quarter of
1998

Lessthan  15-36- 37 hours  38-48 49 hours  Unstated  Tota Average

15 hours hours hours and more working
hours

1,000 persons Hours

Men 94 100 817 242 193 8 1455 38.2

Women 122 390 568 111 31 9 1231 32.1

Total 216 491 1384 353 224 17 2686 35.4
Per cent *
Men 6 7 56 17 13 1 100 *
Women 10 32 46 9 3 1 101 *
Total 8 18 52 13 8 1 100 *

Source: Statistiske Efterretninger, Arbejdsmarked 1998:29, Table 3 and own calculations

Table 3.4B: Labour market flowsin and out of unemployment from 1. to 2. quarter of 1997
To unemployment From unemployment

Employment 58,000 32,000
Active labour market programmes 12,000 6,000
Leave 4,000 5,000
Social assistance and disability 11,000 9,000
Early retirement programmes 2,000 *

Total 87,000 52,000

Source: Ministry of Finance, 1997, figure 4.1
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Table3.5: The total and average number of participants and the average degree of
participation in active labour market programmes and leave schemes in
Denmark, 1997 (rounded figures).

1997
Total r_1u_mber of Averag_e_deg_ree of Averag(_a rjumber of
participants participation participants
Ordinary job training 40,700 0.41 16,800
Special job training 44,400 0.31 14,000
Pool-jobs (public service jobs) 11,800 0.56 6,600
Self-employment 15,800 0.71 11,200
Voluntary work 1,000 0.28 300
SUBSIDISED EMPLOYMENT 107,900 0.45 49,000
Education, ordinary 57,400 0.31 17,700
Education, special 21,800 0.28 6,000
EDUCATION, TOTAL 78,500 0.30 23,800
(excl. educational leave)
OTHER ACTIVATION 19,400 0.21 4,000
Sabbatical leave 1,600 0.36 600
Child minding leave 56,800 0.39 22,200
Educational leave 83,800 0.29 23,900
LEAVE SCHEMES 140,200 0.33 46,700
ACTIVE LABOUR MARKET 346,000 0.36 123,500
PROGRAMMESAND
LEAVE SCHEMES
Source: Statistics Denmark: Statistiske Efterretninger: Arbejdsmarked, 1998:14.
Note: Since the same person may participatein more than one programme during the same year the subtotals of the number of

participants may be less than the sum of the components.
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Table3.6: The number of participantsin various labour market programmes, leave
schemes and early retirement, full time equivalents, 1997.

Number Share of labour force
Percent
(rounded figures)

Subsidised employment 49,000 17
L eave schemes 46,700 1.6
Education and training for unemployed 23,800 0.8
Other activation 4,000 0.1
Early retirement 170,700 5.8
(members of unemployment insurance funds)

Registered unemployment 220,200 75
Total 514,500 175

Source: Statistics Denmark: Statistiske Efterretning: Arbejdsmarked, 1998:14

Table3.7:  Forecast of sectoral distribution of employment 1995-2005

1995 2005 Change
1995 to
2005
1,000 persons Share 1,000 persons Share Percent
(percentage) (percentage)

Agriculture 116 5 109 4 -6
Manufacturing 512 20 532 19 4
Construction 169 7 197 7 17
Private services 939 37 1083 39 15
Public sector 765 30 853 31 12
Misc. 11 0 11 0 0
Total employment 2512 100 2785 100 11

Source: Authors calculations based on Ministry of Finance (1996), table 9.9
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Table3.8:  Unemployment rates by educational level for two different scenarios, 1996

and 2010
1996 2010
Fucationdl level Base scenario Service scenario
- unemployment rate (percentage) -
Unskilled 12.9 18.0 6.7
Skilled 7.9 10.6 21
Further education (short) 4.8 5.9 -11
Further education (medium) 3.1 2.6 -2.6
Further education (long) 4.3 3.9 -1.4
All 8.2 10.8 2.9

Source: N. Groes et d (1996), table 6.1 and 6.2

Table3.9:  Major unionsin Denmark with member ship 1997

Union Membership (1997)

HK (Office and Shops) 357,000
SID (General Workers Union) 307,000
FOA (Employees of Regiona Authorities) 205,000
Metal Workers Union 143,000
LO Tota 1,496,000
School teachers 60,000
Nurses 51,000
Financia sector 44,000
FTF Total 341,000
Academics Unions 141,000
Total number of Union Members 2,171,000
Note: The totals include other unions than the ones listed in the table.

Source: Dansk Arbejdsgiverforening (1998), Table 10.3
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Table3.10: Major employers associations in Denmark with estimated number of

employeesin member firms. 1996.

Sector Number of employees in member firms
(1996). Rounded figures.
Danish Industry 215,000
Building and Construction 50,000
Transport 35,000
Service/cleaning 35,000
Office and shops 175,000
DA Total 510,000
Finance 60,000
Agriculture 51,000
Total private sector 620,000
State 200,000
Regional authorities 800,000
Total public sector 800,000

Source: Scheuer (1998)
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Figure 3.1: Composition of working-age population, 1980 and 1996.

Source: CEPR-data, table 1.



Figure 3.2: Total employment, 1980-96, 1,000 per sons
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Figure 3.3: Employment/population ratio by gender, 1983-96, per cent.
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Source: CEPR-project data bank, table 9.



Figure 3.4: Employment rations by age and gender, 1993 and 1996.
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Figure 3.5: Average tenure of employeesin years, 1995.
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Figure 3.6: The share of worker not strongly agreeing that their job is secure, 1996.
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Figure 3.7: Wages and inflation, 1980-1996.
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Figure 3.8: Registered unemployment as a per centage of labour force, 1950-1997.
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Figure 3.9: Number of persons affected by unemployment, average unemployment (both
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Figure 3.10: Number of personswith different degrees of unemployment, 1994-97.
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Figure 3.11: Number of unemployed from register data and from labour force statistics,
1990-1997
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Figure 3.12: Open unemployment and gross unemployment in Denmark, 1994(1Q) to
1998(1Q).
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4. The macro-economic environment

During the last decade, the Danish labour market has experienced rather dramatic cyclical
changes in unemployment. Fromalow of 7.9 percent in 1986-87, open unemployment roseto a
maximum of 12.4 percent and 12.2 percent in 1993 and 1994, respectively. Then in only three
years open unemployment dropped to 10.4 percent in 1995, 8.9 percent in 1996 and 7.9 percent
in 1997 - back to the 1986-level. The purpose of the present chapter is to discuss the
macroeconomic background to this development before the detailed discussion of labour market
policy found in chapter 6.

4.1 Changesin demand and production

Since 1980 Denmark has experienced two economic upswings in both of which domestic
demand - and especidly private consumption - played an important role. Figure 4.1 describesthe
growth of real GDP and real total domestic demand during these two cycles. The first boom was
in 1983-86 and was put to an end by adrastic fiscal contraction when the balance of paymentsand
wage inflation threatened to run out of control. After a period with very sluggish domestic
demand, the second boom started in 1993-94 and has now lasted for four years with 1994 and
1997 as examples of years where real domestic demand grew by about 5 percent, in both years
clearly outrunning the growth in real GDP. In 1998 the boom is expected to level out but still
showing considerable growth rates compared to the early 1990s.

In figure 4.2, acloser ook istaken at the growth in public and private consumption. Here
one sees the characteristic manner in which private consumption rises dramaticaly in the second
phase of the two upswings - in both cases stimulated by rising housing prices that constitute the
basisfor capital gainsand loansfor consumption purposes. Also one notesthe way inwhichrising
public consumption stimulates demand in the first year(s) of the boom (1982 and 1993).

Figure 4.3 in a similar manner depicts the development in the remaining components of
domestic demand: exports and real gross capital formation. Focusing on the development in the
early 1990s, it is striking how exports managed to keep up demand from 1987-91 and again
stimulated demand from 1994 and onwards. In contrast, investment was sluggish during the years
from 1987-92 but then together with private consumption has played an important role for the
second phase of the boom of the 1990s.

Thusin conclusion, the macroeconomic development in the 1990s showsthe characteristics
of atraditional business cycle with an upswing that starts with a fiscal stimulus and then gains
momentum as private consumption and investment catches up. The special feature of the Danish
upswings - both in the 1980s and the 1990s - is however the crucial role played by rising housing
prices and a system of easy access to |oans based on the resulting capital gains.

4.2 Theexternal balance

Another characteristic feature of the present upswing has been the development on the
balance of payments. One can get an impression of the underlying forces fromfigure 4.4, which
shows the growth rates of real exports and imports from 1980-98.

Focusing on the growth in imports, on sees the close relation between the years of high
growth rates in private consumption and private investment on the one hand and imports on the
others. This reflectsthe openness of the Danish economy and the high content of imported good
in both the income elastic parts of private consumption and in private investment. As aresult the
surplus on the balance of payments as percentage of GDP is expected to fall from 1.7 percent in
1996 to 0.6 percent in 1997 and -0.6 percent in 1998.%

19 Edtimates from the Ministry of Economic Affairs, October 1998.
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4.3 Wagesand prices

Asaready discussed in chapter 3, one of the striking features of the recent development in
the Danish economy has been the lack of signs of inflationary pressure. Figure 4.5 plotsthe rate
of unemployment and the growth rates of compensation per employeein the business sector since
1980.

Asindicated by figure 4.5, the rapid fal in open unemployment since 1994 has not had the
effect on wage inflation which could be expected fromthe historical experienceinthe boominthe
mid 1980s. In the present upswing growth rates of wages have risen somewhat but are till at the
level of 4 percent, while the previous upswing had wage ratesrising to above 7 percent (in 1987).
In the Danish debate several explanations are presented for this apparent change in the wage-
unemployment relationship:

*  changing behaviour of firms, employees and social partners paying increasingly attention to
the wage inflation of important trading partner (especially Germany); in this relation one
should also note that while Danish wage increases in the 1990s are low compared with the
1980s, they are till rather high compared to other countries where a decrease in wage
inflation has also taken place from the 1980s to the 1990s,

* amore balanced upswing in the 1990s compared to the 1980s where the building sector
already in the early phase showed signs of bottle necks;

*  problems of interpretation in relation to the unemployment rate where one must take into
account the number of persons in various labour market programmes; thus gross
unemployment in the 1990s compared to the 1980s may actually be higher than indicated
by the datain figure 4.5.

However asafinal possibility one could also expect the change in the wage-unemployment
relationship to beinfluenced by the changesin labour market policy which took placein 1993-94.
Therefore these changes are in the focus of the following chapter.

44  Summary

The main conclusion of the present chapter is that the background for dramatic fall in the
Danlsh unemployment is a favourable macro-economic development characterized by:

An expansionary fiscal policy in 1993-94 and a rise in public employment also in the

following years.

*  Rising private consumption (stimulated by housing prices).
*  Rising private investment.

The consequence - as expected - has been adiminishing surplus on the balance of payments.
More surprisingly, the rate of wage inflation has not yet increased very much, while open
unemployment has falen significantly. In many respectsthisis the most interesting feature of the
present Danish upswing. One possible explanation for the fal in wage inflation is explored in the
following chapter.
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Figure4.1: Growth in real GDP and real domestic demand, 1980-98. Per cent.
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Source: OECD and Ministry of Labour (1998), table 1.



Figure 4.2: Growth in public and private consumption, 1980-98. Per cent.
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Source: OECD and Ministry of Labour 1998, Table 2.



52

Figure 4.3: Growth in real gross fixed capital investment and real exports of good and
services, 1980-1996.

2 Legend:

Real investments

Percent. Source: OECD.



Figure4.4: Growth in real importsand real exports, 1980-98.
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Figure 4.5: Unemployment rate and growth rate of compensation per employee, 1980-97.
Per cent.
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Source: CEPR-project data bank (tables 10 and 22) and (for 1997) estimates based on
Ministry of Labour (1998).
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5. The new labour market policy of the 1990s

5.1 An overview of Danish labour market policy

The present section aims at briefly introducing labour market policy asapart of the Danish
employment system.

The official aim of Danish labour market policy istwofold:

*  to create awdl-functioning labour market with acontinuosincreasein the qualifications of
the workforce and without bottlenecks and other forms of imbal ances between supply and
demand for labour ;

*  to combat long-term unemployment.

Though these goals are stated separately, animportant aspect of policy-design hasin recent
years been to integrate them - thus combining the activation of long-term unemployed with the
upgrading of the skills of the workforce in general.

On the background of the high and rising unemployment in the 1970s and 1980s, Denmark
has along history of various programmes to fight unemployment. Since the early 1970s, alarge
range of unemployment policies has been applied in Denmark: public job creation, job training in
public and private enterprises, targeted educational programmes etc.

Actually the Danish expenditure on labour market policy measured as a share of GDPisa
European record of morethan 6 percent. Most of the expenditureis however on passive measures
like unemployment benefits and early retirement pensions (cf. below).

During the yearsfrom 1979 til 1993, the main pillar of the active policy towards long-term
unemployment was a programme of job-offers, training and support to unemployed starting as
self-employed. This programme showed rather poor results enabling only a minority of the
participants to become employed at the open labour market. This - together with a new sharp
increase in unemployment from 1990 and onwards - increased the political pressure for finding
new measures to break the vicious circle of long-term unemployment. The result was a general
labour-market reform being put into force on January 1, 1994 and is further discussed below.

Table 5.1 gives an overview of Danish labour market policy by showing the expenditure
divided by different policy aress.

Asseenfromtable 5.1, total real expenditurefor labour market policy hasbeenfaling since
1994, mainly due to diminish costs for unemployment benefits (partly offset by increasing costs
for unemployment pensions). The share of active measures in total expenditure has risen dightly
from 17 percent in 1994 til between 18 and 19 percent in the following years.

Finaly, two points are important to keep in mind when looking at Danish labour market
policies in the 1980s and 1990s.

Firsgtly, the ingtitutional background for the formulation of labour market policy isalong
traditionfor corporatist decision making with astrong involvement of trade unionsand employer's
organisations on the labour market. Both at the national and the regional level policy formation
isthereforestrongly influenced by labour market councilsdominated by representativesfromsocial
partners.

Secondly, labour market policy has been developed on the background of ageneral climate
of Danish economic policy involving a change from Keynesian demand management to a more
tight fiscal policy and increased emphasis on the "structural” problems of the functioning of the
Danish economy.
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5.2 Recent developmentsin labour market policy in Denmark

The main problem for Danish labour market policy over the last 20 years has been the
gradual increasein structural employment fromwhichfollowsarisk of inflationary pressures, even
at high levels of open unemployment.

The latest response to these problems was a general |abour-market reform that was put into
force on January 1, 1994. The reform consisted of two parts: a steering reformand an activation
reform. The main e ements of the former was:

* A decentralisation of policy implementationto regional labour-market council composed of
representatives from employer's federations, trade unions and local authorities, which were
empowered to design activation programmes in line with local needs.

*  Theintroduction of asystem of planning, guidelines and targets in order to make regional
policies comply with national goals for labour market policy. Thus the mix of instruments
and the detailed specification of targets was to be decided at the regiona level, while the
overal policy goals were set by the national labour market council and the Ministry of
Labour.

The main characteristics of the activation reform were:

*  The creation of atwo-period system for the insured unemployed with strong emphasis on
activation during the second period

* A change in the assistance to the long-term unemployed from a rule-based system to a
system based on an assessment of the needs of the individual unemployed and of the local
labour market. The reform aso introduced the so-called "individua action plan” as a
mandatory instrument to focus the attention of the unemployed and the labour market
authoritiesonthe actionsnecessary to maketheindividual unemployed qualifiedfor ordinary
employment.

*  Theremoval of the connection between job-training and the unemployment benefit system
which meant that participating in job-training no longer would extend the right to obtain
unemployment benefits, if a person became unemployed after the training period.

*  The introduction of a number of paid leave schemes to encourage both employed and
unemployed people to take leave.

The commonfeature of the schemesfor paid leaveisthat they enable wage-earnersand saif-
employed to take leave for alimited time period (up to one year) and then return to work. Leave
can be granted for three purposes: child-minding, education or leave for non-specified purposes
(sabbatical). Thetarget groups and the income support during the leave period differ between the
three schemes. Thus two of the Danish paid leave arrangements aso include unemployed, who
during the leave are not submitted to the usual requirement to be disposable for the labour
exchange and undergo activation. Furthermore, the maximum duration of the benefit period will
be extended for an unemployed taking child minding leave, but - from 1996 - not educational
leave. The amount paid to persons on leave varies from 100 percent of unemployment benefits
(educational leave) to 60 percent (child minding and sabbatical |eave).

One strong argument supporting the introduction of paid leave wasthe idea of job rotation,
where employed persons going on leave would be substituted by unemployed who would thus get
a change to return to ordinary employment. However, apart from sabbatical leave, hiring a
substitute is not mandatory for the employer. In many cases paid leave for education is part of a
moreformal job rotation scheme, wherethe firmin cooperationwiththe labour market authorities
sets up a plan for training of the currently employed and combines this with specia training
programmes for unemployed to be hired as substitutes.

Since 1994 a number of important adjustments have been made in the original reform.
Thus the period in which a person can receive passive unemployment benefits has been reduced
from 4 to 2 years (and will in 1999 probably be reduced to 1 year). For young unemployed less
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than 25 years of age without vocational education, aspecial reformin 1996 made it mandatory to
take an education of no less than 18 months after 6 months of unemployment. Also the demands
on the unemployed as far as job seeking is concerned have be tightened.

In the remaining sectionsof thischapter, thedifferent partsof thereformarepresented and
discussed. Section 5.3 looks at the steering reform, while section 5.4 presents the regulatory
environment for activation. Section 5.5 then presents the paid leave arrangements and their
results, while section 5.6 gives an overview of the effect evaluations of the other parts of the
reformfrom 1994. Finally, section 5.7 sumsup the experienceswith Danish labour market policy
in the 1990s.

5.3 Regionalisation of policy design and implementation
Even before 1994, Danish labour market policy was somewhat decentralized. The labour

market reform, however, took afurther step towards both decentralizing the control over labour

market policy to 14 regions and also increased the influence of the labour market organizations

over regional labour market policy. Thus each regional labour market council was allocated a

budget within which it could design aregional labour market policy selecting from the range of

instruments available in the national legidation. Policy design aso to some degree involved
specifying target groups within the broad groups pointed out at the national level.

Respect for national policy priorities was to be obtained by a planning process involving
central monitoring of yearly regional plans and by setting up both quantitative and qualitative
targets to be met by the regional labour market boards.

Thus the reform involved both a decentralisation of the control over policy formation and
implementation and an increased involvement of the socia partners. The main arguments behind
decentralisation and involvement of the social partners were:

*  Making labour market policy more flexible and adapted to local needs.
*  Increasing the quality of policy by adding the knowledge of the social partners and making
them more engaged in the implementation of policy.

In many ways, this part of the reform has fulfilled the expectations. The evaluations report that:
Theregional plans have ahigh and increasing quality adapter to local needs and at the same
time are developed in close communication with the central authorities.

*  Theregiona actors show increased involvement in the policy process
*  Cooperation between within the regional labour market councils and between the regional
councils and other actors at the regional level seems to be well functioning.

On the other hand, one can aso point to anumber of potential problems with decentralisa-
tion and involvement of the social partners:

*  There could be conflicts between national and regional policy priorities (for instancein
selecting specific target groups).

* Regiona actors may become frustrated in situations where there is a conflict between
expectations and available resources.

*  Decisions involving many actors may become vague or fragmented and |oose a coherent
strategic perspective.

Many of the elementsin the original steering model can be conceived as tools to minimize
these sorts of risks. Table 5.2 summarizes the pros and cons of decentralization and a high level
of organizational influence and aso pointsto the measures used to minimize the risks mentioned
above.

Resultsfromevaluations of the organizational aspectsof the labour market reform, indicate
that the benefitsseemto outweigh the risks (Winter et a, 1995, 1996; Larsen et a, 1996). There
areclear indications of increased involvement fromthe labour market organization. Also the actual
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regional plans show ahighlevel of quality and the outcome of regional |abour market policy seems
satisfactory.

However there are aso a number of problems:
*  Conflicts of competence between the different actors involved in the planning and
implementation of policy.
*  Conflicts between the overal national strategy and the different regiona strategies.
*  Debates over the relevant choice of indicators for policy success at the regional level.
Current adjustments of this part of the reform are aimed at overcoming these obstacles to
awell-functioning formation of aregional labour market policy.

54 Theregulatory environment for activation

As mentioned above, one important aspect of recent labour markets reforms has been to
introduce a two-period system for the insured unemployed. The design of the system has
undergone some changesover last threeyears. The current system- to beimplemented from 1997-
99 - is as follows: During the first period of two years (the benefit period) the unemployed will
receive unemployment benefits and in some cases (vulnerable groups like unskilled persons,
immigrants, young persons etc.) be offered various forms of activation like education or job-
training. As a rule however, the unemployed during this first period is encouraged to look for
ordinary work.

If not successful in getting employment, the unemployed will enter the next period (the
activation period), whichlastsfor three years. During this period the unemployed has both a right
and an obligation to activation (education and/or job training) on afulltime basis. Theamis il
to qualify for ajob on the ordinary labour market. If the unemployed does not succeed in getting
unsubsidised work by the end of the activation period, he or she will loose the right to
unemployment benefits and will have to apply for means tested social security. One year of
ordinary employment isthenrequired to reenter the benefit systemfor theinsured unemployed and
start a new five-year period.

In many cases, the income of unemployed undergoing some kind of activation is defined in
relation to the level of unemployment benefits (having a maximum of approx. 136.000 DKK per
year). Thisisthe case for most of the persons taking part in educational programmes including
those on educationa leave.

For personsin job training the wages and working conditions are in principle determined
by collective agreements. A number of important exceptions are however found to this rule:

*  For both insured and uninsured persons undertaking ordinary job training in the public
sector during the first two years of unemployment the hourly wage has a maximum of 86
DKK/hour.

*  For personsin individual job training (mainly uninsured unemployed trained in the public
sector) an amount is paid which equals the social security plus an minor "activation
premium”.

*  Incase of insured unemployed in job training during the activation period, weekly income
isequal to unemployment benefits. Weekly working hours are therefore reduced in such a
manner as to make the resulting hourly wage equal to the wage rates set by collective
agreements.

If an unemployed person has aincome from work while receiving unemployment benefits
or social security, benefitsare reduced correspondingly. For insured unemployed, thisis done on
aproportional basisin the sense, that for instance one week of work reduces monthly benefits by
25 percent. If the aternative to unemployment is temporary low-income jobs, the incentive to
work is therefore rather limited, when one aso takes account of the high marginal taxation of
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supplementary income. Socia security, but not unemployment benefits, will also be reduced in
case of other forms of supplementary income. All benefits are taxed.

Since health care and other welfare services(e.g. basic pensions) are universal and financed
through general taxes, there are no special benefitsfor unemployed. On the other hand recipients
of unemployment benefits and similar income are not contributing to the labour market pension
funds and therefore not increasing their future supplementary pensions.

Asageneral rule, persons receiving unemployment benefitsor being activated must be job
seekers and accept job offers from the Labour Office. This is also the case for persons on
education or training. The only exception to this rule is unemployed taking child minding leave.

Table 5.3 sums up the general principles for income paid to unemployed persons, whilein
various activation programmes. Thetableillustratesthe parallel systemwhich has been created for
insured and uninsured unemployed. The main difference between the two systemsishowever that
social benefitsare means-tested. Thisimpliesthat an unemployed personmarried to ahigh-income
wage earner can receive unemployment benefits, but not social security.

For younger persons (lessthan 25 yearsof age) special rulesapply. Thusyoung unemployed
without a vocational education are - after 6 months of unemployment within 9 months- obliged
to follow 18 months of education receiving 50 percent of maximum benefits.

Asindicated by table 5.3, anumber of the instruments used to activate insured unemployed
pays the participants an income related to the level of unemployment benefits, which therefore
functions as a standard of value throughout the activation system:

*  Theeducational programmesand the leave schemefor educational purposes generally pay
the participant the equivalent of unemployment benefits.

*  While in job training during the activation period, the income paid to the participant is
equal to unemployment benefits.

*  Alsothe income paid to persons taking child minding and sabbatical leave is calculated as
afraction of unemployment benefits (60 percent).

*  Similarly, uninsured persons in individual job training in the public sector will receive an
income equal to their social security benefit plus a premium.

Inthe case of thejobtraining programmesfor insured unemployed during the benefit period,
the situationis more unclear reflecting the conflict between treating the participantsaccording the
rules of to collective agreements and as persons in a specia labour market programme. Usually
the employer is paid a subsidy of 46 DKK per hour and then - in the private sector - pays the
participant according to collective agreement. In the public sector, the maximum hourly wage is
86 DKK.

Findly, in order to give the public employersastronger incentive to create job-openingsfor
long-term unemployed, anew possibility has been opened in 1996 to create so-called " pool-jobs”
within amost al public service activities including environmental protection, cultural activities,
education, socia servicesetc. The individua pool-jobs are limited to three years, and 90 percent
of the wage cost isrefunded by the state. The weekly wage is set equal to unemployment benefits
and working hours adjusted in order to make the hourly wage in line with collective agreements.

5.5 Thepaid leave arrangements (PLAS)

PLAs were introduced in Denmark in 1992 as pilot-schemes. The Danish labour market
reform of 1994 made the PLAs an integral and important element of labour market policy. Table
5.4 gives an overview of the three main forms of PLAs now existing in Denmark.

To the information in the table can be added that the applicants for education leave and
sabbatical leave must be more the 25 years of age and have been on the labour market for more
than three years. These criteria do not apply to child-minding leave.
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Right fromthe start, the PLAs proved to be very popular. The average number of persons
onleavethusincreased from 17,900 inthe 1. quarter of 1994 to 80,200 inthe 4. quarter. Thetotal
number of persons granted aleave in 1996 was 121,000, while the average number of whole-year
persons on leave were 62,300. This can be compared to an open unemployment in 1996 of
245.600 persons.

5.5.1 Paid leave arrangements, work sharing and job rotation

The arguments for the positive employment effects of PLAs may take two forms.

Firstly, one may emphasize the element of direct work-sharinginpaid leave arrangement and
see them as means to distribute the burden of unemployment more evenly over the workforce. In
itssmple form, where the amount of work is seen as afixed number of working hours, which can
be distributed more or lessevenly over a(homogeneous) workforce, the argument isnot accepted
by most labour market researchers.

Secondly, the employment effect may be related to the common tendency to hysteresisin
unemployment, whichisadominant feature of unemployment inmost European countries. Onthis
background interest isdirected at meansto prevent unemployed frombeing locked up inlong-term
unemployment and on the various barriers hampering the long-term unemployed from getting re-
employed. One important restriction seems to be unemployment itself in the sense that a longer
period of unemployment actsas a signal to potential employersthat something iswrong with this
particular person - even if one cannot spot the particular reason during an job-interview or from
studying the formal educational qualifications (so-called statistical discrimination). To improvethe
chances of becoming employed, one must therefore establishincentivesfor the employersto give
the unemployed atemporary job offer in order to give him or her the opportunity to reassure the
employer of the actual qualifications. Programmes directed solely at training or educating the
unemployed will only have limited effects, because this important re-employment barrier is not
overcome.

On this background emphasis is put on the potential effects of paid leave arrangementsin
relation to job-rotation. As mentioned above, job-rotation is actually mandatory in one Danish
scheme, inthe sensethat the employer must empl oy an unemployed as a substitute during the leave
of the employee. In other cases job-rotation is stimulated in various ways without being aformal
requirement (eg. when PLAs are integrated in formal job-rotation projects set up in cooperation
between firms, educationa ingtitutions and the Labour Office). The intention is that those
employed as substitutes will drastically improve their chance of getting stable employment.

5.5.2 Employment effects of PLAsin the short and thelong run
The short term economic effects of paid leave arrangements are in general undisputed:

*  The number of registered unemployed decreases by one person, every time an unemployed
person takes leave. If an employed person takes leave, the decrease in registered
unemployment is related to the share of vacancies being filled with substitutes.

*  Tota employment falls when employed persons take leave, except for the case when all
vacancies are filled by substitutes.

*  The sum of registered unemployed and persons on leave will increase unless and vacancies
arefilled by previoudy unemployed substitute.

*  Total public expenditure on unemployment benefits and compensation to persons on leave
will fal every time an unemployed takes leave, if the compensation is less than the
unemployment benefit. For employed personstaking leave, the effectson public budgetswill
depend on the relation between the replacement rate and the share of the compensation in
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relation to unemployment benefits. If the replacement rate is higher than the rate of
compensation, there will be net public savings.?

There is much less agreement on the longer term economic consequences of paid leave
arrangements, but a number of effects are possible:

*  Thesupply of labour may beinfluenced. The direct effect of leave schemesisto reduce the
supply of labour. However, the increase in the demand for labour ssemming fromthe hiring
of substitutes may also increase the supply of labour and thus reduce the short run effect on
unemployment described above. One could aso imagine that the paid |eave arrangements
themselves will act as an incentive for some persons to enter the labour force in order to
benefit fromthe schemes, though rulesfor becoming eligibleto the PLAN are set up in order
to diminish this kind of "moral hazard". To the degree that the PLAN's reduce marginali-
zation, the effective supply of labour will also be increased in the longer run. Therefore, it
is very difficult to make quantitative estimates of the effects of the PLASs on the supply of
labour.

*  The fall in unemployment caused by the PLAs may in the longer term lead to wage
pressure. If the PLAN implies bottlenecks on segments of the labour market that act as
wage leaders, the wage effectswill be larger than in the cases where paid leave is mostly
taken by groups with high unemployment. Increasing wages will have negative effects on
international competitiveness and increase unemployment. Also in this case, the actual size
of these effectsis very hard to estimate.

*  The PLAs will probably have positive impacts on the qualifications of the workforce.
Especialy fromthe educational |eave one can expect an increase on the qualifications of the
persons on leave, while at the same time the substitutes undertake on-the-job training.
Thereforethe PLAS can increase the growth potential of the economy and diminishthe risk
of bottle-necks caused by lack of qualified labour.

Summing up, one therefore finds conflicting arguments concerning the longer terms effects
of the PLAs. On the one hand there are risks of bottle-necks and wage-pressure, but on the other
hand an opportunity to upgrade the qualifications of the workforce, both employed and
unemployed. Among economists, the major disagreement has dedlt with how to weigh these
effects against each other.

Apart from the macroeconomic effects of PLAS one can point to the potential beneficial
macro-social effects related to for instance improved family relations and increased social and
cultural mohility. Furthermore, the PLAS can be seen as a strategy for fighting unemployment,
whichisboth vishble and easy to understand for the large parts of the population. The major non-
economic risk of PLAs s probably related to the effects on the position of women on the labour
market, which may be weakened from the high proportion of women taking child-minding leave.

Table 5.5 sums up some potential economic and non-economic risks and benefits from a
macro-perspective.

5.5.3 Evaluations of the leave schemes
The labour market reform of 1994 is now under evaluation. Results have been published
fromtwo general evaluations of the implementation process (Haahr & Winter, 1996; Larsenet d,

2 This conclusion is based on a simple economic mode! of the short term effects of paid |eave arrangements (Kongshgj
Madsen, 1995).
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1996) and from an effect evaluation of the paid leave schemes and from other of the sub-
programmes (cf. section 5.6 below).

Among the main resultsfrom evaluating the paid |eave arrangementsare (Andersen, 1996;
Pedersen, 1996):

*  The leave schemes are very popular with 121,000 persons taking leave in 1996. Hereof,
72,700 persons went on educational leave, 46,900 persons were on child minding-leave,
while only 1,500 persons went on sabbatical. The number of persons taking leave has
decreased somewhat since the maximum of 141,000 persons on 1994. Thisfal is probably
due to changed economic conditions and stricter rules for the leave takers and a more
restrictive attitude from the employers due to the economic upswing, which makes it more
difficult to send employees on leave.

* Half of the persons taking leave are unemployed and a majority are women. About 60
percent of the employed taking leave are from the public sector. The average duration of a
leave is approx. 200 days.

*  Educational leave ismostly taken to improve formal qualificationsin relation to the current
employment situation. Of those employed taking educational leave about 50 percent did so
together with colleagues. For 12 percent the leave wasin relation to aformal project of job
rotation. In 1995 the total number of persons taking part in such job rotation projects was
29,000. Both employersand employees have very positive evaluations of educational |eave.

*  Child minding leave is mainly taken by women (90 percent). The attitude of firmsis more
critical in this case.

*  The pad leave schemesimpliesboth costsand savingsfor the public sector. The net effects
of the schemesis estimated at between 0.4 and 1.5 billion DKK in 1995 depending on the
assumptions concerning the share of vacancies being filled with substitutes. Thisamount to
between 5,000 and 20,000 DKK per person on leave (on afull-year basis).

Table 5.6 presents information on the share of firms hiring a substitute during a leave
period.?* On average about 3/4 of the vacant jobs are filled by substitutes. The replacement rate
is higher for public employersand for smaller firms. When interpreting these figures, one should
however be aware of the fact that the Danish labour market has experienced a strong upswing
from 1994 and onwards.

In more than half of the cases (58 percent), the employer knew the substitute beforehand.
One out of four substitutes were aready working for the same employer and thus just rel ocated
within the firm.

This point is also reflected in table 5.7 which shows the previous employment situation of
the substitutes.

The most striking result from table 5.7 is probably that amost half of the substitutes are
employed before taking the job as a substitute for aparticular person on leave. Only aminority of
13 percent report to have been unemployed for more than 3 months. Thus in the case the paid
leave arrangementswhere the employer controls the hiring of a substitute, the normal recruitment
mechanismsarenot changed. Hiring through informal channels and giving priority to personswith
alow previous unemployment is still the normal pattern. On the other hand there is of course the
possibility that the paid leave arrangements create job openings for longer term unemployed
further down the chain of recruitments (eg. when substitutes are pulled into more permanent
employment), but thisis not investigated in the present evaluation.

Finaly, table 5.8 shows the labour market situation of the substitute after the end of the
leave period. On average, 36 percent of the substitutes stayed with the same employer after the

2 Table 5.6 and the following tables 5.7 and 5.8 only cover child-minding leave and educational leave, since a substitute
is mandatory in the case of leave for sabbatical.
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end of the leave period - a figure which can be compared to the information in table 5.6 showing
that 27 percent of the substitutes were already employed by the firm before taking the job as a
substitute.

The effect of the leave schemes on total unemployment depends on division of the leave
takers between employed and unemployed and on the assumptions concerning the share of
vacancies being filled by unemployed. In the evaluation, it is estimated that the leave schemes
reduced open unemployment by 60-70.000 persons in 1995. Between 2/3 and 3/4 hereof is the
result of unemployed taking leave and therefore not being counted in the official unemployment
statistics.

5.5.4 The leave schemes. Summing up

The development in the number of persons on leave during 1994-96 clearly indicates that
alarge partsof both the employed and the unemployed have been attracted by the PLAS. Clearly,
a number of barriers for individuals and firms to PLAs were removed by the labour market
reform of 1994. Most important is the removal of the obligation to take in a substitute, when
empl oyees take educational leave, and the institution of a formal right for the employeesto take
child-minding leave.

However, inrelationto the functioning of the labour market, evaluations of the PLAs gives
ambiguous results. In the short run, they will reduce open unemployment. Also, there are
sgnificant effects on job-rotation in the sense that job-openings are created for unemployed,
however not always the long-term unempl oyed.

Therisk of PLAsinthe longer run is however, that the lowering of the labour supply in the
longer run may create wage pressures and a negative effect on cost-competitiveness. Thisrisk is
of course increased, if the PLAS leads to bottlenecks on specific parts of the labour market. One
should note however that such risksarenot related to PLAsin particular, but to all active labour
mar ket policies which somehow reduce open unemployment.

For the budgets of the public sector, publicly financed PLAs are in the short run a limited
net burden, becausethere are savingsin unemployment expenditures. The size of the net costswill
depend ontherelation between |eave compensation and unemployment benefitsand on the degree
to which substitutes are taken in. To this can be added savingsin other areas, e.g. on the budgets
of child-minding-institutions.

At the macro-level, the PLAs will furthermore have effects of a social and political nature.
These effectswill inthe short run berelated to the lowering of registered unemployment following
from the PLAs. This implies a step to solve an important social and political problem.
Furthermore, one will find an improved quality of life both for the persons on leave and for the
unemployed, who become employed as substitutes.

Especially concerning the macro-political leve, it isworth pointing to the significant popul ar
support for the PLAs. The main causeis probably their element of work-sharing, whichiseasy to
explain in smple terms. Also, the PLAs seem to fulfill important needs in the daily life of large
partsof the population. Onthe other hand, anumber of experts, political partiesand labour market
organisations have expressed great scepticism towards the PLAs. Thus, there is a remarkable
parallel to the Danish Maastricht-referenda, when looking at the debate over the PLAS. Onlythis
time, the population is for, and the experts and politicians are against.

Finally, one should note that the Danish debate on the PLAs has been very much influenced
by the specific labour-market situation in which they were introduced. One paradox is here, that
the decision to introduce them was taken during a period of high and increasing unemployment.
But they were implemented during the most powerful economic boom since the mid 1980s. This
has been the basis for a growing critique towards PLAS among economic experts.
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Therefore it is important to emphasize that in the longer perspective the most interesting
aspect of the PLAsmay well bethat they represent anew way to increasethe flexibility of working
time over the individud life cycle and thus realize the underlying tendency to the fall in working
time that has been seen over the whole postwar period. Thistrend hastraditionally expressed itself
aslower daily working hours, longer vacationsor alower retirement age. Herethe PLASrepresent
afurther possibility where the individua employee steps back from working life, but only for a
limited period of time, to take up further education, child minding or personal development. The
experiences with the Danish PLAs indicatesthat such aflexible reduction of working time fitsthe
preferences of large parts of the population and thus should be an important kind of "transitional
labour market" inthefuture(G. Schmid, 1995; Auer and Schmid, 1997). Inthelonger perspective
this might be the most significant result of the full-scal e experiment with the Danish paid leave
arrangements.

5.6 Effect evaluations of the new strategy

Numerous evaluations of the instruments of active labour market policy targeted at long-
term unemployed have been conducted over the years. Among the consistent results are:

*  positiveemployment-effectsof job-training (withwage-subsidy) inprivate firms while public
job training shows no clear results,

*  positive employment-effects of various forms of education with highest scores given to
educations within the ordinary system and combinations of education and on-the-job-
traning;

*  limited employment-effects of special training programmes for long-term unemployed -
especially when the programme are of short duration;

*  arisk of adverse-sel ectioneffectsin the sensethat programmesformally targeted at the most
vulnerable groups tend to have alarge share of more resourceful participants;

*  positive subjective evaluations of almost dl programmeswhen evaluated by the participants
themselves - even when the employment effects are limited.

The labour market reform of 1994 has been evaluated during 1996-98. Results have been
published from two general evauations of the implementation process and from a number of
evaluations of the effects of the variousinstruments. A final evaluation of the overall impact of the
reform on the functioning of the labour market will be published in August 1998.

The evaluations of the steering reform and the paid leave arrangements have aready been
discussed. In this section focus is therefore on the results from the effect evaluations of the
activation reform (apart from the leave scheme).?? Firdtly, results from effect evauations of
programmes for unemployed is presented. Secondly some result from evaluation of activities
targeted at firms are discussed.

5.6.1 Evaluationsof activation of the unemployed
In relation to the activities for the unemployed, the evaluations have shows a number of
remarkable results:

*  The individual actions plans are conceived by the unemployed as positive and relevant
instruments to plan their return to normal work.

*  Theunemployed were generdly satisfied with the programmes in which they took part (job
training, education etc.).

*  Based onalarge scale longitudinal data set with information on the individua unemployed,
it was estimated that most of the programmes also reduced subsequent unemployment for

2 This section is based on a summary of the eval uation resultswritten by the author for the National Labour Market Council,
June 1998 (in Danish).
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the participants. The exceptions were educational |eave (decided by unemployed) and some

other forms of education. But both private and public job training and education targeted

at increasing the employability of the unemployed had significants effects in the form of
lowered subsequent unemployment.

*  Also, not surprisingly, the improved state of the economy since 1994 had contributed to the
success of the activation programmes.

*  Theprogrammesdirected at the younger unemployed (under 25 yearsof age) and involving
stronger obligations to undergo education and a lowering of unemployment benefits after

6 months of unemployment, have proved to be a successin the sense that most of the young

unemployed in the target group left unemployment either to take an ordinary job or begin

an education.
*  The"dead-weight" observed when wage-subsidies are used for job-training is limited (level
of 20 to 30 percent) compared to international experiences.

These results are mainly from evaluations conducted in 1995-96. Later adjustments of the
activation programmes have among others put more restrictions on the educational activities of
the unemployed, aming at ensuring more relevance for employability of the content of the
educations taken.

5.6.2 Evaluations of the activities directed at the firms

These evaluations show first of all that the Labour Offices have alimited role in the firms
recruitment of new employees. Often the firms are somewhat sceptical towards the candidates
received from the Labour Office and they also find it hard to judge whether the quality has
improved after the reform. But on the other hand the evaluations point to the potential for amore
goal-oriented strategy from the Labour Office targeting its contact to certain profiles among the
firms.

Also, job-rotation getsavery high scorefromthe firmswho have actually used job-rotation
in further education and recruitment of new employees. Among those firms 60 to 90 percent have
apositive evaluation of job-rotation asan instrument for further education and recruitment of new
employees. The smilar sharefor firms having no experience with job-rotation is between 20 and
30 percent. Thus there seems to be alarge potential for an increased use of job-rotation projects
established in cooperation between firms and the Labour Office.

A important aspect in relation hereto will be the way in which the Labour Office handlesthe
dilemma between supporting the firmsin their recruitment process and ensuring job opportunities
for the hard-to-place among the long-term unemployed.

5.7 Summing up the Danish experience
Danishlabour market policy hasundergonerather drastic changesin recent years. The share
of active expenditures has increased - though it is still low compared to Sweden. The formation
and implementation of policy has been decentralised (the steering reform). At the same time the
use of instruments and programmes have been changed (the activation reform). For insured
unemployed the maximum duration of benefits and participation in activation programmes has
been reduced from approx. 9 yearsto 5 years (from 1999). Emphasis is put on an obligation to
full-time activation after only two years of unemployment. For some groups activationtakes place
at an even earlier time.
In this section, the experiences with the Labour market reform are summarized under the
following headings:
*  regionalisation and involvement of socia partner;
*  the comprehensive approach;
*  the effects on the functioning of the labour market;
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*  theinterplay between labour market policy and other policy areas.

5.7.1 Regionalisation and involvement of social partners

The steering reform which was an integral part of the labour market reform involved both
a decentralisation of decision making to the regional level and an increased involvement of both
the social partnersand representative of local government. Asdiscussed in section 5.3, thisprocess
involves both advantages and potential risks.

It is the impression from the evauations of the steering reform that the gains clearly have
outweighed the risks. Theregional planning is generally of ahigh qudity. The involvement of the
socia partnershasincreased. Thereisafruitful cooperation between dl the actors at the regional
and local level. Learning processes and adjustments have taken place to correct the inevitable
problems arising aong the way.

This being said, there are also some obvious problems involved in the functioning of the
steering reform.

One set of problems are related to the dilemma between decentralising responsibility and
influence, while at the same time preserving an overall political control with goals and directions
of the national labour market policy. Here the evaluation have uncovered a number of problems
in setting of proceduresthat combinesregional flexibility in the choiceof instrumentswithnational
control with the outcome of policies.

One set of problems has to do with the difficulties in defining benchmarks for policy
outcomesthat measuretheisolated effects of policiesindependently of the regional businesscycle
and other external factors affecting the measured results. Here current developmentsis towards
more refined quantitative measures combined with evaluations of more qualitative indicators of
policy outcomes.

Furthermore the central decision makers must be aware of the risks involved when they
directly interveneinregional policies, for instance by setting up new rulesfor instrumentsor target
groups. Thiswill lead to frustrations on the parts of the regional actors.

At the regional leve, the evaluators point to the importance of a clear division of
responsibilities where the regional labour market council should take the role of decision maker
and coordinator, while at the same time build up formalised institutions of cooperation with the
other regional actors and emphasise the need for at coherent set of values and conceptions of
problems at the regional level.

5.7.2 The comprehensive approach

One of the driving forces behind the reform of 1994 was the concept of the comprehensive
approach where the activation of the unemployed should be combined with the effort to upgrade
the skills of the workforce in general. In its purest form the idea is found in the projects of
collective job-rotation, where a group of employees from one or more firms undertake further
education and training and substitutes are taken from the ranks of the unemployed - all set upin
cooperation between the firm(s), the Labour Office and institutions for labour market education
and training. But one can also include individual job rotation where sngle employees go for
training and are substituted by unemployed, without taking part in alarger project.

While the traditional approach to activation putsemphasis on education and training for the
unemployed, the model of job-rotation focuses on the need for upgrading the skills of those
already employed. When they take part in education and training, temporary job vacancies are
created, which can then befilled by formerly unemployed, in some cases after special training. One
big advantage of the model of job-rotationistherefore, that educationand training can betargeted
to the specific needsfor qualifications of the firms and employees. At the same time the model of
job-rotation enables the unemployed to overcome the entry barriersto the firms.
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The leave schemes of the labour market reformin 1994 are strongly influenced by the idea
of job rotation. The clearest example is the educational leave while leave for child minding and
sabbatical mainly createsjob openingswithout leading to an upgrading of the skills of the persons
on leave. At the same time the broad acceptance and popularity of the leave schemesiis closely
connected to the fact that hiring of a substitute is not mandatory but can be decided in each case
by the employer (except for leave for sabbatical).

The Danishexperienceswiththe comprehensive approach have in general been positive. The
firmswho have taken part in job-rotation are very positive. A high share of the job-vacanciesare
filled by substitutes, though only a minority of these are former long-term unemployed.

At the sametime, anumber of barriersto the comprehensive approach have been uncovered:

*  Both the employers and the employees may lack motivation for further education and
training;

*  Frms may find difficulties in planning ahead to the extent required for collective job-
rotation;

*  Collective job-rotation requires a coordinated effort by many actors and often involves
complicated paper-work;

*  Thefirms may be sceptical towards hiring long-term unemployed as substitutes.

Especialy the later barrier isprobably to some extent depending onthe businesscycleinthe
sense that the firms will be more reluctant to hire long-term unemployed in periods with a tight
labour market because they fear that the more qualified among the long-term unemployed have
already been pulled out of unemployment.

Overcoming these barriers is a slow process which puts demand on both the firms, the
employees and the Labour Office and other authorities. One important aspect is the need to be
very explicit about the balance between the two sides of the comprehensive approach: the
upgrading of the skills of the employed and the integration of the unemployed.

5.7.3 Thefunctioning of the labour market
Identification of awell-functioning labour market can take place at severd levels:

*  From a macro point of view one can study the extent to which low unemployment is
compatible with low wage inflation.

*  From a micro point of view the well-functioning labour market is characterized by the
absence of bottle-necks, an even distribution of unemployment over sectorsand regions and
alow level for the number of vacant jobs.

*  Findly one may, from the point of view of marginaization, put emphasis on the extent of
long-term unemployment and expulsion from the labour market.

There are a number of indicators showing that the Danish labour market during the 1990s
on the basis of these criteria shows animproved functionality. Most astonishing isit that the sharp
drop in open unemployment and the rise in employment since 1995 has taken place without the
rise in wage inflation which could be expected based on the historical experience - for instance
from the previous upswing in the mid-1980s. Also the more even distribution of unemployment
and the absence of bottle-necks point to a better functioning of the Danish labour market. Findly
anumber of indicatorspoint to afal in long-term unemployment and marginalisationathoughthe
strength of this development is debated.

Of course, therecould beanumber of factorsbehind these devel opments. Changing attitudes
and behaviour of firms, employees and the social partner could be important. The improvement
in the state of the labour market in itself has helped to reduce marginalisation. But on the
background of the many positive result from both the process- and the result-evaluations of the
labour market reform, thereisa case for arguing that the change in Danish labour market policy
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in 1993-94 has given asignificant contribution to the improved functionality of the Danish labour
market in the last 3-4 years.

A recent study from the Danish National Institute of Social Research aims at summing up
the evidence from the large-scale evaluation programme studying the labour market reform of
1994.2 The general question asked is whether the labour market reform and the subsequent
adjustments in labour market policy has had a positive impact in the functioning of the labour
market. Not surprisingly, such aquestion must be answered with considerable care. However, the
evaluators sum up their investigation in the following points (Larsen & Langager, 1998, pp. 34-
36).

Concerning the importance of the activation strategy, the empirical anaysis shows that:

*  the employment goals specified in the individual action plans indicates that thereisa
considerable planned mobility among the unemployed,

*  |abour market policy seems to function effectively in the sense that the planned mobility
among the unemployed is larger in the regions, where the need for mobility is the highest
(due to threats of bottle-necks),

*  onthe other hand there are considerable locking-in effects in the sense that job-search is
reduced during activation,

*  there are significant positive employment effects of both job-training and education for
unemployed :

*  theeffective supply of labour among theinsured unemployed seemsto have increased from
1994 to 1997 probably due to the stricter demands made on the unemployed during the
second phase of the reform (for instance in relation to the increased demands on the young
unemployed).

Concerning the activities directed at the firms, there are indications that the reform has
contributed to the absence of bottle-necks since 1994:

*  thereisa(weak) indicationthat the quality of the services of the Labour Office to the firms
has improved since the reform when looking at the ability to fulfill the needs for qualified
labour (though there are also examples of labour shortages in the short run),

* the introduction of new forms of placement services (in the form of "open" self-service
placements) has - together with the surveillance activities and regular contacts with
employers- lead to an increasein the transparency of the labour market and thusimproved
itsfunction as a system to match demand for and supply of labour; the market share of the
Labour Office however, is still rather low.

Whether these effects of the reform haslead to an improvement in the general functioning
of the labour market measured by its ability to adapt to external chocks and to allocate labour
efficiently is harder to evaluate.

The lack of significant shortages of labour since 1994 - in spite of the fal in unemployment
and strong growth in employment - could indicate that the functioning of the labour market has
been improved. Whether this is due to the reform or to other factors (including factors on the
demand side like a relatively balanced increase in the demand for labour) cannot be definitively
decided on the basis of the available evidence. There are some indicatorsthat point to aimproved
function of the labour market, but whether structural unemployment hasfalen significantly is il
to be seen, according the evaluators from the Danish National Institute of Social Research.

5.7.4 The broader perspective on labour market policy

In the larger perspective, labour market policy is moving into focus. To some extent this
development mirrors the reduced role of a number of other instruments of economic policy and

2 Larsen & Langager (1998), cf. also Sendergaard (1998).
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employment policy at the national level. Increasingly, monetary policy and to some extent also
fiscal policy is coordinated at the EU-level. At the national level labour market policy - together
with educational policy and industrial policy - therefore has an ever moreimportant role to play.

In relation to these areas one may point to a more ambitious role for labour market policy
thanjust acting asalabour exchange and activating the unemployed. In the future one may seethe
Labour Office developing into a role of advisor in the area of training and further education
assisting the firms in upgrading the skills of the workforce in line with the ongoing changes in
technology. In relation to industria policy, the labour market authorities will be responsible for
the availability of awell-qualified and stable workforce which is an important factor in deciding
the location of new firms. The vision is thus of the Labour Office as a central actor in the
development of human resour ces.

On the other hand focus must also be on the programmes for the long-term unemployed.
Here the economic upswing has in one sense helped to reduce the size of the problem by opening
more job opportunities also for the less qualified among the unemployed. But on the other hand
those remaining in the group of long term unempl oyed more often areharder to get back to normal
employment. This bring labour market policy into close contact with social policy in providing
programmes that are targeted at persons with a wider range of personal and social problems.

Findly one should note that the improvement of the general situation on the Danish labour
market and the implementation of the labour market reform has taken place in a positive
interaction with the economic upswing. The increased demand for labour has provided clear
signasfor the direction of labour market policy while the latter hasbeen ableto lay the foundation
for stable economic growth.

At the same time the new situation has also accentuated the potential conflict in the
comprehensive approach between the roles of the Labour Office as responsible for devel opment
of human resources in general and the role as manager of programmes to assist the long-term
unemployed in getting back to normal employment. Developing ways to overcome this conflict
is an important aspect of Danish labour market policy in the coming years.
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Table5.1: Total public expenditure on labour market policy, 1994-97, Milliard DKK,
constant prices (1997)

Milliard DKK (1997-prices) 1994 1995 1996 1997
Unemployment benefits 35.8 30.5 26.0 24.1
Unemployment pensions 13.3 154 185 19.0
Child minding leave and sabbatical leave 34 4.6 2.9 2.2
Total passive expenditures 52.6 50.4 474 45.3
Activation 7.3 5.0 5.2 49
Educational leave 13 37 37 29
Labour market training 25 2.8 2.7 3.0
Total active measures 111 115 11.6 10.7
Labour exchange 0.9 0.9 0.9 0.9
Work environment 0.4 0.4 0.4 0.4
Misc. 0.5 0.2 0.3 0.4
Total expenditures 65.3 63.4 60.7 57.8
- percent -
Active as percentage of total expenditure 17.0 18.1 19.1 185

Source: Arbejdsmarkedspolitisk &rbog 1997, p. 72
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Table5.2: Potential benefitsand risksfrom decentralization and a high level of control
over labour market policy from the labour market organizations.

Decentralization Influence from labour
market organi zations

Benefits * Accommodation to local con- * Increases the level of information
ditions * Strengthens the political support
* Increased responsibility and for labour market policy
creativity
Risks * No overall strategy for labour * Democratic deficit
market policy * Soft decision-making based on
* Stresses the employees consensus
* Policy is controlled by established
interests
Controlling risks * Central formulation of goals and indicators of results
* Central supervision of regional plansinvolving dialogue and exchange of
information
* L earning processes and building of political culture at regional level

Table5.3:  Income paid to persons above 25 year s of age while activated

Benefit period (2 years) Activation period (3 years)

| . . :
Insured unemployed nary job-  Wage according to Same as unemployment

training collective agreements benefits. Weekly working
(max. 86 DKK/hour in  hours are adjusted in order
public sector). Standard  to keep hourly wagein
working hours. A wage  line with collective

subsidy of 46 agreements. Thisalso
DKK/hour is paid to appliesto "pool jobs'.
the employer.

Individual job  Same as unemployment benefits

training
Education Same as unemployment benefits
(incl. edu-
cational leave)
Non-insured Ordinary job Wage according to collective agreements (max. 86
unemployed training DKK/hour in public sector). Standard working hours.
A wage subsidy of 46 DKK/hour is paid to the
employer.

Individual job ~ Same as social benefits plus activation premium (max.
training approx. 67 DKK per hour). Working hours are set by
the municipality.

Education Same as social benefits
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Table 5.4: The Danish paid leave arrangementsin the labour market reform of 1994

Education leave Sabbatical leave Child-minding leave
Target group 1. Employed 1. Employed 1. Employed

2. Unemployed 2. Unemployed

3. Sdf-employed 3. Sdf-employed
Applicant must be Yes Yes No
eligible for unemplo-
yment benefits?
Maximum duration 1 year 1year? 26 weeks/1 year?
Right for the applicant?  No No Yes (up to 26 weeks)
Mandatory substitute? No Yes No
Amount paid as share of 100 percent 60 percent? 60 percent?

unemployment benefit

Notes: 1) The benefits for sabbatical leave and child-minding leave were originally set to 80 percent of unemployment benefits. They were in 1995
reduced to 70 percent and were further reduced to 60 percent in April 1997. 2) From 1995 the minimum duration of a sabbatical is 13 weeks. 3)
From 1995, the right to leave for child-minding is reduced to 13 weeks, if the child is older than 1 year.

Table5.5:  Somebenefitsand risks of publicly financed paid leave arrangementsat the

macro leve

Benefits

Costs and risks

Macro-economy:
Short term Lower unemployment (C/E/S)
Public savings on child care ex-

penditures (C) and unemployment
benefits (C/E/S)

Increased qualifications of labour force

Long term (E)
Social and political Increased educational, socia and
level cultural mobility (E/S)

Strengthening of family ties (C)

Notes: (1) E: educational leave; S: sabbatical leave; C: Child-minding leave

Lower production due to lower
employment and/or lower productivity
of subgtitutes (C/E/S)

Increased public expenditures for paid
leave compensation (C/E/S)

Bottle-necks and wage-pressure
(CIE/S)

Unequal opportunities of women (C)
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Table5.6  The share of employers reporting to have hired a substitute during leave
periods. Percentage.

Private employer Public employer All
Number of Child minding  Educationa Child minding  Educationa
employed leave leave leave leave
Less than 50 60 36 93 91 76
50 or more 57 53 80 81 71

Source: Andersen et al (1996), table 8.1

Table5.7  The previous employment situation of the substitutes. Per centage.

Private employer Public employer All
Previous employment situa=  Child-min-  Educational  Child- Educationa
tion ding leave minding leave

leave

Unemployed less than 3 9 13 22 15 16
months
Unemployed 3-12 months 18 9 5 6 9
Unemployed more than 12 9 7 2 3 4
months
Unemployed (duration un- 21 35 23 28 24
known)
Employed 45 36 48 48 46
All 102 100 100 100 99

Source: Andersen et al (1996), table 8.7
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Table5.8: Thesubsequent employment situation of the substitutesdivided by employer
and leave scheme.

Private employer Public employer All

Subsequent employment situation | Child-minding | Educational | Child-minding | Educational
leave leave leave

Not employed by the same 49 33 54 48 51
employer
Employed instead of the 12 10 4 4 6
person on leave
Employed permanently 18 20 14 13 16
elsewhere in the same firm
Employed as substitute in the 10 19 15 17 14
same firm
Not known 11 19 13 19 14
All 101 100 100 101 101

Source: Andersen et al (1996), table 8.9

6. Any lessonsto learn?

Thisfinal chapter summarizesthe analyses of the Danish " employment miracle” of the 1990s.

The starting point is that though one may discuss the specific numbers used, the miracleis
not a statistical fiction, but isreal in the sense that the situation on the Danish labour market has
improved considerable over the last 3-4 years. This new situation can be measured along several
dimens onsincluding employment growth, lower total unemployment, reduced marginalization etc.
While one cannot serioudly arguethat al major imbalances on the Danish labour market have been
solved there are clear signs of an improved situation compared to the early 1990s.

One striking featureis that the shift towards higher employment and lower unemployment
until now has taken place without signs of serious bottle necks and wage inflation. This could
point to a decline, not only in total unemployment but in structural unemployment as well.

Focus in this study is on the Danish labour market in recent years where both the dramatic
fal in unemployment and the labour market reforms commenced in 1994 have attracted inter-
national attention. However - as already noted in chapter 1 - one could also include under the
heading of a Danish "employment miracle” the very high over-all employment ratio, whichin the
longer runis observed on the Danish labour market. During the last forty years - and irrespective
of the business cycle - more than 70 percent of adult Danes have been employed. Thus - in spite
of the disincentivesto work sometimes associated with awelfare state characterized by high taxes
and generous socia benefits - the Danish model seems to support - and not restrict - a well-
functioning labour market also in the long run.
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6.1 Explaining thefalling unemployment since 1994

In this following section a number of possible factors behind the fal in unemployment in
recent years are discussed. The section is organized along the lines suggested by the general
framework of the ILO Country studies.

Macroeconomic policy

Asdescribed indetail in chapter 4, the macro-economic factorscausing the boomin employ-
ment and the fal in unemployment can be easily identified. Slow growth in domestic demand and
apositive development in exports had created a solid surplus on the external balance in the early
1990s. An expansive fiscal policy in 1993-94 combined with falling interest rates and weaker
restrictions on loans based on private homes caused an increase in public and - later - private
consumption and investment. A classical demand-driven upswing was started - in many respects
gmilar to the boom of the mid 1980s. Only this time the buffer - in the form of the surplus on the
balance of payments - was larger.

However recently (June 1998) the Danish Government hasbeenforced to announceatighter
fiscal policy in order to avoid a threatening external deficit and problems with the supply of
qudifiedlabour. The planned total reductionin economic activity isestimated to 1 to 1.25 percent
of GDP in 1999.

Enterprises

The present upswing hasinvolved boththe privateand the public sector. Asnoted in chapter
4, a striking aspect of the Danish employment system is the predominance of small and medium
sized firms and a very high level of mobility between jobs. Therefore job tenure in Denmark is
among the lowest in Europe and at the level of that found in the UK and the US. Despite the
smalness of Danish firms which might itself increase job-mobility between firms, an important
factor isthe few restrictions imposed on the hiring and firing practices of both public and private
firms.

Tax and contribution system

As shown in chapter 2, the Danish tax and contribution system is characterized by:

* A dominance of direct personal taxation and few socia security contributions paid by the
employers.

*  Rather high average income taxes and especially a high marginal taxation also on ordinary
incomes.

To some extent, the lower socia contributions paid by employers are mirrored by higher
direct wage costs, implying that the cost advantage to firmsfollowing fromthe low level of social
contributionsis not as pronounced as one might think. In arecent comparison of total wage costs
(including indirect wage costs), total hourly wage costsin Denmark in 1996 were at the same level
asin the other Nordic countries and Austria, but almost 20 percent lower than in Germany.

As aconsequence of the high rate of marginal taxation, concern has been expressed that it
might - in combination with income related socia benefits (support for child care, housing
benefits) - cause serious economic disincentives to labour supply, especially at the lower end of
the income scale. However, the relevance of this observation for explaining the higher unemploy-
ment among low skilled workersis disputed, since other factor (including changesin the demand
for qualifications) may also be involved.

2 DA: Arbejdsmarkedspolitisk rapport, 1998, p. 118.
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The industrial relations system
In chapter 3 the details of the Danish industrial relations system were explained. The most
important features are:

* A high rate of organization especially at the employee's side.

* A dominant role of collective agreements in deciding wages and work conditions.

* A positive support from the state in setting up mediating institutions to guarantee the
smooth functioning of the IRS-system (for instance in settling industrial disputes).
Inrelationto the analysis of the present success of the Danish employment policy, the main

contributions of the Danish IRS-system are probably:

*  Thewage restraint accepted by the trade union leadership and the diffusion of the rate of
international wage growth as a wage norm within the system.

*  Theacceptance by the trade unions of alow level of employment protection in exchange for
generous unemployment benefits.

*  The trend towards wage and working time flexibility following from more decentralized
bargaining on wages and working conditions.

The education and training system

The structure of the labour market education and training system was explained in chapter
3. The most important aspects of the Danish system are:

*  The public systemfor both basic and adult vocational education and training operates under
strong influence from the social partners.

*  The training and education system is targeted at the workforce in general (based on the
concept of life-long learning) and not solely at the unemployed.

This system has functioned for numerous years. However, the labour market reform from
1993-94 alowed for amore flexible use of adult education and training. A separate reform of the
educationand training systemin 1997 has streamlined the systemfurther and a so introduced more
economic incentives for the suppliers of adult education and training. Also, at an important part
of the reform, the integration of the unemployed using training and education to an increasing
degree takes place through job rotation and leave schemes.

Labour market policy

Danishlabour market policy hasundergoneimportant changessince 1993-94. These changes
involved firstly a steering reformimplying adecentralisation of policy implementation to regional
labour-market authorities, which were empowered to design activation programmes in line with
local needs. Secondly, the reform contained an activation reform with the following elements:

*  The creation of a two-period benefit system for the insured unemployed with strong
emphasis on activation during the second period.

* A change in the assistance to the long-term unemployed from a rule-based system to a
system based on an assessment of the needs of the individual unemployed and of the local
labour market (introducing the so-called "individual action plan™).

*  Theremoval of the connection between job-training and the unemployment benefit system
which meant that participating in job-training no longer would extend the right to obtain
unemployment benefits, if a person became unemployed after the training period.

*  The introduction of a number of paid leave schemes to encourage both employed and
unemployed people to take leave.

Evaluations of the reform demonstrate that both the steering reform and the activation
reform in many respects have been successful. Regional labour market policy has become more
adapted to local needs and most of the activationinstrumentsand the leave schemes have positive
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effects when evaluated at the micro level. Also there are indications that the genera functioning
of the labour market has been improved.

The social security system

A describedin chapter 3, social security in Denmark offers some protectionto income losses
to those groups that are not covered by unemployment insurance. Basically the amounts paid to
unemployed as social assistance arein linewith the amountspaid to insured unemployed with the
important difference that means testing takes place. For instance, for amarried couple thisimplies
that social assistance will normally not be paid to one spouse if the other isworking or has some
other source of income. But apart from this situation, the debate mentioned above concerning
economic incentives to work etc. also applies to these groups.

Furthermore, as far as activation is concerned, recipients of social benefits are activated
using basicaly the same set of instruments as insured unemployed. Only, since they more often
have other problems than just lack of work, the activation mix may differ.

Theinterplay between the social security system (administered by the municipalities) and the
state-operated labour market system is a permanent friction area in Denmark. In the present
situation where the number of insured unemployed isfalling, more and moreinsured unemployed
with social or health problems are becoming visible, thus stimulating this discussion once more.

The working time regime
The most striking features of the Danish working time regime are:

*  The lack of state regulation except for laws on holidays, the so-called eleven-hour-rule
(there must be 11 hours between the end of one work-period and the beginning of the next
period) and regulations on maternal leave and other form of leave. But regul ations of normal
weekly working time, shifts, overtime and weekend work are all part of the collective
agreements.

*  Thefact that employeesworking part-time generally follow the same collective agreements
as those working full-time.

*  Theincreased similarities of the working time patterns for men and women.

Thusthe Danishworking time regime must be described as extremely flexible and adaptable
to both individual needs and to the specific situation of the firm or sector in question.

6.2 The mix of factors behind the Danish employment miracle

Not surprisingly, it is hard to identify one single factor behind the successful development
on the Danish labour market both in the longer run (indicated by the high employment ratio) and
in recent years.
Firstly, anumber of background factors are important:

* ahigh level of job-mobility established in an interplay between an industrial structure
dominated by smal and medium sized firms, weak employment protection and generous
employment benefits;

* awell developed system of public labour market education and training which functionsin
close relation with the socia partners and the qualification needs of the individual firms;

* along tradition for close cooperation between the social partners and government;

* anumber of public institutions established to promote collective agreements and involve-
ment of social partnersin the policy process;

* adgnificant change during the 1980s in the priorities of trade unions away from short
sighted wage claims and towards acceptance of broader and longer term goals as far as
working conditions and income are concerned.
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Also - and very important to the high overall employment ratio - one must highlight the high
participation rate of women, which s stimulated by the services of the welfare statein relation to
child care and care for the elderly. At the same time the welfare state is the most important
employer for working women and also - through the education system - provides them with the
necessary qualifications.

These factors have characterized the devel opment of the Danish employment system over
a long time period and have undergone only gradual changes. While they can contribute to a
general picture of a well-functioning labour market with a high employment rate, they are
insufficient in explaining the dramatic change on the Danish labour market in the mid 1990s.

There one most add:

*  the positive macro-economic effectsof atraditional demand driven upswing made possible
by a solid surplus on the external balance;

*  the effectsof the new design of labour market policy implemented from 1994 and onwards
and including a more active and flexible approach to activation and the idea of combining
thefight against unemployment with the fulfilment of other goal sthrough leave schemesand
job-rotation.

Whether the labour market reform of 1994 and the subsequent changes in labour market
policy have resulted in a sufficient fal in structural unemployment to allow for along and stable
economic upswing remains to be seen. Though there are as yet no clear sign that tighter |abour
market has fuelled wage inflation, it could be just round the corner, if unemployment falls to
rapidly and activation policiesaimed at lowering structural unemployment cannot keep pacewith
the risng demand for labour. The change of fiscal policy in the Summer of 1998 was without
doubt caused by such fears combined with the worsening of the external balance.

Also,intheFal of 1998, it has been decided to makeimportant changesin thelabour market
policy in 1999. These involve a further shortening of the period in which a person can passively
receive unemployment benefits from 2 to 1 years (6 months if under 25 years of age) and
restrictions of the early retirement scheme for member of unemployment insurance funds (in order
to reduce the strong incentives to early retirement found in the present scheme).

6.3 Final remarkson transferability of the Danish experiences

As dways in comparative policy analysis, the question of the extent to which the Danish
experiences can be transferred to other countries is complicated.

On the one hand, one can make the observation that in many respects the "Danish model”
in its present form is the outcome of along historical process and is characterized by a specific
"fit" of the different e ementsin the Danish economic, social and political structure. Thisinvolves:

* anindustria structure with many small and medium sized firms;
a generous state financed system of unemployment benefits;
awelfare state supporting a high participation rate for both men and women;
awell developed public system of education and training;
aset of industrial relations which involvesthe social partnersin dl policy areas of relevance
to the labour market.
Taking isolated elements of this set of institutions and policies and attempting to import
them to other socia environments has a high risk of not being successful.

Onthe other hand some of the factors explaining the current success of Danish employment
policy could be relevant also on other contexts.

Firstly, the Danish experience point to the importance of the macro-economic environment.
By themselves, labour market policies cannot generate ordinary jobs. A sufficient "pull” fromthe
demand side is a necessary condition. In the other hand, once the upswing is on its way, labour

* % % *
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market policies plays an important role in securing the supply of qualified labour and avoiding
bottle necks.

Secondly, some of the specific elementsin Danishlabour market policy inrecent yearscould
be of relevance for other countries:

() Theideaof decentralisation making labour market policy more adapted to local needs; aso
the stronger involvement of the social partners has proven successful, but can of course only
be implemented in an environment with awell developed industria relations system.

(i) Theconcept of theindividual action plan which signifiesamore flexible and individualized
approach to activation and training of the unemployed.

(i) The concepts of job rotation and leave schemes where upgrading the skills of the
workforce in general (or fulfilling other needs of the employed workers) is
combined with education and training of unemployed to fill in as substitutes. Here
one important Danish experience is that the spread of such programmes is
stimulated by removing strict requirements on the hiring of substitutes. Another
experience is that such programmes may function well both as individual job
rotation and planned job rotation involving a number of employees from one or
more firms.

Apart from these more specific elements one can finally point to the way in which the
Danish employment system combines a very flexible employment relationship with only few
restrictions with a good coverage of the unemployment benefit system and the principle of right
and duty to activation.

Thusinanumber of ways (for instance dismissals, labour market educationand training and
working time regulations) the Danish employment system combinesahigh leve of flexibility with
areasonable level of protection for the individua employee. This is accomplished not by putting
strict legal demands on behaviour of the individual employers, but by setting up institutions that
facilitate both negotiated solutions involving the social partners and flexibility at the individual
level in moving between firms and jobs. Thus the Danish model points to the feasibility of a
strategy of negotiated flexibility and individual protection as an alternative to more liberal and
mar ket oriented models of the employment system.
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