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Introduction
EMCO will examine the National Reform Programmes in their final form submitted by Member States to the Commission at the beginning of May. The examination will be focussed on:

a) labour market bottlenecks identified at national level, 
b) the main measures/reforms that each country expects to put in place to address its labour market bottlenecks and
b) the contribution of the measures to reach the national employment rate targets.

For each country specific examination, the Commission has produced a country specific fiche outlining the key employment challenges (KEC) to reach the national employment rates. The notes draw from the quantitative results of the Joint Assessment Framework (step 1) and from qualitative analysis provided by the geographical units in DG EMPL (steps 2 and 3). In line with the JAF methodology, the fiches focus mainly on the identification of labour market bottlenecks (alinea a mentioned above). In fact, the fiches, although identifying key challenges, do not contain an assessment of the policy response/measures (alinea b mentioned above) already announced in the NRPs 2011. That assessment will be part of analytical underpinning in the Commission recommendation to Council recommendations under Article 148 foreseen for 7 June. 

This note aims at further nourishing the discussion with an overview of the key employment challenges across all 27 Member States. The overview it offers is built on the 27 country-specific fiches and on the results of the examination of the draft NRPs carried out by the Committee in November 2010. The paper also provides details on the national employment rates adopted by national governments and the impact on the EU headline employment rate target.
The Commission views expressed both here and in the country fiches are articulated mainly to support a constructive discussion and should be seen in this light.

1. 
Summary findings of main labour market challenges
Table 1 presents an overview at EU level of the main challenges derived from the Commission's in-house analysis based on the first generation of the Joint Assessment Framework assessment and  challenges identified in April 2011 National Reform Programmes The current overview of labour market challenges confirms one of the main findings of the November 2010 'light' Country Examination: low participation rates for women, older workers and young people have been are a key challenge that needs sustained action. However, in last years' version of the overview paper weak training and educational investments were identified as challenges at EU-level. That did not come out in the current analysis as much. Another difference is that unemployment traps and weak competitiveness positions came out stronger compared to last years' analysis. Some of these differences, apart from being roughly a half a year later, may be explained not only from new elements brought by the final versions of the NRPs but also by the quantitative information provided by the Joint Assessment Framework.

Table 1 
EU level overview of key employment challenges
A. Low participation or high unemployment
For women due to insufficient access to childcare, insufficient fiscal treatment of second earners and gender pay gaps
For older workers due to weak participation in lifelong learning and remaining early retirement schemes
For young people, migrants and low skilled workers due to labour market segmentation and ineffective ALMPs
B. Existence of unemployment traps
Due to weak incentives to take up paid work 
C. Weak competitiveness positions
Due to unfavourable wage developments
Due to delays in positive productivity developments
A. Low participation or high unemployment
For women due to insufficient access to childcare, insufficient fiscal treatment of second earners and gender pay gaps 
· Gender related wage gaps, which are in some cases magnified by insufficient fiscal treatment of incomes of second earners in the household (often females) provide disincentives for women to take up work or expand part time positions. 

· Insufficient provision of high quality, affordable child and/or dependant care facilities. This is directly linked to participation rates of second earners in the household. Furthermore, non-financial aspects might further discourage females to take up employment in the absence of high quality child care. For instance studies show that development of cognitive and language skills of young children may be related to attending high quality care and pre-school facilities.

· Short opening hours of care facilities / inadequate after-school facilities and half-day schools.
For older workers due to weak participation in lifelong learning and remaining early retirement schemes
· Regarding participation in lifelong learning (LLL) activities, a challenge often identified is the lack of integrated LLL strategies, including policies on cost-sharing between public authorities, companies and individuals. This is not only a question of who pays and who benefits from LLL investments; an integrated strategy should also include what to do when investments are lacking. Can firms, workers and governments afford not to invest in human capital during worker careers? No, clearly not in changing EU economies. The question here is how to incentivise stakeholders in order to increase LLL participation. 

· A further problem stems from the supply side of LLL-activities. Some MS suffer from insufficient provision of high quality, affordable education and training opportunities to meet labour market needs/ insufficient investment in training by employers.

· In some MS, early retirement schemes are still continuing to explicitly subsidise early retirement. This persists in being costly in terms of subsidies spent and human capital lost. Furthermore early retirement schemes act against the need to balance time spent in work and employment in the face of demographic changes.
For young people, migrants and low skilled workers due to labour market segmentation and ineffective ALMPs
· Hiring using open ended contracts is hampered because employers reflect unfavourably on contracts protected by strict employment protection legislation. The over use of temporary contracts as a result of this is mainly concentrated in certain groups in the labour market, including young people, migrants and low skilled workers. This in turn leads to less job related investment from both the employer and employee side, which in turn has negative effects on productivity. Apart from economic reasons, notions of fairness play a role in this policy area.
· In quite a number of Member States, ALMPs are suffering from low levels of funding, weak targeting and low effectiveness. Understandably, against the backdrop of severely restricted public finances, room for ALMP funding may be limited. This adds to the urgency to improve effectiveness of ALMP investments. 
· Regarding ALMP targeting, a number of problems could arise, mainly if targeting is not done properly. Deadweight losses could arise if ALMPs policies are targeted towards jobseekers, who may have had few problems finding a job on their own, or if participation in training "locks in" jobseekers for the duration of the course, hence slowing their move into paid work.

B. Existence of unemployment traps
Due to weak incentives to take up paid work 
· High tax wedges on labour, particularly on low paid labour, leading to low after tax wages which will be perceived by jobseekers as insufficient to compensate for the loss of the unemployment benefit and for the extra effort required to 'actually do the job'. This combination generates little/ no incentive to find and accept paid work. In this area there is a classical trade off between economic efficiency (clear incentives to find and accept paid work) and fairness (a decent benefit system).

· Across Europe challenges are found in the weak enforcement of benefit conditionality rules and the low use of a mutual responsibility approach in unemployment benefit arrangements. In a mutual responsibility approach the rights and obligations a jobseeker has are made very clear as are sanctions for non-compliance. Benefit agencies and PES organisations in their turn have clear responsibilities in providing income support, job search support and offering personalised follow-up for their clients. Lack of clarity on responsibilities on either side may hinder the formation of job matches.
C. Weak competitiveness positions
Due to unfavourable wage developments
· Some labour markets suffer from inefficient wage setting institutions. Imbalances may exist at intermediate levels of centralisation in wage setting. Centralised or national social partners involved in wage setting will most likely try to follow collective national interests when setting wages. If, however, some small number of social partners are involved at intermediate levels they will still have enough market power to set wages according to the narrow interests of the groups they represent; neither taking into account the macroeconomic consequences of their wage demands nor the wider labour market. This may lead to unfavourable outcomes at the aggregate level.

· Exchange rates and inflation both directly influence competitiveness levels but are clearly outside the scope of current discussions.

Due to delays in positive productivity developments
· Wage developments not in line with productivity lead to competitiveness related bottlenecks in some labour markets. This can hold either for low productivity jobs paying minimum wages or for higher paid jobs with long tenures. These may suffer from a productivity-wage gap harming competitiveness levels.
· Productivity developments can be lacking due to too low investments in human or physical capital, or can be related to insufficient wage flexibility which hampers efficient worker-to-job allocations. Wages need to adapt properly to ensure workers either stay in the right jobs, or move to the right jobs where they reach their highest productivity. This changing of jobs, constantly improving the sorting of workers to the right jobs, contributes to increasing overall labour productivity. 
Table 2. Evaluation of key labour market challenges

	
	1. Participation
	2. LM functioning
	3. ALMP
	4. Social security
	5. WL balance
	6. Job creation
	7. Gender 
	8. Improving skills
	9. Education /training
	10.  Wages

	AT
	Low ER of OW
	
	
	
	Inactivity / PT work 

Availability/ cost of care services
	
	Gender pay gap 
	
	Too many low achievers especially in reading & maths
	NULC growth

	BE 


	Low participation of OW & migrants
	
	
	Unemployment & poverty trap 
	
	
	
	
	
	

	BG


	Low participation of YP & low-skilled 

High rate of YP NEET
	Undeclared work

Limited part-time work & flexitime
	Untargeted & low quality activation services.
	Poverty during u/e

Unemployment trap
	
	Sharp downfalls in employment growth 
	
	Low LLL participation
	Weak links ETS & labour market needs; Quality
	

	CY
	
	Involuntary fixed-term or part-time contracts esp. for females; Low movement into permanent contracts
	Insufficient targeted, cost-effective ALMPs
	
	Inactivity due to family obligations


	
	Gender pay gap


	Low LLL participation
	Low attractiveness of VET
	

	CZ


	Low participation of low-skilled, women & YP.
	Limited use of flex/part-time work.

High EPL (regular contracts) 

	Under-funded ALMPs.

Low participants.

	
	Availability/ cost of care services 
	
	Gender gap: access/pay

Employment impact of motherhood.

	Low LLL participation
	Low public expenditure
Low HE attainment 
	

	DE


	
	Low Female ER in full-time work.


	
	Poverty during u/e


	Inactivity due to family obligations
	
	Gender gap: PT work and pay 
	Low LLL participation


	
	

	DK


	Low participation of immigrants, disabled & OW.
	
	
	
	
	
	
	
	Low YP education attainment level
Drop-outs from YP & vocational institutions.
	

	EE
	ER of low-skilled
	
	Underfunded ALMPs 

Low participation
	
	
	
	
	Skills mismatches
	
	

	EL


	Low ERs of women & YP
	Undeclared work
	Long-term u/e.
Low expenditure on ALMPs

	
	
	
	Gender gap: access & pay.

	Low LLL participation 


	Quality of ETS.
Attractiveness and relevance of VET. 
	Wages & productivity developments out of line.

	ES


	Low participation of YP & women & low skilled

	Labour market segmentation 

	Activation of unemployed (specifically, YP and women)


	
	
	
	
	Skills mismatches.

	ESL
	Collective bargaining Low flexibility of wages to the labour market conditions

	FI
	YP u/e 

Low ER of OW & non-EU nationals 
	
	Increasing LT u/e 

	
	
	
	
	
	
	

	FR


	Low ERs of OW & non EU nationals

High URs for non EU nationals & YP
	Labour market segmentation 
EPL 
	ALMPs faced with u/e & LT u/e.

	
	
	
	
	
	
	

	HU


	Low overall participation

Low participation of low-skilled, women, & YP.
	
	Insufficient provision 
	Unemployment trap

	
	Drop in employment
	Incentives for mothers to return work.
	Education levels of adults 

Low LLL participation

Skills mismatch.
	Provision & quality & cost of ETS


	

	IE


	Low female participation 

Risk of structural u/e 
High URs males & YP 
High NEET rate 
	
	
	Unemployment trap.

	
	Drop in employment
	
	High UR among low-skilled. 

Potential skills mismatch 
	
	

	IT


	Low participation of  women, YP &  OW 


	Labour market segmentation 

	
	Coverage


	Inadequate provision of work-life balance policies, parental leaves and child care services 
	
	Gender gap: access, wages & career progression. 


	Low LLL participation

Low share of adults with medium and HE. 
	ESL
	High ULCs

	LT


	
	High EPL
	
	Unemployment trap
	Child care provision
	
	
	Low LLL Participation

Skills mismatches
	
	

	LU


	Low employment of OW – early retirement

Female participation;

High YP u/e
	
	
	
	
	
	
	Skills mismatches for residents.

Low LLL participation 
	
	Wage indexation problematic

Competitiveness 
Downward rigidity of real wages

	LV


	
	
	Insufficient ALMP funding
	
	
	Insufficient job creation
	
	Low quality in education and low share graduates in science & technology
	High & increasing levels of NEET
	

	MT


	Low participation of women & OW.


	Undeclared work

Limited flex work: PT & FT contracts
	
	
	
	
	Gender gap: employment.

High employment impact of motherhood.

High incendies of u/e due to family obligations
	Skills mismatches
	ESL

Low HE attainment
	Low flexibility of wages to the labour market conditions

	NL


	Low participation of OW & migrants

Low total amount of hours worked
	
	
	Unemployment trap
	
	
	
	Low LLL participation amongst OW.

Skills mismatch.

	
	

	PL


	Low ER of OW & women
Oversized farm sector 
Low participation of the disabled persons
	Low internal regional mobility

	
	
	Provision of care facilities.


	
	
	Skills mismatch (YP)

	Low participation of OW in ETS

Provision and quality of ETS.
Weak VET.
	

	PT


	Decreasing overall participation 

	Labour market segmentation


	Activation of u/e (YP & LT u/e)
ALMPs funding

	
	
	Drop in employment
	
	Qualifications of young & adult pop

Skills mismatch
	ESL

Low HE attainment
	Low flexibility of wages to the labour market conditions

	RO


	Low ER for YP, OW & women


	Undeclared work

Limited flex work: PT & FT contracts
	Poor activation

Insufficiently targeted ALMPs


	Poverty during u/e

Unemployment trap

	Provision of care facilities

	Drop in employment
	
	Low LLL participation

Skills mismatch

	ESL

	Wages & productivity developments out of line.

	SE


	Low participation YP & non-EU immigrants
	
	
	High work absence due to LT sick leave 
	Lack of childcare outside core hours
	
	Gender gap: PT work & employment 
	
	
	

	SI
	Low ER for OW
ER for low skilled 


	Labour market segmentation 
Long term u/e
	
	
	
	
	
	Skills mismatch
	
	 

	SK


	Low participation low-skilled, YP , women & marginalised groups
	
	Insufficient targeted, cost-effective ALMPs 
	Tax wedge 


	Lack of flexible working arrangements

Low regional mobility
Availability & cost of childcare services


	Drop in employment
	High employment impact of motherhood
Gender pay gap

	Provision/ quality of ETS

Low LLL participation
	Provision/ quality of vocational & tertiary education

Adult training 


	

	UK 


	YP unemployment 


	
	
	Growing number of recipients
Unemployment trap

Lack of conditionality.
	Availability & cost of childcare services


	Filling new jobs with those on benefits. 
Public sector redundancies.
	
	Weaknesses in the area of medium skill levels.
	ESL


	


Abbreviations used :
OW
Older workers
YP
Young people
UR
Unemployment Rate

u/e 
Unemployment
UB
Unemployment Benefit System
ER
Employment Rate
EPL
Employment Protection Legislation 

LLL
Life long learning.
ETS
Education & Training system

LM
Labour market
PT 
part-time work

FT
fixed-term

2. Overview of National employment rate targets 

Graph 1 illustrates Member States' Europe 2020 employment rate targets as stated in the National Reform Programmes. Most Member States have chosen a point target, but several countries have proposed a target range, namely Austria, Cyprus, Ireland and Italy. The UK is not setting a national target.

Graph 1: National employment rate targets set by MS in NRPs
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SE DK NL FI AT DE EE BG CY FR CZ SI PT HU ES BE LV LU LT SK PL IE RO EL IT MTUK*

Source: National Reform Programmes 2011

* The United Kingdom has not set a national employment rate target.

.


Impact on the EU headline employment target

What are the implications of Member States national targets for the reaching the overall EU headline employment target? If all Member States would exactly achieve their stated national target for 2020 or achieve the lower value of their target range, the EU-27 employment rate would be 73.7%. On the other hand, if all MS would exactly achieve their stated national target for 2020 or achieve the upper value of their target range, the EU-27 employment rate would be 74.0%. In other words, based on present national ER targets, the EU as a whole would fall short of the 75% target by 1.0-1.3 percentage points. 

Average effort needed to reach the national employment rate targets
Yet another overview can be made about the annual average employment growth in the "pre-crisis" period and the annual average employment growth required in the remaining periods to 2020. 

There are limitations to focusing solely on employment rate changes. Average annual employment growth is more relevant due to the differences in population trends between 2010-2020 and 2000-2008. The effect of the rise in employment over 2000-2008 (some 20 million among those aged 20-64) on employment rates was dampened by the fact that the working age population also rose (by some 12 million). However, the situation to 2020 is projected to be rather different in that the population aged 20-64 is set to rise by only around 2 million, and hence any rise in employment would this time be more fully reflected in ER rises.
For most Member States the required annual average employment growth would generally be at or below that achieved over 2000-2008. 
Graph 2: Annual average employment growth (%) in pre-crisis period (2000-2008) and towards proposed target (2010-2020)
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Source: DG Employment calculations based on EU LFS, Eurostat population projections and national employment rate targets from 2011 National Reform 

Programmes.

Note: 2010 - 2020 employment growth for AT, CY, IE and IT shown as average growth needed to attain average between lower and upper national employment 

rate target. 


Sources:

· Employment in 2000 and 2008: Eurostat, EU Labour Force Survey, annual adjusted series.
· 2020 persons in employment = national 2020 ER target x 2020 population estimate from Eurostat demographic projections (convergence scenario).

· National targets: Draft National Reform Programmes (For Ireland and Poland, national targets proposed by MS in the latest round of bilateral meetings. The United Kingdom has not set a national employment rate target.
· 2010 persons in employment = 2009 persons in employment x estimated 2010 employment growth rate from ECFIN Spring Forecast. 2010 population from LFS adjusted by Eurostat population projections

· All for age group 20 - 64 (except employment growth estimates from ECFIN forecast which is 15+.
· Austria, Cyprus, Ireland and Italy gave a target range. The graph was made according to a lower value.
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