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Summary

Unemployment is high and persistent in several Council of Europe member states. Not only does
it bring with it a loss to society in terms of forgone achievement, lost tax income, added
expenditure and slower economic growth, but, above and beyond all it causes individual
suffering, a loss of personal dignity and material hardship on the part of the jobless and their
families.

The report links unemployment both to the effects of ongoing globalisation — even as that process
also gives rise to new employment — and to unsuccessful policies in certain countries. The fact
that some European countries have a much lower unemployment than others — with some having
overcome difficult situations in the past — shows that the problem can be overcome.

In examining various ways forward, the report pays considerable attention to the need for society
to assist vulnerable groups in finding jobs and to engage employers actively in this process, also
via legislation and day-to-day involvement in the labour market. This includes possibilities for
women to reconcile professional and family life. Young people need work to feel part of society
and commitment to its institutions and to believe in their own future. Life-long leaming is essential
to keep the over 50 year-olds longer in professional life, on which in turn the viability of our
pension and social welfare systems depends. Innovation, education, research and development
and new enterprises must be actively encouraged. Solving, or at least reducing the scope of the
unemployment problem thus becomes a moral and societal one, going beyond the purely
economy aspects.
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make the most of this potential by promoting growth policies of the kind outlined above, by
reforming its Common Agricultural Policy and other support programmes in line with requirements
of new economic realities and by promoting the World Trade Organisation’s system of open and
rules bound multilateral trade.

8. It is of particular importance to overcome massive unemployment in several countries in
central, eastern and south-eastern Europe, where material standards are considerably lower and
social protection less extensive. The ten new EU member countries need to benelit as soon as
possible from the totality of provisions guiding the Internal Market — especially the “four freedoms”
of movement of goods, services, capital and labour — and the agreements with all other European
countries must be applied with particular consideration for their often precarious economic
situation. Conversely, all European countries must recognise that no lasting economic growth,
and hence overcoming of unemployment can be reached uniless corruption and economic crime
can be overcome, as foreign investment will shun countries suffering from such ills and domestic
funds will not be forthcoming.

9. Countries with lower unemployment also tend to have higher employment rates, i.e. a
higher proportion of their labour force participating actively in economic lifte. The Assembly —
aware that higher participation rates give rise to higher growth and tax income and reduce the
pensions burden — therefore commends efforts by countries to prolong working life where
feasible.

10. It also notes the recent tendency in certain highly developed European economies to
return to longer working hours in order to preserve employment and believes that such
arrangements should as far as possible be settled between employers and employees
independently, as long as they do not lead to any deterioration in their economic and social
condition and are compatible with various international agreements, such as the Council of
Europe’s European Social Charter. This is all the more important since the social and economic
stress experienced by many employees in Europe today, including the fear of loss of
employment, is becoming acute and may impair their productivity and commitment.

11. The Assembly believes that while certain social systems are in need of reform, existing
social standards, as enshrined for example in the European Social Charter and the European
Union's Charter on Fundamental Rights, must be upheld. Reforms should also take into account
Europeans’ current preferred balance between working and leisure time, as well as new
demographic realities, such as the need for new services for the ageing. Reforms must also
protect vuinerable groups in society, such as the elderly, migrant workers, the handicapped and
the young and give them adequate opportunities. Employers should be strongly encouraged by
corresponding legislation to hire from these groups. Parents, especially women, must benefit
from better childcare facilities and other measures to facilitate family life — including care for the
elderly in a rapidly ageing Europe - and young people should enjoy sufficient apprenticeship
opportunities and maximum access 1o education.

12. Finally, the Assembly wams that high unemployment may over time lead to a
disintegration of social ties and to social instability. Society, employers and employees therefore
have to work together in a spirit of mutual compromise to ensure that reforms can be carried out
in as humane a manner as possible.
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1. INTRODUCTION

1. Unemployment is a serious problem in most member countries of the Council of Europe.
It has therefore naturally enough formed the object also of several initiatives of the Parliamentary
Assembly of the Council of Europe, and notably its Committee on Economic Affairs and
Development. The Assembly’s Resolution 1098 (1996) on "Unemployment in Europe: Causes
and Remedies" (Doc. 7620; Rapporteur: Mr Bloetzer) examined the issue comprehensively and
called for a series of policy measures to be undertaken by member states, both individually and
jointly. Aspects of economic development in Europe and beyond related to unemployment have
since been taken up regularly in such contexts as the Assembly’s annual debates on the activities
of the European Bank for Reconstruction and Development (EBRD) and the Enlarged
Parliamentary Assembly’s equally annual debates on “OECD and the World Economy”.

2. Feeling that the situation as regards unemployment has, if anything, worsened in Europe
over the past few years, and believing that this development is in large measure due to policy
shortcomings, your Rapporteur and over fifty other members of the Assembly in the autumn of
2003 presented a motion for a resolution on “The need to find lasting solutions to reducing
unemployment in Europe” (Doc. 9975), pointing to the worrisome rise in unemployment as one of
the major consequences of the current economic slowdown in Europe and calling for Council of
Europe member countries to identify and address the fundamental reasons behind this trend. The
Bureau of our Assembly referred the Motion to the Economic Committee for report.

3. The task of the present draft report will therefore be to describe the unemployment
situation in Europe, examine some of the causes behind this region-wide affliction, and propose
specific measures for lowering unemployment. The report will focus in particular on industrial
relocation and offshore outsourcing, youth unemployment, and labour migration in the current
European Union (EU) member states in Westem Europe (hereafter referred to as the ‘formerly
EU-15’ countries), the ten new EU member states' from central, eastern and southern Europe,
and two candidate countries® (hereafter referred to as the ‘new EU-10 plus accession countries’
or ‘1042’ countries), but will also take up the situation in the other Council of Europe member
states. Similarly, when only the new EU members from central and eastern Europe countries and
the two accession countries of Bulgaria and Romania are referred to, they will be termed the ‘new
CEE EU-10 plus accession countries’.

4. The memorandum starts with a general overview of unemployment and employment
trends in Europe, followed by a closer look at some of what it sees as the fundamental reasons
behind current high unemployment. It draws on data, publications and reports from such bodies
as the European Commission, especially Eurostat, the Directorate General for Employment and
Social Affairs, and the Directorate General for Economic and Financial Affairs, as well as from
international organisations such as the International Labour Office (ILO) and the OECD, and
other sources of information, including media reports and research studies and surveys. Finally,
the report draws on the separately published proceedings of the Hearing “What solutions to
Europe’s unemployment?” organised by the Assembly’s Committee on Economic Affairs and
Development and its Social, Health and Family Affairs Committee in March 2004.

2. OVERVIEW

5. The present section provides an overview of the general unemployment and employment
situation and latest trends for, first, western Europe (EU-15) and then the new EU-10 plus
accession countries and other member states of the Council of Europe (Western Balkans and the
CIS). (The Rapporteur in this context draws attention to the fact that Croatia in this report appears
under the heading Western Balkans, even though it has rightly been argued in the Economic
Committee’s discussions that it should be considered as sorting under the heading “The new EU-
10 plus accession countries” after it was declared a formal EU candidate country in the autumn of
2004. The Rapporteur asks for the reader's understanding.)
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9. Unemployment is particularly high in the four largest continental European economies,
i.e., France, Germany, Italy and Spain, as well as in Finland and Greece. With the addition of
Belgxum the same holds for long-term unemployment. The remamlng formerly EU-15 countries
have comparatively low unemployment rates. In fact, some® argue that unemployment is not a
pan-European predicament and that a real and consistent unemployment problem exists only in
the four largest continental European economies.

10. By and large, European countries with high unemployment rates also tend to have low
employment and activity rates. As illustrated above, in 2002 the average employment rate in the
formerly EU-15 amounted only to 65.9% of the total working-age population, ranging from 58.4%
in Spain to 75.9% in Denmark. Similarly, the labour force participation rate averaged only 70.5%,
ranging from 63.1% in Greece to 79.7% in Denmark.

11. Despite the general increases in employment and labour force participation levels in most
of the formerly EU-15 countries, a high proportion of the working-age population does not
participate in the labour market. In this regard, employment and activity rates for older workers
(aged 55-64) require our particular attention. In 2002, the employment rate for older workers
(aged 55-64, both sexes) in the formerly EU-15 stood at only 40% and the average exit age from
the labour force was only 59.9 years in 2001°. OECD figures show considerable differences
between countries, or from slightly over 40 per cent in Germany, France, the Netherlands and the
Czech Republic to over 70 per cent in Sweden and over 60 per cent in Denmark and the US.
They have to do with work opportunities and overall unemployment levels, early retirement
availability, culture and traditions and levels of taxes and pensions. The low employment rate
among older workers and their low exit age coupled with increasing life expectancy and low
fertility rates will negatively (and seriously) affect the formerly EU-15 countries’ ability to finance
pension and health care systems.

12. In terms of unemployment, certain groups of the population are affected more than
others. Higher unemployment rates — exceeding 20% in some cases - and/or lower employment
and labour force participation rates concem young people particularly (see further Section 4
below), women, low-skilled workers, migrants and minorities, and, as we have seen, older
workers.

13. Europe is continuing to feel the impact of a prolonged economic slowdown, with real GDP
growth for the EU as a whole amounting to a mere 0.8% in 2003. It is generally believed that
growth of at least 2.5% is needed to keep unemployment constant, as companies shed workers
as they learn to produce more with less manpower and as much production, especially
manufacturing, but now increasingly also services, are ‘outsourced’ to countries and regions with
lower {abour costs as part of the globalisation process. That is, any growth lower than 2.5% will
add to unemployment, while anything above will reduce it. Clearly then, an EU growth of just
0.8 % as in 2003 will cause unemployment to grow.

14, Structural unemployment7 is also high in many countries. This kind of unemployment is
caused by the structure ot the economy rather than by changes in the economic cycle. Structural
unemployment can be reduced only by reforming the economic structures causing it.

15. Institutional and structural rigidities (affecting both the demand and supply of labour)
in the formerly EU-15 labour markets are often blamed to be the primary causes for the high rates
of unemployment and low rates of employment (and labour force participation). Distorted
incentives to work are also embedded in many formerly EU-15 countties’ tax and benefit systems.
There are therefore calis to “speed up reforms of tax and benefit systems in order to increase
labour supply and reduce structural unemployment” One such study® concludes that lowering
labour taxes can help reduce structural unemployment in continental Europe. It argues that labour
taxes have had a significant impact on structural unemployment in the euro-zone and that the rise
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21. The reasons behind low labour force participation rates vary not only across countries,
but also across population groups. For example, inactivity among older men can mainly be
attributed to the social security system (with generous incentives for early retirement, for example
in ltaly), while inactivity among middle-aged women can partly be explained by the structure of
the tax system (namely, the marginal tax rates facing second-income households) and partly by
the existence of barriers to part-time or temporary work'®.

22, It would, however, be a mistake to blame Europe’s high unemployment rates on
institutional and structural rigidities alone'’. Some of the unemployment is still cyclical and both
monetary and fiscal policies can assist the economy and ease the burden of high
unemployment and low employment. While both the lowering of interest rates and fiscal
expansion could have a significant impact on aggregate demand and the economy during a
cyclical downturn, both monetary and fiscal policies are tight in the countries of the Euro area.
Strict adherence to the Stability and Growth Pact — while presumably good for overall economic
growth in the longer term - may accentuate economic slowdowns in certain countries, with
substantial effects on unemployment (especially in countries with relatively inflexible labour
markets).

283. Although it is clear that at least part (if not most) of Europe’s unemployment is due to
structural rigidities, and although labour market reforms have been carried out in most formerly
EU-15 countries to varying degrees since the mid- to late 1990s, progress is somewhat sluggish.
While greater flexibility (in both hiring and firing), lower taxes and lower benefits may assist in
reducing unempioyment and rising employment, many fear that they would also widen income
inequalities and dismantle the welfare state. As a result, the pace of change is fairly slow.

24, There is also concern that, as one periodical put it, “the way Europe is trying to cope with
its rigidities is not to get rid of them, but to shrink the share of the market that is rigid”*®. In many
countries a two-tiered job market has in fact come about. On the one hand, there are the
existing job markets that still contain many of the old benefits, privileges and protections. On the
other hand, there are less-protected labour markets, which consist mostly of newly created part-
time or temporary jobs (the share of part-time or temporary workers has increased from 21% to
almost 30% over the past decade'®).

25. Although the formerly EU-15 countries in practice have more or less independent labour
markets and labour market policies are largely left to the individual member states, the EU is
seeking to bring national labour policies closer together towards supporting job creation and
improving the functioning of labour markets on a European level. To this end, the Luxembourg
European Council launched the European Employment Strategy (EES) in 1997. Since then, it has
been reinforced a number of times®™. The aims of the EES are to increase employment,
promote quality and productivity, strengthen cohesion, and foster inclusive fabour
markets. The abjectives are ambitious - reaching the Lisbon employment target of 70% for an
enlarged EU will require the creation of around 22 million jobs by 2010. The EES is based on the
commitment from member states to establish a set of common objectives and targets for
employment policy. It should be considered as the main tool or framework to provide direction for
and ensure co-ordination of employment policy priorities, to which member states should
subscribe at EU level.

b. Central and eastern Europe, especially ‘the ‘new EU-10 plus accession countries’

. 26. With the exception of Cyprus and Malta, the ten countries that joined the EU in 2004 and
those to join in the following three or four years are all in central and eastem Europe (CEE).
Although many of the arguments behind the unemployment and employment situation in the
formerly EU-15 countries are valid also for the ‘new EU-10 plus accession countries’, the
Rapporteur would like to draw particular attention to a number of special circumstances and
differences.
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31. The employment rates for older workers in the ‘new CEE EU-10 plus accession countries’
(30% on average) are generally lower than in the formerly EU-15 countries (40% on average).
Disparities in the employment rates between high- and low-skilled older workers (56% and 19%
respectively) are also stark®

32. Parallel to the processes of rising unemployment and falling employment, the welfare
systems also collapsed, with often tragic consequences for the most vulnerable populations
(particularly the unskilled or low-skilled and disadvantaged groups). Most countries simply can not
afford the generous social security schemes of Western Europe. Not only do the unemployment
insurance systems in the ‘new CEE EU-10 plus accession countries’ lower benefits and limit the
duration of entitlement more rigorously than in the EU-15 countries, but far fewer people draw
unemployment benefits than could be expected from the high unemployment rates.

33. Another specific problem in the above group of countries is the relatively low internal
labour mobility. Despite intemnal regional disparities in unemployment levels, most do not move
to seek work. One of the main reasons for this is a lack of infrastructure and rapidly rising
transport prices that prevent commuting. Another is an underdeveloped housing market following
the pnvatlsatlon of state-owned or cooperative houses and flats. Home ownership is strongly tied
to locality.?®

34. Although the ‘new CEE EU-10 plus accession countries’ have higher average levels of
education attainment compared to many other countries at the same income level, the traditional
and narrow specialisation in vocational education has left many of workers with obsolete skills.
Adult education is not sufficiently developed, not only with regard to training for unemploXed
workers, but also for workers threatened by unemployment or those requiring skills upgrades

35. In their preparations for joining the EU, CEE countries adjusted their labour market
institutions and policies to the EU’s European Employment Strategy (EES). However, many of the
EES prescribed actions might have little relevance for the ‘new EU-10 plus accession countries’
overall. On average, their labour markets are already more “flexible” (and unprotected) than
those in the EU-15.

36. Nevertheless, with regard to specific aspects, some of the ‘new CEE EU-10 plus
accession countries’ suffer from the some of same institutional problems as do the formery EU-
15 countries. For example, an ILO study reveals that, while great country differences exist, the
transition countries on average are placed around the formerly EU-15 average with regard to the
strictness of employment protection legislation and its effects on labour markets. However,
the results demonstrate that strictness has had no impact on the overall level of unemployment
(or on youth unemployment). Furthermore, it only has a weak effect on overall employment rates,
although it seems to be related to an increase in the share of temporary jobs®.

37. High labour taxes also constitute a main institutional probiem for many ‘new CEE EU-10
plus accession countries’. Once income and indirect taxes are added, the difference between
labour costs and take-home pay rises to more than 80% in Hungary and the Slovak Republic,
compared to around 40 to 50% in the EU 157,

c. The countrles of the Western Balkans” and the Commonwealth of Independent
States (ClS)
38. The labour markets of the transition economies in the Western Balkans and the CIS have

been undergoing profound changes owing in particular to their transition from centrally planned
to market oriented economies. In the late 1980s and the 1990s many of these countries went
from one economic crisis to another, whether or not caused by political instability or even unrest,
and experienced vast structural changes. Those events led to a reduction of salaries, pensions
and other parts of the welfare system and, above all, a sometimes dramatic rise in
unemployment. Official figures have rarely provided a full picture. A substantial number of
unemployed people remain unregistered. This is due mainly to two factors: firstly, registration

11







Doc. 10359

unempioyment, (mainly due to high employment during the summer tourist season), but the
jobless rate is still at an estimated 23.6% (March 2003).

46. Current estimates put unemployment in Albania anywhere between 18-40%. A
phenomenon that is best illustrated by Albania but which applies to all SEE and CIS countries is
the high and increasing number of emigrants (see appendix attached). Hundreds of
thousands of Albanians were left unemployed in the early 1990s, as 90% of factories closed in
the wake of the fall there of one of the strictest socialist regimes ever witnessed. Migration was
seen as the only way out by many jobless Albanians facing enormous problems in meeting even
the most basic material needs. Unofficial figures put the number of Albanian emigrants between
700 000 and one miliion.

47. Unemployment in Bosnia-Herzegovina is officially reported at close to 40%, with real
figures probably even higher. Emigration is high. To a lesser extent emigration has also affected
labour markets in Croatia, while emigration from Serbia and Montenegro since the 1990s is
estimated at around 300,000.%

48. The following table gives an estimation of unemployment rates in Western Balkans
countries®.
Country Unemployment in % RANGES
Albania 17-30
Bosnia and Herzegovina 30-40
Croatia 18-22
“the former Yugoslav Republic of Macedonia” 20-25
Serbia and Montenegro 20-30
e. Community of Independent States
49. The breakdown of the Soviet Union and the collapse of industrial and trade

structures between its formerly component republics led to increasing unemployment especially
in the CIS countries. Between 1993 and 2003 officially reported unemployment rose from 3.6 to
7.2 %. The highest rate was in 1999-2000 in Armenia (11%), the smallest in Uzbekistan (0.4%).

50. In addition, the less wealthy CIS countries have seen an increase in the share of the so-
called ‘working poor. The ILO Annual Jobs Report 2003 indicated that, although the rates of
working poor in CIS were low compared to other world regions, they increased rapidly to over
10% in the 1990s.

51. One of the main characteristics of unemployment in the CIS is its long-term nature.
People that belong to this category are often old and with low skills, lacking job mobility, in poor
health and hardly receive any public help to find new employment. At the same time,
employment in the informal sector of the economy is particularly high in the CIS countries.

52. An increasingly worrying trend for countries such as Russia and Ukraine is the longer-
term impact of HIV/AIDS, whose incidence there is higher than anywhere else in the world.™ A
UNICEF Report on East European Youth of 2000 estimated the number of HIV-positive cases in
that region at 360,000, with half of those affected being under 24 years old. The ILO report
quoted earlier predicts that the spread of HIV will diminish Russia’s economic output by half a
percentage point annually by 2010 and by a full percentage point annually as from 2020.

53. Declines in life expectancy as a result of factors such as poor sanitary and health

conditions, an increase in the use of drugs and alcohol, smoking, sedentary lifestyles and a rise in
suicides, will negatively affect demographic trends in some of the CIS countries. Russia for
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clustering is also apparent in some service sectors, such as financial services, media and
tourism, although to a lesser extent®’

59. Second, in services where the proximity to customers is critical and in “knowledge
industries where local business and social networks are important, operations will remam
concentrated in or around larger urban centres (or university towns in some cases)®.
Similarly, industries where economies of scale, imperfect competition and product differentiation
dominate (such as motor vehicles, electrical appllances radio, TV and other communication
equipment) tend to concentrate in large, central reglons

60. Third, for manufacturing industries and services that can be delivered from a
distance, relative production costs tend to dominate location decisions. Such industries (for
examples textiles and wearing apparel and shipbuilding and repairing) tend to concentrate in
smaller, lower cost peripheral regions™. In this regard, the European periphery (such as Ireland
and Portugal, but also CEE) are expected to gain relative to higher cost areas, as trade barriers
and transport costs are reduced further (although competition from low cost areas outside Europe
will also offer attractive alternatives)®'.

61. While the trend towards increasing regional specialisation and clustering within Europe
can be expected to continue, it is not evident which countries or regions will emerge as preferred
locations. In theory, location decisions are driven by (and industrial concentration patterns can be
explained by) numerous considerations, such as market access, demand pattems, factor
endowments (both physical and human), and production costs. In practice, it is, however, much
harder to predict location patterns and trends because of lack of data and other uncertainties.
Some™ argue that demand concentration or the localisation of expenditure is generally the most
important economic determinant. However, there is no single factor or process driving all
industries in the same direction. For example, factor endowments (such as the presence of skilled
workers and researchers) are becoming increasingly lmportant in moving some industries into
countries and regions well endowed with these kinds of workers™

62. The European Market Potential Index (comparing 200 EU regions) developed by
PricewaterhouseCoopers (an accounting and consulting firm) ranks markets around large urban
agglomerations (especially in the heart of Europe) as those with the highest potential, while the
weakest tend to be found in the periphery of the continent. On the whole, EU enlargement is
expected to have a relatively limited impact on the distribution of operations within the current EU-
15 countries, while it may draw activities in CEE westwards. It also points to a possible continuing
trend for Western European companies to locate manufacturing compames in lower cost CEE
locations, although these cost advantages will tend erode over time>

63. While relocation of manufacturing industry has occurred for some decades now, a more
recent, and growing, trend is that of the information technology (IT) and services sectors to
outsource certain operations and activities offshore (either to subsidiaries and company-owned
facilities or to outsourced partners).

64. As the emphasis of the IT industry may be shifting from innovation to execution and
fabrication®™, so many of its operations shift location by migrating offshore. Work being sent
oftshore is, however, no longer only in software development or simpler back-office IT services
(such as call-centres). Nor is offshore outsourcing a valid alternative only for the IT industry. A
growing number of companies (including financial services and telecommunications firms) are
now outsourcing entire business processes ofishore. Business process outsourcing (BPO) can
include such ‘back office’ business processes as the analysis of credit risks and the evaluation of
insurance claims®

65. Reliable, high-speed and cheap data connections and communication tools have made it
cheaper and easier for geographically dispersed teams to collaborate. Similarly, with the
emergence of skilled (and cheap) labour forces in many developing (and transition) countnes
remote offshore services have become both feasible and real.
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the end of the Second World War. The reason is again globalisation, in the form of increasingly
fierce competition from countries in central, eastern and south eastern Europe with lower labour
costs and, beyond, from emerging economies in the rest of the world with even lower labour costs
and even less of a social safety net for employees.

72. Furthermore, in an effort to counter any major flow of jobs eastwards and provide
incentives for companies tempted to move east not only by lower labour cost but also by tax
incentives, some wealthier European economies are trying to reduce corporate taxes. Thus,
Austria has reduced the corporate tax rate to 25 from 34 per cent, Ireland to 12.5 from 16 per
cent. Dutch lawmakers are considering a cut from 34.5 to 29 percent.*®®

73. In the meantime, the new EU member states continue to provide fierce competition with
regard to corporate taxes. Hungary has recently brought its rate down to 16 from 18 percent.
Poland matched Slovakia in bringing its corporate tax down to 19 percent from 25 percent, while
Estonia applies a zero percent corporate tax rate for reinvested profits®.

74. In a situation where the newcomers to the EU - but also smaller member states such as
Austria, The Netherlands, Ireland and Sweden - are aggressively promoting tax incentives, there
is a risk that bigger economies such as France and Germany with the highest corporate tax rates
— 34.5 percent and 38.7 percent, respectively — will continue to lose jobs to countries with lower
taxes and labour costs.

75. The impact of both industrial relocation and offshore outsourcing on displaced workers
can be considerable in certain localities or regions. As a consequence, many workers (particularly
low-skilled ones) will not be able to find work nearby. Localised instances of de-industrialisation
will have serious consequence for the area in question. Certain regions will be more affected than
others. Overall, the phenomena of industrial relocation and offshore outsourcing are putting more
and more pressure on econhomies to innovate and upgrade their local talent pool. To conclude,
the current debates on outsourcing see neither eminent risk nor considerable impact on
unemployment.

4. YOUTH UNEMPLOYMENT

76. Unemployment among young people (aged 15-24) is a major political concern in most
formerly EU-15 and ‘new CEE EU-10 plus accession countries’. Young people, in particular
school leavers without work experience, suffer disproportionately and are the age group hardest
hit by unemployment in all countries. Despite a decline in the relative numbers of youths and
despite an increase in their level of education, on the whole, unemployment rates for youth are
higher (sometimes twice as high or even more) than the national average, at the same time as
youth employment and labour force participation rates are considerably lower.

77. Part of the lower labour force participation rates for youth can of course be attributed to
the fact that young peopie are nowadays enrolled in education for longer periods of time. This is
positive in the sense that it will have potential pay-offs in the future, always assuming. that
education increases skills and competencies and that labour markets can absorb them. Part of
this extension of schooling is, however, often a response to adverse labour market conditions,
i.e., young people seek further education due to lack of opportunities in the labour markets®.
Certain European countries have fine educational opportunities open to all, but combine these
with a largely ossified economic system beyond the school gates. Rather than considering school
education as the first few steps in a life-long learning process continuing throughout a person’s
life and career, these countries are disappointed to find unemployment persisting at high levels or
even rising, while the disappointed young leave en masse to neighbouring or faraway countries
with greater job opportunities.
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81. As illustrated in Table 4 below, the youth unemployment situation is even worse in the
‘new CEE EU-10 plus accession countries’, where the average youth unemployment rate is as
high as 24.1%. Bulgaria, Poland, and Slovakia are particularly badly affected, with around two-
fifths of their youth labour force unemployed. The rates have remained more or less at the same
high level since the late 1990s in most ‘new CEE EU-10 plus accession countries’. Poland has,
however, seen a notable increase in its youth unemployment level (from 23.2% in 1997 to over
40% in 2002). While the average youth unemployment rate for the ‘new CEE EU-10 plus
accession countries’ is much higher (by almost ten percentage points) than for the formerly EU-
15 countries, the average ‘new CEE EU-10 plus accession countries’ youth unemployment ratio
is only slightly higher (by just above two percentage points) than the average formerly EU-15
ratio.

Table 4. ‘New EU-10 plus accession countries’: Youth unemployment rates (in % of
labour force aged 15-24), ratios, employment and labour force participation
rates (in % of population aged 15-24): 2002

Youth Youth Youth Youth labour
unemployment | unemployment emplovment force
rate ratio ploy! participation*

‘New EU-10 plus accession

22.8 83 | 281 428

3’5 | | 194 “nla

Cyprus 9.7 . 36.4 n/a
Czech Republic 16.9 . 32.3 48.7
Estonia 17.7 . 28.2 43.5
Hungary 11.9 . 30.1 40.7
Latvia 24.6 . 31.0 41.6
Lithuania 21.4 . 23.8 39.8
Malta n/a . n/a n/a
Poland 41,7 15.7 21.7 37.3
Romania 18.5 6.7 28.7 45.8
Slovak Republic 37.3 15.9 27.0 45.6
Slovenia 15.3 5.6 30.6 41.8

* = 1999 (1998 for Romania).

Source: Unemployment and employment - Eurostat; Labour force participation - Nesporova, Alena. “Why
Unemployment Remains so High in Central and Eastern Europe”, ILO Employment Paper 43, 2002.

82. While the average ‘new CEE EU-10 plus accession countries’ youth labour force
participation rates (per Table 4 above) is close to the average formerly EU 15 level, the average
youth employment rate is much lower. In fact, only an average of 27.3% of the population aged
15-24 is employed in the ‘new CEE EU-10 plus accession countries’. Furthermore, most of them
have seen a decline in their youth employment rates since the late 1990s.

83. Since the beginning of transition, the steepest fall in labour force participation rates in the
‘new CEE EU-10 plus accession countries’ has occurred in the 15-24 age group. Between 1990
and 1999, the average labour force participation rate for youth in the ‘new CEE EU-10 plus
accession countries’ (excluding Bulgaria) fell by over ten percentage points (i.e., from 53.4% to
42.8%). One explanation is that, as returns to education have increased substantially during the
course of transition, higher education has become more attractive for young people (many of
whom are thus extending their studies). Another reason for this decline in the youth labour force
supply is that it has become increasingly difficult for young people to transit from education to
work. Most employers are not willing to bear the additional costs of on-the-job training for
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a more social point of view, young people (especially out-of-school youth) without work or means
of providing for themselves are more likely in their desperation to turn to crime and drug abuse.

5. THE SITUATION OF WOMEN

90. The last two decades have witnessed more and more women enter the labour market.
An ILO study indicates that the world’s female labour force has grown to 1.2 billion in 2003, up
from 1 billion in 1993. Women have become more affirmative and determined to gain fuller
access to the labour market and, in particular in industrialized countries, they rightly want equal
treatment to men. While participation rates of women in the labour market differ among southern
and northern EU countries, the norm is that both partners seek to have jobs. Participation rates
in the labour market are particularly high for highly educated women. It is interesting to note that
transition countries have the smallest gap in terms of participation ratios between male and
female workers. While women suffered the hardest during the early stages of the transition
process, the trend has slowly changed, in that women are being reintegrated rather fast into the
labour force.

91. Despite some encouraging trends, a gap is nevertheless there on all fronts of female
employment. Labour force participation rates for women continue to be much lower than those for
men - 56 per cent for women and 77 per cent for men in OECD Europe in 2003 - and
unem£loyment is higher — 9.7 per cent for women and 8.6 per cent for men in OECD-Europe in
2003°. Women tend to take on poorly paid jobs with lower benefits. Women also account for
most of the work carried out in the informal sector. Female workers are more vulnerable to losing
social benefits and tend to be the first to be shed in times of economic crisis and difficult labour
market conditions. Furthermore, women continue to carry most of the day-to-day family
responsibilities, including care for the elderly in the larger family context — a problem that with the
progressive ageing of European societies can be expected to add to women’s work burden even
more in coming years. They will have to juggle even harder to strike the balance between work
and home.

92. In addition, the gap has nary narrowed as regards wages. Women are typically paid
lower, and in certain professions much lower, wages than men for the same type of job. A
Eurostat study of 2003 showed that the average earnings for women in full-time employment in
the EU stood at only 70-90 per cent of those of men. Only the Nordic countries show a narrower
gap. Furthermore, women are more likely to receive very low incomes from employment, not only
because they are more likely to be working part-time, but also because they are employed in the
least well-paid and least protected sectors of the labour market and face greater difficulties in
advancing to positions of high responsibility.

93. In order for our societies to make better use of the potential of women, Council of Europe
member states need to define a set of policies which combine measures that allow for: a) equal
access to education and training in order for women to be able to compete and enter the labour
market on terms equal to those of men; b) better child care facilities allowing women to join the
workforce and use their productive potential effectively; c¢) balanced household benefits that
would serve as incentives for women to join the labour market; d) incentives for women
entrepreneurs; and e) last but not least, an equal wage for a woman and a man for the same job.
Finally, the current ageing of European societies should be used by governments to open up new
professions for women workers, such as in taking care of the sick and the eiderly.
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101.  Finally, with low birth rates, rapidly ageing populations and shrinking labour forces,
the formerly EU 15 countries members should be welcoming, not restricting, additional
labour. Some EU employers (farms in particular) are increasingly relying on foreign labour to do
the jobs (usually unskilled) that they cannot fill with local workers. Germany alone would need to
import around 487 000 workers per year, while France would need 109 000 and the formerly EU-
15 as a whole 1.6 million. In addition, in order to keep the ratio of workers to pensioners stable,
the labour inflow would need to increase to 3.6 million per year in Germany, 1.8 million in France
and a full 13.5 million in the formerly EU-15 as a whole. Although these figures do not account for
business cycles or changes in the labour market, the underlying message is clear, namely that
many formerly EU-15 countries need additional labour®.

102.  In conclusion, labour migration flows from east to west can be expected to have only a
minor impact on the formerly EU 15 as a whole, except perhaps for certain border regions.
However, also here, the available research does not support predictions on border regions being
‘flooded’ with CEE workers and commuters.

103.  Perhaps of greater importance is the issue of the kind of person most likely to leave the
‘new CEE EU-10 plus accession countries’ for employment in the formerly EU-15 countries.
There is some concern over the fact that it will largely be the young, better educated and higher
skilled who move away, leaving the elderly, the unskilled and the less motivated behind.

7. OLDER WORKERS, LIFE-LONG LEARNING AND TRAINING
a. Older Workers

104. Higher living standards, better health services and education, and a healthier
environment have all resulted in longer life expectancy. On the other hand, decline in fertility
rates, particularly in the “rich” western European countries, has brought about the so-called
phenomenon of an ‘ageing Europe’.

105. In the formerly EU 15 countries, 15.7% of the total population were aged 65 and over in
2001, compared to 10.3% in 1960. At the same time, the share of young people (i.e., under 15),
declined from 25.2% in 1960 to 17.4% in 2001. Similar demographic trends have occurred in the
new EU member states, non-EU Eastermn Europe and the CIS countries.

106. The ageing of the population has important labour market implications. The gap
between people active in the workforce and those economically inactive will widen further. 1t is
therefore high time to try to identify ways of how to tackle the issue of improving employment
prospects of older workers in order to be able to keep them professionally active later into oid
age.

107. Current practices - such as early retirement or disability benefits - when practised too
liberally, have discouraged rather than encouraged the participation of older workers in
employment. They cause further strain to already heavily burdened state budgets.

108.  Furthermore, older workers suffer discrimination on the labour market. According to
an ILO study® it comes in the form of working time reductions, early retirement, compulsory
retirement at a fixed age, and vacancy announcements that impose an age limit. Not only is such
discrimination unfair; it is also a waste of human resources. The issue should be tackled in the
same way our societies deal with discrimination on the grounds of sex, race and disability.

109.  Although still a rare practice, certain member states of the Council of Europe have
introduced structures that aim to assist older workers to stay or re-integrate in the job workforce.
The UK offers an interesting range of programs for old workers such as the “Third Age
Employment Network”, “Third Age Challenge” and “Employers Forum on Age”.
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117.  The report notes, on the one hand, that unemployment in the OECD area, which at
present affects some 36 million people, is expected to come down slowly over the coming two
years. On the other hand, today’s unemployment is clearly above the level in the 1970s and the
1980s and the situation is worse than previously also in so far as population ageing negatively
affects the growth potential and thereby the prospects of higher living standards.

118.  The social goals for governments to consider as they set about trying to create new jobs
and reformed labour markets are above all a satisfactory social security and a better balance
between work and leisure. Reforms in the area of employment legislation may create new jobs,
but may also reduce the security of employment and favour part-time work and other
unconventional contracts between employers and employees. The report also cautions that
incitements for the unemployed to look for new employment, for instance through a time limit for
assistance in the event of joblessness, may lead to social problems, The OECD is in principle in
favour of flexible working hours but also draws attention to the fact that these may well lead to
greater difficulties for people to reconcile between requirements of work and those of family life.
The next task for the OECD will be to express the relationship between educational levels,
employment and income in tangible political recommendations.

9. CONCLUDING REMARKS

119.  Persistently high, or indeed rising, unemployment is placing a growing burden on
public finances, at the same time as lower employment rates have shrunk the tax base and
hence state revenue. The indebtedness of many European countries is growing as a result,
making it all the more urgent that we come together in an earnest attempt to get to the root of the
unemployment problem. While some unemployment may be inevitable as our economies
undergo the ups and downs of economic cycles and as they adapt to ongoing globalisation,
everything must be done to reduce it, especially its structural part. Structural reform is needed
to spur lasting economic growth, which in tum will boost job creation. Labour market reforms to
reduce institutional and structural rigidities are progressing in some countries but not all and more
will be needed. It is in this context important that countries be left free to ‘do their thing’ in terms of
reducing unemployment. It is all fine when international institutions such as the EU give
guidelines. But these should be general, and individual countries should be able to experiment
and show ‘good examples’ for others to emulate (and possibly less good ones to avoid). If, say,
the EU were on the other hand to start issuing directives or other overly constraining instruments,
such in the social field, that go into the minutiae of shaping labour policies, then the result couid
easily be a stifling of independent thinking and initiative, leading to an even worse situation.

120. In this regard, there is a delicate balance to be sought between, on the one hand, trying
overly to protect existing jobs, thereby discouraging the rise of new economic sectors and jobs;
and, on the other, overly disregarding workers’ need for job security, thereby doing social injustice
and perhaps jeopardising social peace. Flexibility measures could include easier access to part-
time work. A shift from passive to active labour market policies is necessary. Labour markets
will have to increase their capacity to adjust to, adapt and manage changing circumstances
flowing from technological innovation. '

121.  As regards outsourcing, what goes on at present is in a way entirely natural. Investment,
and hence employment, goes on the whole eastwards in Europe, toward countries and regions
with lower costs of labour. In due course this process will be good for all parts of Europe, since
economic growth in any part of the continent tends to lead to increased economic activity first in
neighbouring areas and then further afield. What we may wish to avoid is for investment to go ‘too
far east, that is, that it entirely leaves Europe in favour of, say Asia, however much we welcome
economic growth there, too.
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vow made in Lisbon in 2000 at the EU Summit on unemployment (the so-called ‘dot.com.
summit’) to turning the area into the most competitive world region by the end of this decade. All
the more reason therefore to finally get going.

129.  Shaping a society that creates economic growth and hence employment also means
successfully combating corruption and economic crime. Countless studies have shown that
societies where corruption and economic crime are widespread grow more slowly or not at all.
That struggle therefore has to be given top priority, as the Assembly has stated many times in
various reports emanating from our Economic Committee.

130. The Rapporteur wishes to stress the importance of small and medium sized
enterprises to reducing unemployment. SMEs generate the lion’s share of new jobs. They
provide ideas, find niches of activities, and are on the whole much more alert and fast-moving
than corporations.

131.  Provision of learning and training schemes for young people are key to addressing the
problem of youth unemployment. Government and employment agencies should promote
apprenticeship schemes for young people who choose not to pursue secondary and tettiary
education. A reform of employment protection laws is necessary to bring down barriers to
employment for new entrants. As has been pointed out earlier, government and industry —
especially small and medium-sized enterprises, must adopt an open and welcoming attitude to
young people entering the labour market.

132.  There is a need to ensure that employment opportunities do not discriminate against
older workers. Governments and enterprises need to be innovative and encourage policies that
promote employment for older workers. In this context, older workers can benefit from measures
promoting self-employment (in services and SMEs) or from part-time jobs. Simultaneously, older
workers should be provided with opportunities to update existing skills and acquire new skills.

133. A specific challenge would be to make the job market more attractive, accessible and
secure for women. Better childcare and measures that encourage compatibility with family life
would be crucial to attracting more women to the job market.

134. It is above all the individual, and his or her family as the case may be, who suffers from
the effects of unemployment. Having lost one’s job — or not knowing whether one will have a job
tomorrow, or next year - is a major factor behind personal suffering and depression for oneself
and those around, for we humans are made to work as much as we are made to enjoy leisure. If
the balance is there between work and leisure, we have at least the possibility of attaining
happiness. If not, the large majority among us will feel unfulfilled and will indeed undergo an inner
personal crisis.

135. A jobless individual feels excluded, deprived of his or her right to contribute to society.
This exclusion in turn contributes to weakening one’s stake in the society and leads to
disintegration of social ties. Society therefore owes it to us — or rather we owe it to each other
as members of society — to do everything in our power to ensure that there are a sufficient
number of worthwhile task to be carried out, by pursuing policies leading to sufficient economic
growth and hence to enough jobs, whether in the private or the public sector. Solving, or at least
reducing the scope of the unemployment problem, thereby becomes also a moral and societal
one, going beyond the purely economic aspects.
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Appendix 2

The following chart shows the outcome of a recent study by AT. Keamey (a management
consultmg firm) on the attractiveness for offshore outsourcing of IT services among a number of
countries™. The countnes are ranked on an index (with a total score of ten) in terms of cost,
enwronment and people

Index of Country Attractiveness for Offshore Outsourcing of IT Services

Cost
Environment
E People

Source: “Where to Locate: Selecting a Country for Offshore Business Processing”, A.T. Kearney, 2003.

According to Gartner research and advisory firm, a total of 75% of European enterprlses and the
largest medium-sized companies will consider offshore services by the end of 2003%. Britain
currently leads Europe in using offshore services®. In a survey by Deloitte Research (of Deloitte
Consulting, a management consultancy firm), the world's 100 largest financial services
companies indicate they expect to transfer an estimated USD 356 billion of their operations and
two million jobs offshore over the next five years in an effort to reduce costs. While 30% of the
respondents currently have existing offshore operations, this percentage is expected to climb to
75% within two years. Over the next five year, the surveyed financial services firms plan to shlft
on average, 15% of their global cost base offshore™
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