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Jobs for people — people for jobs: éxecutive summary ‘

The Employment in Europe Report 1998 presents the
latest trends in employment and the labour market, and
provides the analytical background to the review of the
employment strategy process and the adoption of the

Employment Guidelines for 1999. The full impact of the

employment strategy and the broader measures pro-
moting an employment-friendly environment will only
be felt in the medium-term. The employment strategy
is a multi-annual process and sustainable progress will
require -a continuing commitment over a number of
years by the Member States.

Recent developments
in jobs and employability

Trends and prospects reveal both encouraging'signs
and positive outcomes of the policies pursued over re-

. cent years. They also indicate changes in the nature of -

labour markets and continuing challenges which must
be addressed if the opportunities at hand are to be
translated into more and better jobs.

o Economic growth recovered in 1997, rising by 2.7%,
and prospects for a continuing robust economic per-
formance are confirmed in spite of the deterioration
in the external economic environment.

o Employment rose by some 800,000 in 1997, to bring
total employment to 149 million and the employ-
ment rate to 60.5%.

o Women accounted for 62% of the net new jobs cre-
ated in 1997, a slight decline compared to previous
years, and the gender gap in employment rates has
declined to 20% points. from 26% points in 1990.

o Inrecentyears, real wage growth has been lower than
the rate of growth of productivity, allowing for an
improvement in the profitability of investment and
the wages share in the Union (60%) is now signifi-
cantly lower than in the US (66%) and Japan (67%).

© o While the employment recovery is stronger than the
1970s, and weaker than the 1980s, the demographic
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situation is entirely different, with much slower
growth in working-age population in the years to
come.

o For the fifth time in six years, there was a decline in
the number of full-time jobs and part-time jobs ac-
counted for all the net jobs created.

o Unemployment was still 10.2% in mid 1998, and the
rate of long-term unemployment was unchanged at
- 5%. -
o Most of the decline in unemployment since 1994 has'
favoured -men, and the gender gap in unemployment
is now 3% points.

o In 1997, around 47% of both unemployed men and
women over 25 had no educational qualifications be-
yond basic schooling, and while high-skilled jobs grew
by more than 2% a year between 1992 and 1997,
manual jobs declined significantly

Employment Guidelines 1999
— deepening the strategy

Even in the context of slower than éxpected growth in the
global economy, the macro-economic fundamentals in Eu-

-rope are robust. A vigorous implementation of the employ-

ment strategy, therefore, combined with a successful
pursuit of the macro-economic strategy set out in the Broad

. Economic Policy Guidelines should continue to bring about

the desired increase in the employment rate in Europe
above its present levels. The four pillars of the Guidelines
provide the framework for the necessary actions.

Promoting employability

Tackling the skills gap requires'a three-pronged ab—
proach to deal with the three dimensions of em-
ployability:

¢ young people must be given the necessary skills and
competences which are relevant to labour market
needs and adaptable to change;
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o the unemployed and particularly the long-term un-
employed must have access to the means to upgrade
and/or update their skills to compete effectively in
the labour market;

o governments, social partners and individuals must
combine their efforts to create a society where life
long learning is an integral part of an active employ-
ment policy.

The preventive approach of the first pillar, based on
“early identification of those most at risk and early
action to.deal with their problems, is designed to tackle
these problems head-on. The first three guidelines in
particular are fundamental to addressing the problem
of the skills gap of the unemployed and young people,
defined in a broad sense to include not just formal
qualifications but work skills and work experience.

Promoting entrepreneurship

The culture of entrepreneurship is not as well de-
veloped in the EU as in the United States.
Entrepreneurship as a profession must be promoted
and entrepreneurial skills integrated in curricula
throughout the educational system. Providing a
stable macroeconomic environment is a critical ele-
ment in reducing uncertainty and creating the
conditions for enterprises to flourish.

Self-employment and successful small businesses are
crucial to the future development of employment in the
European Union. Employers and the self-employed ac-
count for 13% of total non-agricultural employment and
SMEs account for around half of all the jobs in the
economy, with a further 19% in the public sector, 25%
in large firms and the rest in agriculture.

Promoting adaptability in businesses
and their employees

The modernisation of the organisation of work is essen-
tial in order to improve the productivity of European
firms, the quality of working life and the employability
of the workforce. Instead of the low road of social dump-
ing, Europe needs to follow the high road of high skill,
high trust and high quality in order to improve produc-
tivity and the creation of a widely shared prosperity.
Training is a key element. People need to be equipped
with the skills and competences necessary for them to
adjust effectively to changes in the way they carry out
their work. '

The modernisation of work maust be based on a partner-
ship approach between the social partners in enter-
prises, and between the social partners and
governments in creating the appropriate framework.
Greater adaptability in enterprises should be accompa-
nied by more progress in deregulating product and
services markets to give rise to greater productivity and
job creation.

Promoting equal opportunities
between women and memn

Reducing the gender gap in unemployment by ac-
tively supporting increased employment rates for
women is an essential element in raising the overall
employment rate in the Union. While raising educa-
tional attainment promotes participation of women,
it is clear that family circumstances still affect par-
ticipation markedly. On the demand side, flexible
working arrangements are important, but the devel-
opment of support facilities and certain service
activities has been the major factor in facilitating
womanise’ access to the labour market in Northern
Europe.

The European eémployment strategy is calling on
Member States to reduce the gender gap, taking
account of the shifts in the sectoral structure of the
labour market, raising levels of access to care ser-
vices and enable women and men to return to the
labour market after an absence. Bringing about a
better integration of the gender perspective into la-
bour market policy is one way to allow these
underlying trends to develop.

Supporting employment in other
Community policies

The Amsterdam Treaty explicitly recognised the impact
of other Community policies on employment. This re-
port examines two areas in which this impact is particu-
larly important.

o The activation of labour market policies, — an essen-
tial element in the employment strategy — through
the restructuring of public expenditure was specifi-
cally noted by the Florence European Council. Best
practice in some Member States demonstrates that
it is both necessary and possible to restiucture pub-
lic expenditure without prejudice to the objectives of
fiscal consolidation.

nJ



@ As in other areas, the overall employment effects of

changing environmental policies and priorities will
be the outcome of the positive and negative employ-
ment impact of new activities and new technologies.
Governments have a critical role to play in creating
the appropriate framework in which the prices re-
flect the cost of environmental damage, and in which
investment decisions — and hence job creation —
are made in a long-term sustainable perspective.

Enlarging the Union

Enlargement of the Union will have an impact on the
employment situation in both the existing Member
States and in the candidate countries. At the time of
accession, the Amsterdam Treaty and the employment
strategy will be part of the acquis communautaire.
Accession to the Union will require an adjustment in
labour markets and labour market policies, and in
particular the capacity to adapt labour market institu-
tions and policy delivery systems to permit the im-
plementation of the employment guidelines. The Union
is actively supporting this adjustment.

The way ahead

The European employment strategy is a medium-term.

process, which will require the vigorous implementa-
tion of the Employment Guidelines over a number of
years. It is therefore not necessary to change the basic
structure of the employment strategy and the gui-
delines but rather consolidate the strategy providing for
minor adjustments which cover the gaps and take ac-
count of the ever-changing nature of labour markets.
The four pillar structure of the Guidelines represent a
framework in which Member States can focus their
efforts on those areas which have been identified as
likely to tackle the most_pressing obstacles-to an em-
ployment:friendly labour market in Europe, and hence
to raising the employment rate. - :

The size of the employment challenge, and the roles of
macroeconomic and structural policies are clear: raising
the employment rate to 65% in the medium term would

imply an increase in employment growth of 1.6% a year, ’

meaning that either the average annual rate of growth
would be 0.6% or higher or that the effect of complemen-
tary measures for improving the employment impact of
the structural measures would have the same effect.

The Commission has submitted a number of reports on
the Employment strategy for the Vienna European

* Council to carry this process forward. The Joint Em-

Jobs for people - — people for jobs: executive summary

ployment Report presents an assessment of progress in
implementing the strategy. The report on Employment
Performance (Employment rates report) analyses the
trends in employment rates in Europe and compares
this with the United States. These reports underpin the
Commission’s proposal for the Employment Guidelines
1999. : ' '
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into action

The adoption of the Employment
Guidelines at the end of 1997 con-
firmed the recognition of employ-
ment as an explicit objective for the
European Union and the beginning
of the real implementation of the
employment provisions of the Am-
sterdam Treaty.

The Treaty now states that ‘Mem-
ber States “... shall regard promot-
ing employment as a matter of
common concern and shall co-ordi-
nate their action”. Further, it re-
quires that “The objective of a high
level of employment shall be taken
into consideration in the formula-
tion and implementation of Com-
munity policies and activities”. -

The four pillars of the Employment
Guidelines reflect the broader ob-
jectives for employment and work-
ing conditions set out in the Treaty.
This includes the existence and pro-
motion of ‘a skilled, trained, moti-
vated and adaptable work force and
labour markets responsive to econ-
omic change’ as key objectives of a
co-ordinated employment strategy,
the task of promoting equal oppor-
tunities for men and women, as well
as the fundamental objective of pro-
moting job creating entrepreneur-
ship in Europe.

The strategy, and the Guidelines,
reflect the underlying analysis
which the Commission has
presented in the Employment in
Europe report over a number of
years, and in particular, the need to
raise the empleyment rate in Eu-

rope to a level closer to that of our
major trading partners and other
‘equivalent developed economies.
The Employment Guidelines are
designed to address the perceived
causes of the low employment rate
in Europe: the inability of the Euro-
pean economy to deal with major

‘shocks, and the incapacity of the

European labour market to respond
with the necessary structural
changes to re-absorb those who
have lost jobs in declining sectors
and activities.

Three issues have to be addressed
by the Commission and the Union
over the coming months and years.

First, the Commission has
presented its proposals for revising
the Employment Guidelines for
1999. The employment strategy
that the guidelines represent is a
medium-term one for bringing
about the fundamental structural
changes needed in the European la-
bour market to generate lasting
jobs. The Commission’s proposal is
characterised by consolidation: a
deepening and a sharpening of the
focus of the guidelines in the light of
the first year’s experience rather
than a fundamental revision, which
is neither required, nor appropri-
ate.

Secondly, the Commission will be
carrying forward its work on the
support for employment in other
Community policies as provided for
in Article 127 of the Amsterdam
Treaty. In 1998 and 1999, the focus

of this analysis will be on a limited
number of priority issues. They in-
clude the restructuring of public ex-
penditure to promote active labour
market policies, the role of taxation

" in creating employment and em- .

ployment and the environment.

Thirdly, the European Union has
opened negotiations with the candi-
date countries with a view to their
accession. The enlargement of the
Union to these countries will have
important implications for employ-
ment, both in terms of the impact on
the existing Member States, but
more importantly, on the capacity
of the candidate countries to adopt
and implement the employment
guidelines themselves. The Com-
mission has begun to carry out a
series of employment policy reviews
with these countries in order to

. assess this capacity and identify the

action required.

This year’s Employment in Europe
report addresses each of these
issues. In the first section it reviews
the major trends and developments
in the economic and employment
situation in the Union. The second
section reviews each of the pillars of
the employment guidelines and
presents the underlying analysis
that drives them. The third section
presents some of the main mess-
ages in relation to the ‘mainstream-
ing’ of employment in the three
areas chosen for priority analysis.
The final section presents for the
first time an analysis of employ-
ment developments in the candi-
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date countries, and the objectives of
the employment policy reviews.

: Majdr Trends in 1997

More detailed analysis of the trends
highlighted below is set out in the
background analysis in the main
report, and a special report on em-
ployment performance in Member
States which will be submitted to
the European Council at Vienna.

‘The European
economy maintains
its strength

Growth regained strength in 1997
with a rise in GDP of 2.7% against
1.8% in 1996. Despite an interna-
tional environment that turned out
to be sharply less favourable than
expected, prospects for economic re-
. covery are confirmed as the driving
force for growth shifts gradually
from exports to domestic demand.

According to the Autumn 1998 fore-

casts, GDP in the EU was expected

to grow by 2.9% in 1998 and 2.4% in -

1999.

"1 Growth of employment and GDP in the
Union, 1975-97
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With an underlying trend growth of
labour productivity of just under 2%
per year, employment rose again in
1997 and is expected to increase by
1.2% in 1998 and 0.9% in 1999,
equivalent to about 2.8 million net
new jobs in these two years. Since
participation, predoeminantly
among women, will rise, the em-
ployment rate could rise slightly
from 60.5% in 1997 to 61.1% in
1999. (The figures used for employ-
ment and unemployment corre-
spond to the benchmark series
published by Eurostat for the pur-
poses of analysing employment over
time. For a detailed description of
this series, see the Statistical
Annex to the main Employment in
Europe report.) The unemployment
rate, which fell by 0.2%1in 1997 from
10.8% in 1996, is forecast to fall
further to average 10.0% in 1998
and 9.5% in 1999

These developments are a modest
step in the direction of the objective
of a high level of employment speci-
fied in Article 2 of the Treaty and
further confirmed by the Luxem-
bourg jobs summit (November
1997). Net job creation can only
come from that part of GDP growth
which is in excess of the increase in
labour productivity, which itself is
a key. to maintaining competitive-

ness. Such a high employment level ~
relies directly upon the sustaina- ...
bility of a high rate of output growth -

(Graph 1).

The present recovery, which has
now.lasted a number of years has
produced positive effects, with
growing gwestmant increasing
both capacity and empleyment. The

-sustained efforts towards conver-

gence in the framework of EMU
and appropriate wage develop-
ments have improved the fun-
damentals of the European
economy: inflation is low, public fin-
ances are on a sound footing, and

profitability, competitiveness and
business confidence are high and
rising. The prospect of moving to
EMU warrants a macro-economic
policy mix favourable to relatively -
high growth for an extended period.

-In such a context, all the determi-

nants, and notably monetary condi-
tions (including long-term interest

rates and exchange rates), are fa-

vourable to a healthy expansion of
demand. The efforts of the past are
now delivering their expected posi-
tive results, especially for capital
formation (business surveys show a
planned increase of 9% in invest-
ment in real terms in the EU for
1998 in the manufacturing sector).

The prospect for sustained growth

is based on the positive impact on
domestic demand of low interest
rates such that the EU economy —
which is becoming more and more ..
of a single integrated economic en-
tity — is less vulnerable to external
shocks. However, it must be recog-
nised that some external threat to
growth from the Asian and Russian
crises will dampen economic activ-
ity. Given the impact of the external
financial crisis, the employment
prospects might be tarnished if a
deteriorating climate of confidence
settles in and curtails the dynam-
ism of EU domestic demand, failing
to.make up for faltering extra-EU
demand. '

Coupled with the improvement in
the macroeconomic policy-setting
brought about by EMU, a high fa-
vourable medium-term growth
path is a realistic opportunity
which now needs to be grasped in
order to generate the jobs the EU
badly needs. Although the introduc-

-tion of the euro itself will not solve ,

the unemployment problem, its ad-
vantages are not limited to better

. price transparency and the elimina-

tion of the exchange rate costs and
risks. The policy framework of



EMU is likely to help overcome the
obstacles to sustained growth and
job creation that in the past con-
tributed to the unsatisfactory
growth and employment perfor-
mance of the Union.

Even so, unemployment is unlikely
to fall rapidly. Structural policies,
which are much easier to imple-
ment and more likely to be effective
in a high growth context, have a key
role to play in improving competi-
tiveness, reducing tensions which
might impede growth, ensuring
that development is environmen-
tally sustainable and turning
growth into jobs. To be fully effec-
tive, however, they must be coher-
ent with the pursuit of sound
macroeconomic policies. In this re-
spect, it is essential that the budge-
tary costs of structural reform are
kept under control and do not lead
to excessive borrowing. With
growth providing the resources re-
quired, labour market and fiscal
policies (larger wage differentiation
in collective agreements, reorgani-
sation of working arrangements, re-
ducing the non-wage labour costs of
employing low-skilled workers)
could possibly increase the employ-
ment-content of growth, signifi-
cantly raising the employment rate.

Employment
rising modestly

Employment rose again in 1997, in-
creasing by 800 000, higher than
the rise of 600 000 in 1996, but
below the increase of 1 million in
1995. The total number of employed
in the Union is now 149 million, the
highest since 1992, and some 2 mil-
lion above the low point of 1994,

- though still short of the peak of 151

million in 1991. Although the re-
covery is weaker than in the 1980s,
it is stronger than in the 1970s and,
in the last three years the Union

Jobs for people — people for jobs: turning policy guidelines into action

Participation rate
; Employment rate

: Unemployment rate

Youth

. unemployment rate

Long term

unemployment rate

| Share of wages in
GDP :

% part-time

% temporary

employees

%eworking 45 hours

| aweek or more*

[ na.: comparable data not available
i__* Employees in industry and services

Key data 1997

BU Lowest Highest  US
678 584 823 | 772
60.5 | 486 775 . 734
10.6 - 3.7 208 . 49
21.0 6.7 388 113
5.2, 0.6 108, 0.4
605, 544 663 659
16.9 4.6 37.9 n.a.
33.6 . n.a.

12.2 2.1

125 | 1.3 28.3 '

77.2

74.6
3.4
6.7

0.7
67.1

n.a.

n.a.

2 Change in employment and working-age population
in the Union, 1970-2005

Miltion
3.0

25

!IH'\‘
0.0 !

20| 1975

I

-1.3 million jobs
-2.9 million jobs
1980-84

01 Working-age population
M Employment

1970 1975

1985 1990 1935 2000 2005

3.0
25

120

15

-l 1.0
-1 0.5

0.0
-0.5
1.0
15
20
25
-3.0




Jobs for people — people for jobs: turning policy guidelines into action

has made up half the job losses of
the early 1990s. At present, it is still
short of achieving the rate of growth
of employment necessary to absorb
the high levels of unemployment
and to provide employment for all
those who want to work, but the
demographic prospects are some-
what different than in the past
(Graph 2).

The employment rate in the Union
rose only marginally in 1997 by just
'1,9% to 60.5% of working age popula-
tion, still a full 2% potnts below the
rate in 1991 (Graph 3). In both his-
torical and international terms, the
Union’s employment performance
remains unsatisfactory. The cur-
rent employment rate is a. little
higher than in the early 1980s, but
falls short of the rates of 64%
achieved in the mid-1970s. Both the
US and Japan, by contrast, conti-
nued to record ever higher employ-
ment rates (of around 74%) in 1997.
This disparity in performance is a

reflection of both differences in un- -

employment (Graph 4) and labour
force participation (Table).

The potential employment reserve
is highest among women, older
workers and voung people. The
main differences in employment

3 Employment rates in the Union, US and
Japan, 1975-97 .
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rates in the first two groups come
from lower- participation in the la-

- bour market, depressed by a lack of

jobs, rather than from high unem-
ployment. In a period of high
growth it should be possible to mo-
bilise some of this employment
potential and provide jobs for those

who want to work but who have
-little prospect of finding employ-

ment.

The gap in employment between
the EU and US is not in agriculture,
manufacturing, or the public sector,

. but in the services sector. The dif-

ference in employment rates is par-
ticularly marked in three sectors:
communal services, business ser-
vices and distribution, hotels and
restaurants. The. differences be-
tween the Member States with high
and low employment rates is essen-
tially in these same sectors.

Employment in Europe is signifi- -

cantly lower than in the US in all
services sectors. The evidence
shows that this applies not only to
low skilled jobs but also for highly
skilled ones: there is a difference of

_around 3 percentage points for ho-
tels and restaurants and distribu-’

tion, but also for communal services
and business services. Within ‘com-

munal services’, the US employs
relatively less people in public ad-
ministration, but this is more than
offset by employment in education,
health and social work and even in
recreational activities.

Performance in the Member States
in creating jobs in the services sec-
tor generally, and these sectors in
particular, varies widely. In 3 Mem-
ber States — Germany, France,

. Italy — which together account for

50% of total EU employment,
growth in these sectors has been

- below average.

Part-time work
continues to rise

For the fifth year in the last 5ix,
there was no net addition to full-
time jobs in the Union in 1997. In-
deed, there was a decline in the
number employed :full-time and
part-time jobs accounted for more
than all of the increase in employ-
ment that occurred (Graph 5). The
growth of part-time working means
that there has been some reduction
in average hours worked by all

‘those in employmernt over the past

three years. This would have been
larger, however, had the growth of

and Japan, 1975-87 . . ﬁ
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part-time jobs not been accompa-
nied by an increase in the average
hours worked by those working full-
time.

In full-time equivalent terms,
therefore, (i.e. weighting each per-
son employed by the hours worked

relative to full-time hours), employ- .

ment increased by only '/,% in the
Union over the three years 1994—
97, whereas the number of people in
work went up by 1%. Since working-
age population increased slightly
over the period, the FTE employ-
ment rate remained unchanged.
Not only was the FTE employment
rate below the level in 1990 at the
end of the period of high net job
creation, but also below that in 1986
at the end of the recession of the
early 1980s.

Unemployment
remains high

The effect of the poor rate of job
creation in the Union in recent
years is reflected in the persistently
high rate of unemployment which
was still 10.2% in May 1998.
Though thisis the lowest it has been
since January 1993, it has fallen by
only 1.1% point since the peak in
1994. Only one Member State (Aus-
tria) has unemployment higher
than a year ago, although in some it
remains considerably higher than
before the recession of the early
1990s (in Germany, it is twice as
high, in Finland and Sweden, four
times higher). Unemployment in
Japan ‘i1s also rising, to 4.1% in
April. In the US, continued econ-
omic growth has led to further re-
ductions in unemployment and the
rate of 4.5% in August 1998 (which
apart from April) was the lowest for
30 years.

Unemployment of men. has fallen
more than for women. Since the
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Features of the labour market in
Member States

Fewer young unemployed

In the early 1980s, when unemployment increased to the
high levels that persist today, by far the largest group
affected were young people under 25. As a result partly
of the focus of policy on the young unemployed, partly of
a decline in the share of young people in the population
and partly of more people staying longer in education,
the proportion of the unemployed who are under 25 has
fallen from 45% in the mid-1980s to around 25% now.
The most pronounced fall has been among those under
20, who in 1986 accounted for over 22% of the total
unemployed but for only 7% in 1997. By contrast, the
share of 20 to 24 year olds in total unemployment has
remained high at 18% in 1997 as against 22% in 1986,
double their share in the working-age population. The
highest rates are in Spain and Finland, where it is still
over 30%, with the lowest in Luxembourg and Austria,
both under 7%.

More prime-aged unemployed

Unemployment has become a more widespread problem
among other age groups over the past decade. Prime-age
workers, between 25 and 49, now account for almost 60%
of the unemployed in the Union (more than their share
in working-age population) as opposed to 45% 11 years
ago.

More older unemployed: the case of Germany

The relative number of those of 50 and over who are
unemployed has also increased, from 10% to over 15%.
This predominantly reflects the rise in one country,
Germany, where the relative proportions of old and
young unemployed are the precise opposite to those
elsewhere — 30% are 50 or over and only 12% under 25
and these trends have accelerated over the past decade.
Although the relative number of the unemployed who are
50 or over in the new Linder is higher than in the West,
the difference is relatively small (33% as against 29%).
Nevertheless, the proportion has risen considerably
since 1991 and the increase shows no sign of abating.

Long-term unemployment unchanged

The rate of long-term unemployment remained un-
changed in 1997 at just over 5% in the Union, with 49%
of the unemployed being out of work for a year or more.
The proportion of those unemployed for more than two
years also remained unchanged at 30%. Although long
term unemployment is highest in Spain, it is rising
fastest in Sweden (where it doubled between 1996 and
1997 to 3%) and Italy where it was up to 8% (over
two-thirds of the unemployed) from 5% in 1992.
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peak of 10.2% in March 1994, male
unemployment has fallen to 8.8% in
. May 1998, while that of women has
declined by less than 1% from 12.8%
in March 1994 to 12.0% in May
1998. The gender gap has, there-
fore, widened slightly.

Unemployment rates for young
people under 25 are still over twice
those of adults, as has been the case
- for many years, with overall youth
‘unemployment at 19.8% in May
1998 as against a rate of 8.7% for
those aged 25 and over (see Box).
Nevertheless, much of the fall in
male unemployment is due to lower
unemployment among young men,
for whom the rate has fallen by 3%
points since 1994 in contrast to a
decline of only 1% point for young
women,

New jobs for women |

Women accounted for 62% of the net
additional jobs éreated in the Union
between 1996 and 1997, a slight
decline compared to previous years.
Male employment rose by 0.3%, the
first positive growth since 1995,
while female employment growth

slowed to 0.8% compared with 1%in

each of the previous two years.
Overall, female employment has
grown 4 times faster than male em-
ployment since 1994. By 1997, the
employment rate for women had
risen to almost 51%, and the gender
gap was down to 20 percentage
points from 26 percentage points in
-1990.

Wages and
labour costs

. Pay rises in excess of the growth in
labour productivity are liable to
lead to increased inflation or to de-
press employment growth or both.
With economic policy across the

Union aimed at keeping inflation

"low and with monetary authorities

refusing to validate excessive wage
increases, pay rises above produc-
tivity growth are likely to hit jobs
and give rise to highér levels of un-
employment.

It is difficult, however, to blame
present low rates of net job creation
in the Union on ‘excessive wage
rises in general. Since the 1980s
real labour costs per employee in
the Union have increased by much
less than the growth of GDP per
person employéd (1.8% a year) and
only slightly more than in the US.
Between 1994 and 1997, real labour
costs per employee in the Union
rose by half the rate of growth in
labour productivity. The wage
share in most Member States has,
therefore, fallen to an average of
only just over 60% in the Union,
well below the level in the US (66%)
and Japan (67%).

This reduction in the share of wages
in GDP, the relative increase in
profitability does’ not yet seem to
have had a major effect on employ-
ment. 1998 is expected to be a turn-
ing point, however, as there seems
to have been a shift towards invest-
ment and stock-building, contribut-
ing an estimated 1% to GDP
growth. This seems to confirm that
investment may finally be respond-
ing to the increase in levels of profi-
tability.

Globalisation
and employment

Imports of goods from the rest of
the world represented around 8%
of GDP in the Union in 1995, only
half the level of internal trade
between Member States, but
they have been growing in recent
years in relation to both GDP and
internal trade. This has been ac-

companied by an even larger ex-

pansion of exports of goods to the

rest of the world (from 7% of

Union GDP in 1991 to 10% in

1997) which, in practice, has led

to a growing trade surplus and

has served to offset the implica-
tions for employment of

increasing imports.

At the same time, imports of ser-
vices from the rest of the world have
changed very little over the past.10
years (at just over 2% of Union
GDP, meaning that imports of
goods and services amount to some
11% of Union GDP) while trade in
services between Member States
has expanded (from 3% of GDP in
1985 to 3.7% in 1995). This may

reflect the later liberalisation of -

trade in services than trade in goods
inside the Community and the con-
tinuing barriers to service trade
which exist in 'the global market,
although these are gradually being
reduced.

While the Union share of world
markets (excluding the EU) has
tended to decline (from 36% in 1990
to 31% in 1996), the effect of this on
exports has been compensated by
the growth of these markets. Thisis
particularly true of the East Asian
economies, including China, which
have become an increasingly im-

- portant market for European pro-

ducers {accounting for 13% of Union
exports of goods to the rest of the
world in 1996 as against only 9% in
1990). Although the prospects are
for a continuing decline in the
Union share of world trade in future
years as developing countries in-
dustrialise and close the gap in in-
come per head with developed
countries, there is nc reason why
this should be detrimental to in-
come and employment in Europe.
What matters for European pro-
ducers and jobs is that export
growth is maintained in relation to




the growth in demand for imports
from outside the Union, as it has
been in the past.

This is not to say that there are no
employment implications of the
growth in import penetration of the
European market over recent
years. The specific industries in
which it has occurred have suffered
job losses and the increasing de-
mand for exports has not always led
directly to compensating job growth
elsewhere because of gains in la-
bour productivity (partly stimu-
lated by increased competition from
outside). Nevertheless, indirectly,
export growth has been important
in generating income to support job
creation in other sectors of the econ-
omy, especially services.

In practice, the broad industries af-
fected by rising imports, on the one
hand, and expanding exports, on
the other, have been much the
same. The composition of EU ex-
ports to third countries is not signi-
ficantly different from the
composition of imports from them
and has not tended to change a
great deal in the recent past. In
1996, some 30% of Union exports of
goods to the rest of the world con-
sisted of basic manufactured pro-
ducts, only slightly lower than in
1990, and much the same as the
share of basic products in Union
imports. Similarly, engineering and
hi-tech products accounted for
around 50% of Union exports of
manufactures to third countries,
only a little higher than the share of
these products in imports from out-
side (47%).

These figures lead to a number of
conclusions: first, that exports of
basic products, like manufactured
food, clothing or furniture, are
still an important source of
foreign exchange earnings of most
highly developed economies like
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Union Member States; and, sec-
ondly, that developed countries
tend to export and import similar
types of product. Equally, how-
ever, they tend to conceal a third
general point, that the nature of

the goods exported and imported

in terms of their unit value and
design could well differ consider-
ably, even though they might be
classified to the same industry,
designer clothing (exported) and
mass-produced, low priced gar-
ments (imported) being examples.

Fourthly, trade in services, unlike
output and employment in services,
has shown little tendency to expand
relative to trade in goods. This re-
flects the inherent nature of ser-
vices which itself poses an obstacle
to trade, though one which stands
to be diminished in importance by
information technology and ad-
vances in telecommunications.
Competition in the service sector,
however, has taken the form not so
much of trade flows but of direct
investment, in facilities to deliver
services to consumers in markets
around the world, but especially in
developed economies, in part to pro-
vide support for exports of manufac-
tures.

Fifth, because of globalisation,
there is a potential threat to
growth in Europe from the Asian
crisis. Although the East Asian
region accounts for only 19% of
total Union exports to third coun-
tries, the spread of recession to
other parts of the world, partly
caused in developing countries by
large falls in energy and primary
product prices, could reduce glo-
bal demand for Union products
significantly. Europe, however,
has the potential to offset the de-
pressing effects of the crisis by
internal expansion, benefiting not
only Member States but also the
world economy as a whole.

Employment
Guidelines 1999
— deepening
the strategy

The Employment Guidelines are
based on four pillars that represent
the main lines of action of the em-
ployment strategy:

o improving employability
o promoting entrepreneurship
o promoting adaptability

o equal opportunities for women
and men

The fundamental objective of the
strategy is to raise the employment
rate of the Union to a level closer to
that of our main trading partners,
thus exploiting the employment
potential of Europe’s under-used
work force. Estimates prepared by
the Commission show that raising
the employment rate is feasible
under the right conditions and if the
right policies are pursued:

Each of the four pillars is designed
to contribute to this outcome, but
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‘Prevention is better than cure’

A person who becomes unemployed today in the European Union
stands a significant chance of remaining so and becoming long-term
unemployed. There is considerable evidence, however, that tackling
the problem of the unemployed at an early stage has the greatest
outcome in terms of preventing the drift into long-term unemployment.

Experience over the past years or more, supported by a model-based
analysis of flows into and out of long-term unemployment, demon-
strates that preventing inflows into long-term unemployment is the
most effective way of alleviating the problem. In several Member
. States, the decline in employability over the 6-12 month period of
unemployment is striking and has not improved in recent years. In
1997, over two-thirds (69%) of men and almost three-quarters of
women (74%) unemployed a year before had not found a job in the
intervening 12 months.

The preventive approach as encapsulated in the first two guidelines
is a combination of two things: early identification and early action.
Early identification to target those unemployed most likely to become
long-term unemployed, and early action to combat the characteristics
which make them so.

The new start referred to in the guidelines is not a job guarantee. It
means providing the individual with capabilities and opportunities to
give them real chances to gain access to jobs in the open labour market.
This must be done before skills start to deteriorate and the drifting
into exclusion sets in. A new start covers a wide range of measures
tailored to individual needs. They may include job offers, training
opportunities, work practice, voluntary service, individual action
- plans coupled with guidance, job search assistance or rehabilitation.
This requires a new-approach from public services not tolet individuals
“gualify” for long-term unemployment, but early identification and
early action.

LTU is a major risk for those yohng people who have left education
and training without reaching a minimum level of qualification. With-
out specific measures to correct this there will still be a significant
share of young people who have difficulty in entering the labour
market. Accessto a first work experience is a crucial first step.

The chance of returning to the labour market declines significantly as

‘unemployment lengthens. By adopting active measures and breaking
very long unemployment spells the employability of the unemployed
can be maintained, enabling them to qualify for newly created jobs and
filling vacancies swiftly. There is evidence from several Member States
which shows that, to be effective, activation should take place at an
early stage.

Conclusion: By adopting early action through early identification the
employability of the whole labour force will be secured and the overall
functioning of the labour market improved. Just matching the perfor-
mance of the three best Member States would reduce long-term
unemployment from 5% to 2%. A zero-tolerance strategy would elimi-
nate it all together

-

none of them is sufficient. They pro-
vide the framework of an integrated
strategy which requires sustained
action. The analysis underlying the -
four parts of the strategy are set out
below. '

Promotﬁng
employability .

Previous Employment in Europe re-
ports have stressed the role of the
skills gap as an obstacle to the effi-
cient functioning of the labour mar-
ket in Europe. Employment is
increasingly concentrated in the

-higher.skilled occupations, and the

biggest declines are in unskilled
elementary occupations (Graph 6).
Evidence from some Member States
suggests that vacancies are increas-
ingly concentrated in these occupa-
tions.

This need for more as well as more
relevant and flexible qualifica-
tions is being met by increased
numbers participating in education
and vocational training beyond

"basic schooling. Nevertheless a

disproportionate number of the un-
employed, and particularly the
long-term unemployed, lack the ap-
propriate skills to compete effec-
tively in the labour market and a
worryingly large proportion of
young people leave school with no
formal educational or vocational
qualifications. In 1997, around 47%
of both unemployed men and
women over 25 had no educational

~ qualifications beyond basic school-

ing.

As a result, the Commission pro-
posed a three pronged approach:
improving the initial education and
training of young people to help
them into the labour force and to
enable them to adapt to new chal-
lenges later in life; a positive ap-
proach to upgrading the skills of the




existing work force throughout
their working life, and an active
programme of training for the un-
employed, particularly the long-
term unemployed.

Ensuring that young people are
able to make a smooth transition to
work depends on a combination of
factors. Improving initial education
and training systems to provide a
solid foundation in basic skills is a
key factor. Preventing early school
drop-out and support for those with
learning difficulties is a priority.
Young people also need to acquire
skills and competencies relevant to
the workplace, and apprenticeships
and work-linked training measures
can be beneficial in providing this.

The unemployed and especially the
long-term unemployed must be able
to maintain and maximise their em-
ployability by having access to the
means to upgrade their skills and
competencies. Early identification
and early action are among the
ways in which policy can better tar-
get the reintegration of the unem-
ployed and prevent them becoming
long-term unemployed. The first
pillar of the guidelines takes ap this
preventive approach (see Box).

The first three guidelines are fun-
damental to reducing unemploy-
ment, and reducing the skills
mismatch on the labour market.
Under these guidelines, the onus is
on the Member States to provide
the unemployed, and especially
young people and long-term unem-
ployed, with the skills they need to
get them back into work. But the
unemployed have also a responsi-
bility to respond to the opportunity
and incentives provided. In this
context, skills refer not just to train-
ing, but more broadly, to the apti-
tude for and experience of work,
skills which are essential if the un-
employed are to maintain an at-
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tachment to the labour market, and

-the lack of which is a major deter-

rent to prospective employers.
These guidelines address one of the
three prongs of the skilis-gap
strategy, that of improving the em-
ployability of the unemployed.

Promoting
entrepreneurship

There is no shortage of potential
entrepreneurs in Europe, nor do our
new businesses, though many fail,
fare any worse on average than
those of our competitors. Yet there
is a need to improve the climate in
which business can be easily cre-
ated, and in which lessons can be
learnt from failure to provide for
success in the future. Too often, in
Europe, the first business failure is
also the last. Such a stigmatisation
must be overcome.

Employers and self employed ac-
counted for 15% of total employ-
ment in 1997, although around one
fifth of these were in agriculture,
where the farmer (with perhaps
some family members) is usually
the only person in paid work. Most
of the Member States with the hig-
hest shares are also those that still
have a high proportion of their em-
ployment in agriculture although
other factors also affect the nature

- of self-employment across the Mem-

ber States, including the tax system
and the industrial structure.

Self-employment as such has little
to do with entrepreneurship in the
sense of creating an enterprise and
employing workers. The majority of
self-employed are one-man busi-
nesses with no employees, and in
many cases the entrepreneurs are
themselves ‘employees’ of the
(small) companies they have cre-
ated. The role of SMEs is therefore
crucial to an understanding of the

process of entrepreneurship in the
Union.

In the Union as a whole, firms with
more than the owner but less than
250 employees accounted for 46% of
total non-agricultural employment
in 1994; over half of those were in
firms with less than 10 employees.
The importance of SMEs in employ-
ment varies widely between sec-
tors, with 77% of employment in
catering (hotels and restaurants) in
firms of less than 50 employees.
There is a similar proportion (78%)
in personal services and construc-
tion (74%) and a slightly lower pro-
portion (69%) in retailing, but with
more variation between Member
States. In Italy, for example, firms
with less than 50 employees ac-
counted for over 90% of the total in
this sector, while in the UK large
firms (of 250 or more) accounted for
40%.

Large firms, on the other hand, are
the major providers of jobs in trans-
port, financial services, health care
and education, water and energy. In
the remaining two broad sectors —
manufacturing and business ser-
vices — there is a much more even
distribution of employment across
the different sizes of enterprises.

The potential contribution of SMEs
to employment growth depends to a -
large extent on the sectors in which
they are located. Three of the sec-
tors which have shown the highest
growth in the recent past (business -
services, personal services, hotels
and restaurants) are characterised
by a large share of employment in
SME, and future job growth is likely

to be associated with the growth of =

SMEs.

The guidelines set out under this
pillar address a number of the
issues relating to the growth and
the prosperity of SMEs and the self-

S
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employed, recognising that entre- -
preneurship leading to job creation.

is a complex of factors relating to
the structure of each Member State
as well as the administrative and
regulatory framework. The objec-
tive must be to remove the ob-
stacles, perceived or genuine, to the
creation of enterprises, particularly
small and medium-sized ones,
which are a major source of new
jobs. '

Promoting
adaptability in
‘enterprises and
their employees

Work organisation and working
time are increasingly being
examined for their potential con-
tribution to increased flexibility in
enterprises and to a better function-
ing of the labour market in order to
create more job opportunities.

As noted above, the majority of jobs
created in Europe in the 1990s have
been part-time jobs. In the three
years 1994 and 1997, the number of
part-time jobs in the Union went up
by almost 2.4 million, a rise of just
over 10% (over 3% a year), while the
number of full-time jobs fell by
125 000. The shift to part-time
working was true for both men and
women, especially for men, the
number of whom working part-time
increased by 20% over these three
years. Sweden was the only country
in the Union where the number of
men and women in part-time jobs
declined.

The shift to part-time working
among both men and women was
particularly marked in the Member

States where the recovery of output

has been’ sluggish and unemploy-
ment has either continued to rise or
has fallen very little (Germany,

France, [taly, Austria and Portugal).
This is matched by the fact that a
disproportionate number of the jobs
found by men and women who were
previously unemployed are part-
time, 14% in the case of men, over
double the proportion of men work-
ing part-time in the Union, and 40%
in the case of women, almost a third
higher than the proportion of women
in part-time work.

The net additional jobs created dur-
ing the present recovery have not
only been part-time, they have also
been predominantly temporary
rather than permanent ones. Al-
though the proportion of people
working on fixed-term rather than

standard contracts of employment.

remains relatively low (at only
some 12% or 15 million jobs in the
Union as a whole), it has been in-

creasing steadily. All of the net ad-
ditional jobs for men created
between 1994 and 1997 were tem-.

porary ones and 40% of those for
women. For those unemployed look-
ing for a job, it is increasingly likely
that the only positions available
will be fixed-term ones. In 1997,
56% of both men and women in the
Union entering employment after
being unemployed moved into a
temporary job — up from 50% in
1994. While some of these jobs
might have become permanent ones

"after a probationary period, the

high figure and the increase, both of
which are common features across
in the Union, emphasise the chang-
ing nature of labour markets.

Promoting adaptability in labour
markets depends heavily on one of

- "the other principles underlying the

guidelines: the partnership ap-
proach. For all of the guidelines
under this pillar, there is a need for
a partnership: between social part-

ners, between social partners and -

governments — all have their role to
play.

The new kind of adaptability in en-

terprises should be a parallel pro-

‘cess of -continuing the structural

reforms in both markets for goods
and services and labour. Deregula-
tion in goods and services markets
can give rise to greater productivity
and job creation, responding to the
needs-of consumers who require
more flexible responses from busi-
ness. At the same time, this needs
to be accompanied by more flexible
working to match the needs of en-
terprises and their workers. Such a
process is already underway: the
only category of less-skilled jobs
which have expanded in recent
years was that of sales and service
workers, many of them in retailing,
with around two-thirds of the net
addition to these jobs going to
women, and a significant number
also being part-time, as the opening
hours of shops lengthens well
beyond the normal working day.
Indeed, supermarkets opening
24 hours a day, and 7 days a week
(although not necessarily both} are
becoming more prevalent in some
Member States.

The guidelines respect the prin-
ciples on which the Commission has
always based its proposals.in this

~ area. The introduction of new pat-

terns of working should be specific
to the individual place of work and
should be negotiated between the
social partners. Similarly, govern-
ments must create the conditionsin
which the flexible firm can exist and
thrive: Member States. should re-
form, where necessary, the rules
governing different contractual re-

lationships. This does not mean de-

regulating labour markets, but
permitting the existence of various
types of work contract, all on an
equal footing, with none offering
particular advantages over an-
other. This may go beyond the legal
recognition of the existence of such
types of contract, and involve a re-

0



view of tax and social protection
regulations, as these may create
more of a barrier to the adoption of
flexible forms of working than the
regulatory framework.

Promoting equal
opportunities

Despite the rapid growth in both
female employment and participa-
tion of women in the labour market
over recent years, as well as the
continuing fall in participation of
men in all age groups, there is still
a significant gender gap in various

" aspects of employment: in the em-
ployment rate, in unemployment, in
terms of sectoral and occupational
segregation.

Overall the employment rate for
women (51%) is some 20% lower
than for men in the Union, equival-
ent to some 24 million people. This
gap has fallen sharply from 40 mil-
lion in 1975 and 32 million in 1985,
despite a marked rise in total em-
ployment over that period,. and if
continued, could fall to around
18 million by 2005.

While the gap between the employ-
ment rates of young men and
women is only 6%, for women over
25 the gap is over 22%. Raising em-
ployment rates of women, and re-
ducing this gender gap is a
long-term task resulting from rais-
ing the employment rate of women
in the younger age groups — par-
ticularly those of prime working age
-~ and encouraging them to stay in
employment for a longer period of
their working lives.

A series of factors appear to in-
fluence the participation of women
in the labour market. High levels of
educational attainment are par-
ticularly associated with high levels
of participation, while family cir-
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cumstances — marriage or the
birth of the first child exert a strong
negative effect. The tax and benefit
system may also play a role. On the
demand side, the availability of
part-time work is significant, but
the major factor is the development
of certain service sectors. A combi-
nation of greater flexibility in cer-
tain service sectors (retailing, care
services) which make it possible for
women to reconcile home and work
responsibilities, and the expansion

“of jobs in others (retailing, health

and education, business services)
which offer greater opportunities to
women are associated with higher
employment rates.

As noted above, unemployment
for women has barely fallen in re-
cent years despite the growth of
women in work. To a large extent
this is the result of greater par-
ticipation of women in the labour
market. Nevertheless, the remo-
val of the obstacles that prevent
women from accessing as wide a
range of jobs as men would help to
reduce this gap.

Sectoral and occupational segrega-
tion is one of the obstacles which
limits the choice of women entering
or wishing to enter the labour mar-
ket. 59% of women are employed in
just 6 sectors, all of which are in
services (in the US this figure is
over 62% and the sectors are ident-
ical), as against a figure of 41% for
men, the sectors being in both in-
dustry and services.

So far as occupations are concerned,
the segregation is less clear-cut, but
there is some evidence that the so-
called ‘glass ceiling’ exists. The top
level occupations — managers and
legislators — employ 10% of men

compared with only 6% women,

which is indicative of the greater
difficulty women have in accessing
the top jobs.

The guidelines are designed to
meet the objective of reducing the
gender gap, taking these structu-
ral changes into account, while
recognising that cultural and his-
torical influences are also a major
factor in determining the partici-
pation of women in the labour
market. But changes can occur
rapidly: in 1986, in many Member
States, marriage was a major fac-
tor determining when women
gave up work. In 1997, marriage
was still the main factor in four
Member States (Belgium, Greece,
Spain and Italy), but the average
difference in the employment
rates of single and married
women in their 30s without child-
ren had fallen from 18 percentage
points to 7 percentage points. The
birth of the first child remains the
main factor in most Member

States, the average difference in

employment rates between mar-
ried women with and without
children still being well over 20
percentage points, although this
ranges from only 0.4% in Belgium
to over 30% in Germany. The
focus must be, therefore, on the
obstacles that need to be removed
in. order to allow the underlying
trends to develop, by bringing
about a better integration of the
gender perspective into labour
market policies.

Supporting
employment in other
Community policies

The Amsterdam Treaty rightly rec-
ognises that almost every policy ac-
tion influences employment in some
way or another — and some more
than others, directly and indirectly.
The full analysis of the impact of all
these actions is a long term task and
will focus initially on those areas
which have already been identified
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as being of critical importance,

either in the White Paper, Growth
Competitiveness, Employment or
by the European Council itself.

Restructuring
public expenditure

Public expenditure is one of the
main influences on employment,
with indirect effects on the level of
economic activity, direct effects
through those activities which it
finances directly, and the effects of
the spending on labour market
policies, both active and passive. .

Over the past 15 years or so, direct
government expenditure on goods
and services has tended to decline
in relation to transfers, largely re-
flecting the growth of social protec-
tion, which, including health care,
accounts for almost 60% of total
public sector outlays. Indeed, direct
expenditure was, on average, some
1% of GDP lower in 1997 than in
1980. All of this reduction occurred
after 1990 and all of it was in spend-
ing on fixed investment, which de-
clined from 3% of GDP in 1980 to 2%
in 1997. .
The State’s contribution to invest-
ment is not limited to infrastruc-
ture projects. Investment in
education, which is at the basis of a
skilled and flexible work force, is
one of the most important ways in
which governments can contribute
to the long-term competitiveness of
European economies and, hence, to
their future potential for growth
and job creation. Education is also
a prime direct source of new jobs.
Employment in education ex-
panded by almost 2% a year in the
Union over the 10 years 1986 to
1996, though the increase has
slowed a little during the present
upturn, and now accounts for al-
most 7% of total employment.

While the numbers of young people
in the Union are falling, the number
of older people is increasing. More-
over, within the population of 65
and over, there is also a strong up-
ward trend in the proportion of
those aged 75 and over. As a conse-
quence, the upward pressure on

-pension payments is being accom-

panied by a growing demand for

health and long-term care. On aver-

age, spending on health services per
head of population aged 65 of over
is over twice as high as the average
for people below 65 and for those

aged 75 and over, 4-5 times higher. |

Over the next 10-15 years, the
number of people of 65 and over in
the Union is forecast to increase by
over 1% a year, the number of 75
and over by 2% a year.

Health care and social services, like
education, are a prime potential
source of net job creation. Between

1986 and 1996 employment in this-

area rose by over 2% a year in the
Union. Further growth depends on
the policies followed in Member
States and on reconciling the de-
mand for high quality health care
with constraints on public spend-
ing.

Overall, expenditure on social
protection, including health care,
amounted to 28% of GDP in the
Union in 1995, 70% of this being

transfer payments, and around -

60% of the total (equivalent to
some 17% of Union GDP) probably
going to those in retirement.
Given the prospective growth in
the number of people of 65 and
over in the Union over the next
20-25 years, the focus of policy is
not only on pension schemes, but

also on early retirement which,"

especially among men, has risen

“markedly since high levels of un-

employment and job scarcity
became a major problem in the
1970s.

In 1995, unemployment benefits ac-
counted for only 8% of total spend-
ing on social protection in the
Union, under 2% of GDP, though a
similar amount also goes on dis-
ability benefits, which in many -
cases are effectively paid to support
people who cannot find jobs. With
social exclusion and housing
benefits, transfers to those of work-
ing-age but without a job amounted
to around 6% of GDP. At the
Florence European Council, Mem-
ber States agreed to give increasing
priority to the ‘activation’ of policy,
to move people who are capable of
working into employment rather
than merely providing income sup-

~ port while they are out of work. The

aim is to shift from such passive
measures, defined in the broadest
sense, to active labour market
measures of providing training, or
retraining, career .guidance and
helpin finding a job.

So far there is only limited 51gn of
any shift in expenditure in this di-
rection in Member States. Overall,
public spending on labour market
measures accounted. for just over
3% of GDP in the Union in 1997. Of
this, some 65% went on paying un-
employment compensation and
35% (just over 1% of GDP) on active
measures to increase employability
or to assist in finding a job. This is

" slightly higher than in 1994 at the -

end of the recession, when active
measures accounted for 33% of the
total, but less than in 1990, when
they accounted for 37%.

- Environment

and employment

A strengthening of measures to pro-
tect the environment is now a
necessary condition for sustained
economic development. At the same
time, environmental and employ-
ment policies should be made mu- .
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tually beneficial. This was the
message of the Commission Com-
munication on Environment and
Employment adopted in November
1997 (COM(97)592). This involves
significant structural changes and
shifts of employment between acti-
vities, which presents both prob-
lems and challenges to the
European Union.

EU economies are still charac-
terised by underuse of labour
resources and overuse of environ-
mental resources, such that
patterns of production and con-
sumption are unsustainable. The
way goods and services are pro-
duced are based on investment
and price relations of the past,
when environmental concerns
were less important.

Governments in Europe have a vital
role to play in creating a legislative
and fiscal framework which en-
sures that prices in the economy
fully reflect the social costs of pollu-
tion, environmental damage and

-the depletion of exhaustible re-
sources and -which, accordingly,
give appropriate signals to pro-
ducers and consumers alike to
adapt their behaviour in line with
environmental needs. They also
have a responsibility to adopt a
long-term perspective to make sure
‘that investment decisions about in-
frastructure are made with the sus-
tainability of development in mind.
Such a strategy depends on a shift
from old, polluting technologies and
end-of-pipe measures to new clean
technologies. This shift can best be
done when new investment deci-
sions are being taken, and the new
environmental standards can be in-
corporated right from the begin-
ning.

The benefits of such a strategy will
he greatest in those sectors where
environmental concerns are most
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pressing, and where new invest-

ment, accompanied by appropriate

labour market policies, can have the
greatest impact. Manufacturing in-
dustry continues to be responsible
for pollution through the use of en-
ergy and-raw materials and the
generation of hazardous waste. In
the transport sector, the negative
impact on the environment has con-
tinued due to traffic growth despite
improvements in engines and fuels.
In the energy sector, the fossil fuel
cycle has a significant negative im-
pact.

The motor car impacts in all of these
areas: half of the energy consump-
tion of the motor car during its life-
time takes place during its
manufacture, and half during its
use.

The need to deal with the environ-
mental effects of the energy sector
was recognised by the agreement at
Kyoto to reduce CO, emissions by
8% by 2010 compared with 1990.
Achieving this target will demand a
considerable increase in the use of
energy efficient and renewable
technologies which in turn will cre-
ate employment.

Enlarging the Union

The prospect of the enlargement
of the Union to the 11 candidate
countries has significant implica-
tions for employment, both for
developments in the candidates
and in the existing Member
States. The integration of Central
and Eastern European states into
EU markets for goods, capital and
labour, together with the pro-
gressive moves toward a market

-economy, has already provoked

structural changes in labour mar-
kets and employment in the
candidate countries, although
much remains to be done.

Labour market conditions and
structures, ranging from the mo-
bility and physical movement of
work forces, wages, social contribu-
tions conditions of employment and
distribution of income differ
sharply both within the CEECs and
between them and the EU labour
market. At the same time, the aver-
age rate of unemployment, at
around 10%, is very similar to that
in the Union, though as in the
Union, it varies considerably be-
tween countries, from around 15%
in Bulgaria, Latvia and Lithuania
to around 6% in Romania and 5% in
the Czech Republic.

As in the Union, the slowdown in
population growth in the medium-
term will present even greater op-
portunities for growth of jobs and
income, which will reduce unem-
ployment and disparities in income
per head between the applicant
countries and the Member States.
Given that the existing disparity in
income has not given rise to
massive migration flows, there is
even less reason to expect such
flows to occur in the future.

At the same time, the expansion of
the Union presents opportunities
for existing Member States and the
candidates. Trade between the ap-
plicant countries and the EU has
grown substantially since the tran-
sition began. In 1996, total EU im-
ports from these countries were 4
times their value in 1985, while EU
exports to them were 6 times their
1985 value, and already the EU ex-
ports one-third more to them than
it imports. Such an expansion in
trade is more likely to expand even
further than to decline.

One of the major challenges facing
these countries is to put in place the
appropriate structures for mana-
ging this transition to a modern la-
bour market. This includes the
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ability to adopt and apply the Em-
ployment Guidelines for pursuing

the employment strategy. This pro- -

cess is being supported by the
Union through a process of employ-
ment policy reviews designed to
“identify the. changes in policy de-
sign and delivery which will be
necessary. ' .

The way ahead

The European employment
strategy has already begun to in-
fluence employment policies in Eu-
rope. The National Action Plans
submitted by Member States in ad-
vance of the Cardiff European
Council are evidence of their com-
mitment to the strategy.

The Commission has now sub-
mitted its proposals for the
Employment Guidelines for 1999.

Under the circumstances, it sees

no justification for any major re-
vision of the Guidelines,
maintaining the four pillar ap-
proach contained in the 1998
Guidelines. The strategy is de-
signed to be implemented over a
number of years, and any revi-
sions each year should be minor
ones that build on the experiences
of the Member States and on the
analyses of the Commission in im-
plementing the Guidelines each
year. :

The underlying justification both
. for the initial strategy and the mod-
est revisions envisaged for 1999 are
set out above. The outcome of the
~ strategy depends critically on an
adequate and sustained implemen-
tation in the Member States over
~ the medium term, such that the
combination of the macro-economic
strategy and the employment
strategy, building on the positive
_ economic situation in a context of
the Single Market and Economic

and Monetary Union begins to bear
fruit in terms of employment and
unemployment. '
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